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Good entry opportunity on cloud & iPhone sales upcycle        

   Event 

Hon Hai Precision’s positive outlook is intact for 2H24-2025F. 

Impact 

3Q24 sales growth will likely beat guidance. The firm guides 3Q24 sales growth of 4-14% 
QoQ and YoY, but we expect sales will grow over 15% QoQ and YoY based on better-than-
expected July-August sales and rising September sales due to the launch of the new iPhone 
models. With AI server sales growth on improving Hopper GPU supply and small volume 
production of Blackwell GPUs in 4Q24F, and growing iPhone sales on the debut of new 
models, we forecast 20% QoQ sales growth in 4Q24. Therefore, we revise up 2024F sales 
growth to 11% YoY. On an AI server sales weighting uptrend from 30% of cloud sales in 
2023 to approximately 40% in 2024F, and over 50% in 2025F, we estimate 2025F sales 
growth of 22% YoY. 

AI server sales growth is on track, with gross margin supported by product integration & 
automation. The firm is confident about AI server sales prospects based on a strong client 
roster, product integration, global production site diversification, and automation 
advantages. CSP sales account for over 40% of cloud server sales (25-30% of 1H24 sales) 
on strong AI demand, which will rise in 2025F on a GB200 server rack production ramp-
up. The firm has also seen AI demand grow from enterprises for 2024-25F. The company’s 
AI server product portfolio will expand from GPU modules, baseboards, compute, and 
switch boards to server rack assemblies along with GPU and ASIC platform engagement. 
The GPU and ASIC platform ratio is currently around 7:3, with the GPU weighting likely to 
rise in 2025F. The firm aims to capture 40% of the AI server hardware market, with around 
50% of the hardware content value (besides GPU) produced internally, including liquid-
cooling CDU, UQD, manifolds, cold plates, power busbars, and cables, in 2025-26. 
Therefore, growing AI server sales may mitigate the gross margin downtrend, which the 
firm guides will arrive above the corporate average in 2024, but below average at around 
mid-single digits for the GB200 in 2025. We think our 2025 forecasts of cloud sales of 
NT$3.2tn (sales weighting of 38%), gross margin of 5.8%, and operating margin of 3% are 
in line with guidance. We also believe CE sales will be boosted by iPhone shipment growth 
in 2025, with assembly allocation of 60-65% due to ramp-up of production sites in India. 
We adjust our 2024-25F EPS forecasts moderately to a respective NT$11.32, up 10% YoY, 
and NT15.21, up 34% YoY. 

Valuation & Action 

We maintain Outperform, with a target price of NT$265, based on 20x 2024-25F EPS. The 
current valuation has corrected to an attractive level, providing a good entry opportunity. 

Risks 

Slow EV orders or component development; weakening global demand. 
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