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2Q23 EPS beat; solid AI server growth in 2023-24F   

  Event 
Hon Hai reported stronger-than-expected 2Q23 EPS at NT$2.38, with margins and non-
operating profit a beat. It guides a strong 3Q23F sales outlook, but lowered 2023F sales 
from flat to YoY decline, further below our estimate by 4%. 

 
Impact 

2Q23 EPS beat on margins & non-op. 2Q23 EPS of NT$2.38 (up 157% QoQ but down 1% 
YoY) beat consensus and our estimate due mainly to better gross and operating margin 

and non-operating profit. Gross margin rose to 6.4% (up 0.4ppts QoQ) given NT dollar 
depreciation and better product mix, on a lower smart consumer electronics (CE, mainly 
iPhone) sales weighting of 49% (vs. 56% in 1Q23) and a higher cloud sales weighting of 
25% (vs. 22% in 1Q23). But operating margin of 2.4% was down QoQ and only slightly 
better than our projection on higher opex for new 3+3 investments. With higher-than-
expected non-operating profit (mainly investment reevaluation and asset disposal gains), 
2Q23 EPS was a beat, and 1H23 EPS reached NT$3.31, down 27% YoY. 
 
2023F sales guidance down, with margin pressure in 2H23F. Hon Hai guides 3Q23F sales 
to grow strongly QoQ, and we estimate growth at 16% QoQ but down 13% YoY, with smart 
CE and components sales growth the strongest at over 20% QoQ, but flat QoQ on cloud 
and PC sales. On a YoY basis, only components sales will grow, while all others will decline. 

The firm trimmed 2023F sales guidance from flat YoY to decline of 4-10%, with cloud and 
PC the major segments with downward revisions on weak demand. Despite strong AI 

server sales and growing CSP orders, enterprise sales and networking (65-70% of total 
cloud sales) are showing weakness in 2H23F. Moreover, PC sales will be lower given 

demand softness, despite an allocation increase on MacBook. Management said gross and 
operating margin should be under pressure in 2H23F with an unfavorable product mix and 

rising expenses for investments. Despite lowered 2H23F earnings and sales forecasts, our 
2023F EPS is raised to NT$8.45 (down 17% YoY) given better 2Q23 earnings. 
 
AI server the main driver. Hon Hai said 20% of server sales in 2022 (NT$1.15tn) were AI 
server (mostly FPGA, ASIC and GPU), and this weighting in 1H23 was similar, implying 
NT$85-90bn from AI server in 1H23, including module, baseboard, motherboard, server 
and rack. AI server weighting was 20-30% of server sales in 1H23F, up 200% YoY. We see 
this as the main growth driver in 2H23-2024F, and expect more server and rack sales 
contribution in 2024F. We also see rising cloud sales in 2024F to boost overall gross 
margin, and with earnings contribution from cloud business up to over 30% in 2024F. We 
forecast EPS to grow 28% YoY to NT$10.78 next year. Although EV sales may miss the 
2025F target of NT$1tn, Hon Hai’s global footprint is a key advantage for business 

expansion, while the US EV factory is another positive, though we think it will take longer 
for EV sales to expand meaningfully. 
 
Valuation & Action 
We lower our target price from NT$145 to NT$140 (17x 2024F EPS of NT$3.6, on cloud & 
components, and 11x NT$7.2, on other). Maintain Outperform on a low valuation and 
decent 2024F earnings growth. 

 
Risks 

Slow EV orders and component development; weakening global demand. 
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