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1Q26 EPS beat but margins missed; sales model under negotiation            

0..     Event 

1Q26 EPS of NT$5.5 beat our forecast, but gross and operating margin missed due to AI server 
sales growth. Management maintained triple-digit YoY AI server sales growth guidance, and 
revised up guidance to double-digit growth for general server sales in 2026F. 

Impact 

1Q26 EPS beat our forecast despite margin pressure. Quanta Computer reported 1Q26 EPS of 
NT$5.5, down 5% QoQ but up 9% YoY, beating our forecast and consensus on higher-than-
expected revenue, despite lower margins. 1Q26 revenue grew by 27% QoQ, better than we had 
expected, thanks to strong server and notebook (NB) shipments, as GB AI shipments up over 
double QoQ and clients built NB inventory ahead of new model launches. However, gross 
margin fell 1.5ppts QoQ to 4.8%, missing our estimates. Management attributed two-thirds of 
the gross margin decline to the server product mix, as AI servers accounted for more than 75% 
of total server revenue, with the server sales weighting rising over 80% in 1Q26, and thus 
diluting gross margin. The remaining one-third of the gross margin decline was due to a higher 
sales weighting of high-ASP NB models, and one-off AI server pilot-run expenses. As revenue 
scaled up, the operating expense ratio decreased to a record low 1.9%, but operating margin 
of 2.8% (down 0.9ppts QoQ) also missed. Compensated by forex gains of NT$3.25bn and a 
lower tax rate (13.2%), 1Q26 EPS was a beat. 

Stronger general sever & robust AI server sales growth in 2Q26 & 2026F. We expect 2Q26F 
sales to grow by 20% QoQ, driven by server sales growth. Management guides double-digit AI 
server sales growth to continue QoQ in 2Q26F, after more than 30% QoQ growth in 1Q26. 
General server sales will increase QoQ in 2Q26 after double-digit QoQ growth in 1Q26. 2Q26 
NB shipments will be flat or up by a single digit QoQ, from 10mn units in 1Q26. We thus expect 
the server sales weighting to rise above 85% in 2Q26. Management revised up 2026F general 
server sales guidance from flat to double-digit YoY growth, and expects accelerating sales 
growth in the next several quarters, while maintaining triple-digit YoY AI server sales growth 
guidance for 2026. Due to diluted gross margin and the heavy working capital demands 
resulting from AI server sales growth, the firm is re-negotiating the GPU AI server pricing model 
with several clients, targeting to shift from a buy-and-sell to a consignment model, which will 
alleviate working capital and gross margin pressure. More consignment projects, combined 
with general, ASIC AI server and AMD (US) Helios rack shipment ramp-ups in 2H26F, as well as 
greater operating leverage, may lift operating margins in 2Q26-2027F. On better general server 
sales guidance, but lower margins on AI servers, we adjust our 2026F EPS to NT$23.13, up 19% 
YoY, and forecast 2027 EPS of NT$27.43, up 19% YoY. 

Valuation & Action 

We adjust our target price from NT$405 to NT$430, based on 17x average 2026-27F EPS, and 
maintain our Outperform rating on growing AI server sales and EPS in 2026F. 

Risks 

Weak NB demand; low AI server margin; weak EV and auto sales. 
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