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Sony ASIC issues for PS57? Partly true, but impact
overstated

This morning, Bloomberg reported that Sony is cutting its PS5 volume
forecasts from 15m to 11m for 2H20 due to yield issues (final chip yield at
50% levels) for its ASIC (designed by AMD) at TSMC (link). Our
industry research indicates that this news is partly true, but its impact may
be overblown. Based on our supply chain research, we believe final CP
(Chip Probe) yield for the 7nm ASICs (CPU and GPU designed by AMD
for Sony) is ~10-15% lower than expected in 3Q20. In such situations,
TSMC usually offers upside in capacity to make up the supply. However,
given tight capacity of 7nm through the end of the year, we believe TSMC
may be able to offer meaningful additional capacity to AMD only by end-
2020, which could result in some shortfall in 4Q20 and early 1Q21. Based
on our current findings, we do not believe the shortage is likely to be as big
as 4M units, and yield is likely to also improve in 4Q20.

e Impact on TSMC: For TSMC, we do not believe this will result in any
material impact at the moment, especially since defect density (defects
per sq. mm) remains pretty low for 7nm and typical chip yields are above
90% at 7nm for multiple quarters already. 7nm is a proven process, with
>1bn defect-free chips already shipped using the process, according to
TSMC. The capacity situation is already quite tight on 7nm (we believe
97-98% utilization in 4Q20), and upside to Sony demand (and other
customers) could keep capacity tight into 1H21, as well, during typical
slow season. While yield concerns usually raise questions on margins,
we believe this issue is unlikely to be impactful for TSMC margins,
unless there is further escalation. In addition, the drag from Snm ramp-up
is likely to be the primary area of margin drag for TSMC in 2H20, which
is well flagged to the market already.

e Impact on Sony and PS5 supply chain: While a sentiment-negative, we
note that our PS5 unit shipment forecasts (from our Sony Analyst Junya
Ayada) are only 9M for FY20 (year ending Mar-21), well below the
numbers stated in the press. We remain positive on a strong game
console cycle from Sony, benefiting supply chain companies such as
Hon Hai, Pegatron and TSMC.
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Investment Thesis

We are starting to see the first signs of Intel 5Snm CPU activity at TSMC, which could result in mass production from 1H22
onwards, 6-12 months earlier than previous expectations.

We also believe that near-term demand trends are quite healthy, with 4Q headed for a flattish quarter despite Huawei
restrictions and no sign of an inventory correction.

We further think TSMC’s 2021 capex may see yoy growth, given the progress with Intel CPU outsourcing. We remain OW
on the stock with a Jun-21 PT of NT$500.

Valuation

Our Jun-21 PT of NT$500 is based on 25x 12m forward EPS (higher than a mid-cycle multiple to reflect P/E re-rating,
benchmarking global semis leaders like ASML and TXN, thanks to the opening up of Intel outsourcing opportunities).

Risks to Rating and Price Target

Key downside risks include: (1) market share losses toward Samsung foundry; (2) a longer-than-expected logic semi
inventory correction; and (3) if acquiring Intel Fabs becomes a prerequisite for meaningful outsourcing business in the
future, which could cause execution risks.
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