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Greater N3 capacity expansion             

..      Event 

TSMC’s 1Q26 results were in line, and 2Q26F guidance is better than our estimates and market 
consensus. 

Impact 

1Q26 results in line. 1Q26 gross margin of 66.2% is ahead of guidance but in line with our 
forecast, supported by: (1) cost improvements; (2) a higher UTR; and (3) favorable FX. 
Operating margin of 58.1% was slightly better than our estimate and beat consensus by 3ppts 
on operating leverage. As a result, 1Q26 net income came in at NT$572bn (EPS of NT$22.08), 
in line with our forecast and 6% above consensus. 

TSMC raises 2026F sales growth guidance. TSMC guides 2Q26F sales of US$39.0–40.2bn, up 
10% QoQ at the midpoint, versus our forecast and consensus of 6-7% QoQ growth. Due to 
continued cost improvements and a higher UTR, 2Q26F gross margin and operating margin 
are guided at 65.5–67.5% and 56.5–58.5%, respectively, 0.5ppts and 2.5ppts above our 
estimate and consensus. For full-year 2026F, the firm has revised up sales growth to above 
30% YoY (versus close to 30% YoY previously), with capex now tracking toward the higher end 
of the US$52–56bn range, thanks to strong AI demand. 

Greater capacity expansion in N3. As noted in our 1Q26 preview report (April 9), the node 
that is most in undersupply at TSMC is N3. Thus, the firm has announced the addition of three 
more fabs (Tainan (Taiwan), Arizona P2 (US) and Kumamoto fab 2 (Japan)) to support strong 
N3 demand (particularly HPC, smartphone and HBM base die). We forecast this new expansion 
plan could further increase N3 capacity by 40-45% by end-2028F. We also expect N3’s gross 
margin to be above the corporate average from 2H26F. While the Middle East crisis could 
result in higher raw material (e.g. gas, helium, chemicals) and electricity costs, because TSMC 
has backup inventory and diversified supply sources, we think the impact on production is 
minimal currently. Meanwhile, progress on the A14 ramp up in 2028F is on track. A14 has 
adopted second-generation nanosheet structure, meaning that compared with N2 the 
performance speed is 10-15% faster at the same power consumption (i.e. a 25-30% power 
consumption saving at the same performance speed). 

Valuation & Action 

In view of better-than-expected cost reduction and an improved margins profile, we revise up 
2026-27F EPS by 6% and 10%. Our target price is further raised to NT$2,600, still based on 20x 
2027F EPS (upcycle average). TSMC is our top pick in the semiconductor space. Maintain 
Outperform. 

Risks 

Global economic uncertainties; oversupply amid aggressive capacity expansion. 
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