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The Machine Is Only the First Sale
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ASML beat the top ofits own guidance by about 326 million euros this week. Roughly 92
percent of that beat came from machines it had already sold, in some cases years ago. The
headline is that Al demand is strong. The lesson is that the best equipment businesses get

paid twice, and the second payment is the one that compounds.

ASML reported Wednesday morning. Sales of 9.3 billion euros, guidance raised for the full year, the stock
up as much as 5.6 percent before the open. Every wire ran a version of the same sentence: Al demand is

StTOT‘lg.

That sentence is true and it is nearly useless. We already knew Al demand was strong. What we did not

know is where the money actually came from, and the answer is not where the headline points.

The number nobody put in the headline

WHERE THE BEAT CAME FROM

ASML told the market to expect somewhere between 8.4 and 9.0 billion euros. It delivered 9.33 billion.

Call the beat 326 million euros over the top end of its own range.

Then management explained the composition. Installed Base Management, the line that captures service
and field upgrades, came in roughly 300 million euros above plan. Do the division. About 92 percent of

the money above ASML’s own ceiling came from machines already sitting on customer floors.



Not from selling more machines. From the ones it sold in prior years, running harder, needing more
service, and getting upgraded in place. The CFO named the reason plainly: customers are looking for

productivity enhancements.

‘The machine is the first sale. The installed base is every
sale after it.

The business most people skip

WHAT INSTALLED BASE MANAGEMENT ACTUALLY IS

An ASML lithography system prints the circuit patterns that make advanced logic and memory possible.
It is the machine no hyperscaler can route around, which is why the company gets written about as a

monopoly on the hardest step in chipmaking.

But once that machine is installed, ASML does not stop earning. Installed Base Management is four
things: maintenance and service, replacement parts, software and performance improvements, and
upgrades installed at the customer’s fab. It reached 2.762 billion euros in the quarter, or 29.6 percent of

total sales, up about 31 percent from a year ago.

Say the important part out loud, because it is where most write-ups get sloppy. This revenue is recurring
in character. It is not a subscription. Nobody signs a contract promising ASML a decade of upgrade

purchases. Calling it an annuity overstates the case and would set you up to be surprised later.

Why running the machines hard matters

UTILIZATION IS THE HIDDEN VARIABLE

Here is the mechanism. When fabs run near capacity, downtime gets expensive fast. A tool sicting idle
during a shortage costs the customer real money, so service intensity rises and the economics of a

productivity upgrade get easier to justify.

The customer stops asking only one question. It is no longer just “do we need another machine.” It
becomes “can the machines we already own produce more wafers per hour.” ASML has an answer for sale,

and shipping it does not require building anything new.

That second question is the whole essay. It creates a revenue path that does not depend on the capex cycle

turning again.



The flywheel, and what it did to the margin

THE PART THAT SHOWS UP IN THE NUMBERS

The mechanism is simple enough to hold in your head. More systems shipped means a 1arger installed
base. A 1arger installed base means more service and more upgrade opportunities. More of both means

deeper integration into the customer’s roadmap, which makes the next machine easier to sell.

Now look for the evidence in the margin, because that is where a story becomes a fact. ASML guided
gross margin to 51 or 52 percent. It printed 54.0 percent. Upgrades and service carry better economics

than building and shipping a new system, so when the mix tiles that way, the margin tells on it.

The scale of the shift is casy to miss. At its 2024 investor day, ASML laid out a 2030 opportunity of 44 to
6o billion euros in sales. Its new 2026 guidance midpoint is 44 billion. The company just reached the floor
of its own 2030 target four years early. The margin target has not been pulled forward with it, which is

the honest asterisk, but the revenue line arrived in 2026 wearing 2030’s clothes.

The other side

WHAT WOULD BREAK THIS
A thesis you cannot argue against is not a thesis. Here is the case against.

Utilization cuts both ways

The same logic thar lifts service revenue in a boom drags it in a downturn. Idle tools need less service and

justify fewer upgrades. The flywheel spins backward too.

Field options are lumpy
Upgrades are decisions, not autopay. A 300 million euro beat driven by upgrade timing can become a miss

driven by upgrade timing.

Export policy shrinks the base
China is expected to be roughly a fifth of 2026 sales. Rules that restrict which machines can be serviced do
not just cost a sale. They can remove installed units from the serviceable revenue base for as long as those

restrictions remain.

Concentration is real

Four customers were about 61 percent of 2025 sales. A base that concentrated gives the customer leverage on

timing, even when it has nowhere else to buy.

The second half has to show up
The full-year midpoint implies a back half roughly 43 percent bigger than the first. Raised guidance lifts

confidence and raises the bar in the same motion.



So the question is not whether Installed Base Management is a good business. It plainly is. The question is

how much of that durability the price already assumes.

THE UNDERWRITING TEST

How to price an installed base

Take this with you. It works on any equipment business, not just this one.

1. How fast is the installed base growing in units?

2. How hard is the equipment being run?

3. Is service revenue growing faster than installed units? If yes, you are earning more per machine, not just
adding machines.

4. What is revenue per installed system, and is it rising?

5. Are the upgrades discretionary, or does the customer’s own economics force them?

6. Does the aftermarket deepen switching costs, or is it detachable?

7 What happened to service revenue in the 12.St downturn?

Question three is the one that separates a real second engine from a bigger first one. Question seven is

the one nobody asks until it is too late.

THAT IS WHAT WE READ THIS WEEK.

The Al buildout is producing two growth engines, not one. There is demand for new capacity, which everyone
sees and everyone models. And there is rising economic activity from the capacity already installed, which is

quieter, higher-margin, and harder to compete away.

We spend our time on the road the buildout has to drive on. This week ASML reminded us that the toll gets

collected twice: once when the road is built, and again every year it carries traffic.
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