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RecoMMENDAT = WATCHLIST / ACCUMULATE ON OVERALL

ION WEAKNESS SCORE 62 / 100
$706.23 $54.9B  134x | 44x +69% $1,103 -35%
PRICE (Jul 16 close) MARKET CAP P/E TTM / FWD REVENL{I_I?_'\(;ROWTH AVG TARGET (+56%) FROM 52W HIGH

Investment Thesis in Brief

Lumentum is a genuine structural winner of the Al infrastructure build-out. It is a top-two merchant supplier of the
indium-phosphide (InP) laser chips, EML lasers, transceivers, and optical circuit switches (OCS) that hyperscalers
and NVIDIA need to move data at light-speed inside gigawatt-scale Al factories. Revenue is inflecting violently (Q3
FY26 +90% YoY), margins are expanding (non-GAAP operating margin 32% vs. ~11% a year earlier), and demand
outstrips supply by more than 30%. NVIDIA's $2B strategic investment and multi-billion-dollar purchase
commitment validate the technology and effectively underwrite the capacity ramp. The business is excellent. The
problem is the price. Even after a 35% pullback, the stock trades at ~134x trailing and ~44x forward earnings,
embedding years of flawless execution. This is a high-quality company at a demanding valuation with real cyclical,
concentration, and dilution risks. We rate it a Watchlist: own the Al-optics theme here only with a small position
and a plan to add aggressively on further weakness toward the $520-600 range.

This report is independent investment research for educational purposes and is not personalised investment advice. The author is not a
licensed financial advisor. Figures sourced from Yahoo Finance, StockAnalysis.com, company filings and earnings calls as of July 17,
2026. Do your own due diligence.
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1. Business Overview & How Lumentum Makes Money

Lumentum designs and manufactures optical and photonic products — the lasers, chips, modules and switches
that convert electrical signals into light and back. Since its 2015 spin-off from JDS Uniphase, it has transformed
from a telecom-and-3D-sensing supplier (its lasers historically powered Apple's Face ID) into one of the central
arms suppliers of the Al data-center era. The company now reports in two segments:

What it sells End markets Approx. mix / trend

Cloud & InP laser chips, EML lasers, 800G/1.6T Hyperscalers, NVIDIA, AI/IML  ~85%+ of revenue and rising; the

Networking transceivers, ROADMs/WSS, optical circuit infrastructure, telecom OEMs Al growth engine. Components +
switches (OCS), co-packaged optics (CPO)  (Cisco, Ciena) Systems both compounding fast.

Industrial Tech Short-pulse solid-state lasers, kilowatt fiber Semiconductor, display, solar, Small, cyclical, low-growth. A
lasers, diode & gas lasers EV/battery manufacturing drag on blended growth but

minor to the thesis.

Revenue model

Lumentum sells components and subsystems into long, sticky, qualification-heavy supply chains. Once a laser chip
or transceiver is designed into a hyperscaler's platform, switching costs are high and revenue recurs across the
product's life. The current cycle is being driven by a physics problem: as Al clusters scale to hundreds of thousands
of GPUs, copper interconnects run out of reach and bandwidth, forcing a shift to optical connections — both
between racks (transceivers, OCS) and, increasingly, at the package level (co-packaged optics). Lumentum sits at
the scarce upstream layer of that shift: InP wafer fabrication, where capacity is limited and hard to replicate.

Geographic exposure

Manufacturing and customers span the Americas, Asia-Pacific and EMEA. Key fabs sit in the US (San Jose; a new
InP fab in Greensboro, North Carolina) and Japan (Tokyo-area). This US-manufacturing footprint is strategically
important: it aligns with NVIDIA's desire to de-risk optical supply from geopolitical exposure and positions
Lumentum favourably in a friend-shoring environment.

Competitive advantages

* InP capacity & process depth — one of very few companies that can make high-performance indium-phosphide
laser chips at scale; wafer capacity is fully allocated and sold out.

* NVIDIA anchor — $2B equity investment plus a multi-billion purchase commitment and future-capacity rights; the
most powerful demand signal in the industry.

* Vertical breadth — chips, modules, transceivers, OCS and CPO under one roof, letting Lumentum capture more
of the optical value chain than pure component makers.

* Design-in stickiness — long qualification cycles lock in incumbents.

Competitive disadvantages

* Not a monopoly — Coherent (also NVIDIA-backed with $2B), Marvell, Broadcom, InnoLight and others compete
hard; CPO in particular could shift value toward switch-silicon vendors.

e Customer concentration — heavy reliance on a small number of hyperscalers and NVIDIA; Google and a few
clouds drive a large share of demand.

 Capital intensity — fabs cost hundreds of millions and take years (Greensboro online ~2028), so the ramp is
slow and cash-hungry just as demand peaks.

2. Industry Analysis
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The optical-components industry has historically been a boom-bust, telecom-driven, low-margin business — which
is precisely why the market is still debating Lumentum's multiple. What is different this cycle is the buyer. Demand
is now led by hyperscalers and Al-infrastructure builders with effectively unlimited capex budgets, rather than
cash-constrained telecom carriers. Management frames this as a multi-year 'super-cycle' distinct from prior booms.

Dimension Assessment

Industry growth

Competitive intensity

Pricing power

Industry outlook

LITE positioning

Al-optics TAM growing rapidly: 800G ramping, 1.6T next, plus OCS and co-packaged optics as new
categories. Analysts model 40%+ annual revenue growth for LITE over the next ~3 years. The
optical-device market is described as tight through at least 2028.

High and rising. Coherent (NVIDIA-backed), Marvell, Broadcom, InnoLight/Eoptolink, and Corning all
compete. Supply scarcity currently mutes price competition, but that reverses if capacity catches up.

Currently strong — supply/demand imbalance >30%, enabling 15-20% ASP increases and margin
expansion. This is cyclical, not permanent.

Structurally positive for 2—3 years given Al capex commitments, but the single biggest debate is whether
co-packaged optics (CPO), expected to gain adoption around 2028, expands or disrupts the merchant
transceiver market.

Top-tier. Scarce InP capacity, NVIDIA anchor, vertical breadth, US fabs. Arguably the highest-quality
pure-play on Al optics alongside Coherent.
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3. Financial Analysis

Lumentum is at a profitability inflection. A year ago it was barely breakeven; today it is a fast-growing, high-margin
business. The numbers below tell a story of explosive operating leverage — but also of a balance sheet carrying
meaningful debt and a share count that has crept up (partly from the NVIDIA preferred and convertibles).

Q3 FY26 YoY /TTM What it means for LITE

Revenue $808.4M +90% YoY Violent Al-driven inflection; Q4 guided to ~$985M midpoint (another
record). TTM revenue ~$2.49B (+69%).

Non-GAAP gross 47.9% +1,270 bps Scarcity + rich Al product mix lifting margins sharply. Historically LITE ran

margin low-40s.

Non-GAAP op. margin 32.2% +2,140 bps Enormous operating leverage; guided to 35-36% in Q4. Core to the bull
case.

GAAP EPS/Non-GAAP  $1.50/%$2.37 vs. loss LY Swing from a GAAP loss a year ago to solid profit. TTM GAAP EPS

EPS ~$5.26.

Adjusted EBITDA $293.5M vs $7IM LY  4x growth YoY — demonstrates the cash-earnings power of the ramp.

Cash & ST investments $3.17B — Bolstered by NVIDIA's $2B; funds the fab build-out and cushions debt.

ROE / ROIC ~23% / improving ROE healthy; ROIC still modest as heavy capex isn't yet fully earning.
~8-13% Forecast ROE ~49% in 3 yrs if ramp delivers.

Debt / Equity; Current ~1.1x; ~1.1x watch Leverage is real (convertibles). Liquidity adequate but not comfortable;

ratio free cash flow only inflecting to positive.

Dividend None — All capital reinvested into capacity — appropriate at this stage. No

buyback either.

Read-through: The income statement is spectacular and the trajectory is intact. The two things a careful investor
must watch are (1) capital allocation / dilution — the share count is rising from the NVIDIA preferred and
convertible debt, which dilutes per-share upside; and (2) free cash flow, which is only now turning positive
because the company is pouring cash into fabs. Margins this high are partly a scarcity rent that normalises when
capacity catches up around 2027-2028.

4. Competitive Analysis

Coherent (COHR) Closest peer; also NVIDIA-backed Larger, more diversified, similar Also richly valued;
($2B); broad optical + materials Al-optics exposure integration/leverage history
portfolio
Marvell (MRVL) Custom Al silicon + optical Deep hyperscaler ASIC Different model; competes on the
DSP/PAM4; partial overlap relationships electrical side
Broadcom (AVGO) Switch silicon + CPO ambitions Scale, CPO leadership could The key CPO disruption risk to
disrupt merchant optics LITE
InnoLight / Eoptolink  Chinese transceiver leaders Low cost, high volume in Geopolitical / supply-chain
transceivers restrictions
Corning (GLW) Optical fiber & connectivity Scale in fiber; adjacent, not direct Less exposed to laser-chip

scarcity rent

Moat verdict: Lumentum's moat is real but narrow. Scarce InP capacity and the NVIDIA anchor are genuine
advantages today, but this is a competitive, capital-intensive industry where scarcity rents attract capacity and
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where a technology transition (CPO) could redraw the value chain. It is a strong operator, not an unassailable
monopolist.
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5. Management Assessment

CEO Michael Hurlston (formerly of Synaptics) leads the company, with Penny Herscher as Chair. The team has
executed impressively through this inflection — consistently beating its own guidance and raising outlooks over the
last several quarters, while landing the transformational NVIDIA partnership.

Execution Repeated guidance beats (Q2 and Q3 FY26 both topped estimates); margin expansion Strong
delivered ahead of plan.

Guidance accuracy Recent track record of setting achievable-to-conservative guidance and beating it; credibility Strong
rising.
Capital allocation Reinvesting into fabs is right for the moment, but reliance on convertibles + preferred raises Fair

dilution; no buyback/dividend.

Strategic vision Pivot from telecom/3D-sensing to Al optics, plus the NVIDIA tie-up and CPO/OCS roadmap, Strong
is well-judged and timely.

Insider ownership Modest insider ownership (typical for a post-spin large-cap); watch for insider selling into Neutral
strength.

6. Growth Drivers — Likelihood & Impact

800G - 1.6T transceiver ramp Short High High Core near-term driver; demand >
supply by 30%+.

NVIDIA purchase commitment  Short/Med High High Multi-billion commitment
underwrites the ramp.

Optical Circuit Switch (OCS) Medium Med-High Med-High Backlog topped $400M; systems
rev +121% YoyY.

New InP fab capacity Long High High Online ~2028; unlocks volume but

(Greensboro) is a cash drain first.

Co-packaged optics (CPO) Long Medium High (2-way) Could be a big opportunity OR a

disruption risk.

$2B quarterly revenue goal Long Medium Very High Management's stated ambition;
implies ~2.5x from here.
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7. Risk Analysis — Probability & Severity

Valuation compression Valuation High High At 44x fwd / 134x trailing, any growth wobble de-rates the
stock hard. This is the #1 risk.

Al capex digestion / Macro/Industry Medium High If hyperscaler optical orders pause, the whole Al-optics
cycle complex sells off (as seen in recent pullbacks).
Customer concentration Company Medium High Heavy reliance on NVIDIA + a few clouds (e.g. Google);

loss/deferral of one order is material.

CPO technology Competitive Medium Med-High Co-packaged optics could shift value to switch-silicon
disruption vendors (Broadcom) by ~2028.
Dilution Financial High Medium NVIDIA preferred (2.88M sh @ $695.31) + convertibles

raise the share count and cap per-share upside.

Supply/execution Company Medium Medium Fabs are hard; a yield or ramp stumble at Greensboro/Rose
Orchard would hit the growth story.

Elevated short interest Market — Medium ~12% of float short — can amplify moves in both directions;
signals real skeptic base.

8. Valuation

Because Lumentum is early in a profitability ramp, trailing multiples (P/E ~134x) are close to meaningless — they
reflect a denominator that is exploding. The right lenses are forward P/E, PEG, and a scenario-based forward
earnings power analysis. On a forward basis the stock is expensive but not absurd if the growth is real.

Trailing P/E ~134x Hardware median ~25x Meaningless (ramp)
Forward P/E (NTM) ~44x Optical peers ~45-52x In line w/ peers
PEG ~0.4-0.5 <1 = growth-adjusted cheap Attractive IF growth holds
EV/Sales (TTM) ~22-30x Very high absolute Rich
EV/EBITDA ~90-108x TTM Falls fast fwd on EBITDA ramp Rich now, improving
Analyst avg target $1,103 Range $455-$1,270; 25 analysts, Buy +56% implied upside

Verdict: fairly-to-richly valued. The PEG near 0.4-0.5 and the in-line forward P/E say that if Lumentum
compounds earnings at 40%+ for two years, today's price is defensible and even cheap in hindsight. But the
absolute multiple leaves no margin of safety. The bull case is a growth bet, not a value bet — the wide analyst
target range ($455 to $1,270) captures exactly this bimodal outcome. We treat fair value as ~$700-800 in the base
case, with the stock currently near the low end of that band after its pullback.
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9. Market Sentimen

Analyst consensus Buy. ~25-29 analysts; roughly 18 Buy / 5-8 Hold / 0 Sell. Average 12-mo target ~$1,103 (range
$455-$1,270).

Recent revisions Mixed: Northland raised to $1,200; Citi added an 'upside catalyst watch' at $1,100; TD Cowen cut to $800
(Hold); UBS the bear at $455. Dispersion is very wide.

Institutional Strong sponsorship post S&P 500 / Nasdaqg-100 inclusion; NVIDIA now a strategic holder. Index inclusion
adds passive demand.

Insider / notable Watch item: prominent Al investor exited stakes earlier this year, briefly pressuring shares. No strong
insider-buying signal.

Short interest ~12% of float short — a meaningful skeptic base and a source of volatility (squeeze potential on beats,
acceleration on misses).

Options tone Two-sided: bullish call flow at times, heavy put volume at others. Reflects a genuinely contested stock.

10. Technical Analysis (timing only — does not override

fundamentals)

Long-term trend Strongly up Up ~600%+ over 52 weeks; secular uptrend fully intact.

Medium-term trend Corrective Down ~35% from the $1,085.68 high; a sharp pullback within the larger
uptrend.

Recent action Weak Closed $706.23 on Jul 16 (-6.1%); ~$678 pre-market Jul 17. Momentum is
negative into earnings.

52-week range $95-$1,086 Extreme range; the stock is a high-beta (1.48) momentum vehicle.

Support levels ~$680 / $600 / $520 $695 is the NVIDIA preferred price — a psychologically important floor. Below
that, $600 then $520.

Resistance ~$800 / $960 / $1,086 Prior consolidation and the all-time high.

RSI/ momentum Cooling Momentum has rolled over from overbought; not yet washed-out oversold.

Timing note: The stock is falling into its August 11 earnings report with negative momentum and elevated short
interest. That is a poor entry setup for a full position. Technicals argue for patience: let earnings clear and look to
accumulate on stabilisation, ideally near the $600-695 support band.
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Investment Scorecard

Business Quality 8/10 _:I Excellent Al-optics franchise; scarce InP capacity.
Financial Strength 6/10 _:] (Fs(r:ti:ét income statement; debt + rising share count + thin
Competitive Advantage 7/10 _:I Real but narrow moat; capable, non-monopolistic.
Management 7/10 _:I Strong execution and vision; dilution a watch item.
Growth Potential 9/10 _:I Among the best top-line growth stories in tech.
Valuation 4/10 -:I Rich absolute multiple; little margin of safety.

Risk 4/10 -:I High: valuation, cyclicality, concentration, CPO, dilution.
Technical Setup 5/10 _:] Secular uptrend but negative near-term momentum.

OVERALgég\éIEESTMENT 6 2 RECOMMENDATION WATCHLIST
/100

Why Watchlist, not Buy: Every qualitative box is ticked — superb growth, a real moat, a marquee NVIDIA anchor,
strong execution. What holds us back is entirely the reward-for-risk at today's price. A 44x forward multiple with
12% short interest, rising dilution, customer concentration and a looming CPO transition means the downside in a
growth disappointment is large and fast, while much of the upside is already discounted by a Street that is broadly
bullish. That is a 'great company, wrong price / wrong moment' profile — a Watchlist name to accumulate on
weakness, not a table-pounding buy here.
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Conditional Trade Plan (for accumulators who want exposure now)

We do not recommend a full position at $706. For investors who want to begin building Al-optics exposure, the
plan below scales in on weakness with strict risk control. Treat this as a high-volatility, satellite position.

Current price $706 (Jul 16 close)

Preferred entry zone $600 — $695
Aggressive-add zone $500 — $560
Starter tranche now < 1/3 of target size
Cut-loss (thesis break) Close below ~$480
Take-profit 1 ~$960
Take-profit 2 ~$1,100 - 1,270
Expected upside (base - bull) +35% to +80%
Expected downside -25% to -45%
Risk / reward (from $600) =il 3 245
Holding horizon 1-2years

Position size 2—4% of portfolio

~$678 pre-market Jul 17; falling into Aug 11 earnings.

Accumulation band; $695 = NVIDIA preferred price (sentiment floor).
Where forward multiple compresses toward ~30x; strong risk/reward.
Only if you must own it pre-earnings; keep dry powder.

Breaks major support + UBS bear target; signals cycle/derating risk.
Prior consolidation / round number; trim into strength.

Street high-target zone; scale out.

To $960-$1,270 over 12—24 months if ramp holds.

To $520-$390 in a growth/valuation reset.

Favourable only if entered in the accumulation band, not at $706.
Matches the Al-optics capacity cycle to ~2028.

Small; high beta (1.48) demands modest sizing.

Scenario Analysis (12—-24 month view)

Scenario Revenue outlook Earnings outlook Fair value Prob.

Bull $2B+ quarterly run-rate approached,;
40%+ growth sustained; OCS/CPO scale.

Base Strong but decelerating growth; supply
catches demand by late-2027.

Bear Al capex digestion / order pause; CPO

shifts value away; ASP pressure.

Non-GAAP EPS compounds well past $1,100-1,270 25%
$12-15; margins hold 35%-+.

EPS ~$10-12; margins normalise $750-900 50%
modestly from peak.

EPS stalls/falls; multiple compresses $390-520 25%

toward 25-30x.

Probability-weighted fair value lands around $740-800 — close to the current price, which is why we see the stock
as roughly fairly valued today with an asymmetric-downside setup at $706 and a more attractive one nearer $600.
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Final Verdict — Would | Invest My Own Money Today?

Short answer: Not a full position at $706. A small starter, yes; the real buy is lower.
Would I buy Lumentum today with my own money? Only a small, deliberate starter — and | would keep most of
my intended capital in reserve to buy weakness. This is one of the highest-quality ways to own the Al-optics
build-out: a scarce InP-capacity owner, anchored by a $2B NVIDIA investment and purchase commitment, growing
revenue 90% with margins expanding into the low-30s. Businesses this well-positioned in a genuine secular boom
deserve a place on any growth investor's shortlist.

The biggest concern is price, not business. At ~44x forward and ~134x trailing earnings, with ~12% of the float
sold short, rising dilution from the NVIDIA preferred and convertibles, heavy customer concentration, and a
co-packaged-optics transition that could redraw the value chain by 2028, the stock offers little margin of safety. The
recent 35% drawdown from $1,086 to $706 is a reminder of how violently these names move: a single
disappointing data-center order or guidance wobble can erase months of gains in days. Entering a full position into
the August 11 earnings report, with negative momentum, is a poor risk/reward.

What would make me a committed buyer? (1) Price in the $600-695 accumulation band — ideally toward the
NVIDIA preferred level of $695 or below; (2) a clean earnings print on Aug 11 that sustains 30%+ operating
margins and reaffirms the demand-outstrips-supply narrative without a large new dilutive raise; (3) evidence that
OCS and the fab ramp are converting the >$400M backlog into revenue on schedule; and (4) clarity that CPO
adoption expands rather than cannibalises Lumentum's merchant business.

What would invalidate the thesis entirely? A break and hold below ~$480 on deteriorating fundamentals; signs
the Al-optics order cycle is rolling over (hyperscaler capex guidance cuts, peer order pushouts); loss or material
deferral of the NVIDIA/hyperscaler commitments; or margin compression signalling that the scarcity rent has
evaporated faster than volumes can compensate.

Great company, demanding price, poor timing. Watchlist / accumulate on weakness toward
$600-695. Start small (<1/3 size), size the full position only after Aug 11 earnings and ideally at

BOTTOM LINE . . . L
a lower entry. Keep it to 2—4% of the portfolio given 1.48 beta. The Al-optics thesis is right;

paying up for it here is the mistake to avoid.

Disclaimer. This document is independent research prepared for educational and informational purposes only. It is not investment advice,
a solicitation, or a recommendation to buy or sell any security, and the author is not a registered or licensed financial advisor.
Optical/Al-hardware equities are highly volatile; you could lose a substantial portion of any capital invested. Data is drawn from public
sources (Yahoo Finance, StockAnalysis.com, company filings and earnings materials) as of July 17, 2026 and may contain errors or
become outdated. Prices and estimates change. Always conduct your own due diligence and consult a licensed professional before
investing.
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