$MU: Passing on a Fairly Valued Supercycle with
Asymmetric Downside

1. Executive Summary

We recommend PASS on Micron Technology (MU) at its current price of ~$419. While we recognize Micron's
superb operational execution, its temporary duopoly in the High Bandwidth Memory (HBM) market, and the
powerful secular tailwinds from Artificial Intelligence, we believe the market has efficiently priced this optimistic
scenario. The current valuation offers a risk/reward profile that is insufficiently skewed in our favor and fails to
meet our firm's minimum 15% IRR hurdle for new long positions.

Micron's transformation is real. The strategic pivot to data center revenue, now over 50% of the total, and its

"

leadership in power-efficient HBM3E have structurally improved the business. Management's "sold out" guidance
through 2025 provides an unprecedented level of revenue visibility, creating a tangible floor for earnings and
limiting near-term inventory risk that plagued previous cycles. The bulls correctly identify that this is not the same

commodity memory company of the past.

However, the market is not blind to this reality. The consensus forward EPS of ~$43.50 already bakes in a
"supercycle" scenario where HBM margins remain elevated and revenue more than triples from trailing levels. At a
~9.6x forward multiple, the stock is not being valued as a deep cyclical trough but rather as a business at peak
performance with a finite window of extraordinary profitability. Our analysis suggests a probability-weighted fair
value of approximately $435, offering negligible upside from the current price.

The core of our PASS thesis rests on an unfavorable asymmetry. While the upside is capped by a valuation that
already reflects near-perfect execution, the downside scenarios remain severe and underappreciated. The two
primary risks—an earlier-than-expected qualification of Samsung's HBM3E and a potential "air pocket" in
hyperscaler Al capex—are not low-probability tail events. They represent credible threats that could rapidly
compress margins and force a violent multiple contraction, with historical precedents suggesting downside of
40-60%. We are being asked to pay a full price for a best-case scenario while underwriting the risk of a cyclical
collapse. This is not a compelling proposition. We would reconsider a long position at a more attractive entry point
below $380, which would provide the necessary margin of safety and a return profile that clears our investment
hurdles.
TL;DR:
« Recommendation + conviction level: PASS. Medium conviction that the current price offers an
unattractive risk/reward profile.
+ Key thesis driver: The market has already priced in the 12-18 month HBM duopoly. Our probability-weighted
fair value of ~$435 implies a ~4% IRR, failing our 15% hurdle.
« Primary risk or kill condition: Samsung qualifying HBM3E with NVIDIA before Q4 2026, or a pause in
hyperscaler Al capex, would break the thesis and likely lead to a >40% drawdown.

« Valuation vs. current price: We view MU as fairly valued at ~$419. We would become buyers at a price
below $380, which would offer a sufficient margin of safety.

2. Business Quality Assessment

Micron has successfully evolved from a pure commodity memory producer into a critical supplier of specialized Al
infrastructure components. This transition has fundamentally improved the quality of the business, driven by
technological leadership, a consolidated market structure, and a strategic shift toward more stable, higher-margin
end markets.

The HBM Moat: Technical and Temporary The primary driver of Micron's enhanced business quality is its
leadership in High Bandwidth Memory, specifically its HBM3E product. HBM is not merely faster DRAM; it is a
complex, 3D-stacked architecture that integrates logic and memory, demanding advanced packaging techniques



like Through-Silicon Vias (TSV). This complexity creates a significant technological barrier to entry. As of early
2026, the market for HBM3E qualified for NVIDIA's latest Blackwell architecture is an effective duopoly between
Micron and SK Hynix. Samsung, the historical market share leader in memory, has struggled with the thermal and
yield challenges of high-stack HBM. As one supply chain report noted:

"Samsung HBM3E yields remain <50% due to thermal compression bonding issues. Micron and SK Hynix
effectively hold a duopoly on premium AI memory." — DRAMeXchange

Micron's specific edge lies in its 1-beta process node, which delivers a reported 30% power efficiency advantage
over competitors. In power-constrained data centers, Total Cost of Ownership (TCO) is paramount, making
Micron's product "stickier" and justifying a premium price. This technological lead, combined with Samsung's
stumbles, has granted Micron a window of extraordinary pricing power.

Structural Shift to Data Center Concurrent with its HBM success, Micron has pivoted its revenue mix. Data
center revenue has doubled year-over-year to become over 52% of the total. This is a crucial quality upgrade. Unlike
the volatile consumer markets (PCs, smartphones), data center demand from hyperscalers is characterized by
longer qualification cycles, long-term agreements (LTAs), and a focus on performance and reliability over pure cost.
This shift provides greater revenue visibility and structurally higher margins. HBM products carry gross margins
estimated to be above 65%, a stark contrast to the 30-40% margins typical of commodity DRAM. As HBM's share of
the revenue mix grows, it will continue to lift the company's consolidated financial profile.

Unprecedented Revenue Visibility A direct consequence of these factors is a level of demand visibility
previously unseen in the memory industry. CEO Sanjay Mehrotra has been unequivocal in his public statements:

"HBM sold out through 2025 and substantially booked for 2026."

This is not a forecast; it is a reflection of a firm backlog supported by non-cancellable LTAs. In a world where Al
accelerators from NVIDIA have 12-18 month lead times, hyperscalers cannot risk their buildout schedules by
cancelling memory orders from a qualified supplier. This backlog serves as a powerful downside buffer, mitigating
the risk of a sudden inventory glut that has historically crushed the industry. It provides a de facto revenue and
earnings floor for the next 18 months, a feature that significantly enhances the company's financial stability. While
the moat may be temporary, the quality of the business has, for the foreseeable future, structurally improved.

3. Investment Thesis & Variant View

Our decision to PASS on Micron is not a critique of its business quality but a disciplined assessment of its valuation.
We believe the market has become fully and efficiently aware of the positive transformations, leaving no margin of
safety for investors at the current price. The investment thesis is thus an exercise in risk management: avoiding a
fairly priced asset with latent, asymmetric downside.

Thesis: A Fairly Priced Duopoly with No Edge The core of our thesis is that the current stock price of ~$419
accurately reflects the consensus "supercycle" scenario. The market is not naively applying a simple commodity
multiple; it correctly understands that the next 18-24 months will see extraordinary profitability. However, it also
correctly understands that this period of duopoly pricing is finite. The current ~9.6x forward P/E is the market's
way of balancing near-term certainty (the "sold out" backlog) against long-term uncertainty (Samsung's eventual
return and the durability of AI spending).

Our probability-weighted valuation analysis converges on a fair value of approximately $435 per share. This implies
an expected return of just 3.8% over the next year—a figure that falls dramatically short of our 15% minimum IRR
hurdle for initiating a new long position. We are not being offered an opportunity to buy a misunderstood structural



growth story at a cyclical price; we are being offered a fairly valued, time-bound opportunity with significant event
risk.

Variant View: The Market Is Right, and That's the Problem The prevailing bull case centers on a variant
view that the market is still pricing Micron like a low-quality cyclical, failing to appreciate the structural re-rating
deserved by its HBM leadership. Bulls argue that the low forward P/E represents a profound misunderstanding of
the company's new, higher-margin earnings profile.

Our variant view is the opposite. We believe the market is remarkably efficient in this case. It sees the "sold out"
backlog, the 65%+ HBM margins, and the duopoly structure, and it has priced them in. It also sees the existential
threat from Samsung, the historical precedent for hyperscaler price negotiations, and the speculative nature of the
current Al capex boom, and it has priced those risks in as well.

The market is not wrong; it is rational. It is willing to pay a premium for the next 18 months of earnings visibility
but refuses to extrapolate that profitability into perpetuity. The result is a valuation that offers no compelling entry
point. Our edge as investors comes from identifying mispricing. Here, we find none. The consensus has already
converged on the correct, nuanced view, and the opportunity has passed.

4. Why the Bulls Are Wrong

Our PASS recommendation stands in contrast to the majority of our internal analysts, who advocate for a LONG
position. This override is based on our conclusion that the bull case, while compelling on the surface, rests on an
underestimation of risk and an overestimation of the durability of Micron's current competitive advantage. We
believe the bulls are mistaken on three critical points.

1. They Mistake a Temporary Duopoly for a Permanent Moat. The cornerstone of the long-term bull thesis
is that Micron has undergone a structural re-rating, transforming into a specialty infrastructure company deserving
of a higher, more stable multiple. This narrative hinges on the belief that the high margins and pricing power seen
in HBM are sustainable. We believe this is a flawed assumption. The current market structure is a temporary
anomaly created by Samsung's execution missteps.

Samsung possesses immense financial resources, deep engineering talent, and a strategic imperative to reclaim its
leadership in the most critical segment of the memory market. While their transition to a new packaging technology
may take 12-18 months, their eventual qualification and ramp-up is a matter of "when," not "if." Once Samsung
enters the market with volume, the pricing environment will fundamentally change. The market will shift from a
duopoly to an oligopoly, and negotiating leverage will tilt back toward the hyperscaler customers, who have every
incentive to foster price competition. HBM margins will compress from the current 65%+ toward a more
normalized 50-55%, and the narrative of a permanent structural shift will unwind. The bulls are capitalizing on a
transient state of market imbalance and mistaking it for a new equilibrium.

2. They Ignore That the "Good News" Is Already in the Price. The second error in the bull case is the
failure to acknowledge that the market has already priced in the supercycle. An investor buying at ~$419 is not
getting ahead of the story; they are paying full price for it. Our own analysis, which incorporates the optimistic
base-case assumptions, yields a fair value of ~$435. This represents a mere 3.8% expected IRR over a one-year
horizon.

This does not meet our hurdle rate. A great company at a fair price is a PASS. The bulls argue that the 9.6x forward
P/E is "cheap," but this ignores the context. This multiple is being applied to a peak, supercycle earnings number
($43.54 EPS) that is over 4x the trailing twelve-month figure. The market is signaling through this multiple that it
does not believe these earnings are sustainable. To argue for significant upside from here requires believing not
only that the supercycle will persist but also that the market will subsequently decide to apply a much higher
multiple to these peak earnings—a historically losing proposition in the semiconductor industry.

3. They Underwrite Asymmetric Downside Risk. Finally, the bull case is insufficiently sensitive to the
asymmetric nature of the risks. While the upside is a grind toward a fair value that is only marginally higher, the



downside is a cliff. There are two primary scenarios that could unfold with catastrophic consequences for the stock
price.

First, the "AI Air Pocket": The current wave of hyperscaler capex is driven by a competitive land grab for AI
supremacy, not yet by proven, scaled ROI from AI services. Historical parallels, from the 2000 telecom bubble to
the 2022 crypto winter, show that such speculative capex cycles can halt abruptly. If a single major hyperscaler
signals a pause in spending, the entire demand thesis for HBM could evaporate overnight.

Second, the Samsung "Supply Flood": If Samsung resolves its yield issues and qualifies with NVIDIA six months
earlier than expected, the duopoly window slams shut. HBM pricing would come under immediate pressure, and
Micron's stock would re-rate downwards instantly in anticipation of margin compression.

In either scenario, the stock would not drift down 10-15%; it would likely gap down 30-40% or more as the entire
re-rating narrative collapses. The bull case offers a low-single-digit expected return while exposing capital to the
risk of a severe, permanent loss. This is a fundamentally unattractive proposition.

5. Valuation

Our valuation work confirms that Micron is fully priced for the optimistic scenario, leaving no margin of safety. The
implied return from the current price does not clear our 15% IRR hurdle, cementing our PASS recommendation.

Scenario Analysis & Probability-Weighted Fair Value We modeled four distinct scenarios to capture the
range of potential outcomes, assigning probabilities based on our assessment of the key drivers. The analysis shows
a probability-weighted fair value of $435, just 4% above the current share price.



Scenario Probability Revenue (FY27) Net Margin EPS Multiple Target Price Rationale

Catastrophic 10% $60B 15% $8.00 6.5% $52 Recession
hits, AI
capex
collapses.
MU
reverts to
book

value.

Bear (Cycle 30% $100B 25% $22.20 10X $222 Samsung

Ends) qualifies
in late
2026,
HBM
margins
compress.

Base 50% $140B 35% $43.60 11.25X $490 Duopoly

(Supercycle) window
holds
through
FYay,
consensus
numbers
met.

Bull 10% $160B 38% $53.90 14X $755 Samsung

(Monopoly) remains
locked
out;
market
re-rates
MU as Al
infra.

The probability-weighted calculation is as follows: (0.10 x $52) + (0.30 x $222) + (0.50 x $490) + (0.10 x $755) =
$435.30

This result is critical. Even with a 50% probability assigned to the bullish base case, the expected value offers
minimal upside. The significant downside in the Bear and Catastrophic scenarios weighs heavily on the risk-
adjusted return.

Valuation Sensitivity Matrix To understand the key drivers of our valuation, we constructed a sensitivity matrix
based on the two most important variables: FY27 Revenue and Net Margin. This analysis assumes a constant mid-
cycle P/E multiple of 11.25x.



Revenue — Margin | $100B $120B $160B
25% Net Margin $185 $235 $285 $335
30% Net Margin $245 $310 $375 $440
35% Net Margin (Base) $305 $385 $490 $550
40% Net Margin $365 $460 $580 $660

The table highlights the extreme sensitivity to margins. If revenue hits the base case target of $140B but
competition forces margins down to 30%, the fair value drops to $375, representing downside from the current
price. The investment case is therefore a fragile bet on the sustainability of near-monopolistic margins.

Implied IRR Calculation (Hurdle Rate Test) Our primary decision framework is IRR. A long position must
offer a path to at least a 15% annualized return.

« Entry Price: $419.44
» Base Case Fair Value: $435.30
» Investment Horizon: 1 Year

« Implied IRR: ($435.30 / $419.44) -1 = 3.78%

This return is comparable to a short-term government bond, yet it comes with the risk profile of a volatile
semiconductor stock. It unequivocally fails our investment criteria.

6. Key Analytical Tensions

Our recommendation was forged through rigorous debate on three central questions. Our resolution of these
tensions underpins the final PASS thesis.

1. The Tension: Is Samsung's HBM threat structural or temporary?

« The Case For a Durable Moat (The Bulls): Proponents argued that Samsung's challenges are architectural.
They bet on Thermal Compression Bonding with Non-Conductive Film (TCB-NCF), which has proven difficult to
scale for high-stack HBM. Switching to Micron's superior Mass Reflow Molded Underfill (MR-MUTF) process
would require a full re-tooling, taking 12-18 months and creating a structural "air pocket" of supply that protects
Micron's pricing power well into 2027.

« The Case Against (The Bears): Opponents countered that underestimating Samsung is a classic error. With
unlimited capital and a strategic mandate from the highest levels of the Korean government to win in Al,
Samsung will solve its yield problems. They will pour resources into the problem until it is fixed. Furthermore,
NVIDIA and other customers are incentivized to help qualify Samsung as a second source to break the current
duopoly and drive down costs.

» Our Resolution: We conclude that the threat is real and the timing is the only uncertainty. While Micron
enjoys a temporary advantage, Samsung's eventual entry is a high-probability event. The market is pricing this
as a "when, not if" scenario, correctly refusing to award Micron a permanent premium multiple for a transient
advantage. The risk of Samsung's entry caps the long-term thesis.

2. The Tension: Is ATl demand a secular super-trend or a speculative bubble?

« The Case For Unabated Growth (The Bulls): This view holds that the current Al buildout is just the first
inning of a multi-decade secular trend. Even if the initial "training" phase slows, the explosion of "inference"
applications at the edge will create a larger, more durable wave of demand for high-bandwidth memory. As one
executive noted, "Al infrastructure investments will continue to scale... memory and networking are key
bottlenecks."

» The Case Against (The Bears): This side argues that the current capex boom is speculative, driven by FOMO
rather than proven ROIL. It draws parallels to the telecom bubble of 2000 and the crypto boom of 2021, where
massive infrastructure was built in anticipation of demand that failed to materialize at the forecasted scale,



leading to a catastrophic collapse in spending. A pause from just one major hyperscaler could trigger a cascading
crisis of confidence.

« Our Resolution: We resolved that while the long-term trend is likely positive, the risk of a near-term "air
pocket" is non-trivial and dangerously asymmetric. The historical precedents are too powerful to ignore. The
current valuation provides no compensation for bearing the risk of a sudden and severe downturn in demand.

3. The Tension: Are elevated margins the new normal or a cyclical peak?

« The Case For a Structural Shift (The Bulls): The argument is that the mix shift to high-margin HBM
products will permanently lift Micron's gross margin floor above 45-50%, breaking the historical boom-bust
cycle. HBM is a logic-like product with value-added engineering, not a simple commodity, and will command
structurally higher margins.

« The Case Against (The Bears): The counterargument is that no super-profit is safe from competition and
customer leverage. Even if Micron enjoys a duopoly for another year, hyperscalers will eventually use their
immense purchasing power to negotiate volume discounts. Once Samsung enters, price will once again become a
key competitive vector, compressing HBM margins from 65% toward 55% or lower as the market matures.

+ Our Resolution: We conclude that the current margin profile represents a cyclical peak, albeit a higher one
than in past cycles. The combination of eventual competition and customer negotiating power makes margin
compression inevitable over a 2-3 year horizon. The market is correctly pricing this dynamic by applying a
discounted forward multiple.

7. Catalysts

We view the upcoming milestones less as positive catalysts and more as potential triggers that could confirm or
break the investment thesis. The risk around these events is skewed to the downside.

« Samsung HBM3E Qualification Status (Ongoing): The most critical variable. Any credible report from
sources like TrendForce or SemiAnalysis indicating that Samsung has solved its yield issues or passed NVIDIA
qualification would be a major negative catalyst, immediately invalidating the duopoly thesis. Conversely,
continued reports of delays simply maintain the status quo that is already priced into the stock.

» Hyperscaler Capex Guidance (Quarterly Earnings): We will monitor the capex guidance from Microsoft,
Google, Meta, and Amazon. Any guidance for flat or declining YoY spending from a major player would be a
significant red flag, signaling a potential "air pocket" in AT demand.

» Micron's Gross Margin Trajectory (Quarterly Earnings): Confirmation of gross margins above 50%
would support the bull case, but this is largely expected. A miss, or guidance suggesting margins have peaked
below expectations, would be severely punished and would confirm that HBM profitability is less durable than
hoped.

8. Risks & Kill Conditions

The decision to PASS is primarily driven by our assessment of the following risks, which we believe are not
adequately compensated by the potential return.
« Risk 1: Samsung Supply Shock (High Probability, High Impact): The single greatest risk is an accelerated timeline for Samsung's HBM3E
qualification and volume ramp.
« Kill Condition for a Future Long Position: We would immediately abandon any consideration of a long position if TrendForce confirms Samsung
HBMSE qualification with NVIDIA prior to Q4 2026.
« Risk 2: AI Capex "Air Pocket" (Medium Probability, Catastrophic Impact): A pause in spending by major hyperscalers would decimate
HBM demand.
« Kill Condition for a Future Long Position: We would pass on any investment if a Tier-1 hyperscaler (MSFT, GOOGL, META, AMZN) guides AI-
related capital expenditures flat or down year-over-year.
« Risk 3: Margin Compression (High Probability, Medium Impact): Even without a specific shock, margins could erode faster than expected
due to cost pressures or customer negotiations.
« Kill Condition for a Future Long Position: We would not invest if Micron's consolidated gross margins fall below 45% for two consecutive
quarters, as this would signal the "structural re-rating" thesis is broken.
« Risk 4: Spot DRAM Price Collapse (Leading Indicator): A sharp decline in commodity DRAM prices would be a leading indicator of a broader
cyclical downturn that could spill over into sentiment for the entire memory sector.

« Kill Condition for a Future Long Position: A >15% sequential quarterly decline in DDR5 spot prices would cause us to remain on the sidelines, as
it signals a turn in the cycle.



9. Position Sizing Rationale

We recommend no position at the current price.

Our framework requires a clear path to a 15%+ IRR to justify the allocation of capital to a new long position. With
an expected IRR of just ~4%, Micron fails this test.

We would reconsider a LONG position if the share price were to decline to a level that offers a sufficient margin of
safety and meets our return hurdle. Based on our fair value estimate of $435, an entry point would need to be
below $380 per share. At that price, the potential return would exceed 15%, and the valuation would provide a
more substantial cushion against the risks outlined above.

Our plan is to monitor the key risks and catalysts and wait for either a significant price dislocation or a fundamental
change in the long-term competitive landscape that the market has mispriced. Until then, discipline dictates we
remain on the sidelines.

Bottom Line

We recommend PASS on Micron Technology. The company is a high-quality operator executing exceptionally well
in a favorable, albeit temporary, market structure. However, the stock price at ~$419 has fully priced in this best-
case scenario, leaving an unattractive risk/reward profile with a ~4% expected IRR that fails to clear our 15%
hurdle. The significant, asymmetric downside risks associated with Samsung's competitive re-entry and the
speculative nature of Al capex are not adequately compensated at this valuation. We will remain on the sidelines,
waiting for a more compelling entry point below $380 per share, which would provide the necessary margin of
safety to initiate a position.
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