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Key Takeaways

SMCI's 30% stock drop, due to a short-seller report, creates potential opportunities for competitors
like Dell and HPE to step in and grab market share.

* The Al server market is expected to grow to $430 billion by 2030, offering significant growth potential
for those operating in the space.

Super Micro Computer (SMCI), a leading provider of Al servers, saw its stock price plummet by over 30%
following the release of a short-seller report from Hindenburg Research on August 27. The report alleges
that SMCI has been misrepresenting its sales on financial statements and engaging in other nefarious
activities. Compounding these concerns, the company recently delayed submitting its annual filings to the
SEC, raising further doubts about its financial reporting credibility. These revelations could potentially open
the door for some of the more traditional competitors to capture a larger share of the Al server market, a
sector in which SMCI is a dominant player.

Figure 1: Performance of SMCI vs. Dell, HPE
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Source: Bloomberg for the period 8/2/24-8/30/24.

Background

Super Micro Computer, once an obscure small cap, has emerged as a top Al market performer, soaring
1,000% over the last three years to recently earn a spot in the S&P 500. As a key provider of Al servers,
primarily built around Nvidia’s most advanced chips, SMCI has experienced significant sales growth since
the start of 2023. The company’s annual revenue jumped from $5.2 billion in 2022 to $7.1 billion in 2023,
and then to an impressive $14.9 billion in 2024.1 In the most recent quarter, it reported $5.3 billion in
revenue, a year-over-year increase of 140%, and is on track to hit the Wall Street consensus estimate of
over $28 billion for the end of this fiscal year.1

Figure 2: Super Micro Computer Historical Quarterly Sales and 1Y Trail-
ing Sales Growth
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Source: Koyfin, as of 9/1/24.

Approximately 92% of SMCI’s business is driven by its Al server segment, which integrates essential
components—such as GPUs, CPUs, memory modules and liquid cooling systems—into high-performance
Al servers designed for data center deployment.

At the Computex conference earlier this year, SMCI showcased its Al servers powered by Nvidia GPUs,
emphasizing their key role in the Al revolution. These servers integrate up to several hundred thousand
chips,2 working alongside Nvidia GPUs. While Nvidia CEO Jensen Huang called GPUs the “brains” of Al,
he acknowledged that their true power emerges only when combined with other essential components
like CPUs, memory and network switches from various semiconductor firms.2 This intricate hardware
ecosystem is crucial for Al training and inference, and SMCI, among others, package these elements into
servers for deployment in data centers.

The Hindenburg Report

The Hindenburg Research report casts a long shadow over SMCI’s recent success. The short seller
highlights historical issues with the company’s accounting practices, including a delisting back in 2018
that led to the firing of most of the staff involved.3 Shockingly, some of these personnel were later rehired,
raising red flags about the company’s internal controls.

The report also raises serious concerns about “channel stuffing,” a practice where a company inflates its
sales by sending more products to distributors than distributors can sell. Even more alarming, Hindenburg
suggests that SMCI might be funneling sales to entities on the U.S. government’s export ban lists or
even the Office of Foreign Assets Control (OFAC) list, possibly through partner intermediaries or shell
companies abroad. If true, this could mean that Nvidia’s most advanced chips are finding their way into
Russia and China, potentially putting SMCI in the crosshairs of the U.S. government.
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Moreover, the report highlights significant issues with SMCI’s customer service, pointing to poor post-sales
support and dissatisfied clients. Allegations include faulty equipment and inadequate client service sup-
port, with just 20 personnel reportedly managing all service needs across the U.S. Some clients, according
to the report, have already begun transitioning to more trusted competitors like Dell and Hewlett Packard
Enterprise (HPE), with companies such as Tesla, Amazon and DigitalOcean among those mentioned.

The Al Server Market

The Al server market is very competitive, with major players like Dell, HPE, IBM and Oracle aggressively
targeting the enterprise segment. Smaller companies, such as ASUS, are also vying for market share.
ASUS has ambitious goals to increase its footprint fivefold from 2022 year-end sales numbers.4 With
operating margins hovering just above 10%, competition remains intense. SMCI has garnered significant
attention due to its concentrated focus in this space, whereas industry veterans like Dell and HPE derive
approximately 50% of their revenue from their broader Al and cloud infrastructure segments, with a strong
emphasis on growth.

Recently, Dell reported earnings that exceeded expectations, with its server and networking segment
growing 80% year over year, amounting to $11.6 billion in revenue. The company provided Q3 guidance
of $24—3$25 billion in total revenue, with its server group expected to see a 30% increase from this quarter,
bringing in $15 billion.5 Dell is also anticipating tailwinds from the device upgrade cycle and the introduction
of Al PCs in the second half of the year.

HPE is similarly benefiting from growing demand for Al servers, which contributed $1.6 billion to the
recent quarter’s total revenue of $7.7 billion. The firm beat sales expectations by nearly $50 million,6 but
reported lower margins than expected, causing investors to punish the stock. With approximately 50% of
HPE's revenue coming from the server segment, we would expect Al servers to continue to become more
important to the business—with an opportunity to tie in higher margin services alongside this offering in
the future.

On the other hand, SMCI recently reported $5.3 billion in sales and projected $6.5 billion for Q3, aiming
for over $28 billion in revenue for the 2024 calendar year, marking a 90% increase from the previous year.
However, the release of the Hindenburg report raises the possibility that a portion of SMCI's sales—a
meaningful amount of market share—could shift to competitors or be lost entirely if linked to channel
stuffing activities or banned entities.

Valuations

The Al server market is projected to grow at a 30% compound annual growth rate (CAGR) to over
$430 billion by 2033, according to Statista.7 With many firms seeking to capitalize on this strong growth
opportunity, the recent information released by the Hindenburg report could lead to a shift in market
dynamics.

Following SMCI’s stock sell-off in reaction to the report, the firm’s valuation multiples took a hit. It has
historically traded at a premium, but has since aligned more closely with its competitors, with most peers
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now trading around 1x FY25 sales or 10x FY26 earnings. If the allegations in the Hindenburg report are
substantiated, it could create opportunities for other players to capture market share.

Dell and HPE are particularly well positioned to benefit from SMCI’'s challenges. By attracting SMCI’s
disgruntled customers or those wary of associating with a company under scrutiny, they could experience
higher-than-expected sales growth. This scenario might also drive multiple expansion, making the stocks
attractive from both growth and valuation perspectives.

Bank of America’s $155 price target for Dell,8 based on a 15x EPS 2026 multiple, reflects confidence
in such expansion. Additionally, continued capital expenditures by major hyperscalers indicate continued
strong investment in Al infrastructure, supporting ongoing sales growth.

The market may not yet fully recognize Dell and HPE's potential to capitalize on SMCI'’s difficulties,
presenting a nice opportunity ahead for these two trusted, long-standing server providers.

Figure 3: Fiscal Year 2025 Estimated Sales Growth and EV Multiples
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Source: Koyfin, as of 9/1/24.

Conclusion

As Al enterprise adoption accelerates, the Al server hardware market offers a compelling investment
opportunity. While SMCI’s recent challenges introduce significant risk, other players like Dell and HPE
are well positioned to capture market share. These trusted industry players stand to benefit from SMCI’s
setbacks, making them attractive options for investors looking to capitalize on the growing demand for Al
infrastructure.
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At WisdomTree, we take a comprehensive approach to Al investing, targeting both hardware and software
across the Al value chain. The WisdomTree Atrtificial Intelligence and Innovation Fund (WTAI) includes
holdings in HPE and Dell, reflecting our confidence in their6 ability to meet the growing demand for Al
infrastructure.
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Important Risks Related to this Article

For current holdings of WTAI, please click here. Holdings are subject to risk and change.

There are risks associated with investing, including the possible loss of principal. The Fund invests

in companies primarily involved in the investment theme of artificial intelligence (Al) and innovation.
Companies engaged in Al typically face intense competition and potentially rapid product obsolescence.
These companies are also heavily dependent on intellectual property rights and may be adversely affected
by loss or impairment of those rights. Additionally, Al companies typically invest significant amounts of
spending on research and development, and there is no guarantee that the products or services produced
by these companies will be successful. Companies that are capitalizing on innovation and developing
technologies to displace older technologies or create new markets may not be successful. The Fund invests
in the securities included in, or representative of, its Index regardless of their investment merit and the Fund
does not attempt to outperform its Index or take defensive positions in declining markets. The composition
of the Index is governed by an Index Committee and the Index may not perform as intended. Please read
the Fund’s prospectus for specific details regarding the Fund’s risk profile.
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