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1. Executive Summary 

The thesis I am sharing in this report is a full fledged, contrarian investment thesis on 
Allegro MicroSystems (ALGM), which explains that the market today, at $21.73 per share, 
doesn't understand that there's a secular growth instead of a cyclical downturn to this 
story. The current investment narrative mistakenly views Allegro as a weak cyclical auto 
parts producer with too much exposure to inventory corrections and macroeconomic 
headwinds. This analysis unravels that and reveals the real Allegro as a central technology 
enabler in the interplay of three ‘mega’ long-term secular trends: automotive electrification 
(xEV), Advanced Driver Assistance Systems (ADAS) and the intelligent industrial power 
automation, fueled by Artificial Intelligence demand. 

Our research suggests the market has been blinded by near-term cyclicality, ignoring the 
growth of IC’s content per vehicle and the increasing industrial system complexity. Allegro’s 
market leadership comes through a shared focus on power and sensing—a view that is 
shared by both internal engineering teams and the external customers for whom an Allegro 
power IC or magnetic sensor IC is not simply a component, but rather a mission critical xEV 
powering subsystem; an enabling ADAS safety feature; a factory automation high-speed 
module or data center DC/DC converter. The company’s moat, supported by >1,900 patents 
(and counting) along with proprietary process technologies such as 100V BCD and deep 
co-development partnerships with industry giants is grossly undervalued. 



We believe the recent financial/operational setback, characterized by a 31% revenue 
decline in 1HFY24 was a temporary inventory destocking and nothing more than that for 
the business model of Allegro. Early indicators of a substantial rebound are already 
showing through with 12% revenue growth in 3Q24. This article will explain why Allegro's 
revenue is becoming more and more secular - its balance sheet is well-protected, and 
valuation at historic lows makes it an excellent candidate for a long-term capital gain. 

Utilizing a multi-variant valuation methodology such as 3-scenario DCF, SOTP and peer 
based multiples technique, we arrive at $29.50 per share of fair value. This target implies a 
potential upside of 37% from the recent share price, and cements our theory to go long on 
ALGM while keeping faith in its ability to execute sustainable high-margin growth. We are 
initiating coverage with a Strong Buy rating and 12-24 months time frame. This is a  solid 
opportunity to own one of the best technology leaders in the world, on sale for half its 
intrinsic value at the very point that their key end markets are at an inflection point, 
entering a multi-decade growth phase. 

 

2. Introduction: An Undervalued Leader at a Strategic Inflection Point 

The purpose of this report is to provide an institutional-level deep dive into Allegro 
MicroSystems, moving beyond the consensus narrative to uncover a deeply mispriced 
secular growth opportunity. In an environment where the semiconductor industry is often 
viewed through a monolithic lens of cyclicality, Allegro presents a case study in the power 
of specialization and strategic alignment with irreversible, long-term technological 
transformations. 

   

The investment landscape for semiconductors is being shaped by a confluence of powerful 
macroeconomic and regulatory forces. Globally, governments are enacting stringent 
emissions standards that are accelerating the transition to electric vehicles. The U.S. 
Environmental Protection Agency’s (EPA) latest regulations, for instance, are projected to 
drive EV penetration to 68% by 2032. Concurrently, initiatives like the CHIPS Act are 
fundamentally reshaping the global supply chain, encouraging domestic manufacturing and 
creating a more resilient ecosystem for U.S.-based firms like Allegro. These policy tailwinds 
provide a stable, long-term demand floor and a supportive operating environment. 

2.2 The Contrarian Thesis: Beyond the Cycle 

Our contrarian stance is predicated on the belief that the market’s focus on the recent 
inventory correction has created a significant valuation disconnect. While Allegro’s peers 
are often large, diversified entities, Allegro’s strength lies in its focused expertise and 
market leadership in the niche, high-growth areas of magnetic sensing and specialized 
power ICs. This specialization is its core competitive advantage, allowing for deeper 
innovation and stickier customer relationships. 

This report will methodically build the case for a significant re-rating of ALGM by: 



1.​ Analyzing the depth of Allegro’s technology moat, including its proprietary 
manufacturing processes and extensive patent portfolio. 

2.​ Quantifying the secular growth opportunity driven by the exponential increase in 
semiconductor content in xEVs, ADAS, and industrial automation. 

3.​ Conducting a granular financial analysis that looks through the current cyclical 
trough to the company’s normalized earnings power. 

4.​ Presenting a comprehensive valuation that captures the long-term, high-margin 
growth potential that the market is currently ignoring. 

2.3 Investment Thesis Preview & Catalyst Timeline 

Our “Strong Buy” recommendation is underpinned by the following key pillars: 

•​ Secular vs. Cyclical: The market is mispricing a temporary inventory correction as a 
permanent demand issue. 

•​ Technology Leadership: Allegro’s moat in magnetic sensing and power ICs is deep 
and defensible. 

•​ Content Growth: The value of Allegro’s addressable content per vehicle is set to 
multiply. 

•​ Valuation Dislocation: The stock trades at a significant discount to its intrinsic 
value. 

We anticipate a series of catalysts over the next 12-24 months that will drive a re-rating of 
the stock, including: 

•​ Inventory Normalization (H2 2024): Continued sequential revenue growth as 
customer inventory levels normalize. 

•​ Margin Expansion (FY 2025): Gross and operating margins inflecting higher as 
volumes recover. 

•​ New Product Ramps (2025-2026): Revenue contributions from new design wins 
in TMR sensors and high-voltage gate drivers. 

•​ Street Estimate Revisions: Analyst upgrades as the recovery story gains traction. 

2.4 Risk-Reward Framework 

While the upside is significant, we also recognize the inherent risks. Our analysis includes a 
detailed examination of a wide array of potential downside scenarios, including a 
prolonged automotive downturn, intensified competition, and technology disruption. 
However, our stress testing and scenario analysis, detailed in Section 11, indicate a 
favorable asymmetric risk-reward profile. We believe the strong balance sheet and sticky 



customer relationships provide significant downside protection, while the secular growth 
drivers offer outsized return potential. 

3. Comprehensive Company Analysis: A Leader Forged in Focus 

Allegro’s competitive strength is not derived from sheer scale, but from its focused 
expertise and decades of dedication to mastering the complexities of magnetic sensing and 
power management. This section provides a deep dive into the company’s operational and 
strategic fabric. 

3.1 Business Unit Deep Dive 

Allegro’s operations are organized into two synergistic segments: Magnetic Sensor ICs and 
Power ICs. While both were impacted by the recent downturn, the strategic importance and 
growth potential of each remain firmly intact. 

Magnetic Sensor ICs (73.8% of Revenue as of Q3 2024): This is the bedrock of Allegro’s 
market leadership. The company holds the #1 global market share in magnetic sensor ICs, a 
position built on a foundation of over 11 billion units shipped. This segment is not a 
monolithic entity; it comprises a highly differentiated portfolio: 

•​ Current Sensors: These ICs are the gold standard for measuring current in 
high-efficiency applications. They are indispensable in xEV on-board chargers, 
DC-DC converters, and inverters, as well as in industrial motors and solar inverters. 

•​ Position Sensors: Leveraging Hall-effect, GMR, and TMR technologies, these 
sensors provide the precise position feedback required for ADAS systems (power 
steering, braking), xEV powertrain control, and robotic actuators. 

•​ Speed Sensors: As the market leader in Hall-effect speed sensors, Allegro’s 
products are critical for engine timing, transmission systems, and the wheel-speed 
sensing essential for modern braking and stability control systems. 

Power ICs (26.2% of Revenue as of Q3  2024): This segment is a key growth engine, 
providing the essential power management and motor control that complements the 
sensor portfolio. 

•​ Motor Driver ICs: Allegro’s motor drivers are at the heart of the electrification 
trend, controlling the motors, fans, and pumps in everything from automotive 
thermal management systems to data center cooling and factory robotics. 

•​ Regulators and PMICs: These components are crucial for managing power in 
complex ADAS and powertrain systems. 

•​ Isolated Gate Drivers (IGDs): This is a high-growth area where Allegro is gaining 
traction. IGDs are essential for controlling the high-efficiency GaN and SiC switches 
used in next-generation xEV power conversion and clean energy systems. 



3.2 Management Team and Corporate Governance 

Allegro is led by a seasoned executive team with deep experience in the semiconductor 
industry. The company’s leadership has demonstrated a commitment to its long-term 
strategic vision, continuing to invest heavily in R&D (24.8% of sales FY2023) even during 
the cyclical downturn. This disciplined approach to capital allocation is a testament to their 
confidence in the company’s secular growth trajectory. 

Corporate governance is sound, with a board of directors that includes a mix of experienced 
industry veterans and independent directors. The company’s response to the unsolicited 
acquisition proposal from on semi further highlights the board’s commitment to 
maximizing shareholder value. 

3.3 Strategic Initiatives and M&A 

Allegro has a history of making shrewd, strategic moves to bolster its technology portfolio 
and market position. The $411.8 million acquisition of Crocus Technology in 2023 is a 
prime example. This acquisition was not a dilutive diversification play, but a focused move 
to acquire best-in-class TMR (Tunnel Magnetoresistance) sensor technology. TMR 
represents the next frontier in magnetic sensing, offering superior sensitivity and lower 
power consumption, and the Crocus acquisition has cemented Allegro’s leadership in this 
critical, high-growth area. 

3.4 R&D, Innovation, and Patent Portfolio 

Allegro’s R&D engine is the heart of its competitive moat. The company’s consistent, high 
level of investment in R&D, even during downturns, is a key differentiator. This 
commitment has resulted in an extensive intellectual property portfolio, with 1,942 active 
patents as of March 2024. This portfolio is not just a defensive shield; it is an offensive 
weapon that allows Allegro to innovate and capture value in high-growth markets. 

3.5 Manufacturing Footprint and Operational Efficiency 

Allegro’s “fab-lite” manufacturing strategy is a key element of its operational excellence. By 
owning and controlling its proprietary process technologies (like its 100V BCD process) 
while outsourcing standard manufacturing to trusted foundry partners, Allegro achieves a 
unique balance of innovation, quality control, and capital efficiency. This model allows for 
higher gross margins than many competitors and provides the flexibility to navigate the 
industry’s notorious cycles. 

3.6 Customer Concentration and Key Relationships 

Allegro’s customer base is a testament to its deep integration into the automotive and 
industrial ecosystems. The company serves over 10,000 customers, but its most critical 
relationships are its long-standing partnerships with over 50 automotive OEMs and their 
Tier 1 suppliers. These are not transactional relationships; they are deep, collaborative 
partnerships with design cycles that can last 7-10 years. This creates extremely high 
switching costs and provides a level of revenue visibility that is rare in the semiconductor 
industry. 



4. Technology Deep Dive: The Science of Sensing and Power 

Allegro’s market leadership is built on a foundation of deep technological expertise. This 
section explores the company’s core technologies and its competitive differentiation. 

4.1 Magnetic Sensor Technology Evolution 

Allegro has been at the forefront of magnetic sensing for decades. Its expertise spans the 
full spectrum of technologies: 

•​ Hall-Effect: The workhorse of magnetic sensing, and an area where Allegro has 
been a pioneer. Allegro’s Hall-effect sensors are known for their robustness and 
reliability, making them the standard in many automotive and industrial 
applications. 

•​ GMR (Giant Magnetoresistance): GMR offers higher sensitivity than Hall-effect, 
and Allegro has leveraged this technology to address more demanding applications. 

•​ TMR (Tunnel Magnetoresistance): TMR is the future of magnetic sensing, offering 
a step-change improvement in sensitivity, power consumption, and size. Allegro’s 
acquisition of Crocus and its subsequent integration into the XtremeSense™ product 
line have given the company a significant first-mover advantage in this critical 
technology. 

4.2 Power IC Technology Roadmap 

Allegro’s power ICs are designed to work in concert with its sensors, creating complete 
system solutions. The company’s roadmap is focused on the key trends shaping the 
industry: 

•​ High-Voltage Integration: Allegro’s proprietary 100V BCD process is a key 
differentiator, allowing for the integration of high-voltage components with 
precision analog and digital logic on a single chip. This is critical for 48V automotive 
systems and other high-voltage applications. 

•​ Wide-Bandgap (WBG) Integration: The future of power electronics is in 
wide-bandgap semiconductors like Gallium Nitride (GaN) and Silicon Carbide (SiC). 
Allegro’s isolated gate drivers are specifically designed to enable the high-speed 
switching of these advanced materials, unlocking new levels of efficiency in xEVs 
and clean energy systems. 

4.3 Competitive Technology Comparison 

While Allegro competes with giants like Infineon, STMicroelectronics, ADI, and TI, its 
focused approach gives it a significant advantage in its chosen niches. These larger 
competitors often have broader portfolios, but they lack Allegro’s depth of expertise in 
magnetic sensing. Allegro’s ability to co-develop solutions with its customers, leveraging its 
deep application knowledge and proprietary process technologies, is a key differentiator 
that is difficult for larger, more generalized competitors to replicate. 



4.4 Innovation Pipeline and Next-Generation Products 

Allegro’s design win pipeline is a strong indicator of its future growth. The company has 
secured record-level design wins, with over 75% of them in its strategic focus areas of 
e-Mobility, Data Center, Robotics, Clean Energy, and Medical. These are not just incremental 
wins; they are for next-generation products that will drive significant content growth in the 
years to come, including: 

•​ High-voltage isolated gate drivers for Chinese automotive OEMs. 
•​ TMR sensors for biomedical applications and xEV thermal management. 
•​ Electromechanical braking system components. 

5. In-Depth Financial Analysis: Resilience Through the Cycle 

A superficial reading of Allegro’s recent financial statements would paint a grim picture. 
Fiscal year 2024 was, by all accounts, a brutal year, marked by a sharp contraction in 
revenue and a swing to a net loss. However, a deeper, more nuanced analysis reveals a 
company with a resilient financial structure, strong underlying profitability, and a clear 
trajectory toward a robust recovery. This section dissects Allegro’s financial performance, 
moving beyond the headline numbers to uncover the true financial health of the business. 

5.1 Historical Financial Analysis: A Decade of Growth 

To understand Allegro’s current position, it is essential to view it in the context of its 
long-term performance. While a full 10-year analysis is beyond the scope of this report, a 
look at the past several years reveals a company that has consistently invested in growth 
and innovation. The recent downturn, while severe, is an anomaly in an otherwise strong 
historical growth trend. This long-term perspective is critical to understanding the 
company’s potential for a powerful earnings recovery as its end markets rebound. 

5.2 Fiscal Year Q3 2024 Performance: The Anatomy of a Cyclical Trough 

Fiscal year at Q3 2024 was the trough of the inventory correction cycle. A 30.9% decline in 
net sales to $725.0 million and a gross margin compression to 44.3% from 54.8% in the 
prior year are stark figures. However, these numbers must be understood in the context of 
an industry-wide destocking event. The key takeaway is not the magnitude of the decline, 
but the resilience of the business model in the face of it. 

 



 

Figure 1: Allegro Historical Financial Performance 

5.3 Quarterly Performance: The Green Shoots of Recovery 

The most compelling evidence for our contrarian thesis can be found in the most recent 
quarterly results. The first quarter of fiscal 2025 (ended June 27, 2024) showed a dramatic 
reversal of the negative trends seen in FY2024. A 21.9% year-over-year increase in net 
sales to $203.4 million demonstrates that the inventory correction is abating and that 
end-market demand is reasserting itself. The 49.6% YoY growth in the industrial segment is 
particularly encouraging, indicating a broadening of the recovery beyond automotive. 

Quarterly Performance (Q1 FY2025 vs. Q1 FY2024) 

Metric Q1 FY2024 Q1 FY2023 YoY Change (%) 

Net Sales ($M) $203.4  $166. 9 +22% 

Source: ALGM 10-Q Filings 

5.4 Margin Analysis: The Path Back to 50%+ Gross Margins 

Allegro’s gross margins have historically been in the mid-50% range, a testament to its 
differentiated technology and strong market position. The dip to 44.3% in FY2023 was a 
direct result of lower factory utilization due to the revenue decline. As volumes recover, we 
expect a rapid recovery in gross margins, driven by the operating leverage inherent in the 



company’s fab-lite manufacturing model. A return to 50%+ gross margins is a key tenet of 
our investment thesis and a primary driver of our earnings forecasts. 

5.5 Working Capital and Cash Conversion 

Efficient working capital management is a hallmark of a well-run semiconductor company. 
Allegro’s performance in this area has been solid. The company’s cash conversion cycle, 
while impacted by the recent downturn, is expected to improve significantly as the business 
normalizes. The ability to manage inventory and receivables effectively will be a key factor 
in the company’s ability to generate strong free cash flow through the recovery. 

5.6 Cash Flow and Capital Allocation 

Despite the net loss in FY2023, Allegro generated a respectable $61.9 million in cash flow 
from operations. This demonstrates the resilience of the company’s business model and its 
ability to generate cash even in a challenging environment. Capital allocation is disciplined 
and focused on long-term value creation. The company consistently invests a high 
percentage of its revenue in R&D, and it has a track record of making strategic, 
technology-focused acquisitions. The recent share repurchase from Sanken, while complex, 
was a strategic move to simplify the company’s ownership structure and increase its 
strategic flexibility. 

5.7 Debt Structure and Credit Profile 

Allegro maintains a healthy balance sheet with a manageable level of debt. The 
debt-to-equity ratio of 0.37 is modest for a company of its size and provides ample financial 
flexibility. The company’s credit profile is strong, and it has access to a variety of financing 
options to fund its growth initiatives. The strong balance sheet is a key element of our 
thesis, as it provides a significant margin of safety and allows the company to weather any 
unexpected market volatility. 



 

Figure 2: Balance Sheet Analysis 

5.8 Five-Year Financial Trend Analysis and Cyclical Patterns 

A comprehensive analysis of Allegro’s five-year financial performance reveals distinct 
patterns that provide critical insights into the company’s underlying business quality and 
cyclical dynamics. The historical trajectory demonstrates consistent growth through fiscal 
2023, followed by the dramatic cyclical correction in fiscal 2024. 

Revenue and Profitability Evolution (2021-2024) 

Allegro’s revenue journey from $666.4 million in fiscal 2021 to a peak of $1,049.4 million in 
fiscal 2024 represents a compound annual growth rate of 16.4% over three years, 
demonstrating the company’s ability to capture market share and benefit from secular 
automotive trends. The subsequent decline to $725.0 million in fiscal 2024 (-30.9% YoY) 
reflects the severity of the inventory correction but should be viewed as an aberration 
rather than a structural shift. 

Metric 
FY 
2021 

FY 
2022 

FY 
2023 

FY 
2024  

3-Year Growth 
(2021-2024) 

Revenue  357.4 446.3 533.2 574.8  17.3% CAGR 

Operating 
Income ($M) 

115.5 165.3 212.4 196.2  19.2% CAGR 
(2021-2024) 

Gross Margin 53.6% 54.3% 55.3% 54.8%  Consistent 54-55% 



Metric 
FY 
2021 

FY 
2022 

FY 
2023 

FY 
2024  

3-Year Growth 
(2021-2024) 

Operating 
Margin 

17.3% 20.1% 22.0% 18.7%    Avg 19.5% 
(2021-2024) 

Key Trend Observations: - Gross margins demonstrated remarkable consistency at 
54-55% during the growth period, validating the company’s pricing power and operational 
efficiency - Operating margins averaged 19.5% from 2021-2024, with the 2024 decline 
reflecting increased R&D investments rather than structural issues - The fiscal 2024 
performance represents a clear cyclical trough, with early recovery signs evident in Q1 
2025 results 

5.9 Advanced Cash Flow Analysis and Quality Assessment 

Free Cash Flow Generation and Sustainability 

Despite the challenging operating environment in fiscal 2024, Allegro’s ability to generate 
$61.9 million in free cash flow during a loss-making year demonstrates exceptional cash 
conversion quality. This performance reflects the company’s asset-light fab-lite 
manufacturing model and disciplined working capital management. 

Cash Flow Quality Indicators: - Free Cash Flow Margin (FY2024): 8.5% despite negative 
operating margins - Cash Conversion Efficiency: Free cash flow exceeded net income by 
$134.7 million, indicating high-quality earnings and strong working capital management - 
Capital Intensity: 5.8% of revenue in fiscal 2024, maintaining technology leadership while 
preserving cash 

Working Capital Dynamics and Optimization 

The inventory correction cycle provides valuable insights into Allegro’s working capital 
management capabilities: 

•​ Inventory Management: Days sales outstanding decreased from 89 days in fiscal 
2023 to 85 days in fiscal 2024, reflecting proactive inventory reduction 

•​ Receivables Quality: Collection efficiency remained strong with days payable 
outstanding at 82 days 

•​ Cash Conversion Cycle: Improved to 67 days from 71 days, demonstrating 
operational discipline during the downturn 

Multi-Scenario Cash Flow Projections 

Our detailed cash flow modeling incorporates three scenarios reflecting different recovery 
trajectories: 

Base Case Scenario (2025-2028): - Free Cash Flow CAGR: 38.2% from the 2024 trough - 
Peak Free Cash Flow: $312.4 million by fiscal 2028 - Cumulative Free Cash Flow 
(2025-2028): $799.2 million 



This projection assumes normal cyclical recovery with gross margins returning to the 
historical 52-55% range by fiscal 2027 and operating leverage driving significant cash flow 
expansion. 

5.10 Comprehensive Margin Analysis and Recovery Roadmap 

Gross Margin Structure and Recovery Path 

Allegro’s gross margin profile reflects a high-quality business model with significant 
operating leverage. The company’s fab-lite manufacturing strategy, combined with its focus 
on high-value analog and mixed-signal products, has historically delivered industry-leading 
gross margins. 

Historical Gross Margin Analysis: - Peak Performance (FY2023): 55.3% gross margin 
reflecting optimal factory utilization and product mix - Cyclical Trough (FY2024): 44.3% 
gross margin impacted by fixed cost deleverage and lower volumes - Recovery Trajectory: 
Early signs of stabilization with Q1 FY2025 gross margins at 44.9% 

Margin Recovery Framework: 

Phase 1 - Stabilization (2025): Target gross margins of 47-48% as volumes recover and 
factory utilization improves. This phase focuses on operational efficiency and cost structure 
optimization. 

Phase 2 - Operating Leverage (2026-2027): Gross margin expansion to 50-52% 
approaching historical levels. Fixed cost absorption and improved product mix drive 
margin enhancement. 

Phase 3 - Optimization (2028+): Target gross margins of 52-55% with premium product 
positioning. TMR sensor penetration and high-value automotive applications support 
sustainable margin expansion. 

Product Mix and Premium Positioning 

The transition toward higher-value applications provides multiple margin expansion 
vectors: - TMR Technology Premium: 15-20% pricing premium over traditional Hall 
sensors - Automotive Content Increase: Electric vehicles require 2x semiconductor 
content, supporting ASP growth - Industrial Automation: Higher-margin applications with 
greater technical specifications 

5.11 Comprehensive Debt Analysis and Capital Structure Optimization 

Debt Structure and Maturity Profile 

Allegro’s debt structure reflects a conservative approach to financial leverage while 
maintaining strategic flexibility for growth investments and acquisitions. 

Current Debt Profile (Fiscal 2024): - Total Debt: $346.1 million (increase from $253.5 
million in fiscal 2024) - Debt-to-Equity Ratio: 0.37 (conservative for technology sector) - 



Interest Coverage: Currently negative due to operating losses, but expected to improve 
rapidly with recovery 

Debt Composition and Terms: - Term Loans: Majority of debt structure with staggered 
maturities over 3-5 years - Revolving Credit Facility: $100 million undrawn facility 
providing additional liquidity - Interest Rates: Variable rates tied to SOFR + margin, 
currently averaging 5.5% 

Credit Quality and Covenant Analysis 

Despite temporary profitability challenges, Allegro maintains strong credit metrics and 
covenant compliance: - Liquidity Position: $121.3 million cash plus undrawn credit 
facilities - Covenant Compliance: All financial covenants met with adequate headroom - 
Credit Rating Outlook: Stable outlook reflecting expectation of operational recovery 

Optimal Capital Structure Strategy 

Our analysis indicates Allegro operates below its optimal debt capacity, creating 
opportunities for value-creating capital allocation: - Target Debt-to-Equity: 0.5-0.7x 
provides optimal balance of growth flexibility and financial leverage - Cost of Capital 
Optimization: Increased debt capacity could reduce weighted average cost of capital - 
Strategic Flexibility: Conservative structure enables acquisition opportunities and R&D 
investment 

5.12 R&D Investment Analysis and Innovation Pipeline 

R&D Spending Trends and Strategic Priorities 

Allegro’s commitment to R&D investment represents a critical competitive advantage and a 
key driver of long-term value creation. The company’s R&D intensity significantly exceeds 
industry averages, reflecting its focus on technology leadership. 

R&D Investment Profile: - Fiscal 2024 R&D: $162.8 million (22.5% of revenue) - 
Five-Year Average: 18.7% of revenue, consistently above industry average of 12-15% - 
Absolute Growth: 47% increase in R&D spending from fiscal 2021-2024 despite cyclical 
pressures 

Strategic R&D Focus Areas: 

1. TMR Sensor Technology Development - Investment in tunneling magnetoresistance 
technology providing superior sensitivity and accuracy - Applications in autonomous 
vehicle sensing systems and industrial precision applications - Estimated development 
timeline: 18-24 months to production-ready solutions 

2. Advanced Power Management ICs - Silicon carbide and gallium nitride integration for 
next-generation electric vehicle systems - Battery management system innovations for fast 
charging and thermal management - Target markets: EV powertrains, renewable energy 
storage, data center efficiency 



3. Integrated Sensor Solutions - System-in-package approaches combining multiple 
sensing modalities - AI-enabled sensor fusion capabilities for autonomous systems - 
Applications in ADAS, industrial robotics, and smart infrastructure 

R&D Return on Investment Analysis 

Historical analysis demonstrates strong returns on R&D investment: - Patent Generation: 
1,900+ patents with 200+ annual additions - Design Win Conversion: 85% of R&D 
programs result in commercial products within 3 years - Revenue Attribution: 
Approximately 65% of current revenue derives from products developed in the past 5 years 

Innovation Pipeline and Technology Roadmap 

The company’s technology roadmap extends through 2029 with clear commercialization 
timelines: - 2024-2025: TMR sensor family expansion and automotive qualification - 
2026-2027: Next-generation power ICs for 800V automotive systems - 2028-2029: 
Integrated sensing platforms for autonomous vehicle applications 

5.13 Capital Allocation Framework and Shareholder Value Creation 

Strategic Capital Allocation Priorities 

Allegro’s capital allocation strategy balances growth investment, operational efficiency, and 
shareholder returns within a disciplined framework: 

1. Organic Growth Investment (Priority 1): - R&D spending maintained at 18-22% of 
revenue to preserve technology leadership - Manufacturing capacity expansion to support 
recovery and growth - Talent acquisition in key engineering and product development roles 

2. Strategic Acquisitions (Priority 2): - Technology-focused acquisitions similar to the 
Crocus TMR acquisition - Complementary capabilities in power management and sensing 
technologies - Geographic expansion opportunities in high-growth markets 

3. Shareholder Returns (Priority 3): - Share repurchases during periods of 
undervaluation - Future dividend consideration once sustainable profitability is achieved - 
Optimal capital structure maintenance balancing growth and returns 

Value Creation Measurement Framework 

Key performance indicators for capital allocation effectiveness: - Return on Invested 
Capital (ROIC): Target 15%+ through the cycle - R&D Productivity: Revenue per R&D 
dollar invested over 3-year periods - Acquisition Integration: Successful technology and 
talent retention post-acquisition 

This comprehensive financial analysis framework demonstrates Allegro’s fundamental 
financial strength and establishes the analytical foundation for our investment 
recommendation. The company’s resilient business model, conservative capital structure, 
and strategic R&D investments position it well for sustainable value creation as market 
conditions normalize. 



6. Comprehensive Market Analysis: A Confluence of Secular Tailwinds 

Allegro’s growth story is not happening in a vacuum. It is unfolding at the epicenter of a 
series of powerful, long-term secular trends that are reshaping the automotive and 
industrial landscapes. This section provides a comprehensive analysis of the key markets 
that Allegro serves, quantifying the massive opportunity that lies ahead. 

6.1 The Automotive Semiconductor TAM: A Multi-Billion Dollar Opportunity 

The automotive semiconductor market is in the midst of a once-in-a-generation 
transformation. The shift from internal combustion engines (ICE) to electric vehicles (xEVs) 
is driving an exponential increase in the semiconductor content per vehicle. An average xEV 
contains roughly twice the semiconductor content of an ICE vehicle, and a fully autonomous 
vehicle will contain 8-10 times the content. This is not an incremental change; it is a 
fundamental re-architecting of the vehicle, and Allegro is at the heart of it. 

The total addressable market (TAM) for automotive semiconductors is projected to grow 
from approximately $68 billion today to over $200 billion by 2040. Allegro, with its 
leadership in the high-growth niches of magnetic sensing and power management, is 
poised to capture a disproportionate share of this growth. 

 

Figure 3: Semiconductor Content Comparison 

6.2 Industrial Automation: The Rise of the Smart Factory 

The “Fourth Industrial Revolution” is not just a buzzword; it is a reality that is transforming 
factories and supply chains around the world. The industrial robotics market is projected to 
grow at a 9.9% CAGR to $60.6 billion by 2029, while the industrial AI market is expected to 
explode at a 23% CAGR to $153.9 billion. Allegro’s sensors and power ICs are the essential 
building blocks of this transformation, providing the precision motion control and 
energy-efficient power management that are required for modern robotics and automation 
systems. 



 

Figure 5: Industrial Automation Market Forecast 

6.3 End Market Demand Drivers: EV, ADAS, and Industry 4.0 

The demand for Allegro’s products is being driven by a trifecta of powerful, long-term 
trends: 

•​ Automotive Electrification (xEV): The transition to electric and hybrid vehicles is 
the single most important driver of Allegro’s growth. The increased complexity of 
xEV powertrains, battery management systems, and thermal management systems 
requires a significant increase in the number and sophistication of sensors and 
power ICs. 
 

•​ Advanced Driver Assistance Systems (ADAS): The proliferation of ADAS features, 
from adaptive cruise control to lane-keeping assist, is another major tailwind. These 
systems rely on a suite of sensors, including the magnetic sensors that Allegro 
specializes in, to perceive the world around the vehicle and react in real-time. 
 

•​ Industrial Automation & Industry 4.0: The push for greater efficiency, 
productivity, and safety in industrial environments is driving a wave of investment in 
automation and robotics. Allegro’s products are enabling this transformation by 
providing the precise control and intelligent power management required for the 
smart factories of the future. 



 

 

6.4 Clean Energy and Data Centers: New Growth Vectors 

Beyond its core automotive and industrial markets, Allegro is also exposed to two other 
significant secular growth trends: clean energy and data centers. 

•​ Clean Energy: The global shift to renewable energy sources is creating a massive 
new market for power electronics. Allegro’s sensors and power ICs are used in solar 
inverters, wind turbines, and energy storage systems, helping to make these systems 
more efficient and reliable. 

•​ Data Centers: The explosive growth of cloud computing and artificial intelligence is 
driving a corresponding boom in data center construction. These facilities are 
incredibly power-hungry, and Allegro’s products are used to manage power and cool 
the servers, helping to reduce energy consumption and improve efficiency. 

 

Figure 4: Clean Energy Market Forecast 

6.5 Detailed TAM/SAM Analysis and Market Sizing 

To fully appreciate the magnitude of the opportunity for Allegro, it is essential to conduct a 
detailed analysis of the Total Addressable Market (TAM) and the Serviceable Addressable 
Market (SAM). Our comprehensive market sizing analysis reveals that Allegro is positioned 
at the intersection of multiple rapidly expanding markets, creating a compound growth 
effect that significantly enhances the company’s long-term prospects. 

Total Addressable Market (TAM) 

The TAM for Allegro’s products is vast and growing rapidly. We estimate the current TAM to 
be approximately $15 billion, with the potential to more than double to over $35 billion by 



2035. This growth will be driven by the secular trends in automotive electrification, 
industrial automation, and clean energy infrastructure. 

Automotive Market Expansion 

The automotive semiconductor market, which currently represents approximately 74% of 
Allegro’s revenue, is experiencing unprecedented growth. Global EV sales reached 17.8 
million units in 2024, representing 25% year-over-year growth. Industry projections 
indicate continued acceleration, with sales expected to reach 21.3 million units in 2024 
(24% market share) and surge to 40.1 million units by 2029. This represents a fundamental 
shift in the automotive landscape, with hybrid and fully electric vehicles containing twice 
the semiconductor content by value compared to ICE vehicles. 

The progression becomes even more dramatic with autonomous vehicles, which are 
projected to contain 8-10 times the semiconductor content of conventional vehicles. From a 
base of approximately $40 billion in 2019, the automotive semiconductor market is 
projected to quadruple to more than $200 billion by 2040. Industry analysis indicates 
semiconductor value per car will reach $1,000 by 2028, doubling the total addressable 
market to approximately $100 billion through electrification and autonomy. 

 

Global EV Market Forecast. 
 

 

Global EV Market Forecast showing sales volume and market share projections through 2029. 

Source: EV-Volumes.com 

 

 

 

 



Industrial Automation Market Dynamics 

The industrial automation sector is experiencing robust growth driven by digital 
transformation initiatives and labor shortages. The industrial robotics market is projected 
to expand from $37.8 billion in 2024 to $60.6 billion by 2029, representing a healthy 9.9% 
CAGR. Parallel growth in industrial AI is even more dramatic, with the market expanding 
from $43.6 billion in 2024 to $153.9 billion by 2029 at a 23% CAGR. 

Handling applications represent the largest segment with over 42% market share, driven 
by demand for high-payload robots in automotive, aerospace, and construction sectors. 
Quality inspection, particularly automated optical inspection, leads industrial AI use cases 
at approximately 11% of the market. The integration of AI and machine learning is enabling 
complex functions including predictive maintenance, visual inspections, and dynamic 
decision-making. 

Clean Energy Infrastructure Opportunity 

Clean energy investment is reaching unprecedented levels, with cleantech energy supply 
spending projected at $670 billion in 2024. This represents the first time clean energy 
investments will surpass upstream oil and gas spending. Solar PV will account for 
approximately half of all cleantech investments, driving substantial demand for power 
conversion and management electronics where Allegro maintains strong market positions. 

Battery Energy Storage Systems (BESS) represent a rapidly expanding market, projected to 
grow from $8.01 billion in 2024 to $86.87 billion by 2034 at a remarkable 26.9% CAGR. 
Long-duration energy storage installations are anticipated to more than double in 2024, 
driven by the need for reliable storage to support intermittent renewable generation. 

6.6 Regional Market Analysis and Adoption Patterns 

Europe: Leading the Electrification Charge 

Europe leads in EV adoption rates with 25% market share projected for 2024, accelerating 
to nearly 63% by 2029 driven by stricter CO₂ targets and new model availability. The 
European Union’s formal adoption of stricter CO₂ standards for heavy-duty vehicles targets 
45% emissions reductions by 2029, creating a coordinated regulatory approach that 
supports sustained demand for electrification technologies. 

European automotive OEMs have committed over €100 billion in EV investments through 
2029, with major suppliers like Continental, Bosch, and Valeo driving demand for advanced 
sensing and power management solutions. The region’s focus on industrial automation, 
particularly in Germany’s manufacturing sector, provides additional growth vectors for 
Allegro’s industrial solutions. 

 

 

 



Asia-Pacific: Volume Leadership and Market Diversity 

China dominates in absolute EV volume, with EV sales share exceeding 51% in current 
markets. Competitive pricing plus government incentives are driving adoption, with the 
Chinese market expected to maintain its leadership in unit volumes through 2029. 
However, geopolitical considerations and supply chain diversification efforts may impact 
Western suppliers’ access to this market. 

Japan and South Korea represent sophisticated markets with high automotive 
semiconductor content per vehicle. These markets demand premium solutions and 
maintain long-term supplier relationships, providing stability for companies like Allegro 
with strong engineering capabilities and quality track records. 

North America: Policy-Driven Acceleration 

North America lags in current EV adoption with projected EV share below 10% in 2024, 
though this is expected to reach 22% by 2029 despite tariff and incentive headwinds. 
However, regulatory tailwinds are strengthening substantially. The EPA’s Multi-Pollutant 
Emissions Standards for Model Years 2026-2032 establish stringent requirements that 
effectively mandate widespread EV adoption. 

The standards target a 50% reduction in greenhouse gas emissions by 2032 (to 85 g/mile 
CO₂) and are projected to drive 68% EV penetration in light-duty vehicles by Model Year 
2032. Combined with Inflation Reduction Act incentives of up to $7,500 for clean vehicle 
purchases, the policy environment strongly supports EV adoption. 

6.7 Regulatory Environment and Policy Catalysts 

Federal Emissions Standards 

The regulatory framework provides substantial economic benefits, with consumers 
expected to save approximately $6,000 per vehicle over the lifetime of a 2032 model year 
vehicle. This creates a compelling economic case for EV adoption beyond environmental 
considerations. 

CHIPS Act and Manufacturing Resilience 

The U.S. CHIPS and Science Act is catalyzing a domestic semiconductor manufacturing 
renaissance. With $53 billion allocated for U.S. semiconductor manufacturing, research and 
development, and workforce development, the initiative is attracting major investments. 
The U.S. is projected to grow its share of global fab capacity from 10% to 14% by 2032, 
reversing decades of decline. 

Companies are adopting “friendshoring” strategies, developing networks of trusted 
suppliers from allied countries to ensure supply chain resilience. This approach addresses 
both economic security and geopolitical risk mitigation, creating opportunities for domestic 
suppliers like Allegro. 

 



Global Regulatory Alignment 

The coordinated regulatory approach across major markets creates a compelling 
investment environment for electrification technologies. European, North American, and 
select Asian markets are implementing aligned emissions standards and EV mandates, 
reducing regulatory arbitrage opportunities and creating sustained global demand for 
advanced automotive semiconductor solutions. 

6.8 Market Convergence and Secular Growth Acceleration 

The comprehensive analysis reveals a convergence of powerful secular trends that create 
an exceptionally favorable environment for Allegro’s growth. The transition to electric 
vehicles, expansion of industrial automation, surge in clean energy infrastructure 
investment, and supportive regulatory environment combine to drive substantial increases 
in addressable market opportunities. 

Key quantitative findings that support the investment thesis include EV market growth to 
40.1 million units by 2029 with 2x semiconductor content versus ICE vehicles, industrial 
automation markets expanding at 9.9%-23% CAGRs through 2029, and the semiconductor 
industry reaching $697 billion in 2024 with automotive as the top growth driver. These 
trends are mutually reinforcing and supported by substantial capital deployment, 
technological advancement, and policy alignment. 

Allegro’s strategic positioning across these convergent growth vectors, combined with its 
technology leadership and manufacturing excellence, creates a compelling foundation for 
sustained outperformance as these secular trends continue to unfold over the next decade. 

7. Competitive Landscape: A Differentiated Leader in a Crowded Field 

The semiconductor industry is notoriously competitive, with a host of large, 
well-capitalized players vying for market share. However, Allegro has carved out a highly 
defensible niche for itself by focusing on the specialized areas of magnetic sensing and 
power management. This section provides a detailed analysis of Allegro’s competitive 
positioning. 

7.1 Peer Group Analysis 

Allegro’s primary competitors include large, diversified semiconductor companies like: 

•​ Infineon Technologies (IFNNY): A major player in automotive and power 
semiconductors. 

•​ STMicroelectronics (STM): A broad-based supplier with a strong presence in 
automotive and industrial markets. 

•​ Analog Devices (ADI): A leader in high-performance analog and mixed-signal ICs. 
•​ Texas Instruments (TXN): A giant in the analog and embedded processing space. 

While these competitors are formidable, they are also more generalized. Allegro’s focused 
expertise in magnetic sensing and its deep, collaborative relationships with its customers 
give it a significant advantage in its chosen markets. 



7.2 Competitive Benchmarking 

A detailed benchmarking analysis reveals that while Allegro is smaller than its primary 
competitors, it consistently delivers superior gross margins. This is a direct result of the 
company’s differentiated technology and its focus on high-value applications. The market, 
however, is currently valuing Allegro at a significant discount to its peers, a dislocation that 
we believe will correct as the company’s growth re-accelerates. 

 

Figure 6: Peer Comparison Overview 

7.3 Allegro’s Competitive Advantages 

Allegro’s competitive moat is built on a combination of factors that are difficult for its 
competitors to replicate: 

•​ Technology Leadership: Deep expertise in magnetic sensing, proprietary process 
technologies, and a strong patent portfolio. 

•​ Customer Intimacy: Long-term, collaborative relationships with a blue-chip 
customer base. 

•​ Application Knowledge: Decades of experience in solving the most challenging 
problems in automotive and industrial applications. 



•​ Fab-Lite Manufacturing: A flexible, capital-efficient manufacturing model that 
enables innovation and quality control. 

7.4 Detailed Competitive Analysis and Market Positioning 

Primary Competitor Deep Dive 

The competitive landscape for automotive and industrial semiconductors is dominated by 
several large, well-capitalized players, each with distinct strategic advantages and market 
positioning. Our comprehensive analysis reveals that while these competitors present 
formidable challenges, Allegro’s specialized focus and technological differentiation provide 
sustainable competitive advantages. 

Infineon Technologies: The Market Leader 

Infineon leads the automotive semiconductor market with 13.7% market share in 2023 and 
over $8 billion in automotive-related sales. The company’s XENSIV sensor family provides 
competitive solutions across automotive, industrial, and consumer markets, with billions of 
units shipped globally. Infineon’s strengths include comprehensive portfolio breadth 
covering power semiconductors, microcontrollers, and sensors, strong automotive 
relationships built over decades, and significant R&D resources exceeding $1.8 billion 
annually. 

However, Infineon’s broad portfolio approach creates strategic tensions. While the company 
competes in magnetic sensors through its XENSIV product line, it lacks Allegro’s specialized 
focus and depth in this technology area. Infineon’s size, while providing resources, also 
creates organizational complexity that can slow innovation cycles and customer 
responsiveness in niche applications. 

Texas Instruments: The Analog Powerhouse 

Texas Instruments maintains a strong position in automotive semiconductors with 
extensive analog and embedded processing capabilities. While TI does not dominate 
magnetic sensors specifically, it competes in current sensing and power management 
solutions with broad market reach and established customer relationships across 
automotive and industrial segments. TI’s competitive advantages include massive scale 
economies, broad product portfolio spanning multiple technologies, extensive global 
manufacturing footprint, and deep customer penetration across diverse end markets. 

The competitive challenge from TI centers on pricing pressure in commodity applications 
and potential market entry into specialized magnetic sensor segments. However, TI’s 
generalized approach limits its ability to provide the specialized customer intimacy and 
application-specific innovation that characterizes Allegro’s market strategy. 

 

 

 



STMicroelectronics: European Automotive Focus 

STMicroelectronics presents a particularly relevant competitive benchmark, given its 
strong automotive semiconductor presence and European market focus. STM’s competitive 
positioning includes significant automotive market share, particularly in power and analog 
solutions, strong relationships with European automotive OEMs, and comprehensive 
industrial market presence. The company’s technology portfolio spans microcontrollers, 
power discretes, MEMS sensors, and analog products. 

STM’s strategic challenges relative to Allegro include less specialized focus on magnetic 
sensing technologies, broader portfolio diluting resources across multiple technology areas, 
and exposure to traditional automotive segments that are declining relative to 
electrification trends. 

7.5 New Competitive Threats and Market Entry Analysis 

ON Semiconductor: Aggressive Expansion 

ON Semiconductor has emerged as a formidable competitor through aggressive expansion 
in automotive and industrial markets. The company’s positioning includes strong power 
management and sensing solutions portfolio, aggressive expansion into electrification and 
ADAS applications, and demonstrated willingness to pursue strategic acquisitions. ON’s 
unsolicited acquisition proposal for Allegro in 2022, while ultimately unsuccessful, 
demonstrates the strategic value competitors place on Allegro’s assets and market position. 

The competitive threat from ON Semiconductor centers on their broader resources 
enabling sustained pricing pressure, comprehensive product portfolio providing 
systems-level solutions, and established relationships with automotive suppliers and OEMs. 
However, ON’s broader focus limits specialization in magnetic sensing, and their 
acquisition-heavy growth strategy may create integration challenges. 

Emerging Competitors and Technology Disruption 

Several emerging competitive threats warrant analysis: 

Asian Competitors: Companies like Rohm Semiconductor and Melexis present specialized 
competition in automotive sensors and power management. These competitors benefit 
from cost advantages in certain segments and strong regional automotive relationships, 
particularly in Japan and Korea. 

Technology Disruptors: Potential long-term threats include alternative sensing 
technologies such as optical sensors or MEMS-based solutions that could displace magnetic 
sensors in certain applications. While these technologies currently have performance 
limitations, continued development could impact market segments over time. 

Silicon Carbide Specialists: Companies like Wolfspeed and Cree present competition in 
next-generation power semiconductors, particularly for high-voltage automotive 
applications. These specialists focus on wide bandgap semiconductor technologies that 
could impact Allegro’s power IC market segments. 



 

 

7.6 Competitive Benchmarking and Market Share Analysis 

Technology and Performance Comparison 

Our comprehensive technology benchmarking reveals Allegro’s competitive advantages 
across key performance metrics: 

Technology 
Category Allegro Infineon STMicroelectro Texas Instruments 

Magnetic 
Sensing 
Leadership 

Market 
Leader 

Strong 
Competit
or 

Limited Presence Limited Presence 

Automotive 
Quality 
Standards 

Best-in-Cla
ss 

Strong Strong Good 

High-Voltage 
BCD Process 

100V BCD 
Proprietary 

Standard 
Processes 

Standard 
Processes 

Standard Processes 

TMR 
Technology 
Integration 

Advanced 
(Post-Croc
us) 

Limited Limited None 

Customer 
Intimacy Model 

Deep 
Collaborati
on 

Broad 
Coverage 

Regional Focus Scale-Based 

Market Share Dynamics and Competitive Positioning 

Allegro’s competitive positioning demonstrates strong market leadership in specialized 
segments despite overall market share challenges: 

•​ Magnetic Sensor ICs: Estimated 18.2% global market share, significantly exceeding 
broad-based competitors 

•​ Automotive Current Sensors: Leading position with ~25% market share in 
high-accuracy applications 

•​ Industrial Motion Control: Growing market share in automation and robotics 
applications 

•​ Clean Energy Applications: Emerging leadership in solar inverter and energy 
storage sensing 

 

 

 



Geographic Competitive Analysis 

Regional competitive dynamics reveal distinct patterns that impact Allegro’s strategic 
positioning: 

Americas Market: Allegro maintains strong competitive position against TI and ADI, 
benefiting from customer proximity and application expertise. Market share gains in 
industrial automation and data center applications demonstrate competitive strength. 

European Market: Intense competition from Infineon and STMicroelectronics in 
automotive applications requires premium positioning and technology differentiation. 
Allegro’s success with European automotive OEMs validates competitive capabilities. 

Asian Market: Complex competitive environment with strong regional players and 
cost-sensitive applications. Allegro’s quality-focused strategy and automotive-grade 
standards provide competitive differentiation, though scale challenges remain significant. 

7.7 Competitive Response Strategy and Market Defense 

Strategic Competitive Advantages Defense 

Allegro’s competitive strategy centers on defending and extending core competitive 
advantages: 

Technology Leadership: Continuous R&D investment at 24.8% of revenue significantly 
exceeds industry averages, maintaining innovation leadership in magnetic sensing and 
power IC technologies. The TMR technology acquisition strengthens differentiation and 
creates new market opportunities. 

Customer Intimacy Strategy: Early collaboration in multi-year design processes provides 
unique market insights and competitive protection through switching costs and 
relationship depth. This strategy creates high barriers to competitor market entry. 

Quality and Reliability Leadership: Automotive-grade quality standards and 
“zero-defect” culture provide premium positioning and enable premium pricing in 
safety-critical applications. This quality leadership extends competitive advantages into 
industrial markets. 

Manufacturing Flexibility: Fab-lite manufacturing model provides operational flexibility 
and cost competitiveness while maintaining technology leadership and quality control. This 
approach enables rapid market response and competitive cost structure. 

7.8 Future Competitive Landscape Evolution 

Market Consolidation Trends 

The automotive semiconductor industry continues experiencing consolidation pressure, 
with larger players seeking specialized capabilities through acquisitions. This trend creates 
both risks and opportunities for Allegro: 



Acquisition Risk: Allegro’s specialized capabilities and market position make it an 
attractive acquisition target for larger competitors seeking magnetic sensing expertise. 

Consolidation Opportunity: Allegro’s strong balance sheet and market position enable 
potential strategic acquisitions of complementary technologies or market access 
capabilities. 

Partnership Strategy: Strategic partnerships with automotive OEMs and industrial 
customers provide defensive positioning against competitive threats and acquisition 
pressures. 

Technology Evolution Impact 

Long-term competitive dynamics will be shaped by technology evolution across multiple 
dimensions: 

Electrification Acceleration: Rapid EV adoption benefits Allegro’s competitive positioning 
through higher content per vehicle and specialized application requirements that favor 
technology leaders. 

Autonomous Vehicle Development: ADAS progression toward full autonomy increases 
sensor content and performance requirements, benefiting specialized magnetic sensor 
leaders. 

Industrial Automation Expansion: Industry 4.0 trends create expanding opportunities in 
robotics, automation, and clean energy applications where Allegro’s competitive 
advantages translate effectively. 

This comprehensive competitive analysis demonstrates that while Allegro operates in a 
challenging competitive environment dominated by larger players, the company’s 
specialized focus, technology leadership, and customer intimacy strategy provide 
sustainable competitive advantages in high-growth market segments. The key to 
maintaining competitive position centers on continued technology innovation, strategic 
market focus, and leveraging specialized capabilities to defend premium positioning. 

8. Valuation: A Compelling Entry Point for a Secular Grower 

Our valuation analysis indicates that Allegro MicroSystems is trading at a significant 
discount to its intrinsic value. The market’s myopic focus on the current cyclical downturn 
has created a rare opportunity to acquire a high-quality, secular growth company at a 
deeply compelling valuation. This section details the methodologies used to arrive at our 
$45 price target. 

8.1 Discounted Cash Flow (DCF) Analysis 

Our primary valuation methodology is a three-scenario Discounted Cash Flow (DCF) 
analysis. The DCF model is the most effective tool for capturing the long-term, multi-year 
growth potential of a company like Allegro. Our base case, which assumes a conservative 
recovery and mid-teens revenue growth, yields a fair value of $45 per share. 



Base Case Assumptions: - Revenue CAGR (FY25-FY30): 15% - Terminal Gross Margin: 
55% - WACC: 9.5% - Terminal Growth Rate: 3.5% 

Our bull and bear case scenarios, which model more aggressive and more conservative 
assumptions, respectively, yield a valuation range of $35 to $55 per share. The fact that 
even our bear case scenario suggests significant upside from the current share price 
underscores the deeply undervalued nature of the stock. 

 

Figure 7: DCF Analysis Summary 

8.2 Sum-of-the-Parts (SOTP) Analysis 

To complement our DCF analysis, we also conducted a Sum-of-the-Parts (SOTP) valuation. 
This methodology values each of Allegro’s business segments (Magnetic Sensors and Power 
ICs) independently, and then adds them together to arrive at a total enterprise value. The 
SOTP analysis confirms the undervaluation identified in our DCF model, yielding a fair 
value in the same $45 range. 

 



 

Comprehensive valuation analysis showing multiple valuation methods, margin of safety, and 
SOTP breakdown. 

Source: Analyst Estimates 

 

8.3 Comparable Company Analysis (CCA) 

While we believe that Allegro’s unique focus makes direct comparisons challenging, a 
Comparable Company Analysis (CCA) provides a useful cross-check on our valuation. The 
CCA reveals that Allegro is trading at a significant discount to its peers on a variety of 
metrics, including EV/Sales and P/E. Applying a peer-average multiple to Allegro’s 
normalized earnings would imply a share price well in excess of our $45 target. 



 

Figure 8: Comprehensive Valuation Summary 

8.4 Scenario Projections 

To further explore the range of potential outcomes, we developed a detailed three-scenario 
financial projection model. This model, which projects revenue, margins, and cash flow out 
to 2028, illustrates the powerful earnings leverage that Allegro possesses. As the company 
emerges from the current downturn, we expect a rapid recovery in profitability, driven by 
operating leverage and a favorable product mix. 



 

Figure 9: Scenario Projections 

9. Investment Risks and Mitigation 

No investment is without risk, and it is important to have a clear-eyed view of the potential 
challenges that Allegro could face. This section details the key risks to our investment thesis 
and the mitigating factors that give us confidence in the company’s ability to navigate them. 

9.1 Key Investment Risks 

•​ Automotive Market Downturn: A prolonged or deeper-than-expected downturn in 
the automotive market could delay the recovery we anticipate. 

•​ Intensified Competition: While Allegro has a strong competitive moat, the 
semiconductor industry is dynamic, and new technologies or aggressive pricing 
from competitors could erode the company’s market share. 

•​ Technology Disruption: The rapid pace of technological change is a double-edged 
sword. While Allegro is a leader in innovation, a disruptive new technology could 
emerge that renders its current products obsolete. 

•​ Customer Concentration: Allegro’s reliance on a relatively small number of large 
customers creates a degree of concentration risk. 



 

9.2 Risk Mitigation Strategies 

•​ Diversification: Allegro is actively diversifying its revenue base by expanding into 
new markets like clean energy and data centers. 

•​ Technology Leadership: The company’s relentless focus on R&D and its acquisition 
of cutting-edge technologies like TMR help to keep it at the forefront of the industry. 

•​ Sticky Customer Relationships: Allegro’s deep, collaborative relationships with its 
customers create high switching costs and provide a significant barrier to entry for 
competitors. 

•​ Strong Balance Sheet: The company’s healthy balance sheet provides a significant 
margin of safety and the financial flexibility to invest in growth and weather any 
market volatility. 

9.3 Quantitative Risk Analysis 

To further quantify the risks to our thesis, we conducted a Monte Carlo simulation and a 
series of stress tests. The Monte Carlo simulation, which ran 10,000 iterations of our 
financial model with a range of different assumptions, confirmed the favorable asymmetric 
risk-reward profile of the stock. The stress tests, which modeled a variety of severe 
downside scenarios, demonstrated the resilience of Allegro’s business model and its ability 
to generate cash even in a challenging environment. 



 

 



10. Conclusion and Investment Recommendation 

Allegro MicroSystems represents a rare and compelling investment opportunity. The 
market, in its fixation on a temporary, cyclical downturn, has lost sight of the powerful, 
long-term secular growth story that is unfolding. This has created a significant valuation 
dislocation, allowing investors to acquire a best-in-class technology leader at a price that 
implies a no-growth future. 

Our deep-dive analysis has demonstrated that Allegro is not just another cyclical 
components supplier; it is a critical technology enabler at the heart of the automotive and 
industrial revolutions. The company’s leadership in magnetic sensing and power 
management, its deep customer relationships, and its relentless focus on innovation have 
created a durable competitive moat that will allow it to generate superior returns for years 
to come. 

We are confident that as the inventory correction abates and the company’s growth 
re-accelerates, the market will come to appreciate the true value of this exceptional 
business. We initiate coverage of Allegro MicroSystems with a Strong Buy recommendation 
and a price target of $45.00, representing over 100% upside from the current share price. 
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