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Shining the Light a Little
Further Out

AlphaSignals Earnings Reaction

4 Meaningful revision higher
Direction of next 12-month
consensus EPS

4 Modest upside
Financial results versus consensus

Strengthens our thesis
Impact to our thesis

Source: Company data, Morgan Stanley Research

COHR's FQ1 and FQ2 outlooks were about in line with bogeys
entering into the quarter as datacomm business continues to
ramp. However, details around new PhotonLink LTA and longer-
term gross margin guidance were meaningful positives,
particularly given recent selloff.

Key Takeaways

B LT growth trajectory got a boost with incremental detail around new NPO LTA co
previously talked to, noting potential to be $20bn over 5 yrs (starting in 28).

B Near-term margin trajectory still disappointing to investors, but as CPO / NPO

opportunity ramps, company sees opportunity to post 45%+ gross margins.

B While subject to Al capex trade volatility, strategic activity in the space validates
opportunity and valuation increasingly looks attractive.

Not a 'perfect 10' quarter, but should be good enough to impress the judges.
COHR has been weak over the last quarter as investors have been frustrated with
the degree of visibility being given into the business and pace of gross margin
accretion, along with just general weakness in the Al trade. While the pace of pickup
in gross margins continues to be slower than investors would like, the company
continues to outperform on the top line, is seeing traction with its high-powered
lasers and has nearly doubled our FY28 estimates YTD. While we don't expect the
name to be trading at the elevated multiples it was trading at earlier in the year, the
name, now basically flat YTD, is valuing COHR, a name with a 50%+ EPS CAGR, at
~13x FY28e EPS. We would like to get a greater sense of how the CPO / NPO
business is going to build in the coming years, but new $20bn 5-year LTA starting in
CY28 and recent strategic activity increase confidence in the scale of business in the
coming years. In a normal setup, the slight misses would likely have driven a
modestly negative reaction, but with shares already down sharply over the past
week, we expect the stock to be largely flat.

Notable highlights from the quarter:

* 1) CPO / NPO engagements continue to grow. As we noted coming out of
ECOC and COHR's PhotonLink event, confidence is growing around industry
demand for CPO / NPO in 2028. Coherent noted 10+ CPO engagements, 10+
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NPO engagements, 5+ chip-to-chip engagements. While the company had
noted a new NPO deal at ECOC, it gave greater context for it on the earnings
call, noting it has the potential for be $20bn over a 5-year period starting in
CY28. The company also sized the CPO / PhotonLink business in the near
term, noting it expects the scale-out CPO opportunity to be over $100mm in
the March quarter (FQ3), and to exceed $250mm by the end of CY27. There
has been much debate as to whether COHR's ultra-high power 400mw CW
lasers are certified for shipment in NVDA boxes, but COHR continues to
insist that it will start seeing this revenue in 2027.

 2) Committing to a higher gross margin target as those businesses layer
in. Along with earnings, COHR made some longer-term target updates on
revenue and gross margins. Expecting to achieve a $4bn quarter revenue run
rate in FY28, the company now has the faith that it can achieve 45%+ gross
margins before CY28. The biggest knock from investors has been around
COHR's gross margins, which have accreted at a slower pace than peers.
While much of this gross margin accretion likely comes in CY2028 as CPO
ramps, we did see the disclosures as a positive, particularly given how fast
the transceiver business is growing.

e 3) InP ramp ahead of plan, have not yet increased vertically integrated
percentage. The company noted that InP output capacity doubled Y/Y in Q1,
a quarter ahead of plan. While investors have been concerned around
availability of 6" substrate, the company felt comfortable with overall
availability, noting multiple sources. To questions on eventual gross margin
leverage, the company noted that the mix of external / internal lasers has
largely stayed the same as they have ramped, but that it envisions this mix

eventually moving back more towards internal, another gross margin lever.

Revising estimates to reflect ramps. COHR's FQ1revenue / non-GAAP gross margin
/ EPS were $2,370mm / 40.6% / $2.09 versus our estimates of $2,302mm / 40.5% /
$1.96, driven by continued strength in Al datacenter and communications.
Datacenter and Communications revenue grew 79% Y/Y and represented 82% of
total sales, with datacenter and communications revenue up 85% and 84%,
respectively. Upside reflected strong demand across 800G / 1.6T connectivity and
scale-across / DCI, while Industrial segment largely stayed flat. Growth in
transceiver business, without mix of internal / external sourcing likely weighed on
gross margin pickup. Scale-across / DCl revenue exceeded $200mm in FQ1. For FQ2,
management guided to revenue / non-GAAP gross margin / EPS of $2.55bn-$2.75bn /
40.0%-42.0% / $2.28-$2.48 and now expects FY27 pro forma revenue growth to
exceed 60%, with the first $3bn revenue quarter by FY27-end and the first $4bn
quarter in FY28. We revised our FQ2 / FY27 non-GAAP revenue / EPS estimates
$2,649.4 / $2.36 and $11139.1/ $10.07 from $2,522.9 / $2.18 and $10,554.2 / $9.24,
respectively.

Remain at $325 PT, which represents a large opportunity when Al capex
drawdown ends. We think COHR has an opportunity for growing content in the
data center, which strategic activity in the space attests too. While caught up in the
more general capex trade drawdown, we do think investors have become too
pessimistic on COHR. We don't expect a quarter in the next couple where we are
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really positively surprised by gross margins, but likely within the next year we can
start seeing more meaningful accretion. Our targets now reflect broadly aligned
valuation multiples, at ~21x our FY28e EPS of ~$15 (vs. 25x previously). We believe
premium multiple remain warranted by Al exposure, capacity-driven earnings
growth, and longer-term opportunities across transceivers, OCS, and CPO, although
a broader Al valuation correction, slower capacity execution, and continued EML
constraints remain the key risks.

UPDATE
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Analysis

Exhibit 1:

($ millions, except per share data)

New Revenue
Old Revenue
% Change

New Gross Profit

New Gross Margin
Old Gross Profit
0ld Gross Margin
9% Change

New Operating Income

New Operating Margin

0ld Operating Income
Old Operating Margin
% Change

New Adjusted EPS.
0ld Adjusted EPS
% Change

Source: Company data, Morgan Stanley Research estimates

2026A
$7,118.1
$7,118.1

$2,806.5
39%

$2,806.5
39%
0%

$1,456.8
20%

$1,456.8
20%
%

Estimate Changes

YIY (%)
23%
23%

27%

40%

Q1274

$2,370.3

$2,301.9
3%

$2,522.9
5%

$1,082.5
41%

$1,025.6
41%

Q3-27E
$2,878.5
$2,745.8
5%

$1,185.6
41%

$1,121.9
41%

Q4-27E

$3,240.9

$2,983.6
9%

$1,224.9
41%
10%

$733.7
25%
12%

2027E

$11,139.1

$10,554.2
%

$4,304.0

$2,708.3
24%

$2,498.4
24%

YIY (%)
56%
48%

53%

7%

2028E

$15,791.1

$14,267.4
1%

$6,673.7
42%

$5,921.1
42%
13%

$4,287.0
27%

$3,768.2
26%
14%

YIY (%)
42%
35%

38%

51%

2029E

$19,843.6

$18,090.8
10%

§7,621.9
42%
12%
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YIY (%)
26%
27%

29%

33%
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Risk Reward — Coherent Corp (COHR.N)

Street Building In Material Margin Improvement as Capacity Comes Online

PRICE TARGET $325.00

~21x Base FY28e EPS (~$15). Multiple trades at premium to historical trading range given Al
exposure, trading more in-line with Al comps.

$262.00 L 2
MS PT

Consensus Price Target Distribution $500.00

Source: Refinitiv, Morgan Stanley Research Mean @ Morgan Stanley Estimates

RISK REWARD CHART AND OPTIONS IMPLIED PROBABILITIES (12M)

usb $540.00(+176.80%)  Prob (>540.00)~0.0%
PO
480
360 $325.00(+66.59%)
¢———— Prob (>325.00)~4.1%
240
$195.09
|
120
$156.00(-20.04%) Prob (<156.00)~47.6%
0
NOV 25 MAY 26 NOV 26 NOV 27

Key: — Historical Stock Performance @ Current Stock Price 4 Price Target

Source: Refinitiv, Morgan Stanley Research, Morgan Stanley Institutional Equities Division. The probabilities of our Bull,
Base, and Bear case scenarios playing out were estimated with implied volatility data from the options market as of &
Nov 2026. All figures are approximate risk-neutral probabilities of the stock reaching beyond the scenario price in either
three-months’ or one-years’ time. View explanation of Options Probabilities methodology here

BULL CASE $540.00 BASE CASE $325.00
~30x Bull Case CY28 Earnings Power of ~21x Base Case FY28 Earnings Power of
(~$18) ~$15

Multiple sees expansion if company able to
gain share in datacomm; expand margins
north of 42%. EPS power accounts for
COHR executing on self-help story, and able
to raise operating margins on the business.
Able to participate more meaningfully in
CPO/0OCS.

Spending trajectory healthy, multiple
remains elevated given more confidence in
margins. Getting credit for growth trajectory
as InP capacity ramps. Partial credit for CPO
/ OCS business ramps. Earnings power
closer to ~$15 and multiple trades at a
premium to historical trading levels given Al
exposure.

UPDATE

EQUAL-WEIGHT THESIS

= Near-term Al/ML opportunity and
potential earnings optionality as net interest
expense is worked down

= Valuation reflects volatility in end demand,
particularly against more challenging
Analyst Day targets

m Several levers to improve earnings power,
including gross margin improvements and
debt reduction

= Believe in longer term growth opportunity
given attractive focus on differentiated
processes and diversified customer base,
with meaningful exposure to Al opportunity

Consensus Rating Distribution

| 81% Overweight
o I 19% Equal-weight
0% Underweight

® MS Rating

Source: Refinitiv, Morgan Stanley Research

Risk Reward Themes

Electric Vehicles: Positive
Secular Growth: Positive
Special Situation: Positive

View descriptions of Risk Rewards Themes here

BEAR CASE $156.00

13x Bear Case FY28 EPS of ~$12

See deterioration in pricing as too much
capacity comes along. COHR is unable to
execute on vision laid out at Analyst Day,
limiting changes to interest expense or
margin profile. Peak growth in FY27 causes
multiple to trade slightly above 5-year
minimums on the name.
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Risk Reward — Coherent Corp (COHR.N)

KEY EARNINGS INPUTS

Drivers Jun 2026  Jun 2027e
Revenue Growth Y/Y (%) 22.5 56.5
Gross Margin (%) 39.4 41.1
Operating Margin (%) 20.5 243

Net Debt / EBITDA 2.89 2.28
INVESTMENT DRIVERS

« What is the risk of China insourcing?

« Can 3D sensing still be an attractive market for
COHR?

« Can COHR get larger than expected synergies
out of Coherent?

« Can datacomm components capture outsized
opportunity with Al?

GLOBAL REVENUE EXPOSURE
APAC, ex Japan, Mainland

® 0-10%

® 0-10%

® 0-10%

® 0-10%
10-20%

v,

China and India
Japan

MEA

UK

Europe ex UK

4

Source: Morgan Stanley Research Estimate
View explanation of regional hierarchies here

® 10-20% Mainland China
50-60% North America

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

Source: Refinitiv, FactSet, Morgan Stanley Research; 1is
the highest favored Quintile and 5 is the least favored
Quintile

Jun 2028e  Jun 2029e
41.8 25.7
423 42.9
27.1 28.4
1.54 1.29

RISKS TO PT/RATING
RISKS TO UPSIDE

« Pricing increases help gross margins

« 1.6T Al opportunity ramps faster than expected,
benefitting margins

« Recovery in non-datacomm portions of
business

« CPO/NPO ramps quicker than expected

RISKS TO DOWNSIDE

« CPO/NPO delayed
« Al build out pause
« Competitive pressures in datacomm

OWNERSHIP POSITIONING

54.8% [

2.2x
30.6%

Inst. Owners, % Active
HF Sector Long/Short Ratio
HF Sector Net Exposure

Refinitiv; MSPB Content. Includes certain hedge fund
exposures held with MSPB. Information may be
inconsistent with or may not reflect broader market
trends. Long/Short Ratio = Long Exposure / Short
exposure. Sector % of Total Net Exposure = (For a
particular sector: Long Exposure - Short Exposure) /
(Across all sectors: Long Exposure — Short Exposure).

MS ESTIMATES VS. CONSENSUS
FY Jun 2027¢

Sales /
Revenue 10,255 11,139
(§, mm)
EBITDA 3,188
2,732 3,225
(sl mm) ) ‘ i
Net income 2,094
1,747 2,113
($,mm) ¢
EPS 10.07
8.26 10.26
©) .

Mean @ Morgan Stanley Estimates
Source: Refinitiv, Morgan Stanley Research
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Financials

Exhibit 2:

COHR: Income Statement

UPDATE
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Exhibit 3: COHR: Revenue Breakdown
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Exhibit 4: COHR: Balance Sheet
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https://marketplace.daloopa.com/rollup?formula=2360414%2B2360623%2B6495675%2B6173029&period=2026Q4&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=2360414%2B2360623%2B6495675%2B6173029&period=2027Q1&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=2360414%2B2360623%2B6495675%2B6173029&period=2027Q1&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=2360414%2B2360623%2B6495675%2B6173029&period=2027Q1&company_id=3040&isYTD=false
https://www.daloopa.com/src/155127289
https://www.daloopa.com/src/155127289
https://www.daloopa.com/src/155127289
https://www.daloopa.com/src/167006927
https://www.daloopa.com/src/167006927
https://www.daloopa.com/src/167006927
https://marketplace.daloopa.com/src/177103183
https://marketplace.daloopa.com/src/177103183
https://marketplace.daloopa.com/src/177103183
https://marketplace.daloopa.com/src/185318305
https://marketplace.daloopa.com/src/185318305
https://marketplace.daloopa.com/src/185318305
https://www.daloopa.com/src/167008829
https://www.daloopa.com/src/167008829
https://www.daloopa.com/src/167008829
https://marketplace.daloopa.com/src/177111340
https://marketplace.daloopa.com/src/177111340
https://marketplace.daloopa.com/src/177111340
https://marketplace.daloopa.com/src/185314059
https://marketplace.daloopa.com/src/185314059
https://marketplace.daloopa.com/src/185314059
https://www.daloopa.com/src/155127289
https://www.daloopa.com/src/155127289
https://www.daloopa.com/src/155127289
https://www.daloopa.com/src/167006927
https://www.daloopa.com/src/167006927
https://www.daloopa.com/src/167006927
https://marketplace.daloopa.com/src/177103183
https://marketplace.daloopa.com/src/177103183
https://marketplace.daloopa.com/src/177103183
https://marketplace.daloopa.com/src/185318305
https://marketplace.daloopa.com/src/185318305
https://marketplace.daloopa.com/src/185318305
https://www.daloopa.com/src/167008829
https://www.daloopa.com/src/167008829
https://www.daloopa.com/src/167008829
https://marketplace.daloopa.com/src/177111340
https://marketplace.daloopa.com/src/177111340
https://marketplace.daloopa.com/src/177111340
https://marketplace.daloopa.com/src/185314059
https://marketplace.daloopa.com/src/185314059
https://marketplace.daloopa.com/src/185314059
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q2&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q2&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q2&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q3&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q3&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q3&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q4&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q4&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2026Q4&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2027Q1&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2027Q1&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5316558%2B5312474&period=2027Q1&company_id=3040&isYTD=false
https://www.daloopa.com/src/155127220
https://www.daloopa.com/src/155127220
https://www.daloopa.com/src/155127220
https://www.daloopa.com/src/167004031
https://www.daloopa.com/src/167004031
https://www.daloopa.com/src/167004031
https://marketplace.daloopa.com/src/177106491
https://marketplace.daloopa.com/src/177106491
https://marketplace.daloopa.com/src/177106491
https://marketplace.daloopa.com/src/185313943
https://marketplace.daloopa.com/src/185313943
https://marketplace.daloopa.com/src/185313943
https://www.daloopa.com/src/155127223
https://www.daloopa.com/src/155127223
https://www.daloopa.com/src/155127223
https://www.daloopa.com/src/167004032
https://www.daloopa.com/src/167004032
https://www.daloopa.com/src/167004032
https://marketplace.daloopa.com/src/177106492
https://marketplace.daloopa.com/src/177106492
https://marketplace.daloopa.com/src/177106492
https://marketplace.daloopa.com/src/185313947
https://marketplace.daloopa.com/src/185313947
https://marketplace.daloopa.com/src/185313947
https://www.daloopa.com/src/155127226
https://www.daloopa.com/src/155127226
https://www.daloopa.com/src/155127226
https://www.daloopa.com/src/167004033
https://www.daloopa.com/src/167004033
https://www.daloopa.com/src/167004033
https://marketplace.daloopa.com/src/177106493
https://marketplace.daloopa.com/src/177106493
https://marketplace.daloopa.com/src/177106493
https://marketplace.daloopa.com/src/185313951
https://marketplace.daloopa.com/src/185313951
https://marketplace.daloopa.com/src/185313951
https://www.daloopa.com/src/155127228
https://www.daloopa.com/src/155127228
https://www.daloopa.com/src/155127228
https://www.daloopa.com/src/167004034
https://www.daloopa.com/src/167004034
https://www.daloopa.com/src/167004034
https://marketplace.daloopa.com/src/177106494
https://marketplace.daloopa.com/src/177106494
https://marketplace.daloopa.com/src/177106494
https://marketplace.daloopa.com/src/185313957
https://marketplace.daloopa.com/src/185313957
https://marketplace.daloopa.com/src/185313957
https://www.daloopa.com/src/167004036
https://www.daloopa.com/src/167004036
https://www.daloopa.com/src/167004036
https://marketplace.daloopa.com/src/177106496
https://marketplace.daloopa.com/src/177106496
https://marketplace.daloopa.com/src/177106496
https://marketplace.daloopa.com/src/185313965
https://marketplace.daloopa.com/src/185313965
https://marketplace.daloopa.com/src/185313965
https://www.daloopa.com/src/167004036
https://www.daloopa.com/src/167004036
https://www.daloopa.com/src/167004036
https://marketplace.daloopa.com/src/177106496
https://marketplace.daloopa.com/src/177106496
https://marketplace.daloopa.com/src/177106496
https://marketplace.daloopa.com/src/185313965
https://marketplace.daloopa.com/src/185313965
https://marketplace.daloopa.com/src/185313965
https://www.daloopa.com/src/155127239
https://www.daloopa.com/src/155127239
https://www.daloopa.com/src/155127239
https://www.daloopa.com/src/167004038
https://www.daloopa.com/src/167004038
https://www.daloopa.com/src/167004038
https://marketplace.daloopa.com/src/177106498
https://marketplace.daloopa.com/src/177106498
https://marketplace.daloopa.com/src/177106498
https://marketplace.daloopa.com/src/185313974
https://marketplace.daloopa.com/src/185313974
https://marketplace.daloopa.com/src/185313974
https://www.daloopa.com/src/167004039
https://www.daloopa.com/src/167004039
https://www.daloopa.com/src/167004039
https://marketplace.daloopa.com/src/177106499
https://marketplace.daloopa.com/src/177106499
https://marketplace.daloopa.com/src/177106499
https://marketplace.daloopa.com/src/185313980
https://marketplace.daloopa.com/src/185313980
https://marketplace.daloopa.com/src/185313980
https://marketplace.daloopa.com/rollup?formula=5312475%2B7217243&period=2026Q2&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5312475%2B7217243&period=2026Q2&company_id=3040&isYTD=false
https://marketplace.daloopa.com/rollup?formula=5312475%2B7217243&period=2026Q2&company_id=3040&isYTD=false
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Exhibit 5: COHR: Cash Flow Statement
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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


https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/Options_Probabilities_Exhibit_Link.pdf
https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/RR_Themes_Exhibit_Link.pdf
https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/GEG_Exhibit_Link.pdf
https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/ESG_Sustainable_Solutions_External_Link.pdf
https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/ESG_HERS_External_Link.pdf

