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4Q25 EPS a miss but margins beat; bright 2026F AI server outlook       

   Event 

Hon Hai reported lower-than-expected 4Q25 EPS of NT$3.23 and 2025 EPS of NT$13.61, with 
better-than-expected margins offset by lower non-operating profit. Management guides 1Q26F 
sales will drop over 15% QoQ but slightly better than seasonality, while 2026F sales will grow 
over 15% YoY on cloud sales expansion due to growing AI demand.  

Impact 

4Q25 EPS a miss, but margins beat. 4Q25 EPS of NT$3.23 was down 22% QoQ and 2% YoY, 
missing both our forecast and consensus due to higher-than-expected interest expenses and 
tax rate, despite revenue beating our estimate by 11% with growth of 27% QoQ. Revenue was 
driven by strong cloud sales which reached a 42% weighting, surpassing CE sales peak season 
weighting of 39% for the first time. A higher cloud contribution saw 4Q25 gross margin decline 
0.5ppts QoQ to 5.9%, in line with our estimate. Operating margin fell only 0.1ppts to 3.3%, 
thanks to operating leverage. However, due to a higher-than-expected tax rate (nearly 35%) 
and net interest expense, 4Q25 EPS fell 22% QoQ to NT$3.23, missing our estimate. 2025 EPS 
reached NT$13.61, up 24% YoY, but was also a miss. Cash dividend is NT$7.2 per share, for a 
52.9% payout ratio and a 3.3% yield. 

1Q26F sales beating seasonality; cloud the key driver in 2026F. Hon Hai guides 1Q26F sales to 
decline 15-20% QoQ but grow over 15% YoY, with cloud server sales outperforming. Cloud sales 
will grow over 15% YoY and be flat QoQ (on higher consign AI server sales weighting) while CE 
and component sales will fall over 15% QoQ due to slow season. Computing sales are guided a 
lesser decline of 5-14% QoQ given new product launches by Apple (US). We forecast 1Q26F 
sales to fall 17% QoQ, better than seasonality over the past five years. Hon Hai still guides strong 
sales growth of over 15% this year, driven by cloud business. Despite uncertainty from 
geopolitical and currency issues, AI server will remain the driver in 2026F, with AI server 
shipments to double as per guidance. Integrated product offerings, diversified AI model 
penetration (GPU, ASIC), increased numbers of clients and projects and a solid financial 
structure will all help generate strong competitiveness. Coupled with sales scale expansion, the 
firm targets 2026F operating margin of over 3%, vs. 3.2% in 2025. We believe 2026F GPU and 
ASIC AI server shipments will double, pushing AI server sales to also double from NT$1.4tn last 
year, while the cloud sales weighting will rise to 56%. But on a higher tax rate and interest 
expenses, we cut 2026F EPS to NT$17.51 and 2027F to NT$20.67.  

Valuation & Action 

We lower our target price from NT$340 to NT$315 (18x 2026F EPS) and maintain an 
Outperform rating on growing competitiveness in the AI server market. 

Risks 

Slow EV orders; weakening global demand; NT dollar appreciation; tariff impact. 
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