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Riding early sales contribution from defense tenders        

  
Event 

Zyxel announced preliminary 3Q23 results. Gross margin arrived at 22.3%, beating our 
forecast as defense tenders contributed to sales earlier than expected. 

Impact 

3Q23 gross margin beat. 3Q23 sales arrived at NT$6.97bn, down 2.1% QoQ and 19.5% 
YoY, in line with our forecast. 3Q23 sales fell 2.1% QoQ due to client inventory 

adjustments. Meanwhile, gross margin rose from 21.2% in 2Q23 to 22.3%, despite 
recognition of inventory impairment losses, thanks to: (1) an improving product mix driven 

by continued growth of PON shipments and the phase-out of DSL products; and (2) sales 
contribution from defense tenders, which are margin-accretive, although they only 
accounted for less than 5% of 3Q23 sales. With the booking of additional operating 
expenses for employee bonuses and forex gains of around NT$100mn, preliminary 3Q23 
EPS came in at NT$0.73, beating our forecast. 

Riding operating upswing from 4Q23. We leave our 4Q23 sales forecast unchanged, but 
raise our gross margin estimate to 23.8%, resulting in 4Q23F EPS of NT$0.88, up 19.4% 

QoQ, but down 19.8% YoY, as: (1) we believe client inventory adjustments are nearing the 
end, and although 3Q23 marks the recent sales trough, we have not yet seen substantial 

demand recovery; (2) sales contribution from defense orders should pick up gradually; and 
(3) gross margin erosion due to inventory write-offs ended in 3Q23. 

2024 outlook intact. Given that the bulk of recent orders are for near term delivery, we 
remain conservative about outlook of moderate growth in 2024 telecom demand. Despite 
lower capacity utilization and recognition of inventory impairment losses, defense tenders 
started to contribute to sales earlier than expected, and as overall gross margin rose in 
3Q23 on continued product mix optimization, we fine-tune 2024F sales to NT$31bn and 
raise full-year gross margin to 24%. We also raise our forecast for quarterly operating 
expenses to NT$1.3bn. Net-net, we now estimate 2024 EPS will grow 22.7% YoY to 

NT$4.35. 

Valuation & Action 

We maintain Outperform on Zyxel Group, and keep our target price unchanged at NT$65, 
based on 15x 2024F revised EPS. 

Risks 

Component shortages; continued pandemic impact; NT-dollar appreciation. 
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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 c ompanies 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.  


