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Cloud & AI server sales to fuel 2024-25F EPS growth      

  Event 

Hon Hai will hold an investor meeting to post 1Q24 results and 2Q24F guidance on May 
14. We estimate 2Q24F sales will grow by high-single digits QoQ and YoY, and expect 
robust 2H24F sales growth for the cloud business. 2025F cloud sales will be the key growth 
catalyst on CSP and enterprise GB200 demand. 

Impact 

1Q24 to be 2024F sales trough; cloud to be main sales growth catalyst. 1Q24 sales 
registered 29% QoQ and 10% YoY declines on low seasonality, below consensus and our 
estimate. Cloud sales were relatively stronger than expected, flat QoQ and up by double 
digits YoY, but were offset by weak smartphone sales. We think the 1Q24 product mix was 
more favorable than in 4Q23 and 1Q23, with the cloud and networking sales weighting up 
to 25-30% in 1Q24, versus 20% in 4Q23, and 22% in 1Q23 and 2023 overall. Coupled with 
NT-dollar depreciation, we estimate 1Q24F gross margin of 6.2%, beating guidance, and 
expect operating margin of 2.7%, beating consensus. We thus slightly revise up 1Q24F EPS 
to NT$2.35. 

Cloud sales to be main sales & earnings growth driver through 2025F. We expect 2Q24 
sales to grow 6% QoQ and 8% YoY, and cloud and computing to be the main drivers. It will 
hold its cloud AI sales growth target of over 40% YoY in 2024F, with a sales weighting of 
over 40% of total server sales, with GPU-related sales (i.e. modules and baseboards) to at 
least double YoY, following a CoWoS capacity expansion. The firm expects AI server sales 
from CSPs and brands to grow by more than 50% and 30% YoY, respectively, in 2024, 
boosting overall cloud/ networking sales growth by 18% YoY from NT$1.3-1.4tn in 2023, 
with server and AI server sales of nearly NT$1.0tr and NT$300bn, respectively. We forecast 
this will lift the cloud/ networking sales weighting to 25% in 2024, fueling overall gross 
margin and EPS growth, as AI rack (H100) assembly sales exclude the price of GPUs. We 
adjust 2024F EPS to NT$11.77 to reflect higher operating expenses and lower non-
operating income. As for 2025, we expect cloud sales to remain the major sales and 
earnings growth driver, as Hon Hai has won GB200 orders from several CSP and enterprise 
clients. Based on market expectations of GB200 demand for 40k racks, we expect Hon Hai 
to have a market share of close to 40%, which will contribute 2025 sales of NT$1-1.5tn, 
based on ASP of US$3.0mn for the primary NVL72 design, increase the firm’s cloud sales 
weighting up to 30-40% of total 2025F sales, and contribute EPS of NT$1.5-1.8, based on 
net margin of 2%. We forecast 2025 EPS of NT$13.84, up 18% YoY, with an adjustment for 
diluted gross margin on GB200 AI server sales, owing to GPU sourcing. We also expect 
consumer electronics (iPhones) and computing sales (MacBooks and DT) to stabilize on 
the Hon Hai’s global footprint advantage over peers, given clients’ sourcing diversification 
strategies. 

Valuation & Action 

We raise our target price from NT$164 to NT$205, based on 16x 2024-25F EPS (for a 2023-
25F EPS CAGR of 16%), and maintain Outperform on a low valuation, good cash yield, and 
decent earnings growth. 

Risks 

Slow EV orders and component development; weakening global demand. 
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