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China WFE: Stronger for Longer

We see China WFE TAM growing 23% each year in 2027/28, with
sustained memory investment and accelerating localization
supporting continued share gains for domestic WFE vendors.

China WFE growth remains robust into 2027-28. We forecast China WFE spending
of US$45.6bn/US$55.8bn/US$68.6bn in 2026/27/28, implying 9%/23%/23% YoY
growth, with China at 28%/25%/27% of global WFE (See Shane Brett's 3Q'26 WFE
update: 2026/27 Bull Case is the Base Case). Growth is increasingly memory-led, as
domestic DRAM and NAND manufacturers add capacity and localize key process
steps. Into 2028, advanced-node logic expansion could add another leg of growth,
broadening the WFE opportunity beyond memory.

Memory expansion remains intact, but timing is becoming more fluid. We
forecast YMTC capacity additions of 100kwpm in both 2027 and 2028, while its IPO
filing supports sustained WFE intensity: Rmb20.8bn of the planned Rmb33bn
fundraising is earmarked for mass-production-line upgrades. For CXMT, we forecast
100kwpm of additions in both 2027 and 2028. Our latest supply-chain checks
suggest the planned CXMT Lingang expansion could be deferred, shifting more
front-end capacity to Hefei. We view this mainly as a timing and location shift rather
than a change in medium-term expansion ambitions.

MATCH Act presents an underappreciated risk but could accelerate localization.
If enacted, the bipartisan MATCH Act (link) would seek to align allied controls on
chokepoint tools, including DUV immersion lithography, and restrict equipment
exports, servicing and technical support to covered Chinese fabs including CXMT
and YMTC. This could constrain fab ramps. However, with domestic WFE
localization at only ~25% in 2026, tighter restrictions could accelerate qualification
of domestic etch, deposition and cleaning tools, supporting stronger share gains for
local WFE vendors.

Remain OW on Naura, AMEC and ACMR. We lower our price targets for Naura to
Rmb788 and ACMR to US$115, given heavy R&D expenses. We lower our price
target for AMEC to Rmb428, given the previous share split. Despite potential fab-
expansion timing risks, we remain constructive on localization. Naura remains our
preferred broad-based beneficiary given exposure across deposition, etch, and
thermal processing. AMEC should benefit from rising memory localization. For
ACMR, we remain positive on memory demand and broader adoption of ECP and
other non-cleaning tools.

With this report, Henry Zhao assumes primary coverage of Naura Technology Group
Co Ltd (002371.52), ACM Research (ACMR.0), and Advanced Micro-Fabrication
Equipment Inc (688012.5S).
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WHAT'S CHANGED

NAURA Technology Group Co

Ltd (002371.52) From To

Price Target Rmb818.00 Rmb788.00

ACM Research Inc (ACMR.O) From To

Price Target US$130.00 US$115.00

Advanced Micro-Fabrication
Equipment Inc (688012.SS) From To
Price Target Rmb488.00 Rmb428.00
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Memory-Led Expansion Meets Tighter Equipment Controls

China WFE enters a more memory-intensive phase of investment. We estimate China
WFE TAM will grow 23% Y/Y to US$55.8bn in 2027 and another 23% to US$68.6bn in
2028, versus US$45.6bn in 2026. This implies nearly US$23bn of incremental WFE
spending over 2026-28, with the investment mix increasingly shifting from the prior
mature-node build-out toward memory and more advanced process technologies. We
expect memory to drive much of the acceleration in 2027, while advanced-node logic
capacity additions could become a more meaningful contributor in 2028, supporting
sustained demand across deposition, etch, and cleaning equipment.

MATCH Act could materially broaden the scope of semiconductor equipment controls.
The proposed bill would apply countrywide licensing requirements, with a presumption of
denial, to “chokepoint” semiconductor tools that China cannot produce at sufficient scale
and comparable capability. Covered equipment would include DUV immersion lithography,
TSV deposition and etch, cryogenic etch and cobalt deposition tools, alongside selected
items under ECCN 3B0O01/3B002. It would also designate all facilities operated by SMIC,
Hua Hong, Huawei, CXMT and YMTC, including subsidiaries and affiliates, as covered
facilities. Importantly, restrictions extend beyond equipment shipments to installation,
calibration, repair, software/firmware updates, training, and other technical support.

Our view: MATCH Act is a near-term execution risk, but a medium-term localization
catalyst. We believe the market is not fully pricing the potential impact of tighter
multilateral equipment controls on China's fab ramp schedules, particularly where critical
foreign tools remain difficult to replace. This could introduce downside risk to WFE timing
at memory and advanced-node fabs. However, with domestic WFE localization at only
~25% in 2026 by our estimates, further restrictions would likely increase the urgency of
domestic tool qualification. We therefore see the policy as potentially negative for near-
term fab execution, but supportive of faster share gains for domestic etch, deposition, and
cleaning vendors.
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Exhibit 1: Woc estimate China WFE TAM will reach USS69bn in 2028
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Exhibit 2: China WFE localization rate for major projects

by oot . . Fo
e Hole

Source Zorpang dald, Sacleer, WMorgan Standew Faegesch



Morgan Stanley | sesesncn

IDEA

China Memory: IPO Momentum Fuels Accelerated Capacity
Expansion and Localization Upside

CXMT: Following its July 2026 STAR Market listing, CXMT has entered a new phase of
scale and technology expansion. We see continued progress in Gen4B production, DDRS/
server DRAM gualification and HBM development, while DUV lithography remains the key
external bottleneck. Our prior work assumed CXMT's total DRAM capacity would rise
from 180kwpm in 2025 to 500kwpm by 2028, supported by 100kwpm of annual
additions and a gradual shift toward higher-value products including HBM3E. Based on our
latest industry checks, we now forecast incremental capacity additions of 100kwpm each
year in 2026/27/28, respectively. We continue to view Hefei as the core front-end
expansion base, while Lingang could be deferred, potentially shifting the timing rather
than the medium-term scale of CXMT's capacity buildout.

YMTC (IPO filed): YMTC has completed its pre-IPO coaching and continues to progress
toward an A-share listing, reinforcing our confidence in sustained capex and capacity
expansion. We expect capacity additions of 35/100/100kwpm in 2026/27/28, respectively,
as Fab 3 ramps and subsequent Fab 4/5 buildout progresses. Importantly, YMTC's IPO
filing targets Rmb33bn of fundraising, including Rmb20.8bn for mass-production-line
technology upgrades, providing additional visibility into continued WFE investment
beyond greenfield capacity additions. We expect ongoing capacity expansion, technology
migration and localization to support sustained equipment demand, particularly across
etch, deposition, and cleaning.

Exhibit 3: CXMI may keep its capacity expansion strong in 2026

CXMT 2021 2022 2023 2024 2025 2026e 2027e 2028e

Capacity (kwpm - 8" equiv) 113 128 275 338 405 675 200 1,125
12-inch fabs 50 57 122 150 180 300 400 500
Hefei Phase 1 (12-inch) 50 52 100 100 100 100 100 100
Hefei Phase 2 (12-inch) o ] 0 sa 80 8¢ 100 100
Beijing Phase 1(12-inch} o b 22 Y 0 120 120 120
Beijing Phase 2 (12-inch}) ¢} a 0 i} 0 0 a 30
Shanghai Chuansha (12-inch} o] @ 0 1] 0 1] 80 100

Snurea Trordf aree, kargas Stanley kesoarees raomates

Exhibit 4: YMTC to ramp up capacity for Fab 3 and Fab 4 in 2027

2022 2023
Capacity (kwpm - 8" equiv) 191 236 270 338 405 484 709 934
12-inch fabs a5 105 120 150 180 215 315 415
Wuhan Fabl (12-inch) 85 95 95 95 100 100 100 100
Wuhan Fab2 (12-inch) o 10 25 55 80 100 100 100
Wuhan Fab3 (12-inch) o ] 0 0 G 15 100 100
Wuhan Fabd (12-inch) 0 0 0 o 1] 15 100
Wuhan Fabs (12-inch) o ] 0 4] o ] 4] 15

Source. 1rardFarce Morga Stanley Hesoarcs estimalos.
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Risk Reward — NAURA Technology Group Co Ltd (002371.52)

Stronger for Longer, but R&D expenses may rise

PRICE TARGET Rmb788.00

We use a residual income model to value NAURA, Qur base case assumptions are:
« WACC of 10.1%, derived from a risk-free rate of 2.0%, beta of 1.35 and a market risk

premium of 6.0%.

» Intermediate growth rate of 15%, reflecting opportunities in domestic advanced node

capacity expansion.
+ Terminal growth rate of 5%.

Consensus Price Target Distribution Rmb510.70 *0 Rmb1,380.00
MSPT
® ean @ Monan Stanley Bstmates
RISK REWARD CHART
CNY RmbLN700{+67.84%)
1000
S # Rmb788.00(+18.41%)
0
500
RmMb44100(-33.73%}
50
0
SEP 25 MAR 26 SEP 26 SEP-27
Key: — Histoncal Stock Performance @ Current Stock Price 4 Price Target
BULL CASE Rmb1117.00 BASE CASE Rmb788.00
102x 2026e P/E 72x 2026e P/E

1) >45% revenue CAGR in 2025-28, fueled
by stronger-than-expected semi capex; 2)
NAURA's domestic market share rises in
2026; and 3) gross margin improves to over
45% in 2026, thanks to scale effects and the
company's technology competitiveness.
Customers' capex also resumes a bullish
trend.

1) 30% revenue CAGR in 2025-28, thanks to
the robust capacity expansion plans of
downstream fabs; 2) NAURA's domestic
market share to increase gradually; and 3)
gross margin to grow slightly through 2026-
28.

OVERWEIGHT THESIS

u Chinese logic and memory foundries
appear likely to maintain high capex in 2026
and 2027, which should help fuel NAURA's
revenue growth,

= We view NAURA as a long-term
beneficiary of China's semiconductor
equipment localization trend. We believe its
key customers will continue to expand
capacity aggressively over the next few
years.

a The company has acquired a 17.9% share in
KingSemi, whose track, cleaning, and back-
end equipment could complement NAURA's
product portfolio.

= 2026e P/E is lower than its average P/E
since 2016, which we view as appealing.

Consensus Rating Distribution

o I 100%0verweight
0% Equal-weight
0% Underweight
@ MS Rating

Risk Reward Themes

Secular Growth: Positive
Technology Diffusion:  Positive

BEAR CASE Rmb&441.00

40x 2026e P/E

1) <15% revenue CAGR in 2025-28, owing to
slower-than-expected capacity expansion
plans by fabs; 2) NAURA's domestic market
share is stable or even declines because of
slower-than-expected R&D and slower cost
reduction versus peers; and 3) gross margin
falls below 35%, owing to the high
bargaining power of its customers.
Customers' capex also deteriorates more
than expected.
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Risk Reward — NAURA Technology Group Co Ltd (002371.52)

KEY EARNINGS INPUTS

Drivers Dec 2025

Sales to Memory Customers (Rmb,
mn)

Sales to Front-end Logic Customers
(Rmb, mn}

Sales to backend and others (Rmb,
mn)

36271 45123

1,705 1,910
137 227

INVESTMENT DRIVERS

« Strong demand from China's semiconductor
localization trend
« Production capacity expansion of domestic fabs

GLOBAL REVENUE EXPOSURE

® 100% Manland China
MS ALPHA MODELS
4/5 3 Month
MOST Harizon

Dec 2026e Dec 2027e Dec 2028e

62431 76,035

2,643 3218

329 400

RISKS TO PT/RATING

RISKS TO UPSIDE

« Stronger-than-expected semi capex cycle in
China

+ Faster-than-expected R&D, leading to
substantial market share increases for NAURA

+ Tight production capacity in chips, leading to
faster capacity expansion by fabs

RISKS TO DOWNSIDE

+ Slowdown in China's semi capex cycle

+ NAURA's market share declines

+ Weakening demand in automotive, factory
automation, and loT, resulting in oversupply of
chips

OWNERSHIP POSITIONING

86.8% [Jj

Inst. Owners, % Active

MS ESTIMATES VS. CONSENSUS
FY Dec 2026e

- 10.9
(Rmb) 8.0 * 127
Sales / 50,1089
Revenue 48,3700 < 533370
(Rmb, mn)

Kasn @ Rergan Stanley Estinrales

IDEA
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Naura: Earnings Estimate Revisions

IDEA

We lower our 2026/27/28 EPS estimates 14%, 5%, and 6%: We remain constructive on

NAURA's structural growth outlook, driven by rising domestic memory capacity and

continued localization. However, we reduce our 2026/27/28 revenue estimates 2%/0%/1%

mainly due to delivery delays from component procurement constraints in 2Q26. We raise

our R&D expense assumptions to reflect heavier investment in new products and

advanced process technologies, resulting in lLower operating leverage. Accordingly, our

2026/27/28 operating profit estimates decline 18%/12%/13%, while EPS falls to

Rmb10.93/17.71/22.27.

Exhibit 5: MNaura. Estimate revisions

New '2026E Old '2026E New '2027E  Old '2027E

Net sales 50,109 51,158 -2% 70,389 70.469

New '2028E Old '2028E

0% 85,875 86,805 -1%
Gross profit 20,319 21,187 -4% 29,764 30.244 2% 36,391 37.417 -3%
Operating profit 7,185 8.811 -18% 11,828 13,483 -12% 14,896 17,123 -13%
Pretax Income 7,980 9.641 -17% 12,712 14,116 -10% 15,781 17,756 -11%
Net income 7,943 9,228 -14% 12,876 13,504 -5% 16,192 17,180 -6%
EPS for consensus 10.93 12.71 -14% 17.71 18.60 -5% 22.27 23.67 -6%
Margins
Gross margin 40.5% 41.4% 42.3% 42.9% 42.4% 43.1%
Operating margin 14.3% 14.3% 16.8% 16.2% 17.3% 16.9%
Pretax margin 15.9% 16.0% 18.1% 17.1% 18.4% 17.6%
Net margin 15.9% 14 9% 18.3% 16.5% 18.9% 17.3%
Opex % 26.2% 27.1% 25.5% 26.7% 25.0% 26.2%

Sacree Momgan S1acley Researck csamares
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Naura: Valuation Methodology

We lower our price target to Rmb788 from Rmb818 to factor in our EPS estimate
changes.

We continue to derive our price target via a residual income model Key assumptions
remain a WACC of 10.1% (beta of 1.35, cost of equity of 6%, and risk-free rate of 2%),
medium-term growth rate forecast of 15% and terminal growth rate of 5.0%.

We lower our bull-case scenario value to Rmb1117 from Rmb?1,159, implying 102x 2026e P/
E, and lower our bear-case value to Rmb&441 from Rmb457, implying 40x 2026e P/E. The
reductions are broadly in line with our lower price target and primarily reflect our revised
earnings estimates following higher R&D expense assumptions and near-term delivery

delays related to component procurement.

Exhibit 6: MNaura: Residual income model

Rmb million 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E 2035E 2036E 2037E 2038E 2039E
Total Equity 50,135 60,633 72,969 85,463 99,831 116,355 135357 157,210 182,340 211,240 244475 282696 326,649 377195
Net Profit 7,943 12,876 16,192 18,620 21,413 24 625 28,319 32,567 37,452 43,070 49,5311 56,960 65,504 75,330
ROAE 16.9% 23.2% 24.2% 23.5% 23.1% 228% 22.5% 22.3% 221% 21.9% 21.T% 21.6% 21.5% 21.4%
Residual Income 2982 6.592 8573 9,782 11121 12.660 14,430 16.464 18.802 21,491 24.583 28.138 3227 36928
Spread 6.8% 13.1% 14.1% 13.4% 13.0% 127% 124% 12.2% 12.0% 11.8% 11.6% 11.5% 11.4% 11.3%
Ending Equity Capital 50.135 60633

PV of Forecast Period 97.306 112085

PV of Continuing Value 383082 438981

Equity Value 530,534 611,699

No. of Shares 725 725

Implied Value 73z Ba4

Price Target {2ZH26-1H27) 788

Sooree Morgan Sta-ley Kesearch caumates

Exhibit 7: Naura: Historical P/E band
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Naura: Financial Summary

Exhibit 8: Naura: Financial summary

Income Statement Cash Flow Statement

Rmbmn (Years End Dec ) 2025 2026E 2027E 2028E Rmbmn (Years End Dec } 2025 2026E 2027E 2028E

Net sales 39,353 50,109 70.389 85,875 Cashflow from Operations 2133 5,263 3,576 8,895

COGS (23.571) (29.790) (40.625) (49.484) Net profits 5522 7.943 12,876 16,192

Gross profit 15,782 20,319 25.764 36,381 Depreciation 441 441 441 441

Operating expenses (10,505) (13.133) (17.937) (21,495) Working Capital Change (1.537) (3,121) (9,741) (7.737)

Operating income 5,277 7,185 11,828 14,896 Other adjustments (2.293) 0 0 0

Non-operating income 568 795 884 884 Cashflow from Investing (3,929) (441) (441) (441)

Pre-tax mncome 5,845 7.980 12.712 15,781 Capex (1.804) (441) (441) (441)

Income tax 436 428 636 789 Change of LT Investment (234) 0 1] 0

Minority Interest 13 391 800 1,200 Change of ST Investment (42) 0 0 0

Reported net Income 5,522 7,943 12,876 16,192 Other adjustments (1.849) 0 0 0

Ad] wtd avg.shrs( m) 627 725 726 726 Cashflow from financing 6,607 (1,736) (2,378) (3,856)

Reported EPS (Rmb) 9.25 10.95 17.74 22.31 Increase in LIT debt 9,027 0 0 0

EPS for consensus (Rmb) 9.23 10.93 17.711 2227 Increase in S/T debt 316 0 0 0
Cash Dividend Paid (1.682) (1.736) (2,378) (3.856)
Issuance of stock 191 0 0 0

Balance Sheet Other adjustments (1.244) 0 ] 0

Rmbmn (Years End Dec ) 2025 2026E 2027E 2028E Exchange rate adjustment 840 0 0 0

Cash 17.337 20,424 21.180 25779 Net change in cash 5,652 3,087 757 4,599

Mkt Securities 42 42 42 42

ARINR 9,402 10,428 14 549 17,871

Inventory 28627 32,927 44 902 54 695

Other 3912 3.912 3912 3,912 Financial Ratios

Current Assets 59,321 67,733 84686 102,299 2025 2026E 2027E 2028E

Long-term investments 300 300 300 300 Growth(%)

Fixed assets 7.568 7,568 7.568 7,568 Turnover 319 273 40.5 220

Deffered assets 1,239 1,239 1239 1,239 Operating profits -109 362 64.6 259

Other assels 21,372 21372 21372 21,372 Pretax profits -10.2 36.5 59.3 241

Total Assets 89,801 98,212 115,165 132,779 Met profits -16 438 62.1 257

SIT borrowings 319 319 319 319 EPS -127 185 62.0 257

APMNP 15,544 17,748 24203 29481 Margins (%)

Other ST liabilities 10,317 10,317 10317 10317 Gross Margin 401 405 423 424

LT debt 12,973 12,973 12973 12,973 Operating Margin 134 143 16.8 17.3

Other LT liabilities 6.720 6,720 6.720 6,720 Pretax Margin 149 159 18.1 18.4

Common shares 725 725 725 725 Net Profit 14.0 159 18.3 18.9

Total Liabilities 45,873 48,077 54,532 59,810 Return (%)

Additional capital 17.966 17,966 17 966 17,966 ROAE 145 16.9 232 242

Retained eaming 18,802 25,009 35.507 47,843 ROAA 71 84 121 131

Other shareholders® equity 6,436 6,436 6.436 6,436 Gearing (%)

Total Equity 43,928 50,135 60,633 72,969 Net DebVEquity (38.7) (40.1) (34.4) (34.9)

Total Liab. & Shrhidr's Equity 89,801 98,212 115165 132,779 Liabilities/Equity 1044 95.9 899 82.0
Ratios (X)

E = Morgan Stankey Research Eshmates Current ratio 23 24 24 25

Source: Morgan Stankey Research, Company Data Quick ratio 1.0 11 10 11
Others
ARMR Turnover (days) 76 76 76 76
Inventory Turnover (days) 403 403 403 403
AP Turnover (days) 217 217 217 217
Cash Conversion (days) 262 262 262 262
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Risk Reward — ACM Research Inc (ACMR.O)

Back-end strength continues, OW

PRICE TARGET US$115.00

Base case, residual income model. Key assumptions: a 10.1% WACC (beta 1.35, risk-free rate
2%, and cost of equity of 6%), a medium-term growth rate of 13%, and a terminal growth rate
of &£.0%. Dividend payout ratio is 80%, reflecting long-term shareholder payback with

stronger cash flow.

Consensus Price Target Distribution USs$75.00 < US$166.00
MS PT
Yean 4 Moran Sanley Bstimiates
RISK REWARD CHART
uso US$IB2 00(+180.78%)
160
w0 S USFNS0004+77 41%)
80
Usse4a2
40
US$40.00(-38.29%)
SEP 25 MAR 26 SEP26 SEP27
Key: — Historical Stock Performance @ Current Stock Price 4 Price Target
BULL CASE US$182.00 BASE CASE US$115.00
64x 2026e P/E 41x 2026e P/E
Greater-than-expected equipment shipments  Strong equipment shipments and backlog
from foundry players and memory orders from Chinese foundry players: 1)

customers: 1) ACMR's equipment continues
to attract more aggressive end-demand with
some market share gains from Chinese
customers; 2) revenue rises at a >30% CAGR
in 2025-28; 3) gross margin exceeds 50% in
2026; and 4) the US reduces restrictions on
Chinese semis.

ACMR's equipment to continue to attract
steady end-demand with some market share
gains from Chinese customers; 2) a revenue
CAGR of 27% in 2025-28; and 3) gross
margin of 45.6% in 2026, up 1 .2ppt from
44 4% in 2025.

OVERWEIGHT THESIS

u We are positive on 2026 WFE demand
from China given rising capex investments
by Chinese logic and memory fabs.

= ACMR has a long-term revenue target of
US$4.0bn, in view of increased confidence in
new product cycles and opportunities in
China. Its market share gain has been
stronger than expected.

u ACMR's ECP could be key enablers for
advanced packaging, where we have seen
opportunities from clients other than
mainland ones.

= PECVD and track tools are under
customer qualification, targeting production-
ready status by end-2026.

» We view our price target as justified by
increasing Chinese foundry capex and
ACMR's ongoing share gains.

Consensus Rating Distribution

o I 89% Overweight
| N% Equal-weight
0% Underweight
® MS Rating

Risk Reward Themes
Disruption:
Secular Growth:

Positive
Positive

BEAR CASE US$40.00

14x 2026e P/E

Worse-than-expected equipment shipments
from foundry players and memory
customers: 1) ACMR's equipment is more
affected by order cancellations, and the
share gains with Chinese customers turn out
to be slower; 2) revenue grows <5% in
2025-28; 3) gross margin drops further to
<40% in 2026; 4) the US implements more
restrictions on Chinese semis and ACMR's
operations are affected.
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Risk Reward — ACM Research Inc (ACMR.O)

KEY EARNINGS INPUTS

Drivers

Sales to Memory Customers (USS$,
mn)

Sales to Front-end Logic Customers
(USS, mn)

Sales to backend and others (USS,
mn)

N 397
265 300
295 475

INVESTMENT DRIVERS

+ Successful ramp-up from key customers YMTC
and CXMT

« Strong revenue growth and guidance

+ Expanding gross margin

GLOBAL REVENUE EXPOSURE

APAC, ex Japan, Mainland
® 30-40% Ching and India

® 60-70% Wanland China

hare

MS ALPHA MODELS
5/5  24Month  5/5  3IMonth
BEST Harizon MOST Horizon

Dec 2025 Dec 2026e Dec 2027e Dec 2028e

465 542
348 406

729 909

RISKS TO PT/RATING

RISKS TO UPSIDE

+ Stronger-than-expected equipment demand
from China given faster capacity ramp-up
» Accelerating global semiconductor demand

RISKS TO DOWNSIDE

+ Weaker-than-expected equipment demand
from China given slower capacity ramp-up
+» Decelerating global semiconductor demand

OWNERSHIP POSITIONING

Inst. Owners, % Active a75% |}
HF Sector Long/Short Ratio 2 1x [ |
HF Sector Net Exposure 33.6%

MS ESTIMATES VS. CONSENSUS
FY Dec 2026e

Sales / 1,172
Revenue 1,150 @ 1247
(USS, mn)

1
EBITDA 185

(USS, mn)

Net income

(USS, mn) 136 & 202

EPS
(Us$) 1.90 #2382

Fezn 4 Wergan Stanley Estirates

IDEA
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ACMR: Earnings Estimate Revisions

We cut our EPS estimates 11% for 2027 and 4% for 2028, leaving 2026 EPS
unchanged: We maintain our 2026/27/28 revenue forecasts at US$1.17bn/US$1.54bn/US
$1.86bn, as our demand assumptions remain intact. However, we now assume higher R&D
expenses as ACMR accelerates development of new PECVD and Track platforms, which
should weigh on near-term operating leverage. Accordingly, we lower our 2027/28
operating margin forecasts to 17.7%/20.6% from 19.0%/21.7%, driving EPS revisions to US
$3.87/US$5.50 from US$4.38/US$5.75. We continue to view the increased R&D
investment as supportive of ACMR's longer-term product expansion and addressable
market growth.

Exhibit 9: ACMR: Estimate revisions

New '26E Old '26E Diff. New '2TE Old '27E A New "28E Old '28E
Net sales 1,172 1172 0% 1,542 1,542 0% 1,857 1,857 0%
Gross profit 534 534 0% 712 712 0% 876 876 0%
Operating profit 184 184 0% 273 293 -7% 383 403 -5%
Pretax Income 294 294 0% 354 394 -10% 484 504 -4%
Net income 202 202 0% 278 314 -11% 395 413 -4%
EPS for consensus 2.82 2.82 0% 3.87 4.38 -“11% 5.50 5.75 -4%
Margins
Gross margin 45.6% 45.6% 46.2% 46.2% 47 2% 47 2%
Operating margin 15.7% 15.7% 17.7% 19.0% 20.6% 21.7%
Pretax margin 25.1% 251% 229% 25.5% 26 0% 27 1%
Net margin 17.2% 17.2% 18.1% 20.4% 21.3% 222%

Opex % 29.9% 29.9% 28.4% 27.1% 26.5% 25.4%
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ACMR: Valuation Methodology

We cut our price target to US$115 from US$130: We factor in our EPS changes for 2026-
28,

We derive our price target from a residual income model, with key assumptions
unchanged, including a WACC of 10.1% (beta of 1.35, cost of equity of 6%, and risk-free
rate of 2%), intermediate growth rate of 13%, terminal growth rate of 4.0% and dividend
payout ratio of 80%.

We lower our bull-case scenario value to US$182 from US$205, implying 64x 2026e P/E,
and lower our bear-case value to US$40 from US$45, implying 14x 2026e P/E The
reductions are broadly in line with our lower price target and mainly reflect our revised
earnings estimates following higher R&D expense assumptions for new PECVD and Track
product development.

Exhibit 10: ACMR: Residual income model

US$million 2026E 2027E 2028E 2029E 2030E 20ME 2032 2033E 2034E 2035E 2036E 2037E 2038E
Total Equity 2,106 2327 2,390 2,461 2,541 2,632 2,735 2,851 2,982 3,129 3,297 3,486 3,699
Net Profit 202 278 315 355 402 454 513 579 655 740 836 945 1,068
ROAE 10.0% 12.6% 13.3% 14.7% 16.1% 17.5% 19.1% 20.8% 22.5% 24.2% 26.0% 27.9% 29.7%
Residual Income (2) 52 75 109 146 189 237 2n 352 421 498 585 683
Spread -0.1% 2.4% 3.2% 4.5% 5.9% 7.4% 9.0% 10.6% 123% 14.1% 15.9% 17.7% 19.6%
Ending Equity Capital 2106 2327

PV of Forecast Period 1217 1512

PV of Continuing Value 3451 5815

Equity Value 6,773 9,653

No. of Shares 71 72

Implied Value 95 134

Price Target (2H26-1H27) 115

Sourere Morgan Stavley Heseael esimatzy

Exhibit 11: ACMR: P/E band
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ACMR: Financial Summary

Exhibit 12: ACMR: Financial summary

Income Statement Cash Flow Statement

USS$mn (Years End Dec ) 2025 2026E 2027E 2028E US$mn (Years End Dec ) 2025 2026E 2027E 2028E

Net sales 901.3 11715 15419 18574 Cashflow from Of ti (76.2) 666.0 1154 261.5

COGS (501.2) (637.3) (830.2) (981.5) Net profits 941 2018 278.3 3953

Gross profit 4001 5342 7117 8759 Depreciation o8 08 08 08

Operating expenses (290.6) (350.2) (438.4) (492 6) Working Capital Change (171.1) 4634 (163.7) (134 6)

Operating income 109.4 184.0 273.4 3833 Other adjustments 0.0 00 0.0 00

Non-operating income 258 1100 803 1003 Cashflow from Investing 1359 (0.8) (0.8) {0.8)

Pre-tax income 135.2 2940 3537 4836 Capex 456 0.0 0.0 00

Income tax 133 300 354 484 Change of LT Investment 0.0 00 0.0 00

Minority Interest (27.8) (62.2) (40.0) (40.0) Change of ST Investment 0.0 00 0.0 00

Reported net Income 94.1 201.8 278.3 395.3 Other adjustments 90.3 (0.8) (0.8} 0.8

Adj.wtd.avg.shrs( m) 64.1 674 67.9 67.9 Cashflow from financing (29.0) (26.7) (56.9) (78.9)

Reported EPS (US$) 147 2.98 410 5.82 Increase in LT debt 734 00 0.0 00

EPS for consensus (US$) 1.39 2.82 3.87 5.50 Increase in S/T debt 412 0.0 0.0 0.0
Cash Dividend Paid (29.0) (26.7) (56.9) (78.9)
Issuance of stock 0.0 00 0.0 00

Balance Sheet Other adjustments (114.6) 00 0.0 00

US$mn (Years End Dec ) 2025 2026E 2027E 2028E Exchange rate adjustment 291.8 00 0.0 00

Cash 757.4 1.3959 14535 16353 Net change in cash 3224 638.5 57.7 181.8

Mkt Securities 86 86 8.6 86

ARINR 504.3 2889 380.2 458.0

Inventory 7026 394 6 5141 607.7

Other 463.8 4638 463.8 4638 Financial Ratios

Current Assets 2436.7 2,551.8 2,820.2 31734 2025 2026E 2027E 2028E

Long-term investments 66.0 66.0 66.0 660 Growth{%)

Fixed assets 3148 3148 3148 3148 Tumover 152 300 e 205

Deffered assets 294 204 294 294 Operating profits 275 68.2 486 402

Other assets 253 253 253 253 Pretax profits -18.7 1175 203 367

Total Assets 2,872.2 2,987.3 3,255.7 3,609.0 Net profils 92 1145 r9 420

SIT bomowings 740 740 74.0 740 EPS 107 1028 376 420

APINP 2154 155 4 2024 2393 Margins (%)

Other ST liabilties 456.2 4562 456.2 4562 Gross Margin 44 4 456 45.2 47.2

LT debt 1789 1789 1789 1789 Operating Margin 121 16.7 177 2086

Other LT liabiliies 17.0 170 17.0 17.0 Pretax Margin 15.0 251 29 26.0

Common shares 00 0.0 0.0 00 Net Profit 104 172 18.1 213

Total Liabilities 941.7 8816 9287 965.6 Return (%)

Additional capital 1.1155 1.1155 11155 11155 ROAE 6.2 100 126 159

Retained earning 3504 5255 747.0 1,063.3 ROAA 40 69 89 15

Other shareholders’ equity 464.6 464 6 4646 464 6 Gearing (%)

Total Equity 1,930.5 2,1056 2,327.0 26434 Net Debt/Equity (35.4) (62.8) (59.3) (59.1)

Total Liab. & Shrhidr's Equity 2,872.2 29873  3,2557  3,609.0 Liabilities/Equity 48.8 a9 399 3635
Ratios (X)

E = Morgan Stanley Research Estimates Current ratio 33 37 38 41

Source: Morgan Stankey Research. Company Data Quick ratio 1.7 25 25 27
Others
AR/NR Tumover (days) a0 20 20 90
Inventory Tumover (days) 226 226 226 226
AP Turnover (days) 89 89 89 89
Cash Conversion (days) 227 227 227 227
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Risk Reward — Advanced Micro-Fabrication Equipment Inc (688012.SS)

Key memory foundry expansion play; OW

PRICE TARGET Rmb428.00

Base case, residual income model. We assume a 6.2% cost of equity, a medium-term growth
rate of 14% and a terminal growth rate of 4.0%. We believe these assumptions are justified,
given AMEC's structural position in the Chinese semiconductor equipment industry, allowing

it to grasp opportunities coming from any fab expansions.

Consensus Price Target Distribution Rmb147.65 > Rmb660.00
MS PT
Yean 4 Moran Sanley Bstimiates
RISK REWARD CHART
CNY
RmbB23.00(+134.32%)
80O
600
400 * RbAZE.DN+21.86%)
RmMb3: ¥ )
200 M
RMb214,00(-39.07%)
[s]
SEP'25 MAR 26 SEP 26 SEP 27
Key: — Historical Stock Performance @ Current Stock Price 4 Price Target
BULL CASE Rmb823.00 BASE CASE Rmb428.00
136x 2027e P/E 61x 2027e P/E

AMEC rides China's semi localization wave
with global market rebound: 1) Semi fab
projects start to proliferate with substantial
equipment demand; 2) shipments of AMEC's
leading-edge equipment increase
significantly; 3) all US export controls are
lifted -- Chinese memory customers ramp up
faster than expected and contribute
significantly to AMEC's revenue; and &)
AMEC's margins start recovering with high-
end product sale.

AMEC is a beneficiary of Chinese local semi
demand; strong demand and capex in 2026:
1) Chinese localized semi fab capacity starts
to proliferate with steady local equipment
demand in the long run; 2) shipments of
AMEC's leading-edge and memory
equipment grow as expected; 3) AMEC's
margins expand slightly to 39.9% in 2026.

OVERWEIGHT THESIS

u We remain positive on AMEC's new orders
signed with both advanced-node and
memory clients in 2026 and localization
trends.

s We believe AMEC is strategically
positioned to benefit from China's demand
for domestic etching equipment and
deposition over the long run.

u AMEC continues to expand its pipeline,
including critical wafer fab equipment like
EPI tools, process control, etc. As well,
AMEC has entered the CMP field by
acquiring SiZone Tech.

w Qur estimates and price target reflect
heavy spending on R&D and investment
income from Piotech; valuation still looks
attractive.

Consensus Rating Distribution
o I  96% Overweight
| 4% Equal-weight
0% Underweight
® MS Rating

Risk Reward Themes

Disruption:
Secular Growth:

Negative
Positive

BEAR CASE Rmb214.00

31x 2027e P/E

Global semi market weakens with limited
expansion overseas: 1) Chinese localized
semi fab projects slow with minimal
equipment demand; 2) Chinese memory
customers ramp up more slowly than
expected and barely contribute to AMEC's
revenue; and 3) AMEC's margins decline
further due to stronger bargaining power of
major fab clients.

IDEA



Morgan Stanley | sesesncn

Risk Reward — Advanced Micro-Fabrication Equipment Inc (688012.SS)

KEY EARNINGS INPUTS

Drivers Dec 2025 Dec 2026e Dec 2027e Dec 2028e
Revenue from Equipment for Etching 9.419 12194 17845 21433
(Rmb, mn}

Revenue from Equipment for MOCVD 616 780 1,228 1,678
(Rmb, mn}

MOCVD business revenue Y/Y (%) 62.6 26.6 57.4 36.6

INVESTMENT DRIVERS RISKS TO PT/RATING MS ESTIMATES VS. CONSENSUS
« Semi equipment industry demand RISKS TO UPSIDE FY Dec 2026
« Technology migration to more advanced nodes + Stronger-than-expected semi market
+ New projects driven by China's semi localization , Facter.than-expected product development Sales / 16,721.8
efforts « Acceleration in China's local demand Revenue 164570 @ 18.276.0
RISKS TO DOWNSIDE (Rmb, mn)
GLOBAL REVENUE EXPOSURE ; .
» Weak semi demand, leading vendors to
® 0-10% Europe ex UK compete on pricing 2,499
% ® 0-10% Japan «+ Slower-than-expected product development EBITDA 24539 @ 52329
' ® (0-10% North America » Deceleration in China's local demand (Rmb. mn)
APAC, ex Japan, Mainland
®10-20% - . "
China and India
® 50-60% Mamland China OWNERSHIP POSITIONING Net income 5282
Inst. Owners, % Active 90.3% . (Rmb, mn) 23160 . 6.3800
MS ALPHA MODELS o3 . 6.1 y
(Rmb) . & :

4/5 3 Month

MOST Harizon
® tlaan @ BMargan Stanley Eslirrales
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AMEC: Earnings Estimate Revisions

We lower our EPS estimates 13%/10%/12% for 2026/27/28, due to share split: We raise
our 2026/27/28 revenue forecasts by 1%/12%/12% given a stronger memory foundries
capacity expansion outlook. Given operating leverage, we raise our 2026/2027/2028
operating margin forecasts to 14%/20.8%/23.2% from 13.9%/18.9%/21.5%. Due to the
share split, our EPS estimates are revised to Rmb6.07/Rmb7.00/Rmb3.20.

Exhibit 13: AMEC: Estimate revisions

New '26E Old '26E DIff. New '27E Old '27E Diff. New '28E Old '28E
Net sales 16,722 16,601 1% 25,591 22,897 12% 32,336 28,950 12%
Gross profit 6,666 6,617 1% 10,208 9,130 12% 12,860 11,509 12%
Operating profit 2,346 2,301 2% 5,320 4,337 23% 7.496 6,224 20%
Pretax Income 5,502 4,657 18% 7.120 5,337 33% 9,346 7.224 29%
Net income 5,282 4 374 21% 6,701 4 846 38% 8815 6,582 34%
EPS for consensus 6.07 6.99 -13% 7.00 7.74 -10% 9.20 10.51 -12%
Margins
Gross margin 39.9% 39.9% 39.9% 39.9% 39.8% 39.8%
Operating margin 14.0% 13.9% 20.8% 18.9% 23.2% 21.5%
Pretax margin 32.9% 28.1% 27.8% 23.3% 289% 25.0%
Net margin 31.6% 26.3% 26.2% 21.2% 27.3% 22.7%

Opex % 25.8% 26.0% 19.1% 20.9% 16.6% 18.3%

Soorce Morgan Stavley Feseacl esamaay
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AMEC: Valuation Methodology

We lower our price target to Rmb428 from Rmb488: We factor in our EPS changes for
2026-28, mostly due to the share split.

We derive our price target from a residual income model, with key assumptions including
a WACC of 6.2% (beta of 1.35, cost of equity of 3.1%, and risk-free rate of 2%),
intermediate growth rate of 14%, terminal growth rate of 4.0% and dividend payout ratio
of 20% (was 40%).

We lower our bull-case scenario value to Rmb823 from Rmb938, implying 118x 2027e P/E, and lower our bear-case value to Rmb214 from
Rmb244, implying 31x 2027e P/E. The reductions are broadly in line with our lower price target due to earning estimate changes and the
share split.

Exhibit 14;: AMEC: Residual income model

Rmb million 2026E 2027TE 2028E 029E 20M0E 20ME 2032E 2033E WIE 2035E 2036E WITE 2038E
Total Equity 2813 34,959 43,901 52,307 61,889 72,813 85,266 99,463 115,647 134,096 155129 179,107 206,441
Net Profit 5402 6,828 8,943 10,195 11,622 13,249 15104 17.218 19,629 22377 25,510 29,081 33152
ROAE n% 216% 22.7% 21.2% 20.4% 19.7% 19.1% 186% 18.3% 17.9% 17.6% 17.4% 17.2%
Residual Income 3422 4349 5.766 6.589 7412 B.247 9410 10621 12.000 1357 15.361 17.400 19.724
Spread 15.1% 155% 16.5% 15.0% 14.2% 13.5% 12.8% 125% 12.1% "% 11.5% 1.2% 11.0%
Ending Equity Capital 28131 34959

PV of Forecasl Period 64.031 731890

PY of Continuing Value 273,306 309 811

Equity Value 365467 417,960

No. of Shares 870 958

Implied Value 420 436

Price Target (2H26-1H2T) 428

Source Llorgan Stavley Foseacl osimuaey

Exhibit 15: AMEC: P/E band
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AMEC: Financial Summary

Exhibit 16: AMEC: Financial summary

Income Statement Cash Flow Statement
Rmb mn (Years End Dec ) 2025 2026E 2027E 2028BE Rmb mn (Years End Dec ) 2025 2026E 2027E 202BE
Net sales 12,385 16,722 25501  32.336 Cashflow from Operations 2,295 3,648 1,958 5,245
COGS (7.534) (10,056) (15.383) (19.476) Net profits 21 5,402 6828 8,943
Gross profit 4,850 6,666 10,208 12,860 Depreciation 153 153 153 153
Operating expenses (3452) (43200 (4.888)  (5.364) Working Capital Change 11 (1.907)  (5.023)  (3.850)
Operating income 1,399 2,346 5,320 7,496 Other adjustments 20 0 0 0
Non-operating income 79 3.156 1,800 1.850 Cashflow from Investing (2,105) (419) (572) (726)
Pre-tax income 2,190 5502 7.120 9.346 Capex (266) (419) (572) (726)
Income tax 126 160 356 467 Change of LT Investment (7.628) 0 0 0
Minority Interest (47) (60} (64) (64) Change of ST Investment 6,891 0 0 0
Reported net Income 2,017 5282 6,701 8,815 Other adjustments (1,101) 0 0 0
Adj wid.avg.shrs{ m) 625 870 958 958 Cashflow from financing 182 0 0 0
EPS for consensus (NT$) 3.23 6.07 7.00 9.20 Increase in U/T debt 9 0 0 0
Increase in S/T debt 0 0 0 0
Cash Dividend Paid 0 0 0 0
Issuance of stock 0 0 0 0
Balance Sheet Other adjustments 173 0 0 0
Rmb mn (Years End Dec ) 2025 2026E 2027E 2028E Exchange rate adjustment (31) 0 0 0
Cash 5,947 0.225 16T 15,131 Net change in cash 342 3,229 1,385 4,520
Mkt Securities 792 792 792 792
AR/NR 2,047 2358 3,608 4,559
Inventory 7170 9482 14 505 18,365
Other 2928 2928 2928 2928 Financial Ratios
Current Assets 18,934 24785 32444 4TS 2025  2026E 2027E 2028E
Long-term investments 1.445 1,445 1445 1,445 Growth(%)
Fixed assets 2,829 3.095 3,515 4,087 Tumover 36.6 350 53.0 264
Deffered assets 335 335 335 335 Operating profits 4.1 67.7 126.8 409
Other assets 6.303 4705 4,705 4,705 Pretax profits 28.1 151.3 294 313
Total Assets 29,846 34,365 42,443 52,346 Net profits 248 161.9 26.8 316
S/T borrowings 0 0 0 0 EPS 242 88.2 152 316
AP/NP 1,856 2,360 3,610 4,571 Margins (%)
Other ST liabilities 2,959 2959 2,959 2,959 Gross Margin 39.2 399 399 398
LT debt 730 730 730 730 Operating Margin 11.3 14.0 208 232
Other LT liabilities 1.572 185 185 185 Pretax Margin 17.7 329 27.8 289
Common shares 626 626 626 626 Net Profit 16.3 316 262 273
Total Liabilities 7117 6,234 7,484 8,445 Return (%)
Additional capital 15,042 15,042 15,042 15,042 ROAE 95 208 212 22 4
Retained earning 6,922 12,324 19,152 28,094 ROAA 72 16.5 174 18.6
Other shareholders' equity 139 139 139 139 Gearing (%)
Total Equity 22,729 28,131 34,959 43,901 Net Debt/Equity (26.4) (32.8) (30.4) (34.5)
Total Liab. & Shrhidr's Equity 29,846 34,365 42443 52,346 Liabilities/Equity 313 22.2 214 19.2
Ratios (X)
E = Morgan Stanley Research Estimates Current ratio 3.9 4.7 49 55
Source: Morgan Stanley Research, Company Data Quick ratio 17 22 22 26
Others
AR/NR Tumover (days) 51 51 51 51
Inventory Turnover (days) 344 344 344 344
AP Tumover (days) 86 86 86 86

Cash Conversion (days) 310 310 310 310
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Disclaimer:

This report references U.S. Executive Order 14032 and/or entities or securities that are
designated thereunder. U.S. persons may be prohibited from buying certain securities of
entities named in this report. Readers are solely responsible for ensuring that their
investment activities are carried out in compliance with applicable laws.

This report references export controls and/or entities that may be subject to export
control restrictions. Readers are solely responsible for ensuring that their investment or
trade activities are carried out in compliance with applicable laws.

This report references U.S. Executive Order 14105 and/or entities that may be in scope
of such order. U.S. persons may be prohibited from engaging in certain transactions or
otherwise require certain other transactions be notified to the U.S. Department of
Treasury. Readers are solely responsible for ensuring that their investment or trade
activities are carried out in compliance with applicable laws.
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Risk Reward Reference links

1. View explanation of Options Probabilities methodology -
Options_Probabilities_Exhibit_Link pdf

2. View descriptions of Risk Rewards Themes - RR_Themes_Exhibit_Link.pdf
3. View explanation of regional hierarchies - GEG_Exhibit_Link.pdf

4 View explanation of Theme/Exposure methodology -
ESG_Sustainable_Solutions_External_Link pdf

5. View explanation of HERS methodology - ESG_HERS_External_Link pdf



