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Liquid Cooling Technology Presents New Growth Opportunities
us | Al

Company background

Vertiv (VRT) designs, manufactures and services critical digital infrastructure for data centers
(80% of net sales in 2024), communication networks (10%), and commercial and industrials
(10%). Key products include critical infrastructure & solutions (AC & DC power management,
integrated modular solutions, thermal management), integrated rack solutions (racks, rack
power and power distribution, rack power distribution etc.), and management systems for
monitoring and controlling digital infrastructure, integral to the technologies in services such
as e-commerce, online banking, file sharing, video on-demand, energy storage, wireless
communications, loT and online gaming. The most prominent brands include Vertiv, Liebert,
NetSure, Geist, Energy Labs, ERS, Albér, and Avocent. The company operates across three
reportable segments: the Americas (56% of net sales in 2024); Asia Pacific (22%); and Europe,
Middle East, & Africa (22%).

Industry overview

VRT is operating in the data center infrastructure industry, a core sector supporting global
digital transformation, primarily providing hardware facilities and technical services required
for data storage, computation, and transmission in fields like the internet, cloud computing,
and Al. The industry primarily generates revenue through the sale of key data center
equipment, including power systems (e.g., 800VDC platform), cooling equipment (e.g., liquid
cooling CDU units), server racks, and IT infrastructure. Taking VRT as an example, its 3Q25
revenue reached $2,676mn (82.8% of product sales), driven mainly by explosive demand
from Al data centers for liquid cooling solutions and high-efficiency power products. VRT's
role as the exclusive liquid cooling supplier in the NVIDIA-led COOLERCHIPS program further
validates the profit potential of high value-added products.

Capital expenditure by hyperscale operators and data centers grew by 55% in 2024 and is
expected to increase by a further 56% in 2025. However, Vertiv's organic sales grew by only
18% in 2024, with projected growth of 26-28% in 2025. This indicates that the company is
struggling to fully meet the surging market demand due to factors such as supply chain
constraints and the typical positioning of cooling solutions later in the procurement cycle. As
the backlog of unfilled orders continues to rise and stable capital expenditure supports the
growth trajectory, the company's order volume continues to increase. Given that organic
order volume is a core revenue driver, we forecast net sales growth of 27%/25% in
2025/2026 under the baseline scenario.

According to Dell'Oro Group data, the liquid cooling market size is expected to approach $2
billion by 2027, with a compound annual growth rate of 60% during the period 2020-2027.
The upgrade in cooling technology requires driving product structure optimization, allowing
Vertiv to strengthen its pricing power and improve gross margins. However, the full
manifestation of this effect depends on the pace of technological evolution, so its impact is
relatively limited in the 2026 forecast. The breakthrough in microfluidics technology
announced by Microsoft in September, which embeds liquid cooling directly inside chips,
makes precise control of liquid flow paths within racks crucial. Amid the growing trend of
hyperscale operators emphasizing independent intellectual property development, the
company, with its unique positioning, can seize such high-value innovation opportunities
and continue to serve as a core partner for the development, supply, and deployment of
large-scale solutions.
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Data centers are placing higher demands on cooling solutions to support
continuously increasing rack power densities. Current data centers commonly
support rack power exceeding 20kW, but the market is moving towards levels above
50kW. The thermal density characteristics of new-generation CPUs and GPUs
significantly exceed those of previous generations, while server manufacturers are
packing more processing units into individual racks to meet the surging demands of
high-performance computing and Al applications.

Company valuation

Although the growth in order volume has been accompanied by a narrowing
incremental profit margin, reflecting a weakening pricing power since the second
quarter of 2024, signs of easing pressure have emerged. In the third quarter of 2025,
the Americas region contributed 40% of the incremental operating profit margin,
marking a strong reversal from the declining trend in incremental margins in the first
half of the year. This was primarily due to the fading impact of raw material costs and
tariffs. Management expects to largely offset the tariff impacts by the end of the first
quarter of 2026. Accordingly, we set the incremental operating profit margin for the
baseline 2025/2026 scenario at 23%/24%.

Key assumptions in the DCF analysis:
1. WACC: The capital structure consists of 67.6% debt and 32.4% equity, with a
debt cost of 1.2%, an effective tax rate of 35.2%, and an equity cost of 27.2%.
2. The discount period is from the fourth quarter of 2025 to the fourth quarter
of 2026, calculated on a quarterly basis.
3. The perpetual growth rate is 4.0%, based on the US GDP growth rate,
converted to a quarterly growth rate of 1.0%.
Considering the limitations of the DCF model, we employed three valuation methods,
comparing this result with EV/EBIT and P/E valuations, and ultimately derived a
target price of $188, initiating with an "Accumulate" rating.

Valuation method Assumptions Price $

PIEBIT 25¢ 2026E EBIT 170
PiE 33y 2026E EPSE 178
DCF 215
Average 188
Implied UpsidefDownside) 13.7%

Risk factors
1) Intensifying competition; 2) Intensified trade friction; 3) Deteriorated market
demand.
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Financials
Income statement FY2023 FY2024 FY2025E FY2026E
Net sales 6,863 8,012 10,180 12,744
MNet sales - products 5,406 6,394 8,429 10,029
MNet sales - services 1,457 1,618 1,751 2,715
Costs and expenses 4,463 5078 6,627 8,279
Cost of =ales - products 3,576 4,099 5518 5,541
Cost of zales - services 387 973 1,009 1,738
Gross profit 2401 2,934 3,653 4,465
Selling, general and administrative expenses 1,347 1,383 1,604 1,807
Adjusted Operating profit 1,054 1,552 2,049 2,658
Interest expense, net 180 150 79 54
Adjusted EBT 273 1,401 1,970 2,595
Income tax expense (benefit) 189 287 383 528
Adjusted net income 535 1,105 1,687 2,066
Balance sheet FY2023 FY2024 FY2025E FY2026E
Assets
Current assets
Cash and cash eguivalents T80 1,228 1,867 2,352
Accounts receivables 2118 2,363 2,759 3,073
Inventories 284 1,244 1,401 1614
Other current assets 215 267 g0s g0s
Total current assets 4,002 5,102 6,972 7,985
Non-current assets
Property, plant and eguipment, net 560 625 794 g72
Goodwil 1,330 1,321 1,444 1,444
Other intangible assets, net 1673 1,487 1,456 1,248
Deferred incomes taxes 160 303 259 250
Right-of-use assets, net 174 202 284 284
Other non-current assets 100 92 75 75
Total non-current assets 3,997 4,031 4,312 4,281
Total assets 7,999 9,133 11284 12,266
Liabilities
Current liabilities
Current portion of long-term debt 22 21 21 21
Current portion of warrant liabilities - - - -
Accounts payable 525 1,316 1,752 1,951
Deferred revenue 639 1,063 1,132 1,132
Accrued expenses and other liabiltiez 512 613 681 681
Income taxes 47 24 24 127
Total current liabilities 2,305 3,097 3,610 392
Non-current liabilities
Long-term debt, net 2919 25907 2,892 2872
Deferred income taxes 160 240 285 285
Warrant liabilties 195 - - -
Long-term lease liabilities 143 171 23 231
Other long-term liabilties 262 282 7 37
Total non-current liabilities 3,678 3,601 3,726 3,705
Total liabilities 5,984 6,698 7,335 7617
Equity
Teaszury stock - - - 1,200}
Additional paid-in capital 2,711 2,821 2,898 2966
Retained earnings (692) (238) 1,023 2,824
Accumulated other comprehensive (loss) income (3) (1459} 27 59
Total equity 2,015 2,434 3,948 4,649
Total liabilities and equity 7,999 9133 11,284 12,266
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Cash flow statement FY2023 FY2024 FY2025E FY2026E
Cash flows from operating activities
Met incomes 450 496 1,319 1,871
Add-backs:
Depreciation T4 82 98 123
Amortization 197 1895 201 208
Deferred income taxes (132} (55) 92 -
Amortization of debt discount and issuance costs 2 7 5 -
Change in fair value of warrant liabilities 158 445 - -
Changes in operating working capital 67 114 (60} (134)
Stock-based compensation 25 35 54 [
Other 43 Ty 32 -
Net cash provided by (used for) operating activities 501 1.316 1,741 2,084
Cash flows from investing activities
Capital expenditures (128} (167} (250} (300}
Investments in capitalized software (7} (17} (5) -
Purchaze of short-term investments - - (240) -
Acqguisition of businesses, net of cash acguired (29) (18) (222} -
Proceeds from Business/PPE disposition 24 - - -

Net cash provided by (used for) investing activities (139} 202y  (1,018) (300}
Cash flows from financing activities

Short-term borrowings, net (235} - - -
Repayment of long-term debt (27} (21} (21} (21}
Dividend payment {10} (42) (57) (70}
Repurchase of common stock - (600} - (1,200}
Exercise of employee stock options 27 33 3 36
Employee taxes paid from shares withheld (3} (19) (9) (4}
Net cash provided by (used for) financing activities (248} (649} (56) (1,258}
Effect of exchange rate changes 2 (22} 14 -
Change in cash 215 L 633 526
Cash and cash eguivalents, beginning of period 1,339 2,574 5,760 6,399
Cash and cash eguivalents, end of period 1,855 3,018 5,443 6,925
Changes in operating working capital
Accounts receivable (415} (280} (328) (274}
Inventories (54} (369} (107} (213}
Other current assets 143 (64) (41} -
Accounts payable [18) 343 395 199
Deferred revenue 274 435 43 -
Accured expenses and other liabilties 52 T 45 -
Income taxes 45 43 (74} 104
Total changes in operating working capital &7 114 (60} (134}

Current Price as of: Nov 19

Source: PSHK Est.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2025 Phillip Securities (Hong Kong) Limited
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