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PC sales recovery in 2024F, with brighter margin outlook         

..   Event 
Q23 EPS was NT$14.94, ahead of our forecast and consensus. Management guides the 
2024F PC industry to grow by low- to mid-single digits YoY and targets an operating margin 
of 4-5% in 2024F, stronger than our expectation. 
Impact 
3Q23 EPS beat on margins. 3Q23 EPS of NT$14.94 beat our forecast and consensus by 70-
80% due to stronger-than-expected improvement of margins. Brand gross and operating 
margins rose QoQ to 17.4% and 6.7%, above our estimates thanks to a favorable product 
mix (driven by new PC launches and increasing penetration of RTX 40 series graphics card), 
lower sales allowance (15.4% in 3Q23, vs. 17.7% in 2Q23) and better reversal of inventory 
allowance (3.1% of 3Q23 sales, vs. 2.6% in 2Q23). 1Q-3Q23 EPS fell 35% YoY to NT$16.16 
on margins contraction in 1H23 given inventory digestion. 
Better-than-expected margin recovery in 4Q23F. Management guides PC sales to fall 15% 
QoQ in 4Q23F after a strong 3Q23 sales increase of 23% QoQ, which is below our forecast 
given lukewarm demand in the US and Asia despite healthy channel inventory levels 
currently. For components sales, Asustek expects growth of 5% QoQ, boosted by VGA 
(higher penetration of Nvidia’s (US) mainstream models) and server sales. Thus, we cut 
4Q23F brand sales to a 8% QoQ decline. However, the firm guides brand operating margin 
to improve YoY to 4-5% in 4Q23F, ahead of our forecast. As a result, we largely maintain 
4Q23F EPS and revise up 2023F EPS to NT$22.36 (up 13% YoY) to reflect stronger 3Q23 
earnings. 
PC demand recovery in 2024F; AI server growing fast. Management now expects the PC 
industry to grow by low- to mid-single digits next year (vs. a 15% YoY fall in 2023F), down 
from previous guidance of high single-digit growth, on macro uncertainty. PC demand 
growth will be driven by replacement demand, new Windows system and AI PC launches, 
while gaming PC may keep outgrowing the overall industry. Asustek sees an AI PC 
penetration rate of single digits in 2024F, boosting ASP, and it guides 1Q24F PC sales to 
fall slightly QoQ, better than our expectation. For server, it targets a single-digit sales 
weighting in 2023F, mid-single digits next year and double digits in 2025F (implying sales 
of NT$50-60bn, up from near NT$10bn in 2022). AI will drive server sales in 2024F and may 
account for over 50% of server sales (NT$10-15bn). Management also targets operating 
margin to rebound to 4-5% in 2024F, up from 2.7% in 2023F. With PC demand recovery, 
server sales expansion (to 4-6% of sales) and a better margins outlook, we revise up 2024F 
EPS to NT$30.23, up 35% YoY. 
Valuation & Action 
On PC and server sales expansion and a better-than-expected recovery of margins in 
2024F, we maintain our Outperform rating. To reflect earnings upward revisions, we raise 
our target price to NT$454 (15x 2024F EPS). 
Risks 
Weak NB demand; currency fluctuations. 
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