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ANALYSIS OF SALES/EARNINGS
Foundry Strength, Broad Customer Mix, and Increasing Capital
Intensity Trends Set Up Sustainable Growth Trends

.Financial Summary

Changes Previous Current

Rating — Buy
Target Price — $33.00
FY19E Rev (net) $212.0 $213.0
FY20E Rev (net) — $243.0
FY19E EPS (net) $1.25 $1.30
FY20E EPS (net) — $1.75

Price ( 08/07/19 ): $27.40
52-Week Range: $30 - $21
Market Cap.(mm): 782.7
Shr.O/S-Diluted (mm): 28.6
Enterprise Val. (mm): $602.9
Avg Daily Vol (3 Mo): 126,289
Net Cash/Share: $6.29
Dividend / Yield: $0.00 / 0.0%
Book Value/Share: $10.17
Cash/Share: $5.87
Prices updated intraday 08.07.19

EPS (net) 2018A 2019E 2020E
Q1 $0.54 $0.37A $0.38
Q2 $0.46 $0.32A $0.44
Q3 $0.52 $0.27 $0.42
Q4 $0.59 $0.35 $0.50
FY (Dec) $2.11A $1.30 $1.75
P/E 13.0x 21.1x 15.7x

Results and estimates exclude stock options
expensing

Rev (net) 2018A 2019E 2020E
Q1 $62.6 $56.7A $57.7
Q2 $61.9 $51.1A $61.1
Q3 $63.6 $50.0 $59.3
Q4 $63.1 $55.2 $64.9
Rev (net) $251.1A $213.0 $243.0
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 Summary
On Wednesday, Nova Measuring Instruments reported 2Q19 (June) earnings results ahead of
expectations and provided an outlook that supports our favorable thesis on the name. In the
near term, the company is poised to benefit from an accelerated spend in the advanced foundry
market for 7/5nm capacity. We also believe the company remains well positioned to benefit
from a more balanced customer spend, as memory (particularly in China) comprised the larger
percentage of product revenues and we expect Nova to benefit from a broader memory recovery
in 2020. Finally, we believe the company’s recent new product introductions are positioning it
favorably for next-generation manufacturing challenges in both memory and foundry. We believe
capital intensity trends continue to rise for Nova and these products will help support sustainable
growth over the next few years. In total, we emerged with our thesis intact, and we maintain
our Buy rating on the shares.

 Key Points

• From a near term industry standpoint, the company is benefiting from an accelerated uptick
in advanced foundry (TSMC) spending, particularly at the leading-edge 7/5nm nodes. We
believe the company is benefiting from this accelerated spending from TSMC (and others)
and this will provide a boost over the next few quarters (we suspect December through the
early parts of 2020) and into 2020 as a whole.

• One of the key parts of Nova’s evolution over the past few years is its increased presence
on the memory front, where it is now almost 50/50 between memory and foundry/logic. In
the June quarter, memory shipments stayed elevated at 65% (and foundry/logic at 35%).
While broader memory spending has declined incrementally since the beginning of the year,
we believe Nova is seeing strength emerging from the Chinese memory segment, both in
NAND and DRAM. We believe Chinese memory in both of these markets has accelerated
their respective production line ramps (although we believe yields could still be an issue) and
this is likely to carry into 2020 as well. In total, we believe a recovery in memory in 2020 will
supplement the other growth areas for Nova as well.

• We have noted that the company’s recent product introductions (materials characterization,
dimensional analysis) provide the company with a roadmap to address next generation
manufacturing challenges. This roadmap also provides the company with the ability to drive
sustainable growth over the next few years as the industry transitions occur. Notably, next
generation memory and logic manufacturing require 1) 3D scaling (both device and transistor
structures), 2) device scaling, and 3) new materials. For example, going from the current
FinFET transistor structure to a gate-all-around (GAA) or nanowire structure at 3nm will
present new manufacturing challenges, both on the dimensional end and on the materials
front (new materials for the gate). We believe this industry transition plays into the sweet spot
of Nova’s new product introductions and these increasing capital intensity trends will also help
drive sustainable growth over the next few years. Memory presents its own challenges from
increasing layers in 3D NAND and smaller device scaling in DRAM (which potentially requires
new materials and additional OCD analysis as well). The company’s technology and product
portfolio are positioning Nova to benefit from these emerging manufacturing challenges.

All relevant disclosures and certifications appear on pages  4 - 6 of this report.

Stifel does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that
the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision.



Investment Thesis
Our favorable thesis on the name is based on the following: 1) market position in the OCD metrology market; 2) increasing capital intensity
in OCD metrology; 3) market share gains (particularly in the foundry and 3D NAND segments); 4) strong operating model metrics; and 5)
attractive acquisition candidate.

New Estimates
Following the call, we are making minor revisions to our FY19 (Dec) estimates while maintaining our FY20 forecasts. For FY19, given that
its outlook was generally in line with ours, we are tweaking up our estimates to $213 million in revenue (up from $212 million) and pro-
forma EPS of $1.30, excluding options (up from $1.25). We believe the December quarter is likely to see a step up from tools we expect
to be delivered to TSMC.

For FY20, we are maintaining our current estimates of $243 million in revenue (+14% y-o-y) and pro-forma EPS of $1.75, excluding options.
We expect product (systems) revenue to grow +18% y-o-y, while services is projected to grow +4% y-o-y. We believe memory will be the
larger percentage of revenues for the year (55%) with the remainder being foundry/logic (45%). We expect foundry strength to be more
predominant in the first half of 2020 given TSMC’s ramp of 5nm.

Target Price Methodology/Risks
Our $33 target price is based on 15x our FY20 EPS estimate of $1.75, excluding options, plus approximately $7 in net cash per share exiting
2020. Risks to the target price include: 1) volatility of the semiconductor spending trends, 2) scale relative to competitors, 3) lack of presence
with Intel (logic), 4) competitive pressures in the OCD metrology market, 5) near-term increase in R&D limits operating leverage, and 6)
business operations and incorporation located in Israel.

Company Description
Nova Measuring Instruments is a leading provider of process control metrology solutions serving the semiconductor industry. The company
offers both integrated and stand-alone metrology solutions and is a leading player in the emerging optical critical dimension (OCD) metrology
market.
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Patrick Ho

Nova Measuring Instruments Ltd. (214) 647-3509

Income Statement ($ in millions except per share data)

December Fiscal Year

1QA 2QA 3QA 4QA 2018A 1QA 2QA 3QE 4QE 2019E 1QE 2QE 3QE 4QE 2020E

Revenues $62.6 $61.9 $63.6 $63.1 $251.1 $56.7 $51.1 $50.0 $55.2 $213.0 $57.7 $61.1 $59.3 $64.9 $243.0

Cost of Revenues $26.1 $26.0 $25.8 $27.1 $105.0 $24.6 $22.5 $23.0 $24.3 $94.4 $25.3 $26.6 $25.8 $28.0 $105.7

Stock Options Compensation $0.2 $0.2 $0.3 $0.3 $0.9 $0.2 $0.2 $0.2 $0.2 $0.8 $0.2 $0.2 $0.2 $0.2 $0.7

Gross Profit $36.4 $35.7 $37.5 $35.7 $145.2 $31.8 $28.4 $26.9 $30.7 $117.7 $32.2 $34.4 $33.4 $36.7 $136.7

Research & Development $10.9 $11.5 $11.4 $10.0 $43.7 $12.5 $11.0 $11.6 $11.9 $47.0 $12.1 $12.2 $11.9 $12.3 $48.5

Selling & Marketing $6.0 $7.2 $6.7 $7.0 $27.0 $6.9 $6.3 $6.3 $6.3 $25.8 $6.3 $6.4 $6.3 $6.6 $25.7

General & Administrative $2.1 $2.0 $2.0 $2.0 $8.1 $1.4 $2.0 $1.8 $1.8 $7.0 $1.8 $2.0 $2.0 $1.9 $7.7

Stock options expensing $0.7 $0.8 $1.0 $1.0 $3.4 $1.0 $0.9 $1.0 $1.0 $3.8 $1.0 $1.0 $1.0 $1.0 $4.0

Total Operating Expenses $19.7 $21.4 $21.1 $20.0 $82.2 $21.9 $20.1 $20.7 $21.0 $83.6 $21.3 $21.6 $21.2 $21.9 $86.0

Total Operating Income (incl. Stock-based comp) $16.7 $14.3 $16.4 $15.7 $63.1 $9.9 $8.2 $6.2 $9.7 $34.1 $11.0 $12.8 $12.1 $14.8 $50.7

Total Operating Income (excl. stock based comp) $17.5 $15.3 $17.7 $17.0 $67.4 $11.2 $9.3 $7.4 $10.9 $38.8 $12.1 $13.9 $13.3 $16.0 $55.3

   Interest and Other Income $0.4 $0.5 $0.9 $1.2 $3.0 $1.0 $0.9 $0.8 $0.8 $3.5 $0.8 $0.9 $0.9 $0.9 $3.6
Interest and Other Expense $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Total Interest Income and Other (Expense) $0.4 $0.5 $0.9 $1.2 $3.0 $1.0 $0.9 $0.8 $0.8 $3.5 $0.8 $0.9 $0.9 $0.9 $3.6

Pretax Income $17.1 $14.8 $17.3 $16.9 $66.0 $10.9 $9.1 $7.0 $10.6 $37.6 $11.8 $13.7 $13.1 $15.7 $54.3

Income Tax (Benefit) Non-GAAP $2.5 $2.4 $3.4 $1.1 $9.5 $1.5 $1.0 $0.4 $1.6 $4.5 $1.8 $2.1 $2.0 $2.4 $8.1

Net Income From Operations (incl. stock based comp) $14.6 $12.4 $13.8 $15.8 $56.5 $9.4 $8.1 $6.7 $9.0 $33.2 $10.0 $11.6 $11.1 $13.4 $46.1

Net Income From Operations (excl. stock based comp) $15.4 $13.3 $14.8 $16.9 $60.5 $10.4 $9.0 $7.8 $10.0 $37.3 $11.0 $12.6 $12.1 $14.4 $50.1

Shares Outstanding (Basic) 27.9 28.0 28.0 28.0 28.0 27.9 27.9 27.9 27.9 27.9 27.8 27.7 27.8 27.8 27.8

Shares Outstanding (Diluted) 28.7 28.8 28.8 28.7 28.7 28.6 28.6 28.7 28.8 28.6 28.7 28.6 28.7 28.8 28.7
Continuing Operating EPS (Pro-forma-Basic Excl. Stock based comp) $0.55 $0.48 $0.53 $0.60 $2.16 $0.37 $0.32 $0.28 $0.36 $1.34 $0.40 $0.46 $0.44 $0.52 $1.80

Continuing Operating EPS (Pro-forma-Diluted Excl. Stock based comp) $0.54 $0.46 $0.52 $0.59 $2.11 $0.37 $0.32 $0.27 $0.35 $1.30 $0.38 $0.44 $0.42 $0.50 $1.75

Extraordinary Items $0.1 $0.1 $0.0 $0.1 $0.3 ($1.0) ($1.0) $0.0 $0.0 ($2.0) $0.0 $0.0 $0.0 $0.0 $0.0

Amortization of Intangibles ($0.7) ($0.7) ($0.7) ($0.7) ($2.6) ($0.7) ($0.7) ($0.7) ($0.7) ($2.6) ($0.7) ($0.7) ($0.7) ($0.7) ($2.6)

Reported Net Income $14.1 $11.8 $13.2 $15.2 $54.2 $7.8 $6.5 $6.0 $8.3 $28.6 $9.4 $11.0 $10.5 $12.7 $43.5

Reported EPS $0.49 $0.41 $0.46 $0.53 $1.89 $0.27 $0.23 $0.21 $0.29 $1.00 $0.33 $0.38 $0.36 $0.44 $1.52

As a % of Revenue
Gross Margin 58.1% 57.7% 58.9% 56.6% 57.8% 56.1% 55.5% 54.0% 56.0% 55.3% 56.2% 56.5% 56.5% 56.8% 56.2%

Research & Development 17.4% 18.5% 17.9% 15.8% 17.4% 22.0% 21.5% 23.2% 21.5% 22.0% 21.0% 20.0% 20.0% 19.0% 20.0%

Selling & Marketing 9.6% 11.6% 10.6% 11.2% 10.7% 12.3% 12.3% 12.6% 11.4% 12.1% 11.0% 10.5% 10.7% 10.2% 10.6%

General & Administrative 3.4% 3.2% 3.1% 3.2% 3.2% 2.5% 3.9% 3.5% 3.4% 3.3% 3.2% 3.2% 3.4% 3.0% 3.2%

Operating Income 26.6% 23.1% 25.8% 24.9% 25.1% 17.6% 16.1% 12.4% 17.7% 16.0% 19.0% 20.9% 20.5% 22.8% 20.8%

Pretax Income 27.3% 23.9% 27.2% 26.8% 26.3% 19.3% 17.8% 14.1% 19.2% 17.7% 20.4% 22.4% 22.0% 24.2% 22.3%

Tax Rate (% of Pretax Income) 14.7% 16.3% 20.0% 6.7% 14.4% 14.0% 11.1% 5.0% 15.0% 11.9% 15.0% 15.0% 15.0% 15.0% 15.0%

Net Income 23.3% 20.0% 21.7% 25.0% 22.5% 16.6% 15.8% 13.4% 16.3% 15.6% 17.4% 19.0% 18.7% 20.6% 19.0%

Y/Y Growth

Revenue 15% 10% 18% 10% 13% -9% -17% -21% -13% -15% 2% 20% 19% 18% 14%

Operating Expenses 16% 26% 19% 5% 16% 11% -6% -2% 5% 2% -3% 7% 3% 4% 3%

Continuing Operating EPS 6% -16% 11% 31% 7% -35% -34% -51% -43% -41% 6% 44% 66% 49% 39%

Q/Q Growth

Revenue 9% -1% 3% -1% NA -10% -10% -2% 10% NA 5% 6% -3% 9% NA

Operating Expenses 3% 9% -2% -5% NA 9% -8% 3% 1% NA 1% 2% -2% 3% NA
Continuing Operating EPS 21% -15% 12% 14% NA -40% -14% -18% 34% NA 12% 16% -5% 20% NA

Source: Company reports and Stifel estimates
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Important Disclosures and Certifications
We, Patrick J. Ho and Brian Chin, certify that our respective views expressed in this research report accurately reflect our
respective personal views about the subject securities or issuers; and we, Patrick J. Ho and Brian Chin, certify that no part of
our compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this
research report. Our European Policy for Managing Research Conflicts of Interest is available at www.stifel.com/institutional/
ImportantDisclosures.

Nova Measuring Instruments Ltd. (NVMI) as of August 06, 2019 (in USD)
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05/02/2018
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24.57
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27.39
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*Represents the value(s) that changed.
Buy=B; Hold=H; Sell=S; Discontinued=D; Suspended=SU; Discontinued=D; Initiation=I

For a price chart with our ratings and target price changes for NVMI go to
http://stifel2.bluematrix.com/sellside/Disclosures.action?ticker=NVMI

Stifel or an affiliate expects to receive or intends to seek compensation for investment banking services from Nova Measuring Instruments
Ltd. in the next 3 months.

Stifel or an affiliate is a market maker or liquidity provider in the securities of Nova Measuring Instruments Ltd..
The equity research analyst(s) responsible for the preparation of this report receive(s) compensation based on various factors, including
Stifel's overall revenue, which includes investment banking revenue.
Our investment rating system is three tiered, defined as follows:

BUY -We expect a total return of greater than 10% over the next 12 months with total return equal to the percentage price change plus
dividend yield.

HOLD -We expect a total return between -5% and 10% over the next 12 months with total return equal to the percentage price change
plus dividend yield.

SELL -We expect a total return below -5% over the next 12 months with total return equal to the percentage price change plus dividend yield.

Occasionally, we use the ancillary rating of SUSPENDED (SU) to indicate a long-term suspension in rating and/or target price, and/or
coverage due to applicable regulations or Stifel policies. SUSPENDED indicates the analyst is unable to determine a "reasonable basis"
for rating/target price or estimates due to lack of publicly available information or the inability to quantify the publicly available information
provided by the company and it is unknown when the outlook will be clarified. SUSPENDED may also be used when an analyst has left
the firm.

Of the securities we rate, 52% are rated Buy, 36% are rated Hold, 2% are rated Sell and 10% are rated Suspended.

Within the last 12 months, Stifel or an affiliate has provided investment banking services for 18%, 8%, 0% and 3% of the companies
whose shares are rated Buy, Hold, Sell and Suspended, respectively.

Additional Disclosures

Please visit the Research Page at www.stifel.com for the current research disclosures and respective target price methodology applicable
to the companies mentioned in this publication that are within Stifel's coverage universe. For a discussion of risks to target price please see
our stand-alone company reports and notes for all stocks.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete
summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are
subject to change without notice and do not take into account the particular investment objectives, financial situation or needs of individual
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investors. Employees of Stifel, or its affiliates may, at times, release written or oral commentary, technical analysis or trading strategies that
differ from the opinions expressed within. Past performance should not and cannot be viewed as an indicator of future performance.

As a multi-disciplined financial services firm, Stifel regularly seeks investment banking assignments and compensation from issuers for
services including, but not limited to, acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as a
placement agent in private transactions.

Affiliate Disclosures

"Stifel", includes Stifel Nicolaus & Company ("SNC"), a US broker-dealer registered with the United States Securities and Exchange
Commission and the Financial Industry National Regulatory Authority and Stifel Nicolaus Europe Limited ("SNEL"), which is authorized and
regulated by the Financial Conduct Authority ("FCA"), (FRN 190412) and is a member of the London Stock Exchange.

Registration of non-US Analysts: Any non-US research analyst employed by SNEL contributing to this report is not registered/qualified
as a research analyst with FINRA and is not an associated person of the US broker-dealer and therefore may not be subject to FINRA Rule
2241 restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst account.

Country Specific and Jurisdictional Disclosures

United States: Research produced and distributed by SNEL is distributed by SNEL to "Major US Institutional Investors" as defined in Rule
15a-6 under the US Securities Exchange Act of 1934, as amended. SNC may also distribute research prepared by SNEL directly to US
clients, including US clients that are not Major US Institutional Investors. In these instances, SNC accepts responsibility for the content.
SNEL is a non-US broker-dealer and accordingly, any transaction by a US client in the securities discussed in the document must be effected
by SNC. US clients wishing to place an order should contact their SNC representative.

UK and European Economic Area (EEA): This report is distributed in the EEA by SNEL, which is authorized and regulated in the United
Kingdom by the FCA. In these instances, SNEL accepts responsibility for the content. Research produced by SNEL is not intended for use
by and should not be made available to non-professional clients.

The complete preceding 12-month recommendations history related to recommendation(s) in this research report is available at https://
stifel2.bluematrix.com/sellside/MAR.action

Brunei: This document has not been delivered to, registered with or approved by the Brunei Darussalam Registrar of Companies, Registrar
of International Business Companies, the Brunei Darussalam Ministry of Finance or the Autoriti Monetari Brunei Darussalam. This document
and the information contained within will not be registered with any relevant Brunei Authorities under the relevant securities laws of Brunei
Darussalam. The interests in the document have not been and will not be offered, transferred, delivered or sold in or from any part of Brunei
Darussalam. This document and the information contained within is strictly private and confidential and is being distributed to a limited
number of accredited investors, expert investors and institutional investors under the Securities Markets Order, 2013 ("Relevant Persons")
upon their request and confirmation that they fully understand that neither the document nor the information contained within have been
approved or licensed by or registered with the Brunei Darussalam Registrar of Companies, Registrar of International Business Companies,
the Brunei Darussalam Ministry of Finance, the Autoriti Monetari Brunei Darussalam or any other relevant governmental agencies within
Brunei Darussalam. This document and the information contained within must not be acted on or relied on by persons who are not Relevant
Persons. Any investment or investment activity to which the document or information contained within is only available to, and will be engaged
in only with Relevant Persons.

Canadian Distribution: Research produced by SNEL is distributed in Canada by SNC in reliance on the international dealer exemption.
This material is intended for use only by professional or institutional investors. None of the investments or investment services mentioned or
described herein is available to other persons or to anyone in Canada who is not a "permitted client" as defined under applicable Canadian
securities law.

Republic of South Africa: Research produced by SNEL is distributed by SNEL to "Clients" as defined in FSCA FAIS Notice 20 of 2018
(the "FAIS Notice") issued by the Financial Services Conduct Authority. Research distributed by SNEL is pursuant to an exemption from the
licensing requirements under Section 7(1) of the Financial Advisory and Intermediary Services Act, 2002.

In jurisdictions where Stifel is not already licensed or registered to trade securities, transactions will only be affected in accordance with
local securities legislation which will vary from jurisdiction to jurisdiction and may require that a transaction is carried out in accordance
with applicable exemptions from registration and licensing requirements. Non-US customers wishing to effect transactions should contact a
representative of the Stifel entity in their regional jurisdiction except where governing law permits otherwise. US customers wishing to effect
transactions should contact their US salesperson.

The recommendation contained in this report was produced at 7 August 2019 15:01EDT and disseminated at 7 August 2019 15:01EDT.
Additional Information Is Available Upon Request
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© 2019 Stifel. This report is produced for the use of Stifel customers and may not be reproduced, re-distributed or passed to any other
person or published in whole or in part for any purpose without the prior consent of Stifel. Stifel, Nicolaus & Company, Incorporated, One
South Street, Baltimore, MD 21202.
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