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Strong guidance eases looming concerns, partially              

..      Event 

TSMC has maintained its 2025F sales and capex guidance as well as AI demand outlook. We 
view this as a positive amid tariff uncertainties and recession concerns. 

Impact 

1Q25 margins beat, earnings in line. 1Q25 sales of NT$839.3bn (down 3.4% QoQ, up 41.6% 
YoY) reached the higher-end of guidance, thanks to strong N3 and N4 demand. Despite 
earthquake-related losses, both gross margin of 58.8% and operating margin of 48.5% still 
reached the higher-end of guidance and were better than our forecasts of 57.5% and 47.7%, 
respectively. Net income came in at NT$361.6bn (EPS of NT$13.94), in line with our forecast. 

Strong 2Q25F sales guidance points to muted 2H25F. TSMC guides 2Q25F sales of NT$923-
949bn, up 11.5% QoQ and 39.0% YoY (at mid-point), due to strong N3 and N5 demand, which 
is much better than consensus of 5% QoQ growth. TSMC said there are no signs of client 
behavior changes, either in terms of pull-in in 2Q25 or order cuts due to recession concerns. 
However, the unchanged 2025F sales guidance (up 25% YoY) indicates a muted 2H25F, and 
we will likely see moderate QoQ sales declines for three quarters in a row starting 3Q25F. 
TSMC reiterated that its full-year sales and capex guidance is unchanged, and that the AI 
demand outlook (for AI accelerator and CoWoS) remains robust. 

AI demand still strong, but firm’s CoWoS supply tightness has improved; 30% of N2 will be 
produced in Arizona. While TSMC’s CoWoS capacity is still tight, the company said supply has 
improved a lot so far this year and it expects overall supply-demand will be more balanced in 
2026F, where management has changed its tune somewhat. Together with limited GB200 rack 
shipments at the downstream, we see some potential risks of CoWoS order adjustments from 
3Q25F. In addition, with future overseas expansion skewed toward the US, about 30% of N2 
production is expected to be based in Arizona once the Arizona fab is fully operational. With 
inflated costs and the potential tariff impact, TSMC now expects overseas expansion may 
erode gross margin by 2-3% in the early stage and by 3-4% in the latter stage of the next five-
year period, slightly above previous guidance of 2-3%. 

Valuation & Action 

TSMC denied it is in discussions with Intel (US) about a potential JV or technology transfer, 
which may ease investor concerns. Overall, we view the 1Q25 earnings call as positive for a 
share rebound. However, we still see the high share valuation as a potential overhang given 
concerns of US semiconductor tariffs and slower demand during the upcoming downcycle. We 
further lower our target PE from an upcycle average of 20x to a cyclical average of 15x, due to 
uncertainties about semiconductor tariffs and a potential downcycle ahead. On a PE of 15x, 
we lower our target price to NT$1,000, with our earnings estimates moderately adjusted, in 
view of: (1) limited catalysts beyond 2Q25F; and (2) potential order cuts in anticipation of 
slower demand growth. Maintain Outperform. 

Risks 

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