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Lumentum

Management Meeting Takeaways

We hosted a virtual investor meeting with CEO Michael Hurlston, President of
Cloud & Networking Wupen Yuen, and Head of Investor Relations Kathy Ta,
following the company’s F3Q26 results. Our key takeaways include:

Scale-across opportunities are larger than envisioned even a few weeks
earlier. Lumentum highlighted the high share that the company has in relation
to components (pump lasers and ITLAs) that are leveraged in scale-across
products, including in some cases as high as 70%-80%, which positions the
company to leverage the significant increase in demand. Higher demand for
components towards scale-across opportunities also implies a robust margin
expansion opportunity for the company, given the higher margins on the
components. In keeping with the surge in demand, Lumentum is planning for
output capacity closer to 3x-4x the current revenue (~$50 mn/quarter) in about
4-6 quarters. The demand-supply imbalance on account of the surge in demand
is also leading to a more favorable pricing environment with Lumentum on
track to drive double-digit price increases. Management highlighted its
confidence in the sustainability of demand given visibility into deployments of
both amplifiers and pluggables.

OCS ramp is on track for F1H27 revenue target and Lumentum sees
strong differentiation with the opportunity for innovation. Lumentum
reiterated that it remains confident to execute to the $400 mn of backlog
highlighted for FIH27 even though the manufacturing ramp has been a bit
slower than initially anticipated at OFC, as the hurdles have now been ironed
out. Manufacturing issues were qualified to be related to sourcing basic
components as well as high testing times moderating the throughput. On the
product roadmap, the company envisions a material role for innovation based
differentiation with the roadmap splitting into three directions, including 1)
High radix OCS for training; 2) Lower radix for inference; and 3) Smaller radix
for scale-up; and only one use case of the above three is in deployments today.
In addition to the hardware elements, software remains a differentiation for
OCS. Inrelation to the TAM, Lumentum expressed that the TAM is higher than
initially imagined, led by the success of the primary customer in demand for
its compute and network architecture. Finally, in relation to capacity for OCS,
Lumentum expects to start ramping capacity at CMs (which will help augment
internal capacity of $1-$1.2 bn) by mid-2026 and come online in early calendar
2027 (with 15% of manufacturing resources already at CMs).

EML revenue ramp moderated, but not materially, despite incremental
vertical integration of transceivers. While the revenue ramp in EMLs is
moderated by the vertical integration of lasers into transceivers, the magnitude
is modest with internal lasers only expected to account for 20% of transceiver
volumes. The demand for transceivers has inflected on account of Lumentum’s
sole-supplier position with the primary customer in 1.6T, as well as recently
outlined innovation in network architectures, including Google Virgo.
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However, contract manufacturing will likely not be an answer to address supply ramp in
this case as customers want the production of transceivers to remain in-house.

e More seriously pursuing 6” with plans to ramp Greensboro on it. The step up in scale
across opportunities has changed earlier plans in relation to using Caswell (UK) for
EMLs to now planning to leverage Caswell for CPO only to ease pressure in relation to
pump lasers in the San Jose fab. The company is increasingly looking to leverage the
Takao fab for EMLs and also looking to ramp Greensboro on 6”. However, the company
does not believe it can meet demand through 6 migration alone and acknowledged the
need to look for a new fab in some time.

e Transceiver margins are improving, but still below peers. Lumentum outlined that
while the company has done well in relation to engineering for transceiver designs, which
has put it in pole position in 1.6T with its primary customer, it still has room for
improvement in relation to manufacturing, where margins remain below peers.
Lumentum highlighted that while margins have improved, they are still in the 20%+
range, below peer transceiver companies at ~40%, although it is increasingly confident
that there is a path to get the transceiver business to 30%+ margins.

e Broader margin drivers for the company include cost, pricing and mix. In rank-
ordering the drivers of margin expansion for the company on a go-forward basis,
Lumentum highlighted 1) costs — including focus on yield, scrap and factory utilization;
2) price — where the company still believes it has headroom; and 3) mix in relation to
high-margin components, despite some offset from a strengthening outlook for lower-
margin transceivers.
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with respect to each security or issuer that the Research Analyst covers in this research) that: (1) all of the views expressed in this report
accurately reflect the Research Analyst’s personal views about any and all of the subject securities or issuers; and (2) no part of any of the
Research Analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
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without undue influence or intervention.

All authors named within this report are Research Analysts who produce independent research unless otherwise specified. In Europe, Sector
Specialists (Sales and Trading) may be shown on this report as contacts but are not authors of the report or part of the Research Department.

Important Disclosures

« Market Maker: J.P. Morgan Securities LLC makes a market in the securities of Lumentum or related entities.

« Market Maker/ Liquidity Provider: J.P. Morgan is a market maker and/or liquidity provider in the financial instruments of/related to
Lumentum or related entities.

« Beneficial Ownership (1% or more): J.P. Morgan beneficially owns 1% or more of a class of common equity securities of Lumentum or
related entities.

« Client: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients: Lumentum or related entities.

« Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients, and the
services provided were non-securities-related: Lumentum or related entities.

. Potential Investment Banking Compensation: J.P. Morgan expects to receive, or intends to seek, compensation for investment banking
services in the next three months from Lumentum or related entities.

« Debt Position: J.P. Morgan may hold a position in the debt securities of Lumentum or related entities, if any.

Company-Specific Disclosures: J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors
should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report
as only a single factor in making their investment decision. Important disclosures, including price charts and credit opinion history tables (if
applicable), are available for compendium reports and all J.P. Morgan—covered companies, and certain non-covered companies, by visiting
https://www.jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.inquiries@jpmorgan.com with your
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