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What's new

Following our recent Computex Tour (our Computex reports on June 2 and June 5) and industry developments, we provide our view on
Passives and expect MLCC, aluminum capacitor and resistor to deliver meaningful price hikes.

Comments

Al-driven cycle in the early stage: We believe that the sector is in the early stage of strong up-cycles, and the current phase likely
represents the early stage. From YoY perspective, major companies’ OP YoY just picked up, and driven by Al and the recovery of
automotive/industrial, we expect YoY momentum to be potentially stronger than the peak levels seen in 2018 and 2021 (figure 1), amid
continued lead-time extensions. We believe the Al-fueled cycle would be different from prior volume-driven cycles, due to high
requirements. That said, the high-spec will lengthen the production lead-time and lower the yields, leading to >3x capacity consumption
(i.e., low/high-cap MLCCs ~6/~25 days with yields of 99.5%/95-98%, vs. Al's MLCC >50 days with yields of ~50%).

Al to boost content significantly: We expect the number of capacitors to increase from ~300k in GB200 NVL72 to ~550k in VR200
NVL72, and of course, AMD and/or ASIC’s content will increase by ~50% for the next generation, driven by higher power. For MLCC, the
spec of Al focuses on higher cap and/or smaller form factors, with ultra-high-cap MLCC accounting for ~60% of Al-related demand
(including extreme high-cap). We believe converting regular MLCC lines to high/ultra-high cap products to encounter bottlenecks in
stacking (more layers) and thinner ceramic films, etc. We also expect the number of resistors to increase significantly to ~50k in VR200.

Observations on spot price surge: According to EDN news on May 18", Taiyo Yuden was the first to raise prices for consumer low-cap
and automotive MLCCs by 6%-13%. The move triggered distributor market and prompted other suppliers to actively raise prices. For
consumer MLCCs, it is widely known of multi-fold price increases reflecting distributor expectations of a potential supply tightness, and
we’ve also seen 104 price increases by >3x in past 3 weeks. For high-cap, we observed that the price of 106 rose by >2x in the past 3
weeks. As a comparison, the spot-market for certain products surged by as much as 20x at peak levels during the 2018 MLCC cycle.

Price raise for ODMs started for consumers and servers: Driven by the above-mentioned catalysts, we expect low-cap prices (i.e.,
102-104) for ODMs to be up by 5-100% in 3Q26, followed by 15-30% for higher-cap 105/106 Industrials/servers in 4Q26. On the other
hand, the pricing for tier-1 OEMs (i.e., Nvidia, Apple, etc) will likely be flat to up slightly. In addition to MLCC, we expect high-voltage
aluminum capacitors to be tight in supply, driven by 3x-4x content in VR200 compared to GB200’s, with very concentrated suppliers.

Resistors to kick off price hikes in 3Q26: Driven by Al and leading suppliers’ inventory management, we expect suppliers’ UTR to
recover to ~90% level in 2H26; therefore, with likely supply tightness, we expect resistors (thin film and thick film) to see meaningful price
hikes of ~50% in 3Q26 for ODMs, likely followed by another round in late-4Q26. Given the extremely low percentage of BOM cost, it is
likely to see several rounds of price hike in coming quarters, considering the ~20x price increase in 2018’s cycle.

Stock Implications

We expect the price hikes for low-cap MLCCs/resistor will continue and high-cap to soon follow suit, benefiting MLCC leaders such as
Murata (6981 JP), Taiyo Yuden (6963 JP), Yageo (2327 TT). For resistors, we expect Yageo (2327 TT) and TA-I (2478 TT) to benefit.

Risks 1) Al demand slowdown; 2) Consumer demand slowdown; 3) Capacity expansion.

Please be sure to read the disclosures at the end of this report carefully.
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Focus Charts

Figure 1: Operating profit YoY, P/E - Murata Mfg. and Taiyo Yuden
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Sources: Company data, GF Securities (Hong Kong) Brokerage

Figure 2: Operating profit YoY, P/E — Yageo and TA-1 (2478 TT)

mmmmm Operating profit YoY - Yageo (LHS) Operating profit YoY - TA-I (LHS)
e PJE - Yageo (RHS) P/E - TA-I (RHS)

120% 80

60

60%

0% I I I I

40

Sources: Company data, GF Securities (Hong Kong) Brokerage

Risks

1) Al demand slowdown; 2) Consumer demand slowdown; 3) Capacity expansion.
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Rating definitions Benchmark: Hang Seng Index (Hong Kong)

Company ratings Buy Stock expected to outperform benchmark by more than 10%
Hold Expected stock relative performance ranges between -10% and 10%
Underperform Stock expected to underperform benchmark by more than 10%

Sector ratings positive Sector expected to outperform benchmark by more than 10%
Neutral Expected sector relative performance ranges between -10% and 10%
Cautious Sector expected to underperform benchmark by more than 10%
Hong Kong Company GF Securities (Hong Kong) Brokerage Limited
Address 27/F, GF Tower, 81 Lockhart Road, Wan Chai, Hong Kong
Telephone (852) 37191111
Email evanlee@gfgroup.com.hk
Disclaimer

This report has been prepared by GF Securities (Hong Kong) Brokerage Limited (“GF Securities (Hong Kong) Brokerage”). According to the laws, regulations and regulatory
requirements in different countries and regions, this report is distributed by GF Securities (Hong Kong) Brokerage with relevant legal and compliant operation qualifications in
these countries and regions.

GF Securities (Hong Kong) Brokerage is licensed by the Securities and Futures Commission of Hong Kong (“SFC”) to conduct Type 4 Regulated Activity “Advising on Securities”.
Itis regulated by the SFC, and is responsible for the distribution of this report in Hong Kong. Information about the qualifications of the research analyst(s) who is(are) the author(s)
of this report as licensed by the SFC are disclosed in the section where research analyst names are shown.

The research analyst(s) primarily responsible for the content of this report, in whole or in part, certifies that with respect to the company or relevant securities that the analyst(s)
covered in this report: 1) all of the views expressed accurately reflect his or her personal views on the company or relevant securities mentioned herein; and 2) no part of his or
her remuneration was, is, or will be, directly or indirectly, in connection with his or her specific recommendations or views expressed in this report.

This report is published solely for information purpose and does not constitute an offer to buy or sell any securities or a solicitation of an offer to buy, or recommendation for
investment in, any securities.

The securities mentioned in this report may not be allowed to be sold in certain jurisdictions. No action has been taken to permit the distribution of the research report to any
person in any jurisdiction that the circulation or distribution of such research report is unlawful. This report is distributed solely to clients or designated institutions authorized by
GF Securities (Hong Kong) Brokerage, and is not distributed publicly. It is distributed to certain clients based on the conclusion that they are able to assess investment risks
independently, execute investment decisions independently and assume corresponding risks independently.

This report has been issued and based on information obtained from sources generally available to the public and believed by the research analyst(s) to be reliable but which
has not been independently verified. No representation or warranty, either express or implied, is made by GF Securities (Hong Kong) Brokerage as to their accuracy and
completeness of the information contained in this report. GF Securities (Hong Kong) Brokerage accepts no liability for all loss arising from the use of the materials presented in
this report, unless is excluded by applicable laws or regulations. Please be aware of the fact that investments involve risks and the price of securities may be fluctuated and
therefore return may be varied, past results do not guarantee future performance. Any recommendation contained in this report does not have regard to the specific investment
objectives, financial situation and the particular needs of any individuals. This report is not to be taken in substitution for the exercise of judgment by respective recipients of this
report, where necessary, recipients should obtain professional advice before making investment decisions.

GF Securities (Hong Kong) Brokerage may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions from, the
information presented in the research report. The points of view, opinions and analytical methods adopted in the research report are solely expressed by the analysts but not that
of GF Securities (Hong Kong) Brokerage or its affiliates. The information, opinions and forecasts presented in the research report are the current opinions of the analysts as of
the date appearing on this material only which may subject to change at any time without notice. The salesperson, dealer or other professionals of GF Securities (Hong Kong)
Brokerage may deliver opposite points of view to their clients and the proprietary trading division with respect to market commentary or dealing strategy either in writing or verbally.
The proprietary trading division of GF Securities (Hong Kong) Brokerage may have different investment decision which may be contrary to the opinions expressed in the research
report. GF Securities (Hong Kong) Brokerage or its affiliates or respective directors, officers, analysts and employees related to research report business may have rights and
interests in securities mentioned in the research report. Recipients should be aware of relevant disclosure of interest (if any) when reading this report.

GF Securities (Hong Kong) Brokerage and its affiliates may be seeking or building business relationships with company(ies) mentioned in this report. Therefore, investors should
consider the impact on the independence of this report by GF Securities (Hong Kong) Brokerage and its affiliates due to potential conflicts of interests. Investors should not make
any investment decisions based solely on the contents of this report. Investors should make their own investment decisions and bear their own risk. No written or verbal
commitment of sharing gains or losses from securities investments in any form shall be effective.

This report may contain and/or describe/present factual historical information on prices of Futures contracts (the “information”). Please note that this information is solely for the
purpose of forming part of the argument/grounds/evidence in our research methodology/analysis to support our conclusion on our view of the relevant industry/company
mentioned. It does not, by any means (express or implied) to be associated with or constituted as SFC Type 5 Regulated Activity (Advising on futures contracts).
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Disclosure of Interests
1) The research analyst(s) and his/her associate has not served as an officer of the company(ies) mentioned in this report, and does not have any financial interests in the
company(ies) mentioned in this report.

2) GF Securities (Hong Kong) Brokerage and/or its affiliates does not have any financial interests and has not invested in interests aggregate to an amount equal to or more
than (i) 1% of the market capitalization; or (ii) 1% of the issued share capital, or issued units, in the company(ies) mentioned in this report.

3) GF Securities (Hong Kong) Brokerage and/or its affiliates does not have any market making activities, and has not employed any individual(s) serving as officer(s) of the
company(ies) mentioned in this report.

4) GF Securities (Hong Kong) Brokerage and/or its affiliates does not have any investment banking relationship in Hong Kong with the company(ies) mentioned in this report in
the past 12 months.

Copyright © GF Securities (Hong Kong) Brokerage

Without the prior written consent obtained from GF Securities (Hong Kong) Brokerage, any part of the materials contained herein should not (i) in any forms be copied or
reproduced or (ii) be re-disseminated.
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