on 12-Oct-2026

BERNSTEIN

SOCIETE GENERALE GROUP

12 October 2026

US Networking & Communications Equipment

LITE & COHR: llluminating the Optical Debate - Top investor
questions and feedback from our initiation

€

Daniel Zhu
+1917 344 8309
daniel.zhu@bernsteinsg.com

On 9/29, we initiated coverage on the US Networking & Communications Equipment

sector (US Networking: Scaling the bandwidth wall. Initiating with a positive view). Investor
feedback on our initiation on the Optical Module sub-sector (LITE & COHR) has centered on a
number of key debates in the industry. In this note, we lay out the feedback on these debates
and our thoughts on these debates. We intend to follow-up on feedback and pushbacks for
other subsectors at a later date.

Feedback from long-only investors has skewed towards basic investor education.
This suggests to us that many are on the sidelines, either not owning the names or owning
an index weight. Even among long-only investors who were more engaged with the key
debates, many expressed frustration about the perceived difficulty of gaining conviction

on the names rather than expressing a strong view on either side. Investors also expressed
concern with the way Lumentum communicates with investors, with one investor going as
far as saying that Lumentum’s decision to update guidance at a bank conference instead of
a company event was “inappropriate”.

By contrast, Lumentum and Coherent were hotly debated among hedge funds,
across a number of fronts.

The conventional narrative among hedge funds was that, scale-up optics would
provide the next leg of growth, and CPO/NPO would determine the timing of scale-
up optics. While investors lacked confidence that CPO at-scale in 2028 was achievable,
investors appeared to be growing more confident that near-packaged optics (NPO) would
serve as an adequate backup plan to drive optical adoption.

However, investors also raised concerns about the growing intensity of competition
from Asian players and raised questions about the depth of the technology moat,
especially if VCSELs or microLEDs can be used for scale-up NPO. Optical circuit
switching (OCS) also attracted interest. We roughly size the market at ~$6B, but lack
confidence in the growth trajectory.

While conversations typically started on Lumentum, EPS numbers were hotly
debated, and hedge fund investors appeared to be warming to Coherent, especially
given that the valuation gap between the two has widened. Lumentum was generally
seen as a stronger company than Coherent, given that it is perceived as having clearer
technology leadership. Some investors see $40 in 2028 Lumentum EPS as a ceiling for
revisions and others see a path to $55. Investors also believe that this preference is already
reflected in the price, given the widening valuation gap, with some investors appearing to
flip to being long Coherent instead of Lumentum.

See the Disclosure Appendix of this report for required disclosures, analyst certifications and other www.bernsteinresearch.com
important information. Alternatively, visit our Global Research Disclosure Website.
First Published: 12 Oct 2026 05:24 UTC Completion Date: 12 Oct 2026 05:24 UTC



on 12-Oct-2026

Daniel Zhu +1 917 344 8309 daniel.zhu@bernsteinsg.com 12 October 2026

BERNSTEIN TICKER TABLE

90ct 2026 ™ Reported EPS Reported P/E (x)
Closing Price Rel.
Ticker Rating Cur Price Target Perf. Cur  2025A  2026E 2027E 2025A  2026E 2027E
LITE (Lumentum) 0O UsSD 110336 122000 5747% usD 205 8.37 22.40 5394 131.7 493
COHR (Coherent) 0 UsD 312,62 35000 1395%  USD 353 558 9.51 885 56.0 329
SPX 7.811.54

ESTIMATE CHANGE IN BOLD
O - Outperform, M - Market-Perform, U - Underperform, NR - Not Rated, CS - Coverage Suspended

Source: Bloomberg, Bernstein estimates and analysis.
INVESTMENT IMPLICATIONS

On net, we update our estimates for Lumentum FY 2028 (and beyond) to reflect updated guidance, and maintain our
Outperform rating on both Lumentum and Coherent.
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DETAILS

On September 29, we initiated coverage on the US Networking & Communications Equipment sector (US Networking: Scaling
the bandwidth wall. Initiating with a positive view). Investor feedback on our initiation on the Optical Module sub-sector (LITE &
COHR) has centered on a number of key debates in the industry. In this note, we lay out the feedback on these debates and our
thoughts on these debates. We intend to follow-up on feedback and pushbacks for other subsectors at a later date.

Feedback from long-only investors has skewed towards basic investor education. This suggests to us that many are
on the sidelines, either not owning the names or owning an index weight. By contrast, Lumentum and Coherent were
hotly debated among hedge funds, across a number of fronts. Even among long-only investors who were more engaged
with the key debates, many expressed frustration about the perceived difficulty of gaining conviction on the names rather

than expressing a strong view on either side. Investors also expressed concern with the way Lumentum communicates with
investors, with one investor going as far as saying that Lumentum’s decision to update guidance at a bank conference instead of
a company event was “inappropriate”.

* Feedback from long-only investors has skewed towards basic investor education. We believe many long-onlies are
on the sidelines, either not owning the names or owning an index weight in Lumentum. Many long-onlies were open in
acknowledging that they had not had the chance to really dig into the names (or were early on in their ramp), and accordingly
were asking relatively basic investor education questions. Coupled with the lack of strong views around the key debates
suggested to us that many long-onlies are on the sidelines, either not owning the names at all or owning an index weight in
Lumentum (following its inclusion in the S&P 500 in March).

* Many long-onlies expressed frustration with the perceived difficulty of gaining conviction on the names. In many
conversations, investors did not hold a strong view on the debates, but instead expressed their frustration with the perceived
difficulty of gaining conviction on the names. In particular, investors highlighted that Lumentum and Coherent’s economics
were supported by them owning the bottleneck on Indium Phosphide wafers, but that the lack of good industry data on InP
supply or demand made it hard to underwrite the sustainability of the supply/demand gap.

* Long only investors also appeared uncomfortable with the way that Lumentum communicates with investors,
in particular highlighting the decision to update guidance at a bank conference instead of at a company event.
A number of long only investors expressed discomfort with Lumentum’s investor communications. In particular, investors
questioned the decision to give updated 2028 guidance at the Deutsche Bank Technology Conference instead of at a
company event, especially with the conference coming just two weeks after 2026 FQ4 earnings. One investor went as far as
to call it “inappropriate”. Even investors who used softer language observed that the decision likely rewards investors who
more regularly trade around bank conferences compared to ones with longer duration, and argued that this may serve to
skew the investor base more towards fast money.

The conventional narrative among hedge funds was that, scale-up optics would provide the next leg of growth, and
while scale-up optics were a matter of “when”, not “if”, the “when” still mattered enormously to the stocks. Since
co-packaged optics (CPO) is presented as a catalyst for adoption of scale-up optics, the debate around the adoption
timeline for scale-up optics often translates into a debate about the timing of CPO. However, while investors lacked
confidence that CPO at-scale in 2028 was achievable, investors appeared to be growing more confident that near-
packaged optics (NPO) would serve as an adequate backup plan to drive optical adoption.

¢ Scale-up optics will drive the next leg of growth, but the timing matters. Investors generally agreed that scale-up
optics would drive the next leg of growth in optical modules, as the effective reach of copper reached practical limits (Exhibit
1), and that scale-up optics adoption was a question of “when”, not “if". However, investors also argued that the timing of
adoption was immensely important. While InP supply and demand is difficult to model, investor conviction is supported by
CEO Michael Hurlston's comments that supply is sold out through 2029. However, the company's supply/demand forecast
seems to bake in scale-up and CPO adoption in 2028. Accordingly, bears argue that, since both Lumentum and Coherent’s
economics depend on the InP bottleneck (Exhibit 2) if CPO adoption is delayed, scale-up adoption would also be delayed,
and the supply/demand outlook would then look a lot worse.

* CPOis presented as an adoption catalyst, and the CPO data points sound bad... Investors highlighted P
that suggested that Hon Hai is producing 10k CPO switchesin Q4 and plans to produce 30k in 2027. Whiley [/ 04« o
able to verify these checks, we agree that these numbers sound bad: Even if these switchers were $50k each
likely be higher than the cost of a scale-up switch), this would point to ~2% of 2026 revenues coming from C o
volumes lagging even the annualized run-rate. We continue to lack confidence that the fiber mislaignment iss
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appear to bottleneck CPO production can be solved in the near term, and accordingly also lack confidence that CPO can be
deployed at scale by 2028.

* ...butis CPO really as important as it sounds, given NPO could be ready in 2027? However, investors also appeared to
be warming up to the view that the debate has perhaps been overly fixated on CPO. NPO (Exhibit 3) exists as a technology in
large part because it captures most of the benefits of CPO while being much easier to manufacture. Accordingly, investors
appear increaisngly comfortable with the view that, even if CPO adoption continues to lag, NPO would be an adequate
alternative for scale-up optics, especially given industry reports that NPO could be ready in 2027.

* Recap: the CPO manufacturability issue appears to stem from fiber alignment. As a reminder to investors not tracking
the debate closely, concerns about CPO manufacturability first surfaced after TSMC COUPE yields were reported at 95%,
implying 20% yields on the whole switch (given 32 COUPEs per switch). Our understanding is that this issue essentially
stems from fiber misalignment: in order to fit optics within the semiconductor packaging, the optical engines need to be
soldered on to the switch board. However, because optical fibers have a low melting point and cannot withstand the heat of
soldering, they then need to be attached afterwards. Accordingly, misaligning a single optical fiber during attachment will
ruin the optical engine, and given that they are soldered on, one ruined optical engine ruins the whole switch. NPO resolves
this issue because the optical engines are instead attached via a socket that connects through the packaging. This means
that fibers can be attached to the optical engine and tested before inserting OEs into the socket, and so the whole process is
done with yielded OEs.

However, outside of the conventional narrative, investors also raised concerns about the growing intensity of
competition from Asian players and raised questions about the depth of the technology moat, especially if VCSELs or
microLEDs can be used for scale-up NPO.

* Competition from Asian competitors is intensifying. Asia based investors highlighted the increasing intensity of Asian
competition, with many players adding capacity, especially in China, including some reports that CW lasers are now in
oversupply. While US investors responded that the US names had a regulatory moat, given that the administration is unlikely
to allow the import of Chinese-made lasers. However, other investors pushed back, arguing that even if the Chinese players
will not be allowed to export to the US, import substitution and potentially exports to other non-US markets would clearly be
negative for the industry-wide supply/demand balance.

* Lumentum and Coherent’s dominance in high-power lasers was seen as the deepest moat, but investors
questioned whether the use of lower-power VCSELs or microLEDs for scale-up NPO might weaken the technology
advantage. Lumentum and Coherent's dominance in high-power lasers was seen as the deepest moat, especially given
Chinese competitors continue to lag in that area. However, investors questioned whether or not lower-power VCSELs or
microLEDs might be sufficient for scale-up NPO, especially after Coherent and AMS-0Osram'’s presentations at ECOC.
Ashkan Seyedi (formerly Nvidia's lead for technical product marketing on CPO and pluggable interconnect) moving from
Nvidia to AMS-Osram was also seen as a stamp of approval for AMS-Osram's microLED approach. Investors in turn worried
that the shift to lower-power lasers for scale-up could reduce the relevance of Lumentum and Coherent's technology
advantage in higher power lasers. We believe that the technology risk could be material, and see both as areas where we
need to continue to do deeper work.

Optical circuit switching (OCS) also attracted interest. We roughly size the market at ~$6B, but lack confidence in
the growth trajectory. We anchor to reports that the MEMs OCS solution Lumentum is producing for Google costs ~$600
per port, and estimate OCS content at $154k per rack for TPU v7 Ironwood (Exhibit 4 - for more details see; Al Value Chain:
How much does a GW of Al ASIC data center capacity actually cost?). Layering on Bernstein's Asia semiconductor team's
estimates for 2.6M ASIC units for TPU v7 (and 64 ASICs per rack) implies 40k racks and $6.1B in demand for 2026. However,
we remind investors that despite having “switch” in the name, OCS is not a true replacement for conventional switching;

Google's networking fabric depends on combining OCS with its inter-chip interconnect solution. Accordingly, adopting OCS at
scale requires significant redesign of the rack architecture. Despite clear interest and experimentation, we are unsure whether
other players will invest in redesigning the rack at that level, and accordingly unsure of the growth trajectory for OCS.

While conversations typically started on Lumentum, EPS numbers were hotly debated, and hedge fund investors
appeared to be warming to Coherent, especially given that the valuation gap between the two has widened.

* Lumentum was generally seen as a stronger company than Coherent, given that it is perceived as having clearer

technology leadership. The pitch from investors seemed clear. The technology moat is largely on the fact that Asian
competitors were unable to make competitive high end lasers. Lumentum makes the highest power lasers, and therefore it
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is the technology leader and has the deepest moat. Investors also generally agreed with the view that Lumentum had higher
operating leverage (Exhibit 5). Investors also questioned why Coherent has not seen a clearer margin impact from the 6 inch
wafer ramp.

» However, EPS numbers for Lumentum were hotly debated, with some investors seeing $40 in 2028 EPS as a ceiling
for revisions and others seeing a path to $55. The range in estimates for Lumentum seemed wide. Some investors
argued that, following the $40 guide and including OCS, near-term numbers for Lumentum were likely capped, with most
potential upside levers baked into numbers, and accordingly veiwed Lumentum as a potential funding short for other high-
momentum longs. Conversely, other investors believe there is still more upside, and see a path to $55 or more in 2028 EPS.

* Investors also believe that this preference is already reflected in the price, given the widening valuation gap, with
some investors appearing to flip to being long Coherent instead of Lumentum.

On net, we update our Lumentum estimates to reflect updated guidance, and maintain our Outperform rating on
both Lumentum and Coherent. We acknowledge that we need to do more work to build further conviction, especially around
the technology debates, which we see as material to the investment thesis. However, we believe risk-reward on both names
skews positive, given 1) high likelihood of beats and raises for the next few quarters, 2) the technology debate, while real and
material, is unlikely to shift before OFC, and 3) OFC has historically been a postive catalyst for the sub-sector. Accordingly, we
are comfortable recommending that investors maintain long / overweight positions while digging deeper into these questions,
and maintain our Qutperform ratings on both Lumenutm and Coherent.

EXHIBIT 1: Data Interconnect Reach by Data Rate

Data Interconnect Reach vs. Data Rate
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Source: Atlantec, T. Pasemiconductor, "OFC 2026 Outlook: Al Data Center Optical Interconnect Trends”, Perplexity

Note: Prepared by Perplexity
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EXHIBIT 2: We expect optical demand to exceed supply through 2028 and see limited risk of a new entrant
disrupting the LITE/COHR duopoly

LITE and COHR Revenue Forecasts as % of Total Industry Demand
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Source: Dell'Oro, Bernstein estimates and analysis

EXHIBIT 3: Optical stocks sold off on negative CPO headlines, which we see as unwarranted as CPO yield issues
would likely spur a shift to NPO
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EXHIBIT 4: Datacenter XPU Pod Capex Breakdown by Architecture

Nvidia AMD Google OpenAl
H100 DGX x8 GB20ONVL72 VRNVL72 MI455X Helios TPU v7 Ironwood Jalapeno
4 225

SK [/ Rack

CPU ex. DRAM 34 92 180 268 32 320
DRAM 263 280 BR8 1212 126 95
CPU 297 372 1,068 1,481 158 715
XPU ex. HBM 182 2,112 3,960 2520 1,408 2,034
HBM 59 300 697 952 275 846
XPU 240 2,412 4,657 3,472 1,683 2,880
Computing sub-total 537 2,784 5,725 4,952 1,841 3,595
Front-end 144 8O 70 32
Scale-up Switches 180 217 200 300
ocs 154 77
Cabling 123 158 140 43 194
Backplanes & Other 102 154 250 102 102
Scale-up 405 589 590 299 673
SuperNICS 112 144 198 324 o
Scale-out Switching 108 108 237 113 o
Transceivers 127 194 245 128 109
Scale-out 22 380 500 806 241 0
Networking sub-total 134 929 1,170 1,466 539 814
Direct-attached Storage 106 222 222 532 92 214
Cooling 16 51 102 102 ap 70
Chassis 31 100 100 100 48 96
Power Delivery 14 44 102 80 30 144
Others 100 100 100 100
Pod Total 838 4,130 7,520 7,333 2,691 5,032

Source: Expert Conversations, Company Disclosures, Literature Search, Channel Checks, Bernstein estimates and analysis

EXHIBIT 5: LITE Margin Mix
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APPENDIX - FINANCIAL FORECASTS

EXHIBIT 6: Lumentum Operating Model

wrating Model
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Source: Company filings, Bernstein estimates and analysis
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EXHIBIT 72 Lumentum Financial Model
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EXHIBIT 8: Coherent Operating Model

Datacenter & Commu nications 3TE52 S51T46 B 9S5ES 8616 904 5 8650 10980 10500 12080 13616 16150 18748 21129 23828 25840
Indussirial 20546 18436 18014 4845 5301 5284 511.0 4914 a7 a44.0 430 5 4973 45988 4520 4433
Total Revenue SE10 T8 108469 13481 1,4347 14980 15295 15814 16856 1BOSE 20455 23721 18127 28ME 2027
|_Reverwo Geowth |
Revenue growth % (Yo'}
Diatacenter A14% 230% H0%  IT0% D
Codmamisnicah ons. %1% 30.7% D% 45 8% 48
DCatacenter & Communications 40.5% 60.8% 26.2% X.5% 40.5% 58.6% 75 0% 75.0% B0 0%
IndLesbial =10 3% 26% 14% 9% =16 1% =15 A% 4 4% 18% 3 0%
Total Revenue Growth (Y oY) 4% 22.5% S24% 28.0% 6% 239% 164% 17.3% 17.5% 20.5% e 50.0% BS.0% 5T0% 48.0%
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Revenus growth % (QoQ)
Datacenter 3% 122% 21% 40% 14.0% 12.0% 3.0%
Comemuricih o T0% 0.4% 9.2% 11.4% B7% 12.3% 2%
Detacentsr & Communications 4T% FR L 51% % 10.8% 12.7% 18.6% 16.1% 128% 127% Ba%
Irduestrial 4% 0.2% -3A% -3.8% -2.8% -T.1% -3.0% 15.5% 0. 3% -04% -1.9%
Total Revenue Growth [CoQ) 28% Ea% 4.4% 1% 4% [ TA% 13.3% 16.0% 10.1% BE% BB%

Oparating Profit Decompesition

Total revenue 58103 T1181 108469 13481 14347 14880 15295 15814 16856 18056 20455 23721 26127 2848 10273
Cost of revenue 3505 42116 62997 8305 8867 a21.2 wra o688 1285 10014 1XE20 13005 15415 16725 17861
Gross profit 2218 28065 44472 5086 548.0 5768 821 6126 65T T14.2 8226 9726  1.0T.2 19623 12412

Operang expenses.

Research and development 553 6504 10847 1443 1417 1497 14749 158 B 1784 83 72 26131 835 e 7

Sales and markebng B11 6563 8135 1518 156.3 1558 1623 1607 158 5 17 e 196 0 Fabd) 2

Others 1] (AT} . UR 2 o1 0.1 - . . . . .
Total operating expenses 1163 13487 18882 2760 2974 wro 016 2 81 Tes 4151 4572 486.1 s5ma
Income from operations 1052 1458 25490 2326 %49 2794 s 3080 359 366.1 M58 5574 6140 B66.2 a4

Source: Company filings, Bernstein estimates and analysis
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EXHIBIT 9: Coherent Financial Model
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