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Semiconductor/Tech Materials

Feedback from meetings with European and US
investors

Among US and Furopean mvestors we met the week of June 22, some were wary
of high valuations, but our impression was that the prevailing sentiment on
semiconductor and tech material stocks was optimistic. Our preferred stocks are,
inorder, Kioxia (285A; Overweight; covered jointly with Jay Kwon) > Tokyo
Electron (8035; Overweight) > Advantest (6857; Overweight) and SCREEN
Holdings(7735; Overweight) > Nittobo (3110; Overweight) and JX Advanced
Metals (5016; Overweight; covered jointly with Yasuhiro Nakada) Three key
points from our discussions were (1) a consensus is broadening for an upside to the
WFE market outlook. with notable moves to price in Terafab as an upside factor
mparticular: (2) investor views on | TAs and pricing for NAND tlash memory have
become even more bullish: and (3) a high TSMC/DRAM sales weighting and
pricing measures tend to be the main criteria for choosing individual stocks.
Investors showed strong interest in the growth outlook for the atorementioned
companies. Disco (6146; Neutral), and Sumitomo Osaka Cement (5232;
Overweight)’s electrostatic chuck business. We go into detail below.

*  WFE market: Ourtcam’s WFE market forecasts are $159 billion (+28% YoY)
in CY2026, $205 billion (+29% YoY) in CY2027. and $237 billion (+16%
YoY) in CY2028 (see our June 17 report for details). However, our team sees
upside potential for TSMC's capex (sce their June 10 report) and likely upside
for the DRAM figure as well. Furthermore, our estimates do not retlect Terafab
tigures. At a public hearing held on June 3 (details here) in Grimes County, the
planned site for Terafab. the possibility of an mitial investment of $55 billion
and a total investment of $119 billion, including additional phases, was
mentioned, leading to much interest in the investment pertod and tming in
addition to the investment scale. Interest in Terafab 1s high, mainly among US
investors, and many discussed the possibility ot the WFE market exceeding
$250 billion in CY2028.

¢ Kioxia (285A; Overweight; covered jointly with Jay Kwon): This stock was
the focus of discussion in most meetings. The main points of discussion were
(1) LTAs, (11) NAND flash memory pricing. and (1i1) Super High TOPS. (1)
[.TAs: Following the indication ofnon-cancelable (take-or-pay) L. TAs based on
five-vear contracts during Micron Technology’s (Overweight. covered by
Harlan Sur) results briefing on June 25, our impression is that expectations
have risen for Kioxia as well. We had thought Kioxia was considering two- to
three-year contracts, but now think it could take discussions further with
customers based on competitor trends. (11) NAND flash memory pricing: We
expect prices to continue rising. mainly for eSSDs. on a tight supply-demand
balance, but think prices for consumer applications will decline from 2027. The
range of investors” expectations, +70-90% QoQ for Apr-Jun. 4+20-35% QoQ
tor Jul-Sep. and +10-30% QoQ for Oct-Dec. 1s more bullish than our forecasts
(+69% Qo). +20% QoQ. and +8% QoQ. respectivelv) and even Asian
investors™. (ii1) Expectations are high for Super High 10PS based on SLC.
Because the capacity  trade-oft ratio versus TLC, which 1s currently
mamstream, could be around 1:3 (views were divided on the possibility of 1t
being lower or higher), the supply-demand balance could tighten further once
Super High I0OPS ramps up. SLC also has high unit prices. which will likely
have a positive P&L impact.
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» Front-end processing: With expectations for the WFE market high, there were many
bullish views on front-end processing in general. We focus on Tokyo Electron (8035;
Overweight) in particular. In addition to its strong presence in types of equipment likely
to outpace the WFE market outlook (etchers, deposition, co-development for EUV, et ),
we think its high DRAM weighting, growth expectations for which are strong. 1s
attractive. The company is also trying to improve profitability through price revisions,
and we think the tendency for its price changes to be accepted, backed by yen-
denominated sales. 1s a relative advantage. We expect SCREEN Holdings (7735
Overweight) to similarly benefit from the strong WFI: market growth outlook and its
presence 1n the DRAM business to improve. DRAM applications accounted tor 12% of
the company's FY2025 SPE sales, lower than the ratios of competitors (Tokvo Electron:
31%: Kokusai: 30%). We think this difference is one ol the factors behind its valuation
discount. However. we expect its DRAM share to expand as the technological difficulty
of cleaning processes increases along with DRAM technology advancements.

*  Advantest (6857; Overweight): The stock has continued to tace upside resistance from
various factors. including a decline in expectations for an increase in next-generation
GPU test imes, the possibility of shorter test times for ASICs versus GPUs (although we
think that may not necessarily be the case). and concerns over aloss of share in the ASIC
market. Nevertheless, we maintam our bullish stance. In addition to a revised new/
upgrade ratio (a higher ratio of new systems), we expect opportunities for CPUs and
CPOs to expand. We expect earnings to remain strong as the possibility of outsourcing
expands among customers that previously used in-house testers. During the Apr-Jun
results brieting, we want to see the latest trends in CPU testers and whether management
raises its SoC tester TAM outlook.

+ Nittobo (3110; Overweight): Interest among US and FEuropean investors 1s generally
high, and there was much discussion of the reasons behind the stock’s recent weakness
and catalysts for a turnaround. Reasons for the stock's upside resistance may include (a)
management’s dentals of addional price hikes this fiscal vear. (b) concerns about a
loosening supply-demand balance (intensifying competition) for T-glass, (¢) the impact
of the emergence of PI'FE on the growth outlook for NE/NER-glass. and (d) a lack of
near-term catalvsts. First, regarding the first and fourth factors. we think the TAM for
T-glass could expand [urther with the spread of multi-layer-cores (MLC) and applications
such as DDR for Al, and management could soon announce major investments to meet
demand in FY2028 onward (our main scenario is the Jul-Sep quarter; management has
already announced plans to triple T-glass production capacity by end-FY2027 compared
with the amount at end-FY2023). We expect the announcement to include price hikes to
cover the increased investment costs, Regarding the second tactor, talk of competitors”
moves into the business might continue. but improving yield takes time (1t took several
vears even for Nittobo with its high technological capabilities). so we think any near-term
catch-up will be limited. The third factor needs to be closely monitored, but there is also
talk of PTFE + NER-glass, which could be viewed as an expansion of new opportunities.

* JX Advanced Metals (5016; Overweight; co-covered with Yasuhiro Nakada):
Interest was not umformly strong. partly due to concerns over copper prices. but many
investors praised the company’s aggressive investment in InP substrates. Sputtering
targets had previously been the main driver of the semiconductor materials segment. This
segment continues to be very profitable with high margins, but there are a number of
excellent material companies in Japan with similar characteristics. In contrast. InP
substrate investments are aimed at creating a longer-term earnings pillar in the high-

barrier-to-entry photonic-electronic convergence field, as management proceeds with its Opts 0

recent capacity expansion (up toa 7-10x increase by FY2030) on the assumption of price i iy e BT

revisions. We think investors will tend to appreciate this strategy as one for gencrating weedd

growth while securing margins. We expect InP substrates to become a new earnings pillar X o,

in the medium term. ke i
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Figure 1: Valuation of companies under coverage
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Source: Bloomberg Finance L.P. consensus estmates, J.P. Morgan
Mote: All Bloomberg consensus esbimates.

Figure 2: Performance of companies under coverage
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