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3Q24 results imply robust Al demand & continued weakness across non-Al sectors

Key message Event

Taiex 3Q24 earnings and 4Q24 guidance indicate an ongoing market imbalance, with Al-
1. Taiex 3Q24 earnings and 4Q24 guidance  related firms performing well, while the rest languish, which has been the case since early
both better than expected on robust Al 2024.

demand.

) ) Analysis
2. Al demand is soaring, but non-Al demand

remains sluggish. 3Q24 earnings & 4Q24 guidance both better than expected on robust Al demand. Taiex-
3. We suggest investors engage upon recent  listed firms generated total 3Q24 net profit of NTS$1.0tn, up 24% YoY, versus our estimate

pullbacks triggered by risks stemming from ~ of 13% YoY growth. 4Q24 guidance is also better than expected, with earnings likely to

a second term for US Presidentelect grow 42% YoY, outstripping our forecast of 25% YoY growth. Upbeat earnings and

Trump. guidance are driven primarily by very strong demand for Al servers, which has not only
prompted shipment growth for related suppliers, but also component spec upgrades,
consequently pushing up ASP and gross margin. The exponential growth in Al-related
data traffic has also helped accelerate upgrades of networking and optical
communication interfaces.

Al demand is soaring, but non-Al demand remains sluggish. Taiex 3Q24 earnings and
4Q24 guidance suggest a market imbalance, with strong Al demand, but weakness across
non-Al sectors since early 2024. In early 2024, the market had high hopes for replacement
demand driven by Al smartphone and PC model launches. However, we note that actual
sell-through has been anemic to date due to high product prices and a lack of killer
applications. China handset makers saw a temporary uptick in 1H24 shipments after an
extended period of inventory digestion, but the recovery did not persist into 2H24. Even
the highly anticipated launch of the iPhone 16 series failed to drive replacement demand
on a delay in Al feature rollout and an absence of groundbreaking applications. To rub
salt into the wound, Apple (US) has had cut orders to suppliers in the wake of poor sell-
through. Automotive and industrial applications have also struggled with meaningful
demand recovery on economic weakness in China and Europe, despite the fact that
inventory adjustments are coming to an end. Within the non-tech sector, financial, food,
marine transport, and aviation plays are the only bright spots. Financial stocks have
benefitted from solid sales of wealth management products and growing investment
returns, while food companies have seen stellar sales of essential consumer goods in
China amid a consumption downgrade. Marine transporters have outperformed due to
looming geopolitical risks, which have led to reduced shipping capacity and rebounding
freight rates. Aviation firms are winners in the face of a surge in outbound travel and
robust demand for Al servers.

We revise up 2024-25F Taiex earnings. Despite broad-based weakness in non-Al
demand, we believe rapid growth in Al server shipments will contribute substantially to
the earnings of related suppliers. To factor in 3Q24 results and the latest 4Q24 guidance,
we revise up 2024-25F Taiex earnings to respective 36% and 18% YoY growth from 27%
and 17% YoY growth.

Conclusion & top picks

We believe robust Al demand will continue to boost the Taiex in late-2024 and early-
2025. Investors are advised to engage related plays upon recent pullbacks due to risks
stemming from a second term for US President-elect Trump. We recommend thermal
solution provider Asia Vital Components (3017 TT), networking PCB maker Gold Circuit
Electronics (2368 TT), optical communication firm Elite Advanced Laser (3450 TT), tier-1
foundry TSMC (2330 TT), server EMS Hon Hai Precision (2317 TT), CCL maker Elite
Material (2383 TT), power supplier Delta Electornics (2308 TT), networking play Accton
Technology (2345 TT), and back-up battery unit (BBU) maker Advanced Energy Solution
Holding (6781 TT).
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Figure 1: Taiex net profit up 24% YoY in 3Q24, driven by
robust Al demand for tech sector

Figure 2: Taiex 3Q24 results & 4Q24 guidance better than
expected

Taiex and subsector

3024 eamings 3Q24 net profit (NTShn) QoQ(%) YoY(%)

Tech 663 144 25.0
Non-tech 297 78 138
Financial 139 (7.4) 195
Taiex 1,01 11.6 237
TPEX 57 (12.0) (0.9)
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Figure 3: Al-related firms have seen earnings upgrades,
while earnings of non-Al sectors have been downgraded

Figure 4: Al-related firms set to deliver stellar earnings,
while non-Al companies suffer poor earnings outlooks

2024-25F earnings revisions for Taiex and individual subsectors (before &
after 3Q24 results announcement), percent
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Figure 5: We revise up respective 2024-25F Taiex earnings
growth to 36% & 18% YoY

Figure 6: Taiex PE at 17.4x, above long-term average of 15x

Taiex and subsector Previous Revision

earnings YoY (%) 2024F 2025F 2024F 2025F
Taiex 26.8 17.4 36.4 17.9
Taiex excl. TSMC 260 145 348 132
Tech A5G 23.0 348 229
Tech excl. TSMC 316 222 298 175

Source: TEJ; KGI Research
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Figure 7: Al demand is robust, while non-Al demand remains stagnant
Taiex tech earnings YoY by subsector, percent (ranked by 2025 eamings growth)
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Figure 8: Non-tech outperformers, in terms of 2025 earnings growth in descending order are green energy, bicycle, restaurants,
aerospace, heavy electrical equipment, food, auto parts, & industrial automation

Taiex non-tech earnings YoY by subsector, percent (ranked by 2025 earnings growth)
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Figure 9: Taiex & subsector earnings & valuations

Earning YoY (%) Forecast PE (x) Earning YoY (%) Forecast PE (x)
Tech 2022 2023 2024F 2025F 2024F 2025F| |Non-tech 2022 2023 2024F 2025F 2024F 2025F
Server EMS (1.7) 37 269 26.7 193 15.2 | [Cement (50.7) 314 9.8) 102 202 18.0
Thermal 345 205 53.9 54.6 317 19.2 | |Food (13.6) 6.8 204 20.9 221 183
Power supply 15.1 24 10.7 215 218 18.0 | |Apparel 321 (11.0) 219 120 203 18.1
ABF 102.5 68.1) (58.7) 266.3 2923 15.1| |Footwear makers 100.0 (45.2) 19.8 122 222 19.8
Optical communication - 63.4 347 30.1 345 26.5 | |Auto parts 528 (24.7) 693 179 154
IC design service 943 53 314 19.7 431 30.6 | |Industrial automation 5.2 (14.2) 1.7 193 282 3.2
Networking PCB 56.1 (22.8) 67.7 312 15.1 115 |Bicycle (12.7) (44.8) 28 313 204 15.5
Networking 773 15.2 6.2 20.8 30.2 15.8 | [Tourism (46.5) 176.4 9.4 1.0 143 126
ccL (7.7 82 69.7 225 16.6 13.5] |Food 2.7 927 (3.1 276 179 13.6
Tier-one foundry 704 (17.5) 399 279 229 17.9| |Aerospace 1354 213 6.8 26.2 21.2 154
Second-tier foundries 516 (33.3) (18.5) (5.2) 19.8 19.8 | |Alirlines (37.8) 185.5 4786 (36.8) 92 15.7
Handset components 284 (36.7) 326 121 1.4 31.8| [Heavy electrical (1.9) 414 394 217 283 214
Telecom 26 13.7 00 56 293 279 |Green energy 56.9 901 128 65.7 26.7 15.8
IC design thandset/consumer electronics) (2.9) (32.6) 30.2 47 16.6 15.8
Handset EMS (26.5) 4.1 187 07 138 13.7
Cloud digital 16.3 171 174 18.0 265 223
Source: KGI Research
Figure 10: Taiex valuations
Forward PB(X) Forward PE(X)
Forward S5-year 10-year 20-year 2007 2008| Forward 5-year 10-year 20-year 2007 2008
1-year 2024 2025 ave:fage ave:fage ave:,age peak| bottom 1-year 2024) 2025 a\rel"{age ave:{age ave:{age peak| bottom

Taiex 21 227 2.10 175 163 163 228 095 1739 | 1983 | 1682 15.10 14.95 17.08 2173 880
Taiex exd. TSMC 1.51 1.63 1.51 141 1.39 147 222 0.89 16.70 | 1839 16.25 14.80 14.93 16.00 2271 8.06

Source: TEJ; KGI Research
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Figure 11: Our top picks

Investment Target Mkt cap Shr?re Change EPS PE P/B RUOE Cashoyield
Company Code rating price price +- (NT$) ] (x) (%) (%)
(NTS) (USSmn)  (NTS) (%) 2004 2025F 2024F 2025F 2024F 2025F 2024F 2025F 2023 2024F 2025F
TSMC 233077 | Outperform | 14500 823,072 10350 401! 4523 5787] 229 1791 63 51| 304 315] 13 15 17
HonHai 231717 | Outperform | 2900 88,177 2070 401} 1150 1448| 180 143{ 18 17| 104 124 26 29 37
AVC 301777 | Outperform | 8850 7,703 6480 366 2140 3161 303 2051 95 77| 341 416 11 17 24

DELTA 2308 TT §{ Outperform 5120 30,747 386.0 3261 1556 1897} 248 203 43 39¢ 188 200% 17 20 25
ELASER 3450 TT | Outperform 2700 1,028 2300 174 3.78 897 609 256 8.2 /5% 140 305 00 09 26
Accton 2345TT ¢ Outperform 7000 10,324 600.0 167§ 1917 2333, 313 257; 117 101, 398 423, 17 22 25
EMC 2383TT § Outperform 595.0 4,728 4465 333: 2705 3314 165 135 5.1 44 326 3527 22 36 45
GCE 2368 TT | Outperform 2550 2,745 182.0 401¢ 1203 1579 151 1153 52 436 347 41071 19 33 412

AES-KY 6781TT | Outperform 9250 2,022 7720 198: 2420 3170 319 244 47 43 154 185 15 16 21
Source: TEJ; KGI Research

All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the relevant
regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in the
respectively covered stock, issuer and/or new listing applicant.

All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia
Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or reccommendation to subscribe for or invest
in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and
does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the
United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained
in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not

Disclaimer

intended to provide professional advice and should not be relied upon in that regard.

Some of KGI equity research and earnings estimates are available electronically on www.kgi.com.hk. Please contact your KGI representative for information. The information and opinions
in this report are those of KGI internal research activity. KGI does not make any representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of
the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability
whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in
any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any
purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein.
Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.
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