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Strong orders for 800Gb switch & server           

 Event 

In 2Q24, gross and operating margins were a respective 27.4% and 18.9%, below consensus of 

29.6% and 20.4%. However, EPS of NT$7.07 was slightly higher than consensus, thanks to a 

better tax rate and higher non-operating income. 

Impact 

2Q24 operating profit missed consensus by 4%. Gross margin narrowed 2ppts QoQ to 27.4% 

in 2Q24, due to a poor product mix, higher copper costs and incremental price adjustments. 

That said, earnings beat consensus slightly on a non-operating contribution of NT$51mn (forex 

gains of over NT$80mn and fire insurance claim payments of over NT$50mn), as well as the tax 

rate returning to the normal 18.2%. The product mix was similar to that of 1Q24, with 

networking, handheld device and automotive at 55-60%, 25-30% and 15-20%. 

Full capacity utilization in 3Q24F on demand for 800Gb switch & server. We forecast sales will 

grow by 6-9% QoQ in 3Q24F, with production capacity fully utilized. By segment, infrastructure 

networking and handheld device sales will both increase by single digits QoQ, while automotive 

and industrial will decrease by single digits QoQ. The company has been raising prices to factor 

in higher copper costs. All told, we forecast gross margin will widen by 2.1ppts QoQ to 29.5% 

in 3Q24F, for EPS of NT$8.1. 

Leading global supplier of high-end substrate. Elite Material’s high-speed and halogen-free 

substrate market share were a respective 28% and 33% in 2023, the highest among peers. Other 

highlights are: (1) AI server CCL contributed 26-27% of sales in 2Q24. In 3Q24, 800Gb switch, 

general-type server and AI server will have clearer visibility; (2) we expect GB200 SW tray will 

account for the bulk of supply and computing tray will come in second. However, next-

generation R-series platform will soon take the top spot; (3) in 2Q24, of infrastructure 

networking sales, 44% were for servers, 44% for switches and 12% for satellites. We expect 

800G switches will account for over 10% of all switches in 2H24F, with the remainder largely 

400G switches; and (4) 2024F capex will be NT$8.4bn. Monthly production capacity will reach 

a respective 4.3mn and 5.5mn sheets in 2024-25F. In addition, the company plans to issue a 

convertible bond of NT$6bn to expand capacity. . 

Valuation & Action 

Elite Material continues to lead in the AI server and 800G switch materials fields. We have 

trimmed our 2024-25F earnings by 2% and 1% respectively. We adjust our target price to 

NT$610, on 20x 2024 and 2025 average EPS forecast. Maintain Outperform. 

Risks 

Weaker-than-expected client demand; competitors gain development lead. 
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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 change 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.  


