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1Q25 preview – Upward revision cycle nearing an end               

..     Event 

TSMC will host a 1Q25 earnings call on April 17. We expect 1Q25F sales to reach the high end 
of guidance, but gross margin to be slightly below the mid-point of guidance. 

Impact 

1Q25 results to be in line with guidance. Previously, we expected TSMC’s sales to beat 
guidance once again in 1Q25F. However, an earthquake in January may result in both 1Q25 
sales and gross margin being in line with the company’s guidance. We expect 1Q25F sales to 
fall by 2.5% QoQ, reaching the higher end of guidance thanks to strong N3 and N4 demand. 
We forecast 1Q25F gross margin of 57.5%, slightly below the mid-point of guidance, due to 
earthquake-related losses of around NT$5.3bn. 

N4 utilization rate could peak in 2Q25F; uncertainty rising from 3Q25F. We forecast the 
2Q25F N4 utilization rate (UTR) to reach 115-120%, driven by robust AI GPU demand (Nvidia 
(US) accounts for half of N4 demand) and new ADAS chips. Together with a higher N3 UTR and 
a CoWoS expansion, we expect TSMC to guide 2Q25F sales to grow by a mid-single digit QoQ. 
Margin may see a mild recovery. Electricity prices are expected to increase by another 5% 
from April (+17% in 2023, +25% in 1H24 and +14% in 2H24) and overseas expansions may 
offset margin improvement from a higher operational scale and the absence of earthquake 
losses. N4 UTR should remain high in 2H25F (100% or above) but order visibility is a bit low for 
4Q25F, and there are concerns regarding AI demand growth. We think 2Q25F may mark the 
peak of N4 UTR. 

Capital intensity could rise from 2026F. TSMC’s capital intensity may stay low at 33-35% in 
2025F. However, with the newly announced US$100bn investment in the US, we believe 
TSMC’s capex may stay in the US$40-60bn range from 2026F, despite the lack of timetable 
given for spending the US$100bn. We expect TSMC’s capital intensity to return to 40% from 
2026F, which would limit cash dividend growth. We forecast flat 2025-26F dividend per share 
at NT$18, as the increase in operating cash flow is likely to be offset by higher capex, keeping 
ending cash levels in 2026F roughly in line with 2025F. 

Valuation & Action 

With geopolitical issues and concerns regarding AI demand growth slowing down, we expect 
the upward earnings revision cycle, which has continued since 2023, to be nearing its end in 
1Q25F, which will cap near-term share valuation. In particular, we believe the US$100bn US 
investment will not be a one-off event, and TSMC may be coerced into helping with Intel’s 
(US) operations in some ways. However, we still believe TSMC will maintain its leading position 
given advantages in both technology and a pure foundry business model. We maintain a rating 
of Outperform with a target price of NT$1,350 (unchanged) but suggest investors accumulate 
the stock from 3Q25F, once we have better visibility on AI demand in 2026F and geopolitical 
developments. 

Risks 

Global economic uncertainties; potential risks of Intel investment. 
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