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Thermal sector

INDUSTRY REPORT

Taiwan

GB200 mass production to boost 1Q25F sales growth QoQ

]l

The market is concerned about the
impact on thermal plays of the recent
launch of DeepSeek’s (CN) hyper-efficient
R1 Al model,
significantly less computing performance

and therefore cooling.

as the model requires

We believe these concerns are overdone
and expect the Al server TAM of the
thermal industry to continue to grow;
however, we predict the PE of thermal
plays will fall from a peak of 25-35x in
2024 as sales slow down through 2026F.

We forecast 1Q25F sales of thermal plays
to grow QoQ on earlier-than-expected
GB200 mass production. We maintain
Outperform  ratings on Asia Vital
Components (3017 TT, NT$508, OP) and
Auras Technology (3324 TT, NT$556, OP)
on strong sales and earnings growth in
2025F.

Event

The launch of DeepSeek’s (CN) hyper-efficient R1 Al model has led to market concerns about
the impact on thermal plays and the adoption of liquid cooling, as the model requires
significantly less computing performance and therefore cooling. However, we believe these
concerns are overdone and expect the Al server thermal TAM to continue to grow in coming
years on lower-cost Al models. Any share correction represents a good entry point.

Impact

Minimal impact of R1 on thermal plays. DeepSeek’s R1 is attracting global attention as an
open source Al model that boasts impressive performance capabilities and significant cost
advantages, illustrating that the high-cost, high-computing power Al development model may
no longer be the only path to industry growth. R1 also highlights the importance of the open
source model, as some US CSPs also attempt to develop open source Al models to penetrate
the edge Al ecosystem. Despite this, we don’t think R1 will have a significant impact on thermal
demand growth in coming years, as launches of lowercost models will boost overall Al market
penetration. We will also continue to see GPU and CPU computing performance increase with
growing thermal design power (TDP) for training, inference Al and edge Al applications. The
expansion of liquid cooling demand for highdensity, high-performance training Al server
(GB200, GB300, Rubin) is intact, as data center operators strive to trim power usage
effectiveness (PUE), a global energy efficiency indicator for data centers. Meanwhile, air and
liquid-cooling will be adopted for inference Al and edge Al. However, on a TDP sales growth
slowdown and a more competitive landscape through 2026F, the PE of thermal plays will fall
from a peak of 25-35x in 2024.

GB200 shipments ramp up; GB300 design in the pipeline. Based on our industry checks, we
note that mass production of GB200 Al server racks that adopt liquid cooling has kicked off in
1Q25. We estimate GB200 shipments to be 2-3k racks in 1Q25F, with increased shipments in
2Q25F. Orders for GB200 server rack from the top-four US CSPs are 25-30k units (unadjusted)
in 2025F, with GB300 orders coming later in 2H25F. The GB300 liquid cooling design is similar
to GB200 in the cold plate (six units per compute tray), though GPU TDP is higher at 1.4KW,
vs. GB200’s 1.2KW. But as GB300 is a socket design, the number of quick disconnector (QD)
units per compute tray will increase to 14 units, vs.

GB200’s 6 units. The rack and inner manifold of GB300 and GB200 should be similar.
Therefore, GB300 ramp-up will be positive for liquid cooling TAM growth. The TDP of Rubin
will likely be higher at 1.5-2.0KW. Thus, under CSPs’ aggressive capex and growing server
demand in 2025F, we expect solid sales growth in liquid cooling for thermal plays, as well as
decent earnings contribution. Aside from Al server, thermal plays’ ASPs and gross margins will
also benefit from new RTX 50-series graphics card, Al PC and Al smartphone. Asia Vital
Components (AVC; 3017 TT, NT$508, OP) & Auras Technology (3324 TT, NT$556, OP) — 1Q25F
sales to grow QoQ. AVC and Auras now expect 1Q25F sales to grow QoQ on GB200 server rack
mass production, coupled with new RTX-50 graphics card launches, being more positive as
compared to one month ago. AVC is seeing market share gains in liquid cooling cold plate at
Microsoft (US) and AWS (US), and looks to capture over 70% of GB200 cold plate demand. AVC
also dominates in GB200 manifold shipments to CSPs, while Auras supplies manifolds to
enterprises like Oracle (US) and HP (US). Both firms expect 1Q25F sales to grow by single digits
QoQ, higher than consensus and our estimates, with January sales being the 1Q25F bottom.
Both firms expect 2Q25F sales to keep growing, and that 2H25F sales and earnings will rise on
booming cloud and edge Al demand (Al PC and iPhone 17 VC adoption). With a 2025F liquid
cooling sales weighting estimated at 20% for AVC and 30-40% for Auras, we forecast
respective 2025F EPS of NT$33.17 (up 56%) and NTS$38.25 (up 90%).

Stocks for Action

We lower our target PE for both AVC and Auras as their YoY sales growth will peak in 2H25F.
However, we maintain Outperform ratings, though our target prices are adjusted to NT$730
for AVC and NTS$800 for Auras, on 22x 2025F fully-diluted EPS.

Risks

Material price increases; NT-dollar appreciation; weak demand for server and gaming NB.
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Figure 1: AVC -- Breakdown of 4Q24 & 1Q25 forecast revisions vs. consensus

4Q24F 1Q25F
NT$mn Revision Previous Chg.(%) QoQ(%) YoY (%) Consensus Diff.(%)| Revision Previous Chg.(%) QoQ (%) YoY (%) Consensus Diff. (%)
Sales 20,904 20,209 34 96 250 20,702 10 21,531 18,592 158 30 406 20,212 6.5
Gross profits 5,017 4911 22 120 376 4,997 0.4 5,275 4,555 158 5.1 56.4 4,890 79
Operating income 3,491 3,435 16 123 445 3,488 0.1 3,553 3,068 15.8 18 836 3317 7.1
Pretax Income 3,926 3,829 25 145 576 3,675 6.8 3,874 3,388 143 (13) 66.3 3,531 97
Net income 2,330 2,378 (2.0 03 394 2,461 (53) 2,430 2,177 17 43 554 2,357 31
EPS (NT$) 6.04 6.20 (27 03 359 6.38 (53) 6.30 5.68 117 43 543 6.11 31
Gross margin (%) 24.0 243 (03)ppts  0.5ppts 2.2 ppts 241 (0.7)ppts 245 245 00ppts 05ppts  2.5ppts 242 0.3 ppts
OP margin (%) 16.7 170 (03)ppts 0dppts 2.2ppts 168 (0.7)ppts 16.5 165 00ppts (0.2)ppts 3.9 ppts 16.4 0.1 ppts
Net margin (%) 11 118  (06)ppts  (1.0)ppts 1.2 ppts 119 (07)ppts 13 1.7 (04ppts  0.1ppts  1.1ppts 117 (04)ppts
Source: KGI Research estimates; Bloomberg
Figure 2: AVC - Breakdown of 2024-25 forecasts vs. consensus

2024F 2025F

NT$mn Revision Previous  Chg.(%) YoY (%) Consensus Diff. (%) Revision Previous Chg.(%) YoY (%) Consensus Diff. (%)
Sales 71,761 71,066 10 212 71,466 04 104,047 95,295 92 45.0 96,302 80
Gross profit 16,664 16,615 03 345 16,617 03 26,407 24,204 9.1 58.5 24,470 79
Operating income 10,961 10,905 05 477 10,925 03 19,265 17,769 84 75.8 17,170 122
Pretax Income 12,618 12,593 02 57.2 12,268 29 20,549 19,050 79 62.8 17,920 14.7
Net income 8,165 8,204 0.5) 539 8,221 0.7) 12,804 12,117 5.7 56.8 11,902 16
EPS (NTS) 21.23 21.40 0.5) 50.5 21.37 0.7 33.17 3161 57 56.3 30.84 76
Gross margin (%) 23.2 234 (0. 2)ppts 2.3 ppts 233 (0.0)ppts 254 254 (0.0)ppts 2.2 ppts 254 (0.0)ppts
OP margin (%) 153 15.3 (0. 1)ppts 2.7 ppts 153 (0.0)ppts 185 18.6 (0. N)ppts 3.2 ppts 178 0.7 ppts
Net margin (%) 114 1.5 (0.2ppts 2.4 ppts 115 (0.1)ppts 123 127 (04)ppts 0.9 ppts 12.4 (0.1)ppts
Source: KG/ Research estimates; Bloomberg
Figure 3: Auras — Breakdown of 4Q24 & 1Q25 forecast revisions vs. consensus

4Q24F 1Q25F
NT$mn Revision Previous  Chg. (%) QoQ (%) YoY (%) Consensus Diff. (%)| Revision Previous Chg. (%) QoQ (%) YoY (%) Consensus Diff. (%)
Sales 4,126 4,304 (4.1) (2.2) 234 4,228 (2.4) 4,414 4,218 47 7.0 40.1 4,470 (12)
Gross profits 1,052 1,162 (9.5) (5.3) 29.9 1,108 (5.0) 1,148 1,097 4.7 9.1 48.8 1,189 (3.5)
Operating income 495 581 (14.8) (88) 289 581 (14.7) 574 569 08 15.9 743 679 (15.5)
Pretax income 470 556 (15.5) (8.5) 48 4 582 (19.3) 598 594 0.7 272 205 71 (15.9)
Net income 364 432 (15.9) 8.7) 626 466 (22.0) 485 482 0.7 335 227 559 (13.2)
EPS (NT$) 4.04 481 (15.9) (8.7) 56.0 5.19 (22.0) 5.40 5.36 0.7 335 19.8 6.22 (13.2)
Gross margin (%) 255 270  (1.5)ppts (0.8)ppts 1.3 ppts 26.2  (0.7)ppts 26.0 26,0  0.0ppts 05ppts 1.5ppts 26.6  (0.6)ppts
0P margin (%) 12.0 13.5  (1.5)ppts (0.9)ppts 0.5 ppts 13.7  (1.7)ppts 13.0 13.5 (0.5)ppts 1.0 ppts 2.6 ppts 15.2  (2.2)ppts
Net margin (%) 88 100  (1.2)ppts  (0.6)ppts 2.1 ppts 11.0  (2.2)ppts 11.0 114  (04)ppts 22ppts (16)ppts 125 (1.5ppts
Source: KG/ Research estimates; Bloomberg
Figure 4: Auras - Breakdown of 2024-25 forecasts vs. consensus

2024F 2025F
NT$mn Revision Previous Chg. (%) YoY (%) Consensus Diff. (%)| Revision Previous Chg. (%) YoY (%) Consensus Diff. (%)
Sales 15,779 15,957 (1.1 241 15,890 07) 23,709 23,521 08 503 22,963 32
Gross profit 4,150 4,260 (2.6) 38.1 4,211 (14) 6,792 6,747 07 63.6 6,533 40
Operating income 2,054 2,140 (4.0) 493 2,140 (4.0) 4,227 4,231 (0.1) 1058 3,969 65
Pretax income 2,262 2,348 (37) 443 2,391 (54) 4,323 4,328 (0.1 911 4,070 62
Net income 1,789 1,858 (3.7) 453 1,896 (5.6) 3,438 3,443 (0.1) 92.2 3,225 6.6
EPS (NT$) 20.17 2095 (3.7) 41.2 2137 (5.6) 38.25 38.30 (0.1) 89.6 35.88 6.6
Gross margin (%) 26.3 267 (Odppts 2.7 ppts 265 (0. 2)ppts 286 287 (0.0)ppts 2.3 ppts 285 0.2 ppts
OP margin (%) 13.0 134 (04)ppts 2.2 ppts 135  (04)ppts 178 180  (02)ppts 4.8 ppts 173 05ppts
Net margin (%) 113 116 (03)ppts 1.6 ppts 119  (0.6)ppts 145 146  (0.1)ppts 3.2 ppts 140 05 ppts

Source: KGI Research estimates; Bloomberg
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Figure 5: AVC’'s & Auras’ YoY sales growth will peak in 2H25F
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Figure 6: Capacity plans by vendor
DLC key components Cold plate module Ccbu DM
Capacity (k units/month) Current 2025F Current 2025F Current 2025F
AVC 115 365 1 2 2.5/ 15 (incl. inner) 2.5/ 15 (incl. inner)
Auras 30 330 1-2 2-3 2-3
Nidec 0.2 2
Kaori 0.15-0.2 2 4
Kenmec 04
Vertiv 0.045 2.025
Source: Company data; KGI Research
Figure 7: Growing sales attributable to server sales growth
Thermal (NTShn) YoY (%) Total sales weighting by application in 2025F (%)
Company Ticker 2023 2024F 2025F| 2023 2024F 2025F] PC  Gaming/VGA Smartphone| Server] Networking Auto Others Total
AVC 3017 1T 319 397 577 21 247 453| 20 14 43 10 <1 14 100
Auras 3324 7T 127 158 237 (83) 241 503| 26 14 1 59 1100
Sunonwealth 2421 TT 129 149 173| (82 152 161 16 46 9 12 17 100
Source: Company data; KGI Research
Figure 8: Higher margins to boost EPS growth in 2025F
GM (%) OPM (%) EPS (NT$) EPS YoY(%) 2024-26F
Company Ticker 2024F 2025F 2026F| 2024F 2025F 2026F| 2024F 2025F 2026Ff 2024F 2025F 2026F CAGR
AVC 3017 71T 232 254 26.0 15.3 18.5 194 21.23 33.17 42.98 50.5 56.3 296 423
Auras 3324 71T 263 286 285 13.0 17.8 184 20.17 3825 4999 412 89.6 307 57.4
Sunonwealth 2421 TT 28.0 29.1 30.0 12.1 14.1 15.5] 5.83 7.23 8.98 12.9 241 24.2 24.1

Source: Company data; KG/ Research

5 February 2025 3



L% KGI

Figure 9: Peer comparison - Valuations

Market  Share Target EPS (LCY) EPS YoY (%) PE () PB (x) ROE (%) Cash yield (%)
Sector Company Ticker cap. price |Rating Price
(ussmn) (LCY) ()| 2023 2024F 2025¢| 2023 2024F 2025F| 2023 2024F 2025F| 2023 2024F 2025F 2023 2024F 2025F| 2023 2024F
Sunonwealth 21T 762 921|Outperform 1300 516 583 723| 189 129 241| 178 158 27| 35 33 30| 215 214 248 38 45
coolngan Nidec Corp* 6594 Jp 19664 2,560.5 |Not rated NA| 6426 12507 16117| (723) 946 289 398 205 159| 11 19 17| 28 101 1w0s| 27 14
Sun Max Tech* 6591 1T 61 535 Not rated NA[ 340 NMm NM| (07) NA  NA[ 157 NA NA| 11 mAa NA] 68 NM NM| 51 NA
Minebea Mitsumi® 6479 JP 6786 2,467.5 |Not rated nA| 17823 12327 167.17| 48 (308 356| 138 200 148| 16 15 13| 125 77 96 16 16
AVC 301777 5,959 508.0 |Outperform 7300 1411 2123 33a7| 197 505  se3| 30 239 13| 88 75 60| 283 339 437 14 21
Thermal modue | Delta Elec 30877 31215 3970 [Outperform 5120 128 155 1897 22 210 220| 309 255 209 52 45 40| 173 188 201 16 20
icooling fan vertiv VRTUS 42,263 112.6 | Not rated NA[ 121 271 354 5050 1238 307 931 416 318| 213 198 44| 266 481 542 0.0 0.1
Dover Corporation DOV US 217,751 202.3 | Not rated NA| 756 817  940] 12 80 151 268 248  215| 55 49 40| 225 29 172 1.0 1.0
Nidec CCI* 6230 T 412 1575 |Not rated Nal 702 Nm nm| (1) NA Na| 224 nNa nNal 24 ma ma] 09 wM NM| 07 NA
Auras 332477 1,540 556.0 |outperform  800.0| 1428 2007 3825| (270 412 896| 389 276 145| 74 65 52| 202 251 402 12 15
Thermal module  [Foxconn Tech* B54TT 3070 717 |Not rated Nal 301 289 410 (03) (a0) 19| 238 248 75| 10 07 06| 41 38 53 21 21
Fujikura Lid" 5803 JP 12018 6308.0 |Not rated NA| 14827 16486 25236| 45 1.2 531 425 383  250] 64 55 45| 167 158  189| o5 08
Furukawa Elect* 5801 JP 3329 7.3150 |Not rated NA| 25445 3264 34371 774  (872) 9531| 287 2241 n3| 17 17 15| 62 06 72 11 08
*Bloomberg consensus
Source: Bloomberg; KGl Research estimates
Figure 10: AVC - 12M forward PE band Figure 11: Auras - 12M forward PE band
Share price, NT$ (LHS); PE ratio, x (RHS) Share price, NT$ (LHS); PE ratio, x (RHS)
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