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Margin guidance an upside surprise             

..     Event 

TSMC held its 2Q24 earnings conference today (July 18). In general, 2Q24 results beat our 
forecasts and consensus, and 3Q24F gross margin guidance was an upside surprise. The 
company raised full-year sales guidance and narrowed its capex guidance range for 2024F, both 
in line with our expectations. 

Impact 

Guidance roughly in line, margin outlook a beat. TSMC guides 3Q24F sales of NT$728-754bn 
(US$22.4-23.2bn), up 8-12% QoQ, slightly below our estimate of 10-14% QoQ, though we 
believe the guidance is conservative and that there is room to beat. This rationale is supported 
by management raising 2024F sales growth guidance from 20-25% YoY to above 25% YoY. 
Meanwhile, TSMC narrowed full-year capex range from US$28-32bn to US$30-32bn. Both sales 
and capex guidance revisions were in line with our expectation of 25-30% sales growth and 
estimated capex of US$31bn. However, gross margin guidance of 53.5-55.5% in 3Q24F was an 
upside surprise (vs. consensus of 51.5-52.5%) considering N3 ramp up will likely dilute gross 
margin. Judging by the guidance, the dilution will be much less than our forecast or will be 
offset by a better utilization rate. 

AI still a key driver; CoWoS supply-demand imbalance through 2025F. In light of strong 
demand from AI accelerator (GPU), TSMC expects that CoWoS supply-demand imbalance will 
continue through 2025F and that supply tightness is likely to ease until 2026F. It also expects 
its CoWoS capacity to likely double again next year, much higher than consensus of 75-85% YoY. 
In addition, CoWoS price hikes and the launch of CoWoS-L have pushed up CoWoS gross margin 
close to the corporate average. Moreover, the company expects the launch of AI on edge 
(device) will increase silicon content (or die size) by at least 10% due to increased 
functionalities. While AI may not be able to drive global PC/ smartphone shipment growth, 
TSMC believes it will likely shorten the replacement cycle. 

N3 & N2 demand better than expected. With strong demand for N3 technologies and AI-
related applications, and even for N2, TSMC plans to increase prices to reflect value and inflated 
costs in 2025F, with price negotiations with clients so far on track. We forecast TSMC will raise 
ASP by 3-7% for N3, N4 and N5 next year. The volume of N2 product tape-outs will be much 
greater than those of N3 and N5 in the first two years, implying N2 revenue contribution in 
2026F (year 2) will be greater than that of N3 and N5 at the same stage. Also, we believe N2 
margin dilution may end sooner than for N3 (from 10-12 quarters back to the historical average 
of 8-10 quarters). 

Valuation & Action 

To factor in better margin guidance, we slightly revise up our 2024-25F EPS forecasts by 3.8% 
and 2.0% to NT$41.67 and NT$51.56, versus consensus of NT$39.92 and NT$50.76. We adjust 
our target price from NT$1,270 to NT$1,290, still based on 25x 2025F EPS. We recommend 
investors accumulate the shares on the recent pullback. Maintain Outperform. 

Risks 

Global macro and geopolitical uncertainties; prolonged inventory correction. 
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