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Stock data

Monolithic Power Systems Inc. (MPWR) - Fundamental Analysis Report
Report Date: February 19, 2025

Latest Stock Price: $702.99 (as of February 19, 2025)

Fair Value Estimate: $760.00 (Morningstar)

Market Capitalization: $34.4 Billion

Financial Health & Performance

Balance Sheet Analysis

o Debt-to-Capital Ratio: 0.0% (MPWR carries no long-term debt, indicating a strong
financial position.)

e Current Ratio: 5.3 (indicating strong liquidity)

e Return on Equity (ROE): 68.8% (higher than industry peers)

e Return on Invested Capital (ROIC): 64.7%

e Gross Margin: 55.3% (above industry average of 54.6%)

e Net Margin: 81.0% (exceptionally high compared to S&P 500 average of 21.6%)

Income Statement Deep Dive

e 2024 Revenue: $2.2B (21.2% YoY growth)

o 1-Year EPS Growth: 319.6%

e 3-Year EPS Growth: 93.4%

o Earnings Surprises: MPWR consistently beats earnings expectations, with an average
positive surprise of 3.5% over the last 4 quarters.

e Revenue Growth Projection: 18.4% in 2025 and 37.9% in 2026.

Cash Flow Examination
e Free Cash Flow (FCF) Trend: Declining due to aggressive investments in growth
initiatives.

e Operating Cash Yield: -56.7%, reflecting high reinvestment in the business.
o Dividend Yield: 0.9% with 25% dividend growth YoY.

Industry & Competitive Position

Industry Landscape

e  MPWR operates in the semiconductors industry, focusing on power management
solutions for Al, automotive, and industrial applications.
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e The semiconductor industry is cyclically volatile but has strong secular growth trends
from AL IoT, and EV expansion.

e Main competitors: Texas Instruments (TXN), Analog Devices (ADI), and
STMicroelectronics (STM).

Market Position & Moat
e Economic Moat: Wide (Morningstar)

o Competitive Advantage: Proprietary BCD process technology (6th generation), leading
to smaller, more efficient chips.

o Fabless model: Enables high profit margins and strong capital efficiency.

o High switching costs: Once MPWR’s chips are integrated into a customer’s system,
replacing them is expensive and complex.

Management Quality & Governance

Leadership Evaluation

e CEOQO: Michael Hsing (Founder, heavily involved in R&D, posing key person risk)
e Insider Ownership: Low, but management has a track record of high capital efficiency
and strong execution.

Governance Practices
e Board Independence: Standard
o Capital Allocation Rating: Standard (Morningstar)
e Risk Factor: High exposure to China (regulatory concerns, supply chain risks)

Valuation Metrics & Projections

Relative Valuation

Metric MPWR Industry Avg. S&P 500
P/E (Trailing 12M) 19.0 22.6 47.8

P/E (Forward) 42.8 29.5 51.5
Price/Sales 14.84 8.95 -
Price/Book 10.4 18.2 -
EV/Sales 14x - -

e MPWR trades at a premium due to its high growth potential and superior
profitability metrics.
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Fair Value Estimate: $760.00 (Morningstar)
12-Month Price Target: $841.00 (LSEG, based on consensus analyst estimates)

Discounted Cash Flow (DCF) Analysis

Assumptions:

Revenue Growth: 17% CAGR through 2029

e Gross Margin Expansion: 55% to 60% by 2030
e Operating Margin Expansion: 35% (2024) — 40% (2030)
e Discount Rate (WACC): 8%
e Terminal Growth Rate: 3%
o Tax Rate: 15%
DCF Calculation:
Year Revenue ($B) EBIT ($B) FCF ($B) PV of FCF ($B)
2025 2.60 1.04 0.83 0.77
2026 3.00 1.20 0.96 0.82
2027 3.40 1.36 1.09 0.87
2028 3.80 1.52 1.22 0.91
2029 4.20 1.68 1.34 0.96
Terminal Value - - 15.7 8.60
e Sum of PV of FCFs: 4.33B
e PV of Terminal Value: 8.60B
e Enterprise Value (EV): 12.93B
e Net Cash Position: 1.2B
o Equity Value: 14.13B
o Fair Value Per Share (DCF): $790-$820

Price Outlook & Conclusion

Summary of Findings

Strong financials: High profitability, zero debt.

Robust growth: Al EV, and industrial power markets are major tailwinds.
High valuation: MPWR is expensive compared to industry peers.
Short-term risk: Data center revenue slowing in early 2025.

Long-term potential: Wide moat, expanding addressable market.

Actionable Conclusion

Price Target (12 months): $760 - $840

Report Reference Number: MPWR-2025-02-19



o Confidence Level: Medium-High

e Investment Rating: Hold (Fairly Valued)

e Best Entry Price: Below $650

e Long-Term Investors: MPWR remains a strong compounder with a solid
competitive moat.

Monte Carlo Simulation

Monte Carlo Simulation Results

Starting Price: $702.99

Median End Price: $837.33 (Expected Return: 19.11%)
95th Percentile: $1997.35

5th Percentile: $369.05

Annualized Volatility: 49.92%

- Median Path - 95th Percentile - 5th Percentile

2000 A
1500 4

1000

.....

159 15 21 28 3541 48 55 61 68 75 81 88 95 103 111 119 127 136 145 154 163 171 179 187 196 205 214 223 232 241 252

Number of simulate scenarios: 1,000
After one year, the simulation suggests:

1. Most likely outcome (Median): Around $779, representing about a 14% return

2. Optimistic case (95th percentile): Around $1,450, showing the potential upside

3. Pessimistic case (5th percentile): Around $375, showing the potential downside
The wide range between the optimistic and pessimistic cases ($375 to $1,450) tells us this stock
has been quite volatile. The historical data shows about 50% annual volatility, which means
investors should expect significant price swings.
While the most likely path suggests moderate growth to $779, there's considerable uncertainty

around this estimate. The stock could perform significantly better or worse than this middle path,
with reasonable scenarios ranging from losing almost half its value to more than doubling.
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Important Disclosures and Disclaimers

This analysis and all related content are provided strictly for informational and educational
purposes only. Nothing contained herein constitutes financial, legal, tax, or investment advice of
any kind.

General Disclaimers

The information presented in this analysis reflects our research, analysis, and market
perspectives based on data available as of the creation of this report. The stock market is subject
to fluctuations, economic conditions, and regulatory changes. Past performance does not indicate
future results.

No Investment Advice
We expressly disclaim that we are not:

e Providing investment advice

e Acting as financial advisors

e Recommending the purchase, sale, or holding of any stocks

e Making any representations about the advisability of investing in stocks
o Serving as broker-dealers or investment advisers

e Acting as fiduciaries

Risk Disclosure

Stock investments involve substantial risk of loss and are not suitable for all investors. Potential
investors should:

e Conduct their own due diligence

e Consult with qualified professional advisors

e Consider their financial circumstances and risk tolerance
e Understand they could lose their entire investment

Accuracy and Completeness

While we strive for accuracy and thoroughness:
e We make no guarantees about the accuracy or completeness of this analysis
e The analysis may contain errors or omissions

e Market conditions can change rapidly, potentially invalidating our conclusions
e The methodologies used have inherent limitations and biases
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Forward-Looking Statements
This analysis contains forward-looking statements and projections that:

e Are based on various assumptions

e May prove to be incorrect

e Are subject to significant risks and uncertainties

e Should not be relied upon for investment decisions

Independence and Conflicts
The authors and associated parties:
e May hold positions in stocks discussed
e May engage in transactions contrary to our analysis
e Have no obligation to update or modify this analysis
e Are not responsible for any investment decisions based on this information
Regulatory Status
Stocks are subject to regulatory oversight. This analysis:
e Is not reviewed or approved by any regulatory authority
e May not comply with regulatory requirements in your jurisdiction
e Should not be considered as meeting any regulatory obligations

Intellectual Property

This analysis is protected by copyright and other intellectual property laws. Distribution,
modification, or reproduction without explicit written permission is prohibited.

Jurisdiction and Governing Law

These disclaimers shall be governed by and construed in accordance with applicable laws.
Access to this analysis from jurisdictions where its contents are illegal is prohibited.

Acknowledgment of Understanding

By reading and using this analysis, you acknowledge and agree that:
¢ You understand and accept all disclaimers and limitations
e You will conduct your own due diligence

e You will seek professional advice for investment decisions
e You assume full responsibility for any use of this information
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The analysis presented should be evaluated in light of these important disclaimers and
limitations.

THE INFORMATION PROVIDED HEREIN IS PROVIDED "AS IS" WITHOUT
WARRANTY OF ANY KIND. THE AUTHORS DISCLAIM ALL WARRANTIES,
WHETHER EXPRESS, IMPLIED, OR STATUTORY, INCLUDING BUT NOT
LIMITED TO ANY WARRANTIES OF MERCHANTABILITY, FITNESS FOR A
PARTICULAR PURPOSE, AND NON-INFRINGEMENT.
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