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Diversifying AI model & client base       

   Event 

After Hon Hai reported better-than-expected 1Q26 EPS of NT$3.56 (up 10% QoQ and up 19% 
YoY), we expect 2Q26F sales and EPS to grow by double digits QoQ. The firms operating margin 
should improve YoY in 2026F with consignment ASIC AI server sales. 

Impact 

Solid 1Q26 earnings; positive AI server guidance maintained. Hon Hai’s cloud sales weighting 
expanded to 48% in 1Q26, implying 81% YoY growth despite an 8% QoQ sales decline. This was 
due to QoQ server sales growth alongside falling networking sales in 1Q26, which caused the 
firm’s server sales weighting to rise to nearly 90% of cloud sales in 1Q26. AI server sales grew 
YoY and QoQ, and comprised nearly 70% of total server sales in 1Q26, owing to GB300 and ASIC 
AI server sales growth. With the ASIC AI server sales weighting expanding to more than 10% of 
total AI server sales in 1Q26, combined with consignment model ASIC AI sales (excluding key 
component values), 1Q26 gross margin increased QoQ and YoY to 6.2%. With higher overall 
sales, the firm’s operating margin also improved YoY and QoQ to 3.6%, beating our forecast 
and consensus. Management guides cloud server sales to grow by more than 15% YoY and QoQ 
in 2Q26F, thanks to increased GB300 AI server rack shipments, and some ASIC AI sales growth 
to three CSP clients (mainly to Google (US) and Amazon (US)). With more new project wins, the 
ASIC AI server sales weighting will reach 15-20% of total AI server sales in 2026F, which will be 
accretive to gross and operating margins. Along with flat consumer electronics (CE) and 
component sales QoQ, and 5-14% QoQ growth for computing sales in 2Q26F, we expect total 
2Q26F sales to grow by 11% QoQ, with stable operating margin. 1H26F EPS is thus revised up 
to reflect better margins. 

CPO, LPU & switch sales to rise in 2H26-2027F. Hon Hai guides commencement of CPO 
shipments from 3Q26F, and we expect Spectrum shipments to make up the majority of those. 
Although 2H26F Spectrum shipments may start from 10k units or so, Hon Hai’s shipments in 
1H27F may grow by 3-4x HoH, which will be reflected in CPO sales growth and positively impact 
margins. Language processing unit (LPU) racks will start to ship from 2H26F as well, with global 
production dominated by Hon Hai. Coupled with the firm’s GPU and ASIC AI server shipments 
doubling YoY in 2026F, and double-digit general server sales growth YoY, we expect the cloud 
sales weighting to expand from 40% in 2025 to 54% in 2026F, and to nearly 61% in 2027F, and 
be the key sales and EPS growth driver. Although high-ASP Vera Rubin racks will dilute margins, 
we expect operating margin to remain above 3% in 2H26-2027F. Our 2026F EPS is revised to 
NT$17.94, up 32% YoY, and 2027F EPS to NT$21.46, up 20% YoY. 

Valuation & Action 

We maintain our target price at NT$315 (16x average 2026-27F EPS) and our Outperform rating, 
on growing competitiveness in the AI server market. 

Risks 

New AI generation delay; weakening global demand; NT dollar appreciation. 
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