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Earnings upgrade cycle to drive up valuation             

..     Event 

We resume coverage of TSMC. The company will host its 2Q24 earnings conference on July 18. 

We are positive on the counter as: (1) we believe upward revision of consensus earnings will 

continue due to its leading industry position; (2) stronger-than-expected demand for N3; and 

(3) margin expansion in 2025F on rising prices for both foundry and CoWoS services. 

Impact 

2Q24 sales beat; upside to 2024 sales guidance. 2Q24 sales came in at NT$674bn, up 13.6% 

QoQ and 40.1% YoY, 2.2% above the high end of its guidance range, thanks to strong demand 

for N3, and upside for N4 and N5, mainly from Nvidia (US) and Bitmain Technologies (CN). For 

3Q24, we expect TSMC to guide low-teens percent QoQ growth, versus our estimate of 13% 

QoQ growth, with mild margin contraction on higher electricity prices and margin dilution due 

to N3 ramp-up. With strong 2Q-3Q24F sales, we believe there is a strong chance TSMC will 

revise up 2024 sales growth guidance from 20-25% YoY to 25-30% YoY, with upside on upward 

revision to Apple (US) demand, CoWoS-L ramp-up, and faster-than-expected N3 capacity ramp-

up in 2H24 (Fab18). 

2025F margin expansion on rising ASP. With support from Nvidia, we believe most clients will 

accept TSMC’s wafer price hikes for advanced nodes and packaging. Due to inflated costs 

stemming from higher electricity prices and overseas expansion, we expect TSMC to increase 

foundry pricing by 3-7% for N3, N4, and N5 in 2025, which accounts for 70%+ of sales. Due to 

higher ASP, we forecast TSMC’s gross margin will rise from 51.7% in 2024 to 53.7% in 2025. 

Upside to 2025 capex, but capex intensity to remain low. We expect TSMC to increase 2025 

capex to US$35-36bn, up 15% YoY, from US$31bn in 2024, due to stronger-than-expected N3 

demand from Intel (US), Bitmain Technologies, and Qualcomm (US), and greater expansion of 

CoWoS and SoIC capacity. However, in anticipation of price hikes, we forecast TSMC will post 

2025 sales growth of 20% YoY, which will exceed capex growth, thus capex intensity will remain 

low at 34% in 2025, in line with guidance that capex intensity will level off in the coming years. 

Valuation & Action 

We resume coverage with Outperform and a target price of NT$1,270, based on 25x 2025F EPS, 

and recommend investors accumulate shares on price pullback, due to: (1) we believe upward 

revision of consensus earnings will continue due to its leading industry position; (2) rising ASP 

on increasing foundry pricing and product mix improvement; and (3) benefits from Intel’s 

incremental increases in outsourcing, mobile AP N3 migration, and the AI megatrend. We 

believe PE of 25x (cycle peak) is justified on extended order visibility and current SOX forward 

PE of 25-26x. 

Risks 

Global macro and geopolitical uncertainties; prolonged inventory correction. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the relevant 

regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in the 

respectively covered stock, issuer and/or new listing applicant. 

Disclaimer 
All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia 

Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or recommendation to subscribe for or invest 

in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and 

does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the 

United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained 

in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not 

intended to provide professional advice and should not be relied upon in that regard. 

Some of KGI equity research and earnings estimates are available electronically on www.kgi.com.hk. Please contact your KGI representative for information. The information and opinions 

in this report are those of KGI internal research activity. KGI does not make any representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of 

the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability 

whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in 

any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any 

purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein. 

Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.  


