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Promising outlook for N2              

..      Event 

We update on the latest N2 and N3 demand, as well as CoWoS planning in 2026F. 

Impact 

N2 adoption timeline & sales meaningfully outpacing N3. TSMC’s N2 process is expected to 

begin wafer-in in 4Q25F and contribute to sales in 2026F. We estimate monthly N2 capacity 

will expand from 25k wafers at end-2025 to 70–75k wafers at end-2026. In 2026F, N2 will 

account for 15% of TSMC’s total sales, significantly exceeding N3’s first-year contribution of 

6%. Unlike previous advanced nodes, of which Apple (US) was the primary early adopter, AMD 

(US) will take the lead this time. Additionally, all major N3 clients, including Bitmain (CN), Intel 

(US), MediaTek (2454 TT, NT$1,285, OP), and Qualcomm (US), are expected to adopt N2. N2’s 

top six clients account for 95% of orders. 

We expect N3 shipments to grow by 10% YoY in 2026F. Although N3 customers continue to 

migrate to the N2 node, we still forecast a 10% YoY increase in N3 shipments in 2026, driven 

by Nvidia's (US) Rubin chip ramping on the N3 process, which helps offset declines from other 

N3 customers. MediaTek, one of the top N3 customers, is expected to see a growth next year, 

primarily due to a ramp-up of AI ASIC shipments (e.g. Google’s (US) TPU v7e). Given strong N2 

demand, we expect N2 and N3 revenue to account for 45-46% of TSMC’s total revenue in 

2026. 

CoWoS expansion forecasts to be revised down. Amid elevated market expectations and 

weaker-than-expected initial shipments of the GB200, upstream chip production has 

significantly outpaced downstream deliveries. As a result, we anticipate that previously 

overbooked TSMC capacity will face downward revisions. We expect monthly CoWoS capacity 

to expand from 70k wafers by end-2025F to 90k wafers by end-2026F, versus consensus of 

100-120k wafers. Nvidia is likely to see the largest downward revision. We estimate Nvidia’s 

CoWoS demand this year and next will be revised down from 400k and 650k wafers to 350k 

and 500k wafers, respectively. We believe this revision does not reflect weakening demand, 

but rather an adjustment of previous overbooking. The only notable upward revision comes 

from Broadcom (US). 

Valuation & Action 

We fine tune our EPS forecast to factor in: (1) a stronger NT dollar; (2) stronger N2 demand; 

and (3) a lower CoWoS capacity forecast. To reflect TSMC’s competence, we slightly adjust our 

target P/E multiple from 15x (average since 2008) to 16.5x (average since 2018). Our target 

price is adjusted to NT$1,105. It is important to note that our EPS forecast is based on 

assumptions of a forex rate of NT$30-31/US$, and does not factor in the potential risk of 

appreciation past NT$30/US$. Maintain Outperform. 

Risks 

Global economic and tariff uncertainties; potential risks of Intel investment. 
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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.  


