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» While TSMC reported a strong set of results and issued equally impressive guidance,
margins came in below our optimistic forecast. Beyond this, TSMC's comments on robust
Al demand, capacity supply tightness in 2027 and significant uplift in capex for 2026-2028
are consistent with our expectations. We forecast TSMC's revenue and earnings to double
from 2026-2028 and retain Buy rating, with a target price of NT$5,000 / $1,000.

* Our initial take on the profit margins: Our quick analysis suggests the faster than
expected rise in variable costs (depreciation is within our expectations) is probably due to
the initial ramp of 2nm wafers as well as the overseas businesses - both lack scale for the
time being. Variable cost increased more than 33% sequentially in 3Q26 {vs our forecast of
15-20%). This resulted in a shortfall in gross margin of 2.5ppts: 66.4% as compared to our
estimates of 68-69%. The company reported gross margin of 67.7% in 2Q. Given the 4Q
margin guidance of 65-67% vs our expectation of 68-70%, we will need to recalibrate our
assumptions on the company’s variable cost structure.

* 4Qrevenue guidance points to acceleration of momentum: TSMC expects revenue to be
$52.3-54.3bn, implying mid-teen QoQ and nearly 60% YoY growth, compared to our
expectation of $51-53bn. 3Q revenue grew just below 51% YoY. We believe TSMC continues
to execute well on manufacturing by improving the productivity of its tools as well as
leveraging its under-utilized mature capacity to generate more advanced wafers. These are
in addition to the richer mix of leading-edge wafers as well as rapid expansion of advanced
packaging services. We expect TSMC's revenue to sustain well over 40% growth run rate in
FY27E/28E, with cutting edge wafer revenue (N5-A14) to double in FY26E-28E and advanced
packaging to jump four-folds in the same period.

» The sustainability of Al demand: TSMC revealed that it has sent teams to perform due
diligence on the build out of Al datacentre and power supply in the US. This is in addition
to investigation into its customers’ demand. The due diligence is to ensure that TSMC does
not over invest in capacity which may negatively impact its profitability. We will publish a
more detailed update on TSMC shortly.



TSMC
All Good Except Marginss

Macro/Strategy

Global Strategy

Asianomics

Tech Thematic Strategy

Asia Equity Strategy

China Strategy

Tactical Alpha Strategy

Global Commodities

® AlPark
1201 962 0539

al park@aletheia-capital.com

® Wayne Chang
1 646 256 3366

wayne.chang@alethela-capltal.c

® Terrence Alford
1469 403 9936
'

terrence.alford@aletheia-capital.con

o

Alétheia Research Team

LEAD ANALYST

Jonathan Wilmot

Technology Hardware
Dr. lim Walker

Consumer & Internet

Keith Woolcock China Technology

David Scott Telecoms
Vincent Chan CrossASEAN
Justin Collazo India
Steven Schlegel MENA

Product Marketing Teams
Serving 300+ clients, 8,000+ touch points, in 20+ geographies with $15tr+ AUM

® Llinda Gustafsson
44 791 91 21 365

linda@nordlinkcapltal.com michael.chambers@alethela-capifal.com

Q

® Michael Chambers
65 9858 9759

® Daren Riley ® Richard Wallace

44 748 31 59 865

daren.dley&aletheia-capltal.com

852 2534 7429

richard.wallace@alethela-capltal.cc

® Dhananjay Mahurkar ® Augustine Chen

44 777 55 26 870

dhananjay

8869 2739 8793

mahurkar@alethela-capital.com

Sector

ovgustine.chen@alethela-capital.com

ALETHEIA

—— CAPITAL —

LEAD ANALYST

Warmren Lau

Nirgunan
Tiruchelvam

Eric Wen

Angus Mackintosh

Maulik Patel

Jaap Melijer

® Graeme Bateman
852 2534 7437

graeme. batemand@aletheio-capital.com




TSMC .......||||||||||||||||||||u....._
All Good Except Marginss ALETHEIA

CAPITAL

Firm Disclosures

Aletheia Capital Ltd ("Aletheia") is a limited company registered in Hong Kong, located at Unit 2407, World-Wide House, 19 Des
Voeux Road, Central, Hong Kong.

Aletheia Analyst Network Ltd (“AAN”) is a limited company registered in Hong Kong and is a wholly owned by Aletheia and is
regulated by the Hong Kong Securities and Futures Commission, is a registered investment advisor with the U.S. Securities and
Exchange Commission and is regulated by the Financial Conduct Authority, Firm Reference Number 794762.

Aletheia Capital (Singapore) Pte Ltd (“ACSG”) is a limited company registered in Singapore, UEN 201823248E, and is a wholly
owned by AAN and is an Exempt Financial Adviser as defined in the Financial Advisers Act.

This report was published by AAN and is distributed by AAN and ACSG. For investors in Singapore, this material is provided by
ACSG pursuant to Regulation 32C of the Financial Advisers Regulations. If there are any matters arising from, or in connection
with this material, please contact ACSG, Level 39, MBFC Tower 2, 10 Marina Blvd, Singapore 018983.

Additional information will be made available upon request.

Analyst Certification and Disclosures

The analyst(s) named in this report certifies that (i) all views expressed in this report accurately reflect the personal views of the
analyst(s) with regard to any and all of the subject securities and companies mentioned in this report and (ii) no part of the
compensation of the analyst(s) was, is, or will be, directly or indirectly, related to the specific recommendation or views
expressed by that analyst herein.

The analyst(s) named in this report (or their associates) does not have a financial interest in the corporation(s) mentioned in
this report.

Disclaimer

This report is for the use of intended recipients only and may not be reproduced, in whole or in part, or delivered or transmitted
to any other person without our prior written consent. By accepting this report, the recipient agrees to be bound by the terms
and limitations set out herein. The report is prepared for professional investors only whose business involves the acquisition,
disposal or holding of securities, whether as principal or agent and must not be re-distributed to retail clients. The information
contained in this report has been obtained from public sources believed to be reliable and the opinions contained herein are
expressions of belief based on such information. Except as expressly set forth herein or in recipient’s subscription agreement,
no representation or warranty, express or implied, is made that such information or opinions is accurate, complete or verified
and it should not be relied upon as such. Nothing in this report constitutes a representation that any investment strategy or
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes
a personal recommendation. It is published solely for information purposes, it does not constitute an advertisement, a
prospectus or other offering document or an offer or a solicitation to buy or sell any securities or related financial instruments
in any jurisdiction. Information and opinions contained in this report are published for the reference of the recipients and are
not to be relied upon as authoritative or without the recipient’s own independent verification or taken in substitution for the
exercise of the recipient’s own judgement. All opinions contained herein constitute the views of the analyst(s) named in this
report, they are subject to change without notice and are not intended to provide the sole basis of any evaluation of the subject
securities and companies mentioned in this report. Any reference to past performance should not be taken as an indication of
future performance. Except in the case of fraud, gross negligence or willful misconduct, or except as otherwise set forth in
recipient’s subscription agreement, the firm does not accept any liability whatsoever for any direct or consequential loss arising
from any use of the materials contained in this report.

© 2026 Aletheia Capital Ltd



