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Outstanding guidance             

..      Event 

TSMC has issued strong guidance, beating consensus across the board in the near, medium 
and long term and also well ahead of our bullish forecasts. 

Impact 

4Q25 a strong beat on margins; stellar 1Q26F guidance to spur expansive earnings upgrades. 
Thanks to a higher UTR, better product mix and expense control, 4Q25 gross margin of 62.3% 
and operating margin of 54.0% beat both our bullish forecasts and the company’s guidance, 
with NT dollar depreciation being a tail wind. EPS of NT$19.5 was higher than our estimate by 
6% and 8% above consensus. TSMC guides 1Q26F sales of US$34.6-35.8bn, up 4% QoQ at the 
midpoint (vs. consensus of flat/down 3% QoQ). Due to cost improvements and a higher UTR, 
gross margin is guided at 63–65% in 1Q26F, much stronger than our estimate. We believe the 
strong 1Q26F guidance could lead the street to raise gross margin estimates from 55-60% to 
65% (or higher) in 2026F. 

Medium- to long-term guidance revised up. TSMC guides 2026F sales growth will be close to 
30% YoY, with capex of US$52–56bn (vs. consensus of US$46-50bn). Due to strong structural 
demand, the company revised up guidance for its: (1) five-year (2024-29F) sales CAGR from 
20% to 25%; (2) five-year (2024-29F) AI accelerator sales CAGR from mid-40% to mid-to-high 
50%; and (3) long-term gross margin target from 53% to 56%. Based on strong demand, TSMC 
also expects capex in the next three years (2026-28F) will be significantly higher than the 
US$101bn of the past three years. The increased capex could go towards capacity expansion 
in 2028-30F and we think TSMC is likely to double investments in the US. Management expects 
Foundry 2.0 (including OSAT) revenue to grow 14% this year, and that the firm’s overall 
revenue growth will outpace industry growth. 

Key takeaways. (1) AI demand is real; (2) TSMC is optimizing capacity by trimming 6-inch and 
8-inch capacity but not exiting mature node production; (3) there is an accelerated timeline 
for US expansion and a likelihood of increased investment (the planned Gigafab cluster will 
help lower operating costs), while the second fab in Japan and ESMC expansion schedule is 
dependent on client demand; and (4) stronger mediumto long-term guidance will spur 
another round of expansive consensus earnings upgrades. 

Valuation & Action 

Based on TSMC’s strong guidance, we revise up our 2026F and 2027F EPS forecasts by 19% 
and 16%, respectively, despite already being at the higher-end of consensus. Due to upward 
earnings revisions, we raise our target price by 19% to NT$2,400, still based on 20x 2027F EPS 
(upcycle average). Maintain Outperform. 

Risks 

Global economic uncertainties; oversupply amid aggressive capacity expansion. 
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