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Product mix-driven margin expansion to carry over           

..     Event 

Delta Electronics reported 2Q24 EPS of NT$3.83, 22% ahead of consensus, boosted by a 

record-high gross margin of 34.1%, up 4.6ppts QoQ, beating consensus by 3.8ppts. 

Impact 

Gross margin strength to sustain in coming quarters. Inventory writedown reversals 

added only 0.4ppts to the gross margin gain in 2Q24, implying that gross margin would be 

33.8% excluding the addition, still up 2.9ppts QoQ, mainly on a favorable mix, as server 

power and passive components revenue were both up 30%+ YoY in the quarter, vs. a 

corporate average of 3% YoY. We therefore believe gross margin strength is to sustain for 

at least the next several quarters given no major inventory writedown in the near future. 

We project both 3Q24F and 4Q24F gross margins at 34.0%. 

Accelerating YoY revenue growth in 2H24F. Delta said global macro uncertainties are 

weighing on telecom, networking and automation businesses, and the firm has lowered 

mobility segment sales guidance to slight growth in 2024F. Meantime, liquid cooling will 

soon be joining AI server power and passive components as growth catalysts on ramping 

liquid-to-air cooling retrofit shipments in 4Q24F, for 3Q-4Q24F revenue of NT$118.7bn 

and NT$120.7bn, up a respective 10% and 21% YoY. Management also notes that its 

thermal fan, cold plate and CDU are all on Nvidia’s (US) reference vendor list. We project 

a server power revenue CAGR of 24% in 2023-26F, and see server-related business 

accounting for over 30% of Delta’s revenue in 2025F, including 3% from liquid cooling. 

2024-25F EPS growth of 19% & 29%. Management reiterates opex growth of 15% in 

2024F, citing continuous R&D efforts. We raise 2024-25F gross margin by 1.8ppts and 

1.3ppts to 33.1% and 33.6%, and accordingly revise up EPS forecasts by 7% and 8% to 

NT$15.27 and NT$19.54, 13% and 17% higher than consensus, based on 8% and 16% 

revenue growth. 

Valuation & Action 

We maintain Outperform and raise our 12M target price to NT$528, based on 27x 2025F 

EPS (target PE unchanged). We regard the current PE valuation of 22x (historical band of 

15-27x) as attractive as we believe the firm’s presence in the AI server supply chain is 

strong and expect an earnings uptrend, which will serve as share price catalysts. 

Risks 

Macro headwinds; AI server supply chain constraints. 
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