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1Q24 EPS a miss, but positive outlook intact      

  Event 

Hon Hai posted 1Q24 EPS of NT$1.59, below our estimate, though margins beat. It is 
positive on 2Q24F outlook with sales of all businesses to rise QoQ (except for flattish 
consumer electronics (CE) on iPhone transition period). The full-year outlook is also 
positive, with cloud and components businesses being the drivers. 

Impact 

1Q24 EPS missed on impact from Sharp (JP). 1Q24 EPS was NT$1.59, down 59% QoQ but 
up 72% YoY, missing consensus and our forecast on higher non-op losses, mainly from 
impairment loss on the Sharp investment. Gross margin of 6.3% and an operating margin 
of 2.8% both beat consensus and our estimate, thanks to an improved revenue mix (CE 
weighting down to 48%, vs. 58% in 4Q23 and 56% in 1Q23, and cloud weighting up to 28%, 
vs. 20% in 4Q23 and 22% in 1Q23), and good inventory control. However, Hon Hai 
recognized a NT$10.5bn one-time impairment loss on its Sharp investment in 1Q24, which 
weighed on its bottom line. Management said the worst is passed for Sharp following its 
light-asset transformation, with Sakai Display Product’s (SDP; JP) LCD TV panel plant 
turning into an AI datacenter; thus, the negative impact on Hon Hai will become minimal. 

2Q24F sales growth guidance better, but gross margin to miss; AI server to drive 2H24-
2025F sales & EPS growth. We think the firm’s 2Q24F sales growth slightly beat, looking 
to rise 5-15% QoQ and YoY for the major businesses of cloud, computing and components 
(except for flat CE sales QoQ). Cloud sales will be bolstered by growing GPU supply for 
strong AI server demand, while computing sales will be supported by new MacBook and 
iPad model launches. CE is under model transition. Due to a higher weighting of PC and 
assembly sales (low gross margins), Hon Hai says 2Q24F gross margin will come under 
pressure, likely down QoQ and below our expectation. However, with reduced non-op 
headwinds in 2Q24F, we forecast EPS to grow QoQ. For the full-year, Hon Hai reiterates 
sales growth drivers will be cloud and components, with over 15% growth, while 
computing and CE sales will be flattish. We raise 2Q24F sales growth to 9% QoQ and 2024F 
growth to 7% YoY, while we project cloud/ networking sales will grow by 20-25% this year 
from NT$1.3-1.4tn in 2023, with AI server sales from CSPs and brands growing by more 
than 50% and 30%, respectively. Riding on the AI wave, Hon Hai expects 50% of the 
potential TAM of AI of US$1tn by 2032F to come from hardware (US$500bn, or NT$16tn), 
and that it will play a dominate role in the market. We expect Hon Hai’s GB200 rack design 
will create strong growth for cloud sales with contribution up to around 40% from 28% in 
1Q24 and 22% in 2023. To reflect a lower 1Q24 EPS (due to non-op), we cut 2024F EPS to 
NT$11.38 (up 11% YoY), but raise 2025F EPS to NT$14.19, up 25% YoY. 

Valuation & Action 

We maintain our target price of NT$205, based on 16x 2024-25F EPS (for a 2023-25F EPS 
CAGR of 16%), and our Outperform rating. 

Risks 

Slow EV orders and components development; weakening global demand. 
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