
COMPANY UPDATE   

Electronics ‧ Taiwan 

 

11 November 2023  1   

3Q23 EPS beat; 4Q23F guidance lowered; 2024F positive       

..  Event 
3Q23 EPS was NT$0.52, up 33% QoQ and 6% YoY, beating our forecast of NT$0.42 and 
consensus. The firm is conservative on 4Q23F outlook but positive on 2024F sales growth. 
Impact 

3Q23 EPS up on forex, margins. 3Q23 EPS of NT$0.52 beat our expectation and consensus 
on stronger-than-expected sales and margins. 3Q23 gross margin of 5.2% was above 

2Q23’s 4.6% and better than we expected, due to better product mix with rising AI server 
sales contribution, lower NB sales weighting to 54% (from 2Q23’s 55%), and NT dollar 

depreciation. Coupled with forex gains of NT$319mn and asset disposal gains of 
NT$340mn, 3Q23 EPS was a beat. With a stable operating expenses ratio, 1Q-3Q23 EPS 
reached NT$1.16, down 12% YoY. 
4Q23F guidance revised down. Inventec expects 4Q23F sales to fall QoQ on NB shipments 
decline of 10% QoQ, given earlier pull-in for 3Q23 shipments and client’s inventory 
adjustments. It expects server sales to fall QoQ as well on weakening demand for 
enterprise and China CSP, caused by budget constraints and US government export 
restrictions on advanced IC (sales impact of 5%). AI server sales are also capped by GPU 
supply, while IoT sales are weaker than the firm expected. Thus, we now expect 4Q23F 
sales to fall 10% QoQ, lower than our previous estimate and consensus. However, 4Q23F 
gross margin should stay solid with favorable product mix. We lower 4Q23F sales and 
2023F sales are lowered to a 6% YoY fall. However, given higher 3Q23 EPS, our 2023F EPS 

is upped to NT$1.56, down 9% YoY. 
Sales growth to resume in 2024F. Management guides single-digit growth for NB 

shipments in 2024F, and server sales to grow by double digits, while smart device sales to 
improve as reduced inflation boosts demand. We expect server sales will be the key driver 

on expanding AI server contribution from 5-7% in 2023F, and recovery of general server 
demand. Inventec mainly supplies AI server motherboard with a 3-6x higher ASP and 5-

10ppts higher gross margin, compared to traditional server motherboard, and ships to its 
partner ZT (US) for final assembly. Management thus expects AI server sales to double in 
2024F to boost total server sales into double-digit growth in 2024F. This will be positive to 
2024F gross margin, and we expect sales contribution of 15-20% from AI server next year, 
and total server profit contribution of over 70%. It also guides 1Q24F sales likely see QoQ 
growth despite in slow season, beating consensus. Our 2024F EPS is fine-tuned to NT$2.42 
(up 54% YoY) and 2025F EPS is NT$2.93 (up 21% YoY) on higher operating margin. 
Valuation & Action 
Our target price is adjusted from NT$62 to NT$53 (20x 2024-25F average EPS, vs previous 
23x). Upgrade to Outperform on margins rebound and earnings growth resumption. 
Risks 
Inflation impacts end demand; cost increases weigh on gross margin. 
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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.  

Disclaimer 
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 recommendation 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 

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 c hange 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.  


