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Item 2.02 Results of Operations and Financial Condition.
On March 28, 2006, Monolithic Power Systems, Inc., a Delaware corporation (the “Company”), issued a press release and held a conference call regarding its
financial results for the quarter and year ended December 31, 2005. A copy of the press release is attached hereto as Exhibit 99.1.

On March 28, 2006, the Company held on Conference Call regarding its fourth-quarter and fiscal 2005 Financial results and provided guidance for Q1 2006.
A transcript of the Conference Call is furnished as Exhibit 99.2 on this Current Report on Form 8-K and is incorporated herein by reference.

The information under this Item 2.02 of this Current Report on Form 8-K and the exhibits attached hereto are being furnished and shall not be deemed “filed”
for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “1934 Act”), nor shall they be deemed incorporated by reference in any
filing with the Securities and Exchange Commission under the 1934 Act or the Securities Act of 1933, as amended, except as shall be expressly set forth by
specific reference in such filing.

Item 9.01 Financial Statements and Exhibits.
(d) Exhibits.
 
Exhibit  Description

99.1   Press Release issued on March 28, 2006.
99.2   Transcript of Conference Call held by Monolithic Power Systems on March 28, 2006.
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Contact:
Rick Neely
Chief Financial Officer
Monolithic Power Systems, Inc.
408-357-6777

For Immediate Release

MPS Reports Fourth-Quarter and Fiscal 2005 Financial
Results and Provides Q1 Guidance

LOS GATOS, Calif., March 28, 2006 – Monolithic Power Systems, Inc. (MPS) (Nasdaq: MPWRE), a leading fabless manufacturer of high-performance
analog and mixed-signal semiconductors, today announced its financial results for the fourth quarter and fiscal year ended December 31, 2005:
 

 •  Fourth quarter net revenues of $32.5 million, up 120% from $14.8 million for the same quarter of 2004. Fiscal year 2005 net revenues of $99.1
million, up 108% from $47.6 million for 2004.

 

 •  Fourth quarter gross margin of 64.0%, compared with 61.7% for the same quarter of 2004. Fiscal year 2005 gross margin of 63.7%, compared with
58.8% for fiscal year 2004.

 

 

•  Fourth quarter GAAP operating expenses of $15.3 million, including $8.1 million for research and development and selling, general and
administrative; $6.0 million for patent litigation; and $1.2 million for stock-based compensation. Fiscal year 2005 GAAP operating expenses of
$56.7 million, including $28.3 million for research and development and selling, general and administrative; $23.4 million for patent litigation;
and $5.0 million for stock-based compensation

 

 •  Fourth quarter non-GAAP(1) operating expenses of $14.1 million, excluding $1.2 million for stock-based compensation. Fiscal year 2005 non-
GAAP(1) operating expenses of $51.6 million, excluding $5.0 million for stock-based compensation

 

 
•  Fourth quarter GAAP net income of $3.8 million, or $0.12 per diluted share, compared with GAAP net income of $0.7 million, or $0.02 per diluted

share, for the same quarter of 2004. Fiscal year 2005 GAAP net income of $5.1 million, or $0.17 per diluted share, compared with a GAAP net loss
of $4.9 million or ($0.54) per diluted share in fiscal year 2004.

 

 
•  Fourth quarter non-GAAP(1) net income of $4.7 million, or $0.15 per diluted share, compared with non-GAAP net income of $3.3 million, or $0.12

per diluted share, for the same quarter of 2004. Fiscal year 2005 non-GAAP(1) net income of $9.8 million, or $0.32 per diluted share, compared with
non-GAAP net income of $6.8 million, or $0.74 per diluted share, for fiscal year 2004

 

 •  Cash, cash equivalents, restricted cash and investments of $66.8 million, compared with $60.3 million at September 30, 2005 and $49.0 million at
the end of fiscal year 2004.

“Strong revenue growth, excellent margins and more market penetration defined the fourth quarter,” said MPS Chief Executive Officer Michael Hsing.
“Our revenues increased across all our product families during the quarter and were up 10% sequentially and 120% year-over-year.



“Our DC to DC product family continued to penetrate broad market segments in the fourth quarter,” Hsing continued. “Our growth and success in
applications such as disk drive, set top box, cable modems, DSL, and wireless access points among others for the DC to DC line highlighted the results of our
new product development and continued product diversification.”

Business Outlook
The Company also provided financial targets for the first quarter ending March 31, 2006:
 

 •  Net revenues in the range of approximately $24 million to $25 million
 

 •  Gross margin in the middle of the range of the Company’s target model of 58% to 63%
 

 •  Non-GAAP operating expenses, which exclude stock compensation expenses, between $13.5 million and $15 million, including estimated
litigation expense in the range of approximately $4 million to $5 million.

Conference Call
MPS plans to conduct a management teleconference covering fourth-quarter results at 2:00 p.m. PDT / 5:00 p.m. EDT today, March 28, 2006. Dial-in number:
719-457-2680, code number 4863421. The call will be webcast live and archived for all investors for one year on the MPS website at
http://www.monolithicpower.com/cmp_02_inv_rel.htm. This press release and any other information related to the call will also be posted on the website at
that location. In addition, a phone replay of the call will be available for seven days at 719-457-0820, code number 4863421.
 

(1) Non-GAAP operating expenses and net income or net loss differs from operating expenses and net income or net loss determined according to GAAP
(Generally Accepted Accounting Principles in the United States). A schedule reconciling these amounts is included in this news release. MPS’ non-
GAAP operating expenses and net income or net loss differs from GAAP net income or net loss in that the non-GAAP figure excludes stock-based
compensation expense, net of taxes. Non-GAAP financial measures should not be considered as a substitute for, or superior to, measures of financial
performance prepared in accordance with GAAP. MPS utilizes both GAAP and non-GAAP financial measures in assessing what it believes to be its core
operating performance and to evaluate and manage its internal business and assist in making financial operating decisions. MPS believes that the
inclusion of non-GAAP financial measures, together with GAAP measures, provides investors with supplemental information and an alternative
presentation useful to investors’ understanding of MPS’ core operating results and trends. Additionally, MPS believes that the inclusion of non-GAAP
measures, together with GAAP measures, provides the investor with an additional dimension of comparability to similar companies. However, investors
should be aware that non-GAAP measures utilized by other companies are not likely to be comparable in most cases to the non-GAAP measures
utilized by MPS.

About MPS
Monolithic Power Systems Inc. (MPS) develops and markets proprietary, advanced analog and mixed-signal semiconductors. The company combines
advanced process technology with its highly experienced analog designers to produce high-performance power management integrated circuits (ICs) for
Cold Cathode Fluorescent Lamp (CCFL) backlight controllers, LED drivers, DC to DC converters, Class D audio amplifiers, and Linear ICs. MPS products are
used extensively in computing and network communications products, LCD monitors and TVs, and a wide variety of consumer and portable electronics
products. MPS partners with world-class



manufacturing organizations to deliver top-quality, ultra-compact, high-performance solutions through the most productive, cost-efficient channels. Founded
in 1997 and headquartered in Los Gatos, Calif., the company has expanded its global presence with offices in Taiwan, China, Korea, Japan and Europe, which
operate under MPS International Ltd.

Safe Harbor Statement
This press release contains forward-looking statements, including statements regarding, among other things, expectations regarding the results of our targeted
net revenues, gross margin, and non-GAAP operating expenses, including litigation expense, for the quarter ending March 31, 2006 as well as our
expectations regarding our new product development and continued product diversification. These statements are not historical facts or guarantees of future
performance or events, and are based on current expectations, estimates, beliefs, assumptions, goals, and objectives, and involve known and unknown risks,
uncertainties and other factors that may cause actual results to be materially different from the results expressed or implied by these statements. Readers of
this press release and listeners to the accompanying conference call are cautioned not to place undue reliance on any forward-looking statements. Additional
factors that could cause actual results to differ include, but are not limited to, the risks, uncertainties and costs of litigation in which the company is involved;
the outcome of future trials, hearings, motions, and appeals; the adverse jury verdicts against the company and its customer, Taiwan Sumida Electronics, and
uncertainties about possible lost business as a result of those outcomes; risks associated with the continued development, structuring and expansion of our
business; the schedule of new product development; changes in government regulations in foreign countries where we have offices; excess inventory build
up in our distribution channel and uncertainties about the timing of the resolution of the excess; impacts on our gross margin of startup expenses in
Chengdu; possible slowing of demand in the global notebook market; acceptance of, or demand for, our products being lower than expected; the potential
impact on our financial performance if our tax and litigation provisions are inadequate; difficulty in predicting or budgeting for future expenses and financial
contingencies; issues of accounting controls and complying with Sarbanes-Oxley and other important risk factors identified in our SEC filings, including,
but not limited to, our Annual Report on Form 10-K filed on March 28, 2006.

The forward-looking statements in this press release represent MPS’ targets, not predictions of actual performance. MPS assumes no obligation to update the
information in this press release or in the accompanying conference call. Any statements by persons outside of MPS speculating on the progress of the
quarter, or other aspects of MPS’ business, are not based on internal MPS information and should be assessed accordingly by investors.

MPS, Monolithic Power Systems, and the MPS logo are among the trademarks of Monolithic Power Systems, Inc. in the U.S. and certain other countries.

Financial Statements Attached
 



Monolithic Power Systems, INC.
CONDENSED CONSOLIDATED BALANCE SHEET

(in thousands, except per share amounts)
 
   Balance at Period Ended  
   December 31, 2005  December 31, 2004 
ASSETS    
Current assets:    

Cash and cash equivalents   $ 25,091  $ 32,019 
Investments    38,814   17,000 
Accounts receivable, net    9,537   3,995 
Inventories    6,165   5,398 
Deferred income taxes    3,671   1,393 
Prepaid expenses and other current assets    1,501   1,116 
Restricted cash    2,938   —   
Total current assets    87,717   60,921 

Property and equipment, net    6,238   4,180 
Deferred income taxes - non-current    —     508 
Other assets    387   134 
Restricted assets    6,433   6,641 
TOTAL ASSETS   $ 100,775  $ 72,384 
LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable   $ 6,583  $ 3,396 
Accrued compensation and related benefits    2,974   1,518 
Accrued income tax    2,913   374 
Accrued liabilities    9,797   2,996 
Total current liabilities    22,267   8,284 

Deferred rent    209   161 
Deferred income tax liability    131   —   

Stockholders’ equity:    
Common stock    98,342   93,236 
Deferred stock compensation    (4,544)  (8,941)
Notes receivable from stockholders    (398)  (398)
Accumulated other comprehensive income (loss)    (138)  243 
Accumulated deficit    (15,094)  (20,201)
Total stockholders’ equity    78,168   63,939 

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $ 100,775  $ 72,384 



Monolithic Power Systems, INC.
CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS

(in thousands, except per share data)
 
   Three Months Ending   For the Year Ending  
   December 31, 2005  December 31, 2004  December 31, 2005  December 31, 2004 
      As restated      As restated  
Net Revenues   $ 32,531  $ 14,799  $ 99,131  $ 47,595 
Cost of revenues    11,696   5,668   36,003   19,594 
Gross profit    20,835   9,131   63,128   28,001 
Gross profit %    64.0%  61.7%  63.7%  58.8%
Operating expenses:      
Research and development    3,846   3,452   14,826   12,854 
Selling, General and Administrative    5,471   3,338   18,434   12,549 
Patent litigation expense    4,185   2,988   18,367   7,833 
Provision for Litigation awards and settlements    1,837   —     5,037   —   
Total operating expenses    15,339   9,778   56,664   33,236 
Income (Loss) from operations    5,496   (647)   6,464   (5,235)
Other income (expense):      
Interest income    610   62   1,703   171 
Other Expense    49   —     (111)   (93)
Total other income (Expense)    659   62   1,592   78 

Income (loss) before income taxes    6,155   (585)   8,056   (5,157)

Income tax provision    2,322   (1,438)   2,949   (1,438)
Net Income (loss)    3,833   853   5,107   (3,719)

Accretion of redeemable convertible preferred stock    —     178   —     1,183 
Net income (loss) attributable to common

stockholders   $ 3,833  $ 675  $ 5,107  $ (4,902)
Basic net income (loss) per common share   $ 0.13  $ 0.04  $ 0.18  $ (0.54)
Diluted net income (loss) per common share   $ 0.12  $ 0.02  $ 0.17  $ (0.54)
Shares used in basic net income (loss) per common

share    28,528   16,186   27,998   9,132 
Shares used in diluted net income (loss) per common

share    32,523   27,922   30,871   9,132 



Monolithic Power Systems, INC.
NON-GAAP CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS

(in thousands, except per share data)
(unaudited)

 
   Three Months Ending   For the Year Ending  
   December 31, 2005  December 31, 2004  December 31, 2005  December 31, 2004 

Net Revenues   $ 32,505  $ 15,127  $ 99,082  $ 48,092 
Cost of revenues    11,720   5,482   35,637   18,681 
Gross profit    20,785   9,645   63,445   29,411 
Gross profit %    63.9%  63.8%  64.0%  61.2%
Operating expenses:      
Research and development    3,280   2,268   12,215   7,689 
Selling, General and administrative    4,796   2,018   16,026   7,066 
Patent litigation expense    4,185   2,988   18,367   7,833 
Provision for Litigation awards and settlements    1,837   —     5,037   —   
Total operating expenses    14,098   7,274   51,645   22,588 
Income (Loss) from operations    6,687   2,371   11,800   6,823 
Other income (expense):      
Interest income    610   62   1,703   171 
Other expense    49   —     (111)   (93)
Total other income (expense), net    659   62   1,592   78 

Income (loss) before income taxes    7,346   2,433   13,392   6,901 

Income tax provision    2,603   (1,083)   3,574   (1,083)
Net Income    4,743   3,516   9,818   7,984 

Accretion of redeemable convertible preferred stock    —     178   —     1,183 
Net income attributable to common stockholders   $ 4,743  $ 3,338  $ 9,818  $ 6,801 
Basic net income per common share   $ 0.17  $ 0.21  $ 0.35  $ 0.74 
Diluted net income per common share   $ 0.15  $ 0.12  $ 0.32  $ 0.74 
Shares used in basic net income per common share    28,528   16,186   27,998   9,132 
Shares used in diluted net income per common share    32,523   27,922   30,871   9,132 

GAAP TO NON-GAAP RECONCILIATION  

   Three Months Ending   For the Year ending  
   December 31, 2005  December 31, 2004  December 31, 2005  December 31, 2004 

Net Income (Loss) - GAAP Basis   $ 3,833  $ 853  $ 5,107  $ (3,719)
Non-GAAP Adjustments for Stock-Based

Compensation      
Contra Revenues    (26)   328   (49)   497 
Cost of Revenues    (24)   186   366   913 
S,G&A    675   1,320   2,408   5,483 
R&D    566   1,184   2,611   5,165 
Tax effect of adjustments    (281)   (355)   (625)   (355)

Net Income   $ 4,743  $ 3,516  $ 9,818  $ 7,984 
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FINAL TRANSCRIPT

Mar. 28. 2006 / 5:00PM ET, MPWRE - MONOLITHIC POWER SYSTEM INC Q4 2005 Financial Results Conference Call
 
CORPORATE PARTICIPANTS
Rick Neely
Monolithic Power Systems - CFO

Michael Hsing
Monolithic Power Systems - CEO

CONFERENCE CALL PARTICIPANTS
Simona Jankowski
Goldman Sachs - Analyst

Tore Svanberg
Piper Jaffray - Analyst

Eric Gomberg
Thomas Weisel - Analyst

Craig Berger
Wedbush Morgan - Analyst

Sangese Paruri
Seligman - Analyst

PRESENTATION
Operator
Good day and welcome to the Monolithic Power Systems fourth quarter 2005 teleconference hosted by Michael Hsing and Rick Neely. As a reminder,
today’s call is being recorded. For opening remarks and introductions, I would like to turn the call over to Rick Neely, CFO. Please go ahead, sir.

Rick Neely - Monolithic Power Systems - CFO
Thank you. Good afternoon and welcome to the fourth quarter and year-end Monolithic Power Systems conference call. Thank you for taking the time to join
us today. Michael Hsing, CEO and founder of MPS, is with me on today’s call.

In the course of today’s conference call we will make forward-looking statements and projections that involve risk and uncertainty, including our future
financial performance targets, our expectations concerning pending litigation, our plans for production in our China test facility, our new product plans and
relative competitive position, growth in our product lines, and our business outlook, including our outlook for the first quarter of 2006, projected first quarter
net revenues and gross margins, our expectations for first quarter operating expenses. Forward-looking statements are not historical facts or guarantees of
future performance or events and are based on current expectations, estimates, beliefs, assumptions, goals and objectives and involve known and unknown
risks, uncertainties and other factors that may cause actual results to be materially different from the results expressed or implied by these statements.
Additional factors that could cause actual results to differ include, but are not limited to, the potential impact, risks, uncertainties and cost of litigation in
which the company is involved, the potential impact on our financial performance if our tax and/or litigation provisions are inadequate, risks associated with
the continued development and expansion of our business and facilities, inventory buildup in our distribution channel in the fourth quarter of 2005,
acceptance of or demand for our products being lower than expected, and difficulty in predicting or budgeting for future expenses and financial
contingencies. Other important factors are identified in the company’s SEC filings, including, but not limited to, our 2005 Form 10-K filed today,
March 28th, which is accessible through our website, all of which factors are incorporated by reference into today’s discussion.

I’d also like to remind you that today’s conference call is being webcast live over the internet and will be available for replay on our website for one year at
www.monolithicpower.com, along with our earnings release, the reconciliation between GAAP and non-GAAP numbers and other financial and statistical
information presented during the call.
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FINAL TRANSCRIPT

Mar. 28. 2006 / 5:00PM ET, MPWRE - MONOLITHIC POWER SYSTEM INC Q4 2005 Financial Results Conference Call
 
We would like to start this call by reviewing our fourth quarter and fiscal year 2005 business highlights. Following the business update, we will discuss our
financial results for the fourth quarter and the fiscal year ended December 31, 2005. We have had many requests from the investment community to comment
on the second quarter outlook given that it is late in the first quarter, but we will follow our normal practice and we will not give Q2 guidance until the Q1
‘06 earnings release in late April. However, we will conclude today by discussing our current expectations for Q1 2006. Afterwards, we will open up the call
to your questions.

Let’s go on to the business highlights. As previously announced during the March 13th, 2006 conference call, we ended the fourth quarter with record net
revenues of $32.5 million, an increase of 120% from the fourth quarter of 2004 and up 10% sequentially from the third quarter of 2005. Net revenues for
fiscal year 2005 were $99.1 million, up 108% from fiscal year 2004. Our fourth quarter gross margin was 64% compared to 61.7% for the fourth quarter of
2004 and 64.3% in the third quarter of 2005. Our fiscal year 2005 gross margin was 63.7% compared to 58.8% for all of 2004.

Fourth quarter revenues from our DC-to-DC products grew 123% from the same quarter a year ago and up 2% from the third quarter of 2005. Our LCD
backlight revenues grew 122% from the fourth quarter last year and 26% from the third quarter of 2005. Fiscal year 2005 revenues from our DC-to-DC
product grew 137% from fiscal year 2004 while our LCD backlight revenues grew 74% year-over-year.

Some of the other current business highlights include the following. In 2005 we grew our overall organization to support a global presence. We have MPS
employees on the ground in Japan, Europe and the U.S. working to develop our business in those areas. We have added top tier accounts to our global
customer base as a result of these efforts. Finally, I’d like to note that in 2006 MPS has signed up Avnet Memec, a world-class distributor, to market our
products in the U.S.

Looking at our product line growth, 2005 was a banner year. We expanded market share of the CCFL [audio skip] business, we introduced new products for
the LCD monitor and TV market, and have had significant design wins in both segments. Our DC to DC products had enormous success in 2005, growing
revenue 137% year-over-year. We’ve introduced a family of wide input voltage synchronous buck regulators which offer an integration level that we believe
is unmatched in the market. We have had significant design wins in 2005. Applications include disc drives, set top box, cable modems, DSL and wireless
access points, to name a few.

We continue to innovate in white LED backlighting. Over the past 12 months we introduced a device that can be used to backlight two displays and drive a
flash LED. We also introduced a device that drives up to 50 LEDs for larger panels, which is a growing application in the backlighting segment for notebook
computers. Finally, our Class D audio product line grew by 148% year-over-year, fueled by growth in flat panel TV applications. We introduced one of the
world’s smallest 30-watt stereo solutions with industry leading efficiency in a very small footprint. Our customer design wins have more than doubled over
2004 and include new design wins in Japan, the U.S. and Europe.

We expanded our product portfolio to include LDOs and operational amplifiers. These products should allow us to increase our points of engagement with
our current customer base and attract new customers as we become more of a broad line analog company. Finally, the China test facility is complete and
product qualifications are underway this quarter. We expect full production to commence in the second quarter of 2006.

On the litigation front we are pleased to announce that we have settled our patent litigation with Microsemi Corporation. The terms of the settlement are
confidential except as required for our SEC filing. We have made what we believe to be appropriate disclosure in our 10-K filed today, so I’ll refer you to that
document. I will say that we are delighted to have patent peace with Microsemi and the opportunity to work together going forward.

Now let’s turn to our financial results for Q4 and for fiscal year 2005 in more detail. Our December quarter exceeded our expectations, both for revenue
growth and margin performance. As mentioned, revenues were $32.5 million for the quarter. This compares to $14.8 million for the fourth quarter of 2004, an
increase of 120%. Our Q4 revenues also grew 10% from the $29.7 million recorded in the third quarter of 2005. Revenues for fiscal year 2005 were $99.1
million. This compares to $47.6 million in fiscal year 2004, an increase of 108%.

Let me give you a summary of the revenue breakdown for the quarter and the fiscal year by our major product lines. For the CCFL LCD backlight family, Q4
‘05 came in at $12.8 million, up from $5.8 million in Q4 ‘04. That’s a growth rate of 122%. For the DC-to-DC product line we came in at $18.8 million in Q4
‘05, up from $8.4 million in Q4 ‘04, or up 123%. Finally, the audio segment came in close to $1 million in Q4 ‘05, up from $600,000 in Q4 ‘04.
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For the fiscal year, comparing the entire year to the entire pervious year, our LCD backlight revenue was $38.1 million, up from $21.9 million in fiscal ‘04, or
74% growth rate year-over-year. DC-to-DC cumulative for fiscal year ‘05 was $57.8 million versus $24.4 million in 2004, or a growth rate of 127% for the
year. Finally, audio was $3.2 million, up from $1.3 million in 2004, or a growth rate of 148%.

As previously mentioned, gross margin came in at 54.0% for the fourth quarter compared to 61.7% for the fourth quarter a year ago. Our fiscal year 2005 gross
margin cumulatively was 63.7% compared to 58.8% for all of 2004. Generally, our gross margin percentage is similar across all product segments. While we
are pleased with this performance, our target operating model for gross margin remains at 58 to 63%.

GAAP-based operating expenses in the December quarter were $15.3 million. This includes $1.2 million for stock compensation expense, $6.0 million for
patent litigation costs and settlement expenses, and $8.1 million in R&D and SG&A. This compares to GAAP-based operating expense of $9.8 million in the
fourth quarter of 2004 and $4.4 million in the third quarter of 2005. The dollar increase in operating expenses from the third quarter is primarily due to the
fact that the third quarter operating expenses were extraordinarily low as a result of the reversal in the third quarter of an $8.8 million litigation provision that
was originally booked in the second quarter of 2005.

R&D expenses increased by $1 million from the fourth quarter of 2004, or 45%, primarily related to headcount increases, while SG&A increased $2.8 million,
or 138%, year-over-year. The increase in SG&A over the prior year was driven by Sarbanes-Oxley compliance, headcount growth, [inaudible - background
noise] on higher sales volumes and marketing programs for the second half of ‘05, particularly advertising. Non-GAAP operating expenses, which exclude
$1.2 million in stock compensation expenses, were $14.1 million in the December 2005 quarter.

GAAP-based operating expenses in the fiscal year 2005 were $56.7 million. This includes $5 million for stock comp expense, $23.4 million for patent
litigation costs, settlement expense and litigation provision, and $28.3 million in R&D and SG&A. This compares to GAAP-based operating expense of
$33.2 million in fiscal year 2004.

For 2005 our R&D expense increased by $4.5 million, or 59%, compared to 2004, primarily related to headcount increases, while SG&A increased twice as
much, by $9 million, or 127%. The increase in SG&A over the prior year was driven by Sarbanes-Oxley compliance, headcount growth, commissions on
higher sales volume and marketing programs for the second half of 2005.

Patent litigation costs increased $15.6 million year-to-year due to the increase in activities associated with multiple losses in the U.S., including two trials
and a litigation settlement. The increase in operating expenses was partially offset by a $5.6 million reduction in stock comp expense due to our choice of
accelerated amortization for stock-based compensation. Non-GAAP operating expenses, which exclude the stock compensation expense, were $51.6 million
in fiscal 2005.

Our Q4 2005 GAAP profit, which includes a $2.3 million tax provision, was $3.8 million for the quarter, or $0.12 per diluted share, compared to a profit of
$0.7 million for the fourth quarter of 2004, or $0.02 per share. Our Q4 2005 non-GAAP profit, which excludes the stock comp expense of 1.2 million, was
$4.7 million, or $0.15 per share, on a non-GAAP basis. For the fiscal year our GAAP profit, including a $2.9 million tax provision, was $5.1 million for the
year, or $0.17 per diluted share, compared to a loss of $4.9 million for the fiscal year 2004, which represented a loss of $0.54 per diluted share. On a non-
GAAP basis for the entire fiscal year, excluding stock compensation, net profits for fiscal year ‘05 was $9.8 million, or $0.32 per share.

Turning now to our balance sheet, cash, cash equivalents, restricted cash and investments increased to $66.8 million in the quarter, up from $60.3 million at
the end of the third quarter of 2005 and up from $49 million at the end of fiscal year 2004. Accounts receivable ended the quarter at $9.5 million compared
with $9.8 million in the third quarter of 2005 and $4 million at the end of fiscal year 2004.

Days sales outstanding, or DSO, were 27 days in the December quarter 2005 compared to 30 days at the end of the third quarter of 2005 and 25 days in the
December 2004 quarter. Our inventories ended the quarter at $6.2 million, or about 47 days of inventory. This is compared to $5.7 million, or 50 days of
inventory, at the end of the third quarter of 2005. As of the end of fiscal 2004, our inventories totaled $5.4 million, or 88 days of inventory.

I would like to briefly cover the results of our Sarbanes-Oxley certification process for 2005. As disclosed in our recent 2005 10-K filing, MPS has determined
that we have some material weaknesses in our internal control over financial reporting. We are diligently working to remediate them and I would direct you
to our more complete disclosure of this topic in the recent 2005 10-K filing.

Now, let me briefly address our outlook for the first quarter of 2006. For the first quarter, as previously announced, we are targeting total revenues to be in the
range of 24 to $25 million. We expect gross margin to be in the middle of the range of our target model of 58 to 63%. We expect our non-GAAP operating
expenses, which exclude stock comp expense, to be between 13.5 and $15 million in Q1 ‘06. As part of those
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expenses, we estimate our litigation expense to be in the range of 4 to $5 million. At this time we are still calculating the impact of the adoption of FAS-123R
on our stock compensation expense and so we will discuss this impact during our Q1 ‘06 conference call in April.

Now, we would like to open the microphone to take your questions.

QUESTION AND ANSWER
Operator
Thank you, sir. [OPERATOR INSTRUCTIONS] Our first question comes from Simona Jankowski with Goldman Sachs.

Simona Jankowski - Goldman Sachs - Analyst
Hi, thank you very much. Just wanted to explore your gross margin, both in Q4 and Q1. If you can just comment on what drove some of the upside in Q4 and
then conversely what you think is going to impact Q1?

Rick Neely - Monolithic Power Systems - CFO
Yes, Simona. In Q4, as you noted, we had some good growth in the CCFL product line, which is - as we’ve mentioned before, most of our products have
similar margins, but we got good margins on the CCFL line, which kept it at the high end of the range, 63 to 64. So as to Q1, we are seeing some pressure in
our margins for Q1, but expect to remain within our target range of about 58 to 63. We’ll be in the middle of that range instead of the upper end and the
primary reason is expenses related to our Chengdu startup as well as some lower shipment volumes in Q1. As Chengdu ramps into full production in the
second half of the year and as shipment volumes increase, we expect those sources of margin pressure to ease off.

Simona Jankowski - Goldman Sachs - Analyst
Okay, so just to clarify, taking CCFL as a whole, would you say that those margins are similar to the corporate average in the other groups or are you saying
that a certain segment of CCFL products had higher — that have higher margins are declining in Q1?

Rick Neely - Monolithic Power Systems - CFO
Michael, I’ll have you answer that.

Michael Hsing - Monolithic Power Systems - CEO
I think all, including CCFL, all of our product gross margin are very similar. We haven’t seen any [inaudible—highly accented language] and we don’t see it
in — a lot of [fluctuation].

Simona Jankowski - Goldman Sachs - Analyst
I guess what I’m missing, then, is why the decline in CCFL in Q1 should be lowering the overall company margin if it’s got a similar margin?

Rick Neely - Monolithic Power Systems - CFO
You misunderstood, Simona.
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Simona Jankowski - Goldman Sachs - Analyst
Okay.

Rick Neely - Monolithic Power Systems - CFO
I mean our gross margin in Q4 was 64.0. The product order was 63.7, basically in the same range, a few tenths difference. So we’ve been in the same margin
range in the second half of ‘05. We expect to drop a few points in the first half, primarily because of the Chengdu startup.

Simona Jankowski - Goldman Sachs - Analyst
Okay.

Michael Hsing - Monolithic Power Systems - CEO
Chengdu startup and since we operating both in the U.S. side and in the Chengdu side at the same times.

Simona Jankowski - Goldman Sachs - Analyst
Okay. And just another quick follow-up on margins, if I may. How much elasticity do you think you have in your business? In other words, would dropping
your prices a bit so you could be kind of more in the middle of your range as opposed to above the high end of it, would that drive any significant top line or
- and if so, then why would you be pricing in a way that you’d be getting 64% margin in Q4? What’s the strategy there?

Michael Hsing - Monolithic Power Systems - CEO
Well, we can drop - we can either increase or drop price very quickly and all market demand determines that. We don’t want to leave the money on the table.
We don’t drop the price very quickly. So the market demand is there. Rick, any comment?

Rick Neely - Monolithic Power Systems - CFO
Yes, I think Michael is on the right line. Basically, particularly the [areas] CCFL where we have a dominant share and have designed into many different
applications, there’s no — dropping your price wouldn’t change that very much. So we tend to have fairly steady ASPs in those areas.

Simona Jankowski - Goldman Sachs - Analyst
Great. Thank you very much.

Operator
Now we’ll hear from Tore Svanberg with Piper Jaffray.

Tore Svanberg - Piper Jaffray - Analyst
Yes, good afternoon. I had a couple of questions. First to follow-up on Simona’s gross margin question, I assume there’s only a couple of days left in the
March quarter, so I’m just wondering why you’re still giving such a wide 500 basis point range on your gross margin guidance?
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Rick Neely - Monolithic Power Systems - CFO
Well, we have tried to be consistent. We’ve always used a 58 to 63% range and say we’ve either operated at the upper end, which we have recently, or this
call we’re saying we’ll be in the middle. So we’re just trying to follow the convention of using a range, nothing more than that.

Tore Svanberg - Piper Jaffray - Analyst
Okay, fair enough. And seems like you’re attributing the drop to Chengdu. How should we then view Chengdu in the June quarter, it continues to see some
startup costs, then, or will most of that will be behind you here in [inaudible - technical difficulties] quarter?

Rick Neely - Monolithic Power Systems - CFO
Well, we’re not giving guidance to Q2, but we can confirm, for example in Q1, as we mentioned, the impact of Chengdu is about $0.5 million or so. That’s a
few points of margin. We’re going to start production in Q2 so it’ll be a mix. We’ll begin some production out of Chengdu, but we can’t give you the precise
impact till we have the production plans ironed out.

Tore Svanberg - Piper Jaffray - Analyst
Okay. And you mentioned some new products, LDOs and off-ramps. I’m just wondering how you’re going to classify those when you report numbers and
when should we start to see some real production revenues with those products?

Michael Hsing - Monolithic Power Systems - CEO
Rick, I’ll take on this one. Well, we classify as audio and other, I think if you see them our earning release. And those products, we don’t expect it to have a
significant revenue generated in this year or any of our product where we’ll take, after introductions we’ll take about 12 to 15 months to generate any
significant revenues.

Tore Svanberg - Piper Jaffray - Analyst
Okay. And as far as target application, should I assume a very broad category of applications or are you focusing in on a couple of selective applications for
those products?

Michael Hsing - Monolithic Power Systems - CEO
I didn’t get you at the beginning. Car audio?

Tore Svanberg - Piper Jaffray - Analyst
No —

Michael Hsing - Monolithic Power Systems - CEO
Target applications?

Tore Svanberg - Piper Jaffray - Analyst
Yes, target applications for your LDOs and off-ramps.
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Michael Hsing - Monolithic Power Systems - CEO
On LDOs, these are high performance LDOs and these are either ultra-fast and — or very low voltage applications. The ultra-fast devices or both type of LDO
can be used in a consumer product such as smart phones, even the notebooks. And off-ramps is very wide application range that either can use — can be used
in flat TVs, any consumer industrial type of applications.

Tore Svanberg - Piper Jaffray - Analyst
Okay, very well. And just a final question, did you have any 10%-plus customers in the December quarter?

Rick Neely - Monolithic Power Systems - CFO
Our distributors — the distributors in Asia, the top three are always above that. But in terms of direct customers, no.

Tore Svanberg - Piper Jaffray - Analyst
Okay. And can you again just verify with us your top three distributors that are more than 10% of sales?

Rick Neely - Monolithic Power Systems - CFO
They are AIT, [Yosen] and UpperTech are the three largest.

Tore Svanberg - Piper Jaffray - Analyst
Great. Thank you very much.

Operator
Next we’ll hear from Eric Gomberg with Thomas Weisel.

Eric Gomberg - Thomas Weisel - Analyst
Hi, good afternoon. I was hoping that you could provide an update from a couple of weeks ago of where you see channel inventory levels today? You had
said a couple of weeks back you thought they’d be — the excess would be worked through by the end of March. Are we actually there and how have orders
tracked over the past couple of weeks?

Rick Neely - Monolithic Power Systems - CFO
Yes, Eric, we don’t believe that excess inventory at our distributors at the end of the year will have a significant impact on our revenues in the second quarter.
But as we said before, we’ve had some impact from a variety of things in Q1, seasonality, some impact of the Sumida litigation and some impact of distributor
miscalculation or over-ordering, whatever you want to call it, in Q4. But we think that will work itself out at the end of this quarter.

Eric Gomberg - Thomas Weisel - Analyst
Well, we’re basically at the end of the quarter, so things at this point, then, look like they’ve improved as you would have expected?

Rick Neely - Monolithic Power Systems - CFO
We don’t like to get in a trap of we don’t want to talk about Q2 guidance, but one thing we’ve all agreed we can say is historically Q1 ‘06 is our lowest
quarter of the year and we expect it to be the lowest quarter of the year in 2006 as well.
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Eric Gomberg - Thomas Weisel - Analyst
Okay. A couple of other items. Could you perhaps quantify how much of the SG&A in Q1 is associated with getting your filing complete? I mean should we
be assuming that’s 200,000 or is that not the right way to look at it?

Rick Neely - Monolithic Power Systems - CFO
Well, actually, the numbers for Q4, we were working on it in Q4 ‘05, so there’s about 350 to 400,000 of the Q4 G&A number is kind of restatement related.
For Q1 ‘06 we impact the — we estimate the impact will be around 450 to 550,000 in Q1 from restatement costs. Now, this isn’t stocks per se, this is the
restatement costs. Was that your question?

Eric Gomberg - Thomas Weisel - Analyst
Yes, I’m just wondering if SG&A is kind of inflated versus kind of the baseline rate that we might see the rest of the year.

Rick Neely - Monolithic Power Systems - CFO
Yes, absolutely. And in Q4 we estimated we probably spent in 650 to 700 range on SOX and then we spent another 350 to $400,000 on restatement. So
there’s clearly left over $1 million in the fourth quarter of ‘05 is in the SG&A line. Q1 ‘06 we have same issues on — I just mentioned the number for the
restatement effort, so those again are extraordinary and the restatement numbers will clearly decline. However, we mentioned that we have some more work to
do on S-Ox, so those S-Ox numbers will decline but not go away, whereas the restatement numbers that I just mentioned will end this quarter. We just filed
the 10-K and we’re done.

Eric Gomberg - Thomas Weisel - Analyst
Okay. A couple of other quick housekeeping items. Is there — I may have missed it, but did you give a tax rate for the quarter, what you’re expecting for the
year?

Rick Neely - Monolithic Power Systems - CFO
We didn’t give one for the quarter. The tax rate at the end of ‘06 — excuse me, ‘05 was about mid 30s. We expect the tax rate to be in the mid 20s for ‘06.

Eric Gomberg - Thomas Weisel - Analyst
Okay. And I guess just one last question. Given the settlement with Microsemi, you’re now down to two cases. Does that change what the litigation expense
ought to look like over the next few quarters versus what it’s looked like the last couple?

Rick Neely - Monolithic Power Systems - CFO
That’s a good question. We would expect to have some reduction in legal expenses as a result of having one fewer major case. At the same time, it’s difficult
to predict the extent it may be offset by other cases which are currently active. We’ll provide more precise guidance in our next call, but you’re correct in
your general terms.

Eric Gomberg - Thomas Weisel - Analyst
And I’m sorry, just one last. Did you give the CapEx and D&A number?
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Rick Neely - Monolithic Power Systems - CFO
Yes, CapEx for the year was approximately $3.7 million in 2005 and depreciation was about 400,000 a quarter.

Eric Gomberg - Thomas Weisel - Analyst
And any comment — ?

Rick Neely - Monolithic Power Systems - CFO
2005, sorry.

Eric Gomberg - Thomas Weisel - Analyst
And CapEx expectation for ‘06?

Rick Neely - Monolithic Power Systems - CFO
CapEx expectation for ‘06, the first half we will spend in the 3 to $4 million range in the first half of ‘06 — first quarter of ‘06 and less than that in the rest of
the year. We’re again ramping up Chengdu so again, I would expect in the 5 to $8 million range for 2006, mostly to [facilitized] new test equipment.

Eric Gomberg - Thomas Weisel - Analyst
Great. Well, thanks very much.

Operator
And now we’ll move on to Craig Berger with Wedbush Morgan.

Craig Berger - Wedbush Morgan - Analyst
Good afternoon. Thanks for taking my question. On the Chengdu startup expenses, are you able to help us quantify what those startup expenses were in the
fourth quarter or what you’re looking for in the first quarter?

Rick Neely - Monolithic Power Systems - CFO
Yes, the fourth quarter is between 200 and 300,000 and in Q1 it’s in the range of, as I said before, around $0.5 million in Q1 ‘06.

Craig Berger - Wedbush Morgan - Analyst
Got it. With respect to just the inventory build in the first quarter, what is it that’s specifically giving you confidence that that’s going to be mostly resolved
heading out of the week here?

Rick Neely - Monolithic Power Systems - CFO
Michael’s nodding his head; he’s going to take this one.
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Michael Hsing - Monolithic Power Systems - CEO
Well, okay. Whatever you call it that [excess to] distributor inventory, it’s not a significant revenue in - it’s not significant in our revenues. So all the
products have a different — have a different demand, and so we don’t see it as will have a significant impact.

Craig Berger - Wedbush Morgan - Analyst
So you’re saying the $3 million of excess CCFL inventory built in the fourth quarter has been worked through or lowered and — ?

Michael Hsing - Monolithic Power Systems - CEO
I don’t think we said it’s 3 million in CCFL.

Craig Berger - Wedbush Morgan - Analyst
Okay, but nevertheless, you’re saying that the excess has been sold through and that inventories are down, back to more normalized levels?

Rick Neely - Monolithic Power Systems - CFO
As we said, we don’t believe that the excess inventory at our distributors at end of the year will have a significant impact on the quarter. As we said in the last
call, we tried to quantify the different impacts of why Q4 was up. Q4 versus Q1, Craig, Q1 revenue was about $3 million less than you would normally expect,
so 3 or $4 million of a lower number in Q1 than we would expect. Some of that’s seasonality, some of it’s inventory build and some of it’s Sumida impact. So
we tried to estimate that and our best guess is that the impact of Sumida case is in the range of 1 to $1.5 million. The distributor inventory build is estimated
to be another 1 to 1.5 million. So those two effects together are about 2 or $3 million.

So as for seasonality, in the past the range has been anything from flat to 17 to 21% from the fourth quarter down. So we can’t guess what seasonality impacts
our business. What we could do was estimate that between the Sumida case and the distributor inventory build, that was probably a combined 2 to $3 million
effect.

Craig Berger - Wedbush Morgan - Analyst
Got it. Thanks for the detail. With respect to the — your notebook inverter business with Dell, can you just kind of discuss possibly what their strategies are
there this year and how that might impact you?

Rick Neely - Monolithic Power Systems - CFO
Well —

Michael Hsing - Monolithic Power Systems - CEO
We don’t discuss particular design wins or particular customers or revenues, so we don’t disclose that.

Craig Berger - Wedbush Morgan - Analyst
Okay. Let me just ask on the taxes, then. Is that — I guess the tax rate that we’re hearing, at least for me, is a little higher than what I had previously come to
expect. Is there something specifically that’s driving that mid 20s tax rate or did I just have it wrong before?
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Rick Neely - Monolithic Power Systems - CFO
Well, I think what I’ve talked about before was tax rate would be in the mid 30s in ‘05, which it was, mid 20s in ‘06 and in the teens in ‘07. I think that was —
that’s what I had talked about in general. One of the things that we are redoing is our tax outlook and having more meetings this week. I can give you a
clearer number. I would — the 25%, the conservative number as we like to give it, so I think that’s where we’ll start for now, but our — based on our — a very
high percentage of our revenue coming from offshore sales, we would expect that tax rate to decline going into ‘07.

Michael Hsing - Monolithic Power Systems - CEO
Craig?

Craig Berger - Wedbush Morgan - Analyst
Yes?

Michael Hsing - Monolithic Power Systems - CEO
Since you mentioned Dell, let me — let me give you a little more color. Dell, we’re with Dell for last seven years. And we’re still — our relationship is
continue to be well. And we don’t expect — we will continue our relationship in this year.

Craig Berger - Wedbush Morgan - Analyst
Okay. I mean the reason I asked is one of your competitors is out there making noise, Maxum, and I just wanted to make sure we were all informed what your
take on that situation was.

Michael Hsing - Monolithic Power Systems - CEO
Yes. Since you mentioned Maxum, Maxum is in the business for last longer than MPS.

Craig Berger - Wedbush Morgan - Analyst
Got it. Okay, thanks.

Operator
And now we’ll hear from [Sangese Paruri] with Seligman.

Sangese Paruri - Seligman - Analyst
Hey, guys, great quarter. Just quick clarification on the operating expenses. How come there’s such a wide range in your guidance for Q1 operating expenses
given that the quarter is basically done?

Rick Neely - Monolithic Power Systems - CFO
The litigation expense is always an interesting number, so we put a range of 4 to $5 million because the legal bills are always tough to estimate at that high of
[inaudible] level —

Sangese Paruri - Seligman - Analyst
I see, so the —
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Rick Neely - Monolithic Power Systems - CFO
—bills are never in till the very end of their quarter, so you have estimates. But lawyers aren’t renowned for being great accountants so we have to put a pretty
big range on their numbers.

Sangese Paruri - Seligman - Analyst
I see, so the majority of the range is the legal expenses. And then the settlement expenses for Microsemi, what quarters does that hit and what line item does
that hit?

Rick Neely - Monolithic Power Systems - CFO
It’s in Q4 ‘05, so in the 10-K it’s in the fourth quarter of 2005. The rules are basically even though the settlement was done recently, it was a subsequent event
to 2005 so it’s recorded in 2005. It would be recorded in the provision for litigation.

Sangese Paruri - Seligman - Analyst
I’m confused. So you just announced that settlement yesterday. How is it that expense gets reported in Q4 ‘05?

Rick Neely - Monolithic Power Systems - CFO
It is subsequent — it’s the same issue where, for example, if you recall in, gosh, in November last year before filing our Q3 we had a reversal of the litigation
award in November. We had to revise our September numbers to put that in because it’s a subsequent event. It’s now required in [inaudible] reporting that if
there’s any material subsequent event that you have to put it into any open release. And if it’s the day before you file your K, then it’s the day before you file
your K. So that’s the law, the rule.

Sangese Paruri - Seligman - Analyst
Now, in the Q4 numbers you have two lines for litigation, one 337,000, the other 5.7 million. What’s the distinction between the two?

Rick Neely - Monolithic Power Systems - CFO
Well, there’s a line that says litigation expense that tends to go to lawyers, and the other one provision for litigation awards and settlements would be for
awards and settlements. So awards —

Sangese Paruri - Seligman - Analyst
I see.

Rick Neely - Monolithic Power Systems - CFO
—would be jury awards and things like that.

Sangese Paruri - Seligman - Analyst
I see. So, okay, is there a portion of the Microsemi settlement that’s in Q4 and then a portion in Q1 or is it all in Q4?
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Rick Neely - Monolithic Power Systems - CFO
The settlement is all in Q4. The lawyer’s bills, as I just mentioned, we’re never sure where those — those will be on both quarters. The legal expenses in terms
of paying the lawyers were both in Q4 and in Q1. So the settlement’s in Q4.

Sangese Paruri - Seligman - Analyst
So the 337, what is that again?

Rick Neely - Monolithic Power Systems - CFO
What?

Sangese Paruri - Seligman - Analyst
The 337,000, what is that again?

Rick Neely - Monolithic Power Systems - CFO
That’s an incorrect — The first press release that went out had an incorrect accumulation. It actually should read for December 31, 2005 for patent litigation
expenses 4,185,000 and provision for litigation awards and settlement is 1.837.

Sangese Paruri - Seligman - Analyst
Oh, I see.

Rick Neely - Monolithic Power Systems - CFO
The —

Sangese Paruri - Seligman - Analyst
Okay.

Rick Neely - Monolithic Power Systems - CFO
— was corrected, but you may not have that.

Sangese Paruri - Seligman - Analyst
I see, I see. So okay, it’s 1.837 and then there’s litigation expense and those are the two — ?

Rick Neely - Monolithic Power Systems - CFO
Yes, that’s the 6 million that we talked about, yes.

Sangese Paruri - Seligman - Analyst
I see. Okay, thank you very much, guys.
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Operator
Our next question is a follow-up from Simona Jankowski with Goldman Sachs.

Simona Jankowski - Goldman Sachs - Analyst
Hi, thanks. Just wanted to ask another quick question just on the inventory on your balance sheet exiting Q4, which seems to have gone up a bit, and you’re
heading into a slower Q1 and I kind of just wanted to get a sense if that’s related to Sumida or Chengdu or any other factors there?

Rick Neely - Monolithic Power Systems - CFO
Well, actually, that’s a good question. The actual inventory days we have, Simona, at end of the year were at — were very low, was our lowest amount of
inventory of the year. And typically, though, we need to increase our inventories in the first half of the year to prepare for the large ramp in the second half.
So we actually are — feel comfortable with our inventory levels. They’re at 47 days.

Simona Jankowski - Goldman Sachs - Analyst
I think the days may be misleading because you kind of over-shipped in Q4 a little bit so that kind of affects the calculation a bit. So...

Rick Neely - Monolithic Power Systems - CFO
Well —

Simona Jankowski - Goldman Sachs - Analyst
—just the absolute level, just kind of wondering what may be some of the incremental inventory there.

Rick Neely - Monolithic Power Systems - CFO
In terms of the amount of inventory, at the amount we had, if you’re looking forward to Q2 and Q3 planned revenues, we need at least that much. So we
typically increase our inventory build in Q1 and Q2 to handle the revenue ramps. So our Q4 revenue — our Q4 inventory was our lowest point of the year, as
it should be.

Simona Jankowski - Goldman Sachs - Analyst
Thank you.

Operator
And now we’ll take a follow-up from Craig Berger with Wedbush Morgan.

Craig Berger - Wedbush Morgan - Analyst
Thanks for taking the follow-up. Can you guys go over your schedule of outstanding litigation and — i.e., what court cases are still coming up in 2006 and
how do you think the spending tracks through the remainder of the year?
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Rick Neely - Monolithic Power Systems - CFO

Okay. The key dates and events coming up, there are summary judgment motions pending on what’s called a best mode defense to the 02722 patent in the
District Court in California in Oakland. That’s a pending motion. Neither is set for hearing, but we expect a decision in the next couple of months. So in the
02722 case, that’s probably the most near term event. Obviously Microsemi has been settled. So in [Micrelle] we have a Markman claim interpretation
hearing scheduled in May ‘06 and no trial date has been — no trial date has been set for Micrelle. So those are the major two cases right now.

There is another one you probably are aware of, a Texas trial for the 129 patent. That Texas trial is no longer on the calendar. As of today we learned that that
case has been transferred by Judge Ward in Texas; it’s been transferred to the District Court in California as of today. So there will be no Texas trials on the
129 patent. Those are now moved to the District Court in — U.S. District Court in Oakland and we do not, of course, have a trial date for that yet since it was
just moved today.

Craig Berger - Wedbush Morgan - Analyst
And I realize you guided Q1legal expense. Can you help us understand the general direction for those quarterly spends over the course of ‘06 — is it flattish,
up, down?

Rick Neely - Monolithic Power Systems - CFO
Not at this time. I mean we gave the 4 to 5 for Q1. What we said in the past is that every time a major case comes forward it’s a 3 to $5 million cost, so the
question is timing. And just as I said today, we’ve had two major changes in timing the last week; Microsemi is gone, at the same time we now have a case
that was in Texas moving to California and changing that date. So I hesitate to give you more guidance until we sort this out. This is part of the moving target
is every time they change the court date, you have to move the expenses around. So I’ll let you know as soon as we digest the latest news.

Craig Berger - Wedbush Morgan - Analyst
Understood. With respect to the Sameda kind of losing their case and moving away to other solutions, are you seeing any of the other module makers also
move away or dual source or ramp up backup plans?

Rick Neely - Monolithic Power Systems - CFO
Nope, I’m not seeing it. Michael?

Michael Hsing - Monolithic Power Systems - CEO
We don’t — we don’t expect that. All the customers if you’re changing your solution from OEM side, as I understood, all the CCFL product have to be
qualified by UL, so it takes some time and we don’t expect any significant change.

Craig Berger - Wedbush Morgan - Analyst
Okay. And just lastly, can you talk about the timing of the ramp of the Avnet distribution agreement in the U.S. and whether or not you’re able to give us a
European distributor partner yet or when you might be able to do so?

Rick Neely - Monolithic Power Systems - CFO
I’ll talk about Avnet. We expect to see a modest impact on the back half of the year. In terms of how we are doing with Avnet Memec, we did complete initial
FAE technical training as well as some [hours] with the sales team just recently. We plan to start shipping product for inventory purposes to Avnet in Q2 ‘06.
So again, I expect to see a modest impact in the second half of ‘06, but by ‘07 you should start to see a much bigger impact in the U.S. market.
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Craig Berger - Wedbush Morgan - Analyst
And do you recognize revenues on sell-in or sell-out?

Rick Neely - Monolithic Power Systems - CFO
Sell-through. For U.S. distributors it would be the normal sell-through deferred revenue model.

Craig Berger - Wedbush Morgan - Analyst
And do you have a European [distribute] partner?

Rick Neely - Monolithic Power Systems - CFO
We don’t have a major name. What we have is some partners, some smaller names that help with the customers we do have in Europe. We don’t have an
Avnet-size person in Europe at this time.

Michael Hsing - Monolithic Power Systems - CEO
But overall, I might add, overall we’re expanding our — [exporting] our channel in particular U.S. and in Europe.

Craig Berger - Wedbush Morgan - Analyst
Okay. And just very lastly, did you confirm that Dell is or is not a direct or indirect 10% customer?

Rick Neely - Monolithic Power Systems - CFO
It’s not a direct customer, so it buys through the supply chain.

Craig Berger - Wedbush Morgan - Analyst
So are they 10% indirect customer?

Rick Neely - Monolithic Power Systems - CFO
Well, we don’t -

Michael Hsing - Monolithic Power Systems - CEO
—No comment on that yet.

Craig Berger - Wedbush Morgan - Analyst
Okay. Thanks a lot, guys.

Operator
We have no further questions at this time. Ladies and gentlemen, that does conclude today’s conference. We thank you for your participation.
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Michael Hsing - Monolithic Power Systems - CEO
Thanks.

Rick Neely - Monolithic Power Systems - CFO
Thank you.
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