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TSMC (2330 TT, BUY, TP: TWD875.00)

BUY

Target Price: TWD875.00 Price: TWD614.00
Potential up/downside to TP +/-% +43%
52-Week High/Low (TWD) 679.00/353.50
Market Cap (US$mn) 568,687
Shares Outstanding (mn) 25,930
3-mth ADTV (US$mn) 666
Free Float (%) 90
Major Shareholder (%)

ADR TSM 21
National Devel. Fund 6
Capital Group 5

Price as of close on July 15, 2021
Source: FactSet

Key Changes
New Old Diff

Rating BUY BUY N/A
Target Price (TWD) 875.00 875.00 0%
2021E EPS (TWD) 22.00 2213 -1%
2022E EPS (TWD) 24.67 2412 2%
2023E EPS (TWD) 29.32 29.51 -1%
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China Renaissance vs Consensus (% Diff)

2021E 2022E
Rev (TWDmn) 1,573,037 (-1%) 1,821,172 (-3%)
EPS (TWD) 2276(-3%)  26.20 (-6%)

Note: Consensus estimates displayed, sourced from
Bloomberg. Positive % diff = CR estimate above
consensus; negative = CR estimate below consensus.
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An all-round tech/capacity provider

¢ TSMC'’s EUV productivity gains traction: largest EUV installed base + mastery in
related-tech (pellicle/photomask) suggest competitive risk a non-issue.

o Higher specialty tech focus helps it de-risk supply bottleneck and understand
clients’ system design in post-SP age. HPC only 3% below SP in 2Q sales mix.

¢ Reiterate BUY, TP TWD875.00 (1-yr disc. 40x 2022E P/E).

A stronger 2021 sales outlook. 2Q21 reported EPS of TWD5.18 was 1% below our/BBG
consensus estimates: GPM/OPM were within guidance, but missed our estimates on FX
headwind (0.5% impact), N5 dilution and the slower cost reduction. Its 3Q21 mid-point
sales outlook (TWD: +11% QoQ) is largely in line with our estimate; it also upped its 2021E
growth view again for the semis (ex-memory) market, foundry and itself. TSMC reassured
its structural margin/ROE intact; despite some sceptics, it saw the CAPEX surge may be
inevitable for TSMC to be at the forefront of the world’s rising computing power needs.

Non-SP demand drives N5 as a bigger node than its prior FinFET nodes. TSMC'’s plan
to grow its 2023E N5 capacity 4x vs 2020 conveys that: 1) N5, upon full buildout, will likely
be TSMC’s largest FinFET-based node by capacity; and 2) its faith on stronger future N5
demand after Apple’s smartphone (SP)-driven first wave, changing the conventional notion
of a node’s falling volume agility after the first wave of adoption in the SP-centric era. The
data-driven world has more drivers (eg, HPC hit a new high in sales mix in 2Q; 3% below
SP) requiring computing power. TSMC’s ¢.50% global EUV installed base + mastery of
related-tech (EUV mask lifetime close to DUV’s, and inhouse pellicle capacity) are clear
pluses. N3 will be an even bigger node fueled by Intel’s outsourcing, which just announced
a six-month delay of its own 7nm launch (less dense than TSMC’s N3) to mid-2022E.

TSMC not making mature nodes an Achilles’ heel. TSMC'’s increased focus on specialty
tech (mature nodes) expansion reflects not only the volume prospect of peripheral chips,
but also the risk of such supply shortage backfiring on advanced node demand, in our view.
It pledges to be a trusted tech/capacity partner to cover the entire node spectrum and
better understand the system architecture complexity/BOM (bill of materials) of client
applications in the post-SP era. Despite N22/28 having its largest capacity by node, TSMC
plans to expand outside Taiwan for overseas IDMs, as China foundry start-ups have not
been production-proven on this finest node in the 2D/planar era. SMIC'’s ‘Entity List' status
limiting its N28 SPE access also drives TSMC to be more aggressive on N28 expansion.

BUY; TP TWD875.00 (1-year discounted 40x 2022E P/E). Patience should pay off for
TSMC; near-term volatility reflects the market’s valuation appetite, while we see its intact
fundamentals offering support. Our rerating thesis is based on: 1) TSMC'’s faster long-term
sales CAGR - high end of +10-15% (in the past at +5-10%, its P/E was capped at 20-25x);
2) better clarity on its foray into CPU outsourcing; and 3) more attention and active inflows
from ESG (Environmental, Social and Governance)/TMT-focused funds switching out of
China’s ecommerce sector. Risks: worse demand, industry rivalry, pace of tech progress.

Summary Financial Data

FY to Dec 31 2019A 2020A 2021E 2022E 2023E
Revenue (TWDmn) 1,069,985 1,339,255 1,554,794 1,759,842 2,039,337
EPS (TWD) 13.32 19.97 22.00 24.67 29.32
PIE (x) 19.5 19.0 27.9 24.9 20.9
P/BV (x) 42 53 74 6.5 5.6
ROE (%) 213 28.0 26.6 26.0 26.7

Note: Historical valuation ratios calculated on yearly average price.

China Renaissance Securities (US) Inc. and/or one of its affiliates does and seeks to do business with companies covered in its research reports. Investors should consider this report as
only a single factor in making their investment decision. This research report has been prepared in whole or in part by equity research analysts based outside the US who are not

registered/qualified as research analysts with FINRA.

PLEASE SEE ANALYST CERTIFICATION(S) AND IMPORTANT DISCLOSURES BEGINNING IN APPENDIX A
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Focused charts

Exhibit 1: TSMC — N5 family capacity plan
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Exhibit 2: TSMC — specialty technology capacity growth
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Exhibit 3: TSMC — EUV installed base share (till 1H20 vs. till 2020
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Exhibit 4: TSMC — cumulative EUV wafer moves (till 1H20 vs. till 2020
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Exhibit 5: TSMC — pellicle capacity for EUV mask
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Exhibit 7: TSMC — SP/HPC sales contribution comparison
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Exhibit 6: TSMC — mask lifetime (EUV vs. DUV)
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Exhibit 8: TSMC — HPC quarterly sales
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Estimate revisions

Exhibit 9: TSMC — 2Q21 results comparison

2Q21 CRSHK2Q21E Variance 1Q21 QoQ Change 2Q20 YoYChange BBG2Q21E Variance
(TWDbn) (TWDbn) (% (TWDbn) (% (TWDbn) (% (TWDbn) [¢Z]
- Sales: US$12.9-13.2bn based on TWD28.4/US$
Sales 3721 367.1 1 362.4 3 310.7 20 371.7 (TWD366.36-374.88bn) (actual: TWD372.1bn)
Gross profit 186.2 188.0 (1) 189.8 (2) 164.6 13 189.8 (2)
Margin (%) 50.0 51.2 52.4 53.0 51.1 - Gross margin: 49.5-51.5% (actual: 50.0%)
Operating profit 145.7 148.2 (2) 150.5 (3 1311 11 150.0 (3
Margin (%) 39.1 40.4 41.5 42.2 40.3 - Operating margin: 38.5-40.5% (actual: 39.1%)
Pre-tax income 149.4 152.7 (2 155.1 (4 136.4 10 153.2 (2
Margin (%) 40.1 41.6 42.8 43.9 41.2
Net income 134.4 135.1 (1) 139.7 (4) 120.8 11 136.1 (1)
Margin (%) 36.1 36.8 385 38.9 36.6
EPS (TWD) 5.18 5.21 (1) 5.39 (4) 4.66 11 523 (1)

- 1H21 capex: US$14.81bn

Source: Company data, CRSHK estimates, Bloomberg consensus estimates

Exhibit 10: TSMC — CRSHK 3Q21E estimates vs. Bloomberg consensus

----Changes--- BBG 3Q21E Variance QoQ Change

CRSHKest. (New) CRSHKest. (Old) (% (TWDbn) ) ) (%

- Sales: US$14.6-14.9bn based on TWD27.9/US$ (TWD407.34-

Sales 412.9 4129 (0 (0.0) 411.8 0 372.1 11 415.71bn)
Gross profit 210.5 2172 (3 (6.7) 214.7 (2) 186.2 13

Margin (%) 51.0 52.6 52.1 50.0 - Gross margin: 49.5-51.5%
Operating profit 166.6 1729  (4) (6.4) 171.1 (3) 145.7 14

Margin (%) 40.3 41.9 41.5 39.1 - Operating margin: 38.5-40.5%
Pre-tax income 171.0 1775  (4) (6.5) 174.7 (2) 149.4 14

Margin (%) 41.4 43.0 42.4 40.1
Net income 151.2 1570  (4) (5.8) 154.9 (2) 134.4 13

Margin (%) 36.6 38.0 37.6 36.1
EPS (TWD) 5.83 6.06 (4) 5.97 5.18

- 2021 capex guidance: US$30bn (unchanged; 80% for
advanced process technologies — N3/N5/N7; 10% for
advanced packaging and mask making; 10% for specialty
technologies)

- Capex for the next 3 years: US$100bn (starting from 2021)
- The overall 2021 semis market (excl. memory) is expected to
grow by 17% (prior: 12%), w hile the foundry segment should
grow by about 20% (prior: 16%). TSMC's 2021 sales grow th
on US$ basis is expected to be above 20% (prior: 20%)

- TSMC's long-term CAGR should be at the high-end of the
previous guidance of 10-15% in 2020-25 in US$ terms

Source: Company data, CRSHK estimates, Bloomberg consensus estimates

Following TSMC’s 2Q21 results announced on July 15, 2021, we fine-tune our financial estimates
for TSMC, as below.

Exhibit 11: TSMC — Forecast revisions

---Change-- -

2022E 2023E 2022E 2023E 2Q21E 3Q21E 4Q21E 2021E 2022E 2023E

(TWDbn) (TWDbn) (TWDbn) (TWDbn) (TWDbn) (TWDbn) (TWDbn) (%) (%) (%) (%) (%)

Sales 372.1 412.9 407.4 1,554.8 1,759.8 2,039.3 367.1 4129 397.4 1,639.8 1,710.1 2,003.6 1 (0) 3 1 3 2

Gross profit 186.2 210.5 203.5 790.0 8922 1,057.6 188.0 217.2 198.4 793.5 869.6  1,058.8 (1) (3 3 (0) 3 (0)
Margin (%) 50.0 51.0 49.9 50.8 50.7 51.9 51.2 52.6 49.9 51.5 50.9 52.8

Operating profit 145.7 166.6 160.2 623.0 706.3 840.9 148.2 172.9 156.2 627.9 688.7 8448 (2 (4) 3 (1) 3 (0)
Margin (%) 39.1 40.3 39.3 40.1 40.1 41.2 40.4 41.9 39.3 40.8 40.3 42.2

Pre-tax income 149.4 171.0 164.2 639.7 723.3 859.4 152.7 177.5 160.5 645.8 706.9 864.9 (2 4) 2 (1) 2 (1)
Margin (%) 40.1 41.4 40.3 41.1 41.1 42.1 41.6 43.0 40.4 41.9 41.3 43.2

Net income 134.4 151.2 145.3 570.6 639.8 760.2 135.1 157.0 142.0 573.8 625.3 7652 (1) (4 2 (1) 2 (1)
Margin (%) 36.1 36.6 35.7 36.7 36.4 37.3 36.8 38.0 35.7 37.3 36.6 38.2

EPS (TWD) 5.18 5.83 5.60 22.00 24.67 29.32 5.21 6.06 5.48 2213 24.12 29.51 (1) (4) 2 (1) 2 (1)

Source: Company data, CRSHK estimates
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We reiterate BUY on TSMC and TP of TWD875.00. Patience should pay off for TSMC; near-term
volatility reflects the market's valuation appetite, while we see its intact fundamentals offering
support. Our rerating thesis is based on: 1) TSMC’s faster long-term sales CAGR — high end of +10-
15% (in the past at +5-10%, its P/E was capped at 20-25x); 2) better clarity on its foray into CPU
outsourcing; and 3) more attention and active inflows from ESG (Environmental, Social and

Governance)/TMT-focused funds switching out of China’s ecommerce sector.

We note TSMC’s 12-month forward peak P/E has been rising since the onset of Sino-US political

tensions in 2018 (Sep 2018: 18x; Dec 2019: 21x; Dec 2020: 25.5x; current: 25x).

Exhibit 12: TSMC focuses on ESG through six verticals

Ethical Management Innovation and Service

With foundations busll on the coravalue af Integrity,
TEMC is a company that has always govarned itself
with the highest standards. The ethical culture of TSMC
employees s conlinuously strengthened through
comprehensive education and training. Al the same
fime, TSMC works hand in hand with ifs customers and
supply chain to senm the mutual benefi of the industry,
and serves as a trustworthy pariner io s stakeholders

As the leader ndedicated IC foundry industry, TSMGC
has driven continued progress in global technology
through innovation. TSMC cares about customer’s
feedback and hawe been expanding R&D scake over the
years. TSMC nsists on producing sustanable products
with: high quality and low enargy consumplion, and has
alzo aslablished & mechanism o prolect cushomens
proprietary information. TSMC hopes to prowida
customers next generabion innovations and designs
through kading technology and manufacturing
excelance.

Green Manufacturing Responsible Supply Chain

TSMC's goal is to facilitale coexistence and mutual
prospanty batween business and amaronment. Aiming
o become a practitionar of greéan powear, TSMC
assimilales green management into business and
imphamen continuous improvement propects in the
areas of chmale change, energy managemend, walar
management, waste management, and air pollution
control. TSMC hopes to prolect emaronmant whils
increasing the Company's value

As the workd"s largest dedicated 1C loundry, TSMC 15
commatied o remaining a responsible purchasar by
encouraging upstream and downstream suppliers to
sook advancements in technology, quality, delvery,
emvironmental protection, human rights, health and
safely, TSMC will strive vigorously to support the
development of a sustainable Supply chan

Inclusive Workplace Common Good

Employeas are the most mportant asset of TSMC
TSMC deeply instils a people-oriented culture amnd
value the mutual commibtment between the Company
and emploveas, bulding a friendly workplace axcaading
domestic and infernational standards in safety, health,
requlabons, and human rights. TSMC amms fo build a
chabanging work emaronment whera Baming never
stops, and pursues the goal of becoming an employer
that all employess can be truly proud of

To pursue the goal of buiding a beflar sociely, the
TSMC Education and Cullure Foundation and TSMC
Charity Foundation sene as local poants Tor funds,
materials, and paople from inside and outside TSMC fo
devole resources fowards culivation of youths, culture
and ans, amaronmental awareness, canng for tha
disadvaniaged and rural education. TSMC hopes 1o
drive the development of sociely with kindness, passing
on the power of love and prospect

Source: Company data, CRSHK
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Exhibit 13: TSMC — Consensus comparison

How we differ from consensus
Target Price (%) 17 BUY 34
2021E EPS (%) 3) HOLD

2022E EPS (%) (6) SELL

2023E EPS (%) (5)

Note: Data from Bloomberg consensus on 7/15/2021.
Source: Bloomberg consensus estimates, CRSHK estimates

Exhibit 14: TSMC — 12-month forward P/E Exhibit 15: TSMC — 12-month forward P/BV
(TWD) (TWD)
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Source: Company data, Bloomberg, CRSHK estimates Source: Company data, Bloomberg, CRSHK estimates
Exhibit 16: TSMC — 12-month trailing P/E Exhibit 17: TSMC — 12-month trailing P/BV
(TWD) (TWD)
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Source: Company data, Bloomberg, CRSHK estimates Source: Company data, Bloomberg, CRSHK estimates
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Exhibit 18: Semiconductor comparable companies

Dividend Yield EPS Growth
(%) (%)

2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E

PIE (x) P/B (x) ROE (%)

Mkt Cap
US$mn

Ticker Rating Price Target price

TSMC* 2330 TT BUY TWD614.00 TWD 875.00 571,002 279 249 74 65 285 277 17 20 102 121
SMIC-H* 981 HK BUY  HKS$ 22.60 HK$ 40.00 33,004 247 415 14 14 60 34 00 00 3.1 (404)
SMIC-A*  688981CH  BUY RMB55.17  RMB 66.00 33,860 725 1218 42 40 60 34 00 00 3.1 (404)
umc* 2303 TT BUY TWD5510  TWD 65.00 24550 168 174 26 25 161 142 29 42 368 (3.5
Vanguard* 5347 TT SELL TWD 12000  TWD 93.00 7054 212 213 62 61 304 290 29 38 474 (07)
Hua Hong* 1347 HK HOLD HK$ 41.75 HK$ 46.00 6,000 477 427 27 26 58 62 04 06 491 118
chinaRe. 6ggag6CH  NC  RMB81.80 16692 711 601 106 92 74 81 03 04 474 183
ASEH* 3711 TT BUY TWD120.00  TWD 168.00 18,848 122 108 21 20 163 170 35 52 546 129
JG(:EJP* 600584CH HOLD RMB38.16  RMB 41.00 10497 268 267 33 29 146 116 01 03 752 04
TSHT* 002185CH HOLD RMB14.27  RMB 16.00 6,044 333 320 40 36 129 119 02 04 674 39
TFME*  002156CH  SELL RMB2210  RMB 20.00 4540 377 347 28 27 78 80 01 07 1070 88
PTI 6239 TT NC  TWD 111.50 3116 103 92 17 16 172 185 54 62 256 129
usl 601231CH NC  RMB 14.61 4990 153 129 24 21 167 174 29 42 250 183
Silergy*  6415TT BUY TWD385500 TWD4230.00 12931 704 528 158 129 248 269 03 04 537 335
SG Micro* 300661 CH  SELL RMB243.16  RMB 134.00 8823 1002 845 211 177 230 228 02 03 310 186
Montage* 688008 CH SELL RMB62.86  RMB 56.00 10,090 524 463 80 72 161 160 05 08 196 132
Willsemi 603501 CH NC  RMB 320.38 43016 608 473 175 133 307 292 02 02 723 285
Goodix  603160CH NC  RMB 108.80 7701 385 298 56 48 154 173 05 05 (144) 295
GigaDevice 603986 CH NC  RMB 173.83 17,850 745 559 93 80 126 147 04 05 553 333
g:if’;i‘;“p 002049CH NC  RMB 160.08 15016 713 506 156 121 222 240 01 01 612 408
Espressif 688018 CH NC  RMB 244.47 3027 731 513 103 86 141 174 nm nm 656 426
Chipown 688508CH NC  RMB 91.60 1507 856 536 75 66 87 124 nm nm 259 598

NC = Not Covered. "nm" = not meaningful. “Covered by CRSHK. Bloomberg/Wind consensus estimates for NC companies.
FX: US$/TWD = 27.883, US$/HKS = 7.7665, US$/RMB = 6.4692. Prices as of close on July 15, 2021.

Source: Company data, Bloomberg consensus estimates, CRSHK estimates

Risks

Risks to our target price include the following:

e End-market demand downside. TSMC’s product portfolio and customer base are extremely
diversified; however, the impact from any weakness in the overall smartphone end-market could
negatively impact the company’s profitability in the short term.

¢ Intense industry rivalry. Any increase in the competition between TSMC and its peers caused
by pressures from the US-China trade war could pose a risk to the company's revenues. Also,
Intel’s entry into the foundry space may bring more rivalry in advanced nodes.

¢ Slower-than-expected technology ramp-up. Competition in advanced nodes is becoming
increasingly intense and any missteps in technology ramp-up could result in market share loss
for TSMC, to the benefit of its competitors.

¢ Slower-than-expected 5G/HPC ramp-up. Since 5G and HPC ramp-up are the key catalysts we
see in 2021 for TSMC, any slower ramp-up could pose a risk to the company’s revenues.

e More severe COVID-19 outbreak. A more severe/prolonged COVID-19 outbreak may bring
negative impacts to end-market demand, thus hurting TSMC’s revenue/profit.
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Exhibit 19: TSMC —

TWDbn

Revenue

COGS

Gross Profit
Operating Expense
EBIT

Net Interest Income
Net Other Income
Pre-Tax Profit

Tax Expense /(Credit)
Net Profit

EPS (TWD)

Key Drivers ('000)
Capacity (8"-equiv)
Shipment (8"-equiv)
Margins (%)

Gross Margin
Operating Margin
EBITDA Margin

Net Margin
Sequential growth (%)
Revenue

Gross Profit

EBIT

Net Profit

EPS

Source: Company data, CRSHK estimates

1Q20

310.6

(149.8
)
160.8

(32.3)
128.5
25
12
132.1
15.1
117.0
4.51

6,790
6,581

51.8
414
61.9
377

2.1)
1.0
3.4
08
0.8

2Q20
310.7
(146.1)
164.6
(33.5)
131.1
2.1
3.2
136.4
155
120.8
4.66

6,981
6,717

53.0
42.2
63.4
38.9

0.0
2.4
2.0
3.3
3.3

3Q20
356.4
(165.9)
190.5
(40.4)
150.0
15
3.6
155.1
177
137.3
5.30

7,239
7,290

53.4
42.1
66.8
38.5

14.7
15.7
14.5
13.6
13.6

4Q20
361.5
(166.3)
195.2
(38.1)
157.1
0.9
3.1
161.1
18.3
142.8
5.51

7,472
7,304

54.0
43.5
68.6
39.5

14
25
4.7
4.0
4.0

Income statement and key assumptions

1Q21
362.4
(172.6)
189.8
(39.3)
150.5
0.7
3.8
155.1
15.3
139.7
5.39

7,533
7,558

52.4
41.5
67.4
38.6

0.2
2.8)
4.2)
2.2)
2.2)

2Q21
372.1
(185.9)
186.2
(40.5)
145.7
0.3
34
149.4
14.9
134.4
5.18

7,644
7,760

50.0
39.1
65.1
36.1

2.7
(1.9)
(3.2)
(3.8)
(3.8)

3Q21E
4129
(202.3)
210.5
(44.0)
166.6
05
3.9
171.0
19.7
151.2
5.83

7,678
7,678

51.0
40.3
65.3
36.7

10.9
13.1
14.3
12.5
12.6

4Q21E
407.4
(203.9)
203.5
(43.2)
160.2
0.4
36
164.2
18.9
145.3
5.60

7,691
7,653

49.9
39.3
65.6
35.7

(13)
(3.4)
(38)
(4.0)
(4.0)

2020
1,339.3
(628.1)
7111
(144.3)
566.8
6.9
1.1
584.8
66.6
517.9
19.97

28,482
27,892

53.1
42.3
65.4
38.7

252
25.2
443
52.1
50.0

2021E
1,554.8
(764.8)
790.0
(167.0)
623.0
1.9
14.8
639.7
68.8
570.6
22.00

30,546
30,649

50.8
40.1
65.8
36.7

16.1
16.1

9.9
10.2

2022E
1,759.8
(867.6)
892.2
(186.0)
706.3
1.1
15.9
7233
83.2
639.8
24.67

31,947
31,405

50.7
40.1
67.9
36.4

13.2
13.2
12.9
13.4
121

2023E
2,039.3
(981.8)
1,057.6
(216.7)
840.9
0.7
178
859.4
98.8
760.2
29.32

34,141
33,052

51.9
41.2
70.0
37.3

15.9
15.9
18.5
19.1
18.8
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Year to Dec 31
Income Statement Cash Flow
(TWDmn) 2020A 2021 2022E  2023E (TWDmn) 2020A  2021E  2022E  2023E
Group sales 1,339,255 1,554,794 1,759,842 2,039,337 Reported net income 517,885 570,558 639,780 760,230
Sales 1,339,255 1,554,794 1,759,842 2,039,337 Depreciation & amortization (308,504) (400,569) (488,010) (586,437)
Cost of Goods Sold (628,125) (764,777) (867,593) (981,772) Net interest (income) / expenses 6,937 1,879 1,124 691
Gross Profit 711,130 790,017 892,249 1,057,565 Other non-cash items (+/-) 213 320 328 327
SG&A (incl. R&D) (145,057) (145518) (140,031) (162,022) Others (+/) . (6937) (1879  (1,124) (691)
thereof R&D (109,486) (106,537)  (96,071) (110,815) Change in Working Caplfal 24,035  (22,713) 18,857 25,145
thereof Sales & Marketing expense  (35,570)  (38.981)  (43.960) (51,208)  CshFlow from operations 850,608 945,734 1,146,075 1,372,138
EBIT 566784 622073 706258 840863 P (611,716)  (782,151)  (306,400)  (577,500)
Acquisitions & Investments 0 0 0 0
EBITDA 875,288 1,023,542 1194268 1,427,300 o ciof Fived Assets & Invst  (23123)  (20,923)  (9629)  (10,021)
Net interest income 9,018 4,998 4,027 4,058 Other Investing Activities 0 0 0 0
Net interest expense (2081)  (3120)  (2903)  (3,366)  NetCash Flow from Investments (534,839) (803,074) (916,029) (987,521)
Pretax profit 584,777 639,663 723,286 859,386 Dividends paid (259,304) (272,269) (324,130) (375,991)
Income Tax (66,619)  (68,785)  (83,178)  (98,829) Change in Debt 169,842 65797 10299 69,549
Reported net income 517,885 570,558 639,780 760,230 Equity raised / (purchased) (26,825) 5712 0 0
EPS (reported) (TWD) 19.97 22.00 24.67 29.32 Other Financial Activities 8456  (5284) (328) (327)
Net Cash Flow from Financing (107,830) (206,044) (314,159) (306,769)
Balance Sheet Net Cash Flow 208028 (60,383) (83213) 77,848
(TWDmn) 2020A  2021E  2022E  2023E RN SO RN 315,858 145660 230,947 384,617
Current assets 1,092,185 1,104,460 1,099,269 1,242,267
Cash & equivalents 791477 731,093 647,881 725,728 Key Assumptions
Account receivables 146,038 182,853 221,762 254,016 2020A  2021E  2022E  2023E
Inventories 137,353 168,793 203,419 232,569 Capacity (k 8" equiv) 28,482 30,546 31,947 34,141
Other current assets 17,317 21,720 26,207 29,953 Shipment (k 8" equiv) 27,892 30,649 31,405 33,052
Non-current assets 1,668,526 2,071,031 2,499,050 2,900,135
PPE 1555589 1937,171 2355561 2,746624  Financial Ratios
Intangible asses 0 0 0 0 2020A  2021E  2022E  2023E
Goodwill 0 0 0 0 YoY (%)
Other non-current assets 85209 99969 99969 99,969  Revenue 252 16.1 132 159
Total assets 2,760,711 3,175491 3,598,319 4142402  EBITDA 36.9 169 16.7 195
Total Current Liabilities 617,151 744,008 866,414 988,663  NetProfit 50.0 10.2 121 188
ST interest bearing debt 91,159 168,162 193,598 225553 EPS 50.0 102 121 188
Unearned revenue 0 0 0 0 Profitability (%)
Accounts Payable 41095 48388 49651 52319  EBITDAMargin 65.4 65.8 67.9 70.0
LT interest bearing debt 254105 242,900 227,762 265356  EBIT Margin 42.3 40.1 40.1 412
Other Liabilities 38,833 40631 40631 40,631 Net Margin 38.7 367 36.4 373
Total Liabilities 910,089 1,027,629 1,134,807 1,294,651 ROE 280 266 26.0 26.7
Common Stock/Ordinary Capital 250304 259,304 259,304 259,304 ROA 18.8 18.0 17.8 184
Share Premium 0 0 0 0 Liquidity (x)
Retained Eamings 1277539 1,569,067 1,884,717 2,268,956  Currentratio 1.8 15 13 13
Shareholders Equity 1,849,657 2,145,678 2,461,328 2,845567  Quickratio 1.5 13 1.0 1.0
Minority Interest 965 2,184 2,184 284 Valuation Ratios (x)
Total Liabilities & Sh. Equity 2,760,711 3,175491 3,598,319 4,142,402  PE 19.0 219 24.9 20.9
P/B 53 74 6.5 56
Note: Historical valuation ratios calculated on yearly average price. PIS 1.9 10.2 9.0 78

Source: Company data, CRSHK estimates
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Analyst Certification

I, Szeho Ng, CFA, certify that the views expressed in this research report accurately reflect my personal views about any and all of
the subject securities or issuers featured in this report. Furthermore, no part of my compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed in this report.

One or more research analysts responsible for this publication are not registered or qualified as research analysts with the Financial
Industry Regulatory Authority ("FINRA") and may not be associated persons of China Renaissance Securities (US) Inc. and therefore
may not be subject to applicable restrictions under FINRA rules on communications with a subject company, public appearances and
trading securities held by a research analyst account.

Important Disclosures
Legal entities disclosures for global distribution

China Renaissance Securities (US) Inc. (“‘CRSUS”) is registered with the Securities and Exchange Commission as a U.S. broker-
dealer under Section 15 of the Securities Exchange Act of 1934 and is a member of FINRA and SIPC (http://www.sipc.org). CRSUS
is located at 600 Fifth Avenue, 21st Floor, New York, NY 10020. China Renaissance Securities (Hong Kong) Limited (“CRSHK") is
licensed by the Securities and Futures Commission for the conduct of dealing in securities, advising on securities, and advising on
Corporate Finance. CRSHK is located at Units 8107-08, Level 81 International Commerce Centre, 1 Austin Road West, Kowloon,
Hong Kong. China Renaissance Securities (China) Co., Ltd. (“CR Securities”) is licensed by the China Securities Regulatory
Commission for conducting securities investment consulting business. CR Securities is located at 25th Floor, Trinity Tower, No. 575
Wusong Road, Hongkou District, Shanghai, China (CRSUS, CRSHK and CR Securities are referred to as “China Renaissance”
collectively).

The research group of China Renaissance produces and distributes research products for clients of China Renaissance on a global
basis. Analysts based in China Renaissance offices around the world produce equity research on industries and companies, and
research on macroeconomics and portfolio strategy. This research report is disseminated in Hong Kong by CRSHK; and in the
United States of America by CRSUS. CRSUS has approved and agreed to take responsibility for any research report prepared by
CRSHK or CR Securities if and to the extent CRSUS distributes it in the United States.

Country and Region-specific Disclosures

Distribution in the United States: See Company-specific Regulatory Disclosures below for any of the following disclosures required
for companies referred to in this report: manager or co-manager in a pending transaction; 1% or other ownership; compensation for
certain services; types of client relationships; managed/co-managed public offerings in prior periods; directorships; for equity
securities, market making and/or specialist role. China Renaissance trades or may trade as a principal in debt securities (or in related
derivatives) of issuers discussed in this report. In addition to 1% ownership positions in covered companies that are required to be
specifically disclosed in this report, China Renaissance, its affiliates, and their respective officers, directors or employees, other than
the analyst(s) who prepared this report, may have a long position of less than 1% or a short position or make purchases or sales as
principal or agent in the securities discussed herein, related securities or in options, futures or other derivative instruments based
thereon. Recipients of this report are advised that any or all of the foregoing arrangements, as well as more specific disclosures set
forth below, may at times give rise to potential conflicts of interest.

Unless prohibited by the provisions of Regulation S of the U.S. Securities Act of 1933, this publication is distributed in the U.S. in
accordance with the provisions of Rule 15a-6, under the U.S. Securities Exchange Act of 1934 for Major Institutional Investors, as
such term is defined in Rule 15a-6. To the extent that this publication is distributed to U.S. Institutional Investors other than Major
Institutional Investors, this publication is distributed by CRSUS but not CRSHK or CR Securities (whether directly or indirectly). Any
transactions by U.S. persons with CRSHK or CR Securities in any security discussed in this research report will be effected through
CRSUS, in compliance with the requirements of paragraph (a)(3) of Rule 15a-6 of the U.S. Securities Exchange Act of 1934.

The following are additional required disclosures: Ownership and material conflicts of interest: China Renaissance’s policy
prohibits its analysts, professionals reporting to analysts and members of their households from owning positions in securities of any
company in the analyst’s area of coverage. Analyst compensation: Analysts are paid in part based on overall revenues of China
Renaissance, which includes investment banking revenues. Analyst as officer or director: China Renaissance’s policy prohibits its
analysts, persons reporting to analysts or members of their households from serving as an officer, director, advisory board member
or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts are not registered or qualified
as research analysts with FINRA. They may not be associated persons of CRSUS and therefore may not be subject to FINRA Rule
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2241 or FINRA Rule 2242 restrictions on communications with subject company, public appearances and trading securities held by
the analyst.

Distribution in by Hong Kong: This research report has been prepared solely for professional investors (as defined in the Securities
and Futures Ordinance (CAP 571 of the Laws of Hong Kong) whose business involves the acquisition, disposal or holding of securities
whether as principal or agent. This research report is not intended for disclosure to, and should not be relied upon by, any person
other than a professional investor. For professional investors in Hong Kong, please contact CRSHK for all matters and queries relating
to this report.

See Company-specific Regulatory Disclosures below for the disclosures which are made by CRSHK as per paragraph 16 of the Code
of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission (“‘SFC Code of Conduct”), and
capitalized terms used below bear the same meanings as defined in paragraph 16 of the SFC Code of Conduct. A copy of the SFC
Code of Conduct can be found on: www.sfc.hk.

Analyst Conflict of Interest

The research analyst(s) responsible for the preparation of this report receives compensation based upon a variety of factors, including
the quality and accuracy of research, internal/client feedback, and overall firm revenues, which include investment banking revenues.
Research analysts do not receive compensation based upon revenues from specific investment banking transactions

Company-specific Regulatory Disclosures

In the next three months, China Renaissance expects to receive or intends to seek compensation for investment banking services
from: TSMC (2330 TT)

Distribution of Ratings and Investment Banking Relationships

Below is the distribution of research recommendations as of July 15, 2021.

Rating Count Percent IB Count IB%
Buy 120 71% 16 13%
Hold 40 24% 1 3%
Sell 9 5% 0 0%

China Renaissance assigns stock ratings of Buy, Hold and Sell. See ‘Stock ratings and definitions’ and ‘Sector ratings and definitions’
below.

Stock ratings and definitions: Stock ratings of Buy, Hold and Sell have a time horizon of twelve to eighteen months from the
publishing date of the initiation or subsequent rating/price target change report issued for the subject company’s stock. The following
rating definitions were last updated on December 31, 2019:

Buy — The expected return on the subject company’s stock price should outperform the typical benchmark market index for the subject
company'’s primary listing exchange (e.g. the S&P 500 for U.S.-listed stocks) over the above-defined time horizon from the publishing
date of the initiation of coverage or subsequent report announcing a rating change.

Hold — The stock price of the subject company is not expected to either appreciate or depreciate meaningfully from the typical
benchmark market index for the subject company’s primary listing exchange (e.g. the S&P 500 for U.S.-listed stocks) during the
above-stated time horizon.

Sell — The expected return on the subject company’s stock price should underperform the typical benchmark market index for the
subject company’s primary listing exchange (e.g. the S&P 500 for U.S.-listed stocks) over the above-defined time horizon from the
publishing date of the initiation of coverage or subsequent report announcing a rating change.

Rating Suspended — China Renaissance has temporarily suspended the rating and, if applicable, the price target, for the subject
company’s stock because there is not a sufficient fundamental basis for determining, or there are legal, regulatory or policy constraints
around publishing, an investment rating or price target. The previous rating and, if applicable, the price target, should no longer be
relied upon. A Rating Suspended designation is not a recommendation or a rating.
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Not Covered — a company for which China Renaissance research report has not been published.

Sector ratings and definitions: Sector Ratings of Overweight, Neutral and Underweight are applied to the designated sector
coverage group with a time horizon of twelve to eighteen months from the date of report publication. The following rating definitions
were last updated on January 19, 2019:

Overweight — Expect sector to outperform the relevant market. Neutral — Expect sector to perform in line with the relevant market.
Underweight — Expect sector to underperform the relevant market.

Stocks Mentioned (Stock Code / Date / Price / Rating)

TSMC (2330 TT, Jul 15, 2021, TWD614.00, BUY)

History of investment rating and target price — TSMC

Date CP (TWD) TP (TWD) Rating 000 - TSMC (2330 TT) - Rating Plotter as at 15 Jul 2021
01-Mar-21 606.00 875.00 Buy

14-Jan-21 592.00 865.00 Buy 800 1

06-Jan-21 549.00 675.00 Buy 700 |

30-Nov-20 480.50 640.00 Buy

12-Oct-20 460.00 550.00 Buy 600 1

28-Sep-20 431.50 510.00 Buy 500

16-Jul-20 357.50 425.00 Buy

16-Jun-20 309.50 360.00 Buy 400 A

26-Mar-20 280.00 330.00 Buy 300 |

17-Dec-19 345.00 390.00 Buy i

09-Oct-19 278.00 275.00 Hold 200 W,\ : : :
06-Jun-19 235.50 220.00 Hold 07/18 01/19 07/19 01/20 07/20 01/21
18-Apr-19 255.50 295.00 Buy

10-Apr-19 246.50 285.00 Buy Buy

17-Jan-19 225.50 245.00 Buy

10-Jan-19 223.50 265.00 Buy  Hoid

10-Dec-18 219.00 270.00 Buy

18-Oct-18 260.00 280.00 Buy

19-Jul-18 216.00 288.00 Buy

Valuation and Risks - TSMC (2330 TT)
Valuation: Our target price of TWD875.00 for TSMC is based on 1-year discounted 40x 2022E P/E.

Risks: 1) Weakness in the overall smartphone end-market demand could impact short-term profitability; 2) intense industry rivalry
from US-China trade war; 3) slower-than-expected technology ramp-up could result in market share loss for TSMC; 4) slower-than-
expected 5G/HPC ramp-up; 5) more severe COVID-19 outbreak.

General Disclosures

This research report is for institutional investors only. If you are an unintended recipient, you are requested to immediately notify and
directly return this report to China Renaissance.

Other than disclosures relating to China Renaissance, this research report is based on current public information that we consider
reliable, but we do not represent that any of the information contained herein is accurate, complete or up to date, nor shall China
Renaissance have any responsibility to update any opinions or other information contained herein. The information, opinions,
estimates and forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to
update our research report as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports
to be published on a periodic basis, the large majority of reports are published at irregular intervals as appropriate.

China Renaissance conducts a global integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage of the companies covered by our research group.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients
and principal trading desks that reflect opinions that are contrary to the opinions expressed in this research report. Our asset
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management area and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research report.

The analysts named in this report may have from time to time discussed with our clients, including China Renaissance salespersons
and traders, or may discuss in this report trading strategies that reference catalysts or events that may have a near-term impact on
the market price of the equity securities discussed in this report, which impact may be directionally counter to the analysts’ published
price target expectations for such stocks. Any such trading strategies are distinct from and do not affect the analysts’ fundamental
equity rating for such stocks, which reflects a stock’s return potential relative to its coverage group as described herein.

We and our affiliates, officers, directors, and employees, excluding research analysts named in this report, may from time to time
have long or short positions in, act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research
report.

The views attributed to third-party presenters at China Renaissance arranged conferences, including individuals from other parts of
China Renaissance, do not necessarily reflect those of the research group and are not an official view of China Renaissance.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may
have positions in the products mentioned that are inconsistent with the views expressed by analysts named in this report.

This research report is not an invitation or offer to sell or the solicitation of an offer to buy any security or related financial instrument.
Any security or related financial instrument discussed herein may not be eligible for distribution or sale in all jurisdictions and/or to all
types of investors. This research report is provided for information purposes only. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Clients should consider
whether any advice or recommendation in this research report is suitable for their particular circumstances and, if appropriate, seek
professional advice, including tax advice. The price and value of investments referred to in this research report and the income from
them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original
capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable
for all investors. Investors should review current options disclosure documents, which are available from China Renaissance sales
representatives or at http://www.theocc.com/about/publications/character-risks.jsp.

Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting
documentation will be supplied upon request.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client
websites. Not all research content is redistributed to our clients or available to third-party aggregators, nor is China Renaissance
responsible for the redistribution of our research by third party aggregators. For research, models or other data available on a particular
security, please contact your China Renaissance sales representative.

No part of this report may be reproduced or redistributed in any manner without the written permission of China Renaissance. China
Renaissance specifically prohibits the redistribution of this report, via the Internet or otherwise, and accepts no liability whatsoever for
the actions of third parties in this respect.

Disclosure information is also available from Compliance, 600 Fifth Avenue, 21st Floor, New York, NY 10020 or at
https://research.chinarenaissance.com/en/disclaimer.

©2021. China Renaissance.

All rights reserved. This publication or any portion hereof shall not be sold, reprinted or redistributed without the prior written consent
of China Renaissance.
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