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AI drives new CPU platform adoption & higher margins         

 Event 

We held an on-line conference with Lotes’ management. The firm shared a positive 
outlook on 3Q24F sales, new CPU platform penetration rates, and 2H24F margins 
guidance. 

Impact 

Higher penetration rate for new server CPUs; no change to competitive landscape. Lotes 
had 2Q24 server sales growth of 95-100% YoY and 25-30% QoQ, with board production 
growth of 16% YoY and 10% QoQ. We think higher ASP for new server CPU platforms Eagle 
Stream and Genoa/ Bergamo, with penetration rates rising from 15-20% in 2023 to nearly 
30% in 2Q24, is the main booster, and expect the new platform penetration rate to reach 
40-50% in 4Q24F. Coupled with server board production growth of 10% QoQ in 3Q24F and 
flat QoQ in 4Q24F, we expect 3Q24F sales to beat our previous forecast, rising 7% QoQ in 
3Q24F and reach a peak in 4Q24F. The AI server trend will drive new platform penetration 
rates up in the coming quarters. Although the platform launch schedule of the next 
generation server CPUs, Birch Stream (7,529 pins) by Intel (US) and SP7 (over 7,000 pins) 
by AMD (US), is unclear, they will drive sales growth in 2025F. There have been rumors of 
a new rival for Intel’s server CPU socket market, but with the Birch Stream socket launching 
shortly, and the Oak Stream socket design being finalized, the firm has not yet seen signs 
of new competition. We are bright on Lotes’ sales growth in 2024-25F. 

Margins outlook to be brighter. Given the popularity of new server platforms in 2H24-
2025F, we forecast server sales to grow 70% YoY in 2024F and 55% YoY in 2025F, to 
weightings of 37% and 45% of total sales, respectively, versus 35% in 1H24 and 27% in 
2023. Server sales growth will be also boosted by rising PCIe Gen 5 and DDR5 sales. Socket 
V1, an 1851 pin socket, has started shipments in 3Q24F, and will trigger desktop sales (26% 
of total 1H24 sales) growth HoH in 2H24 and YoY in 2025F. We think a better product mix 
from new server and desktop platforms will be positive for gross margin, along with a 
copper price correction and stable NT dollar trend. Considering higher sales, our operating 
margin forecast is revised up for 2H24F, and our 2024F EPS is raised to NT$81.13 (up 60% 
YoY) and 2025F EPS is raised to NT$103.86 (up 28% YoY) 

Positive UQD development with sales contributions in 2025F. The development of 
universal quick dis-connectors (UQD) for AI server liquid cooling manifolds is underway for 
Lotes. Management cited the firm’s placement on the approved vendor list (AVL) by end 
customers for several projects, and UQD will contribute to sales in 2025F. We think this 
will be the sales and earnings upside from our current forecast, once orders have been 
awarded. 

Valuation & Action 

We raise our target price from NT$1,920 to NT$1,930 on 21x 2024-25F average fully-
diluted EPS of NT$91.91. We maintain Outperform on solid 2024-25F margins and EPS 
growth. 

Risks 

Demand uncertainty for general servers; new CPU penetration; material price increases. 
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