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Executive Summary

Two channels your advanced-node supply depends on have just become correlated. Taiwan's

Hsinchu and Tainan science parks entered Phase-3 water rationing (70% industrial allotment,

effective Aug 14) after Zengwen and Baoshan reservoirs fell below 25%. Simultaneously, the

China Coast Guard has shifted from periodic patrols to a standing, routine presence in the

waters east of Taiwan — the lane that carries the bulk of your finished wafers and critical

inputs. Neither is a formal blockade, which is precisely why both are being underpriced by the

market. We assess a 6–14% wafer-volume shortfall over the next 8–12 weeks if either channel

degrades further, translating to $120–260M Q4 revenue impact at your current ASP and yield

curves. Two competitors have already hedged; you have not.
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Signal Detail

Field Value

Signal Type Supply Chain Disruption — Geopolitical

Trigger
China Coast Guard standing presence east of Taiwan (routine since July

2026)

Compounding Hsinchu/Tainan Phase-3 water rationing (Aug 14, 2026)

Affected Entity Solace Semiconductor (SLC)

Upstream Node TSMC Fab 18 (Tainan, 3nm N3B) + Fab 15 (Hsinchu, 5nm N5)

Exposure

Window
Aug 18 – Nov 30, 2026

First Detected Aug 8, 2026 (Forreast detector: GEO-MAR-07)

What Happened

The China Coast Guard has established a continuous east-of-Taiwan presence, asserting

jurisdiction over waters carrying a large share of Taiwan's import/export traffic. This is a gray-

zone measure, not a blockade: no declaration, no single event — but insurance premiums,

transit times, and rerouting costs rise as underwriters and shipping lines reprice the risk.

Separately, the Taiwan Water Resources Agency elevated Hsinchu and Tainan to Phase-3

rationing on Aug 14 after reservoirs dropped below 25% capacity, cutting industrial allotments

to 70% of contracted baseline.

Why It Matters to Solace

Your Q4 roadmap depends on 3nm (N3B) and 5nm (N5) wafers sourced exclusively from

TSMC. The two channels — water (fab input) and maritime logistics (wafer/input transport) —

are now stressed simultaneously and are correlated, not independent: a fab already at 70%

water allotment has less buffer to absorb a logistics-driven input delay. A 6–14% shortfall at

your ~$3,800 wafer-equivalent ASP is $120–260M in Q4 revenue. Competitors Ambit

Technologies and Vector Micro have already secured Samsung 3nm GAA capacity (Taylor, TX)

as secondary sources; you hold no equivalent fallback.
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Risk Assessment — 6-Dimension Scoring

Dimension
Score (0–

10)
Rationale

Exposure 7.5
100% of advanced-node supply single-sourced from TSMC; no

second source

Velocity 6.5
Maritime disruption manifests in days; water-driven shortfall in 6–

10 weeks

Severity 8.0
$120–260M Q4 revenue; customer-defection risk if commitments

missed

Confidence 8.0
CCG presence confirmed and routine; WRA Phase-3 confirmed;

10-K confirms single-source

Reversibility 3.5 Wafer-start delays require 8–12 weeks slot recovery

Contagion 6.5 Sector-wide N3/N5 shortage; OEM customers downstream

Composite Risk Score: 6.7 / 10 — Elevated

Key Findings

1. The gray-zone escalation is deliberately below "blockade" — which is what makes it

durable and costly. Insurance and shipping lines are already repricing; the cost and delay hit

you whether or not a single container is stopped.

2. Water and maritime risk are correlated, not independent. The compound tail — both

channels degrading at once — is the scenario that breaks single-source supply, and it is the

one that is currently forming.

3. Your force majeure protections are weak. The TSMC supply agreement (10-K Exhibit 10.3)

covers "natural disasters and governmental resource restrictions," not maritime gray-zone

disruption. TSMC can reallocate constrained capacity without penalty.

4. Competitors are already hedged. Ambit and Vector signed Samsung 3nm GAA agreements

in Q1 2026. You hold no secondary node qualification.

Recommendations

Open emergency qualification of Samsung Foundry's 3nm GAA (Taylor, TX) this week.

Even 2,000 wafers/month covers ~40% of the projected shortfall. Expect 8–12 weeks for

process transfer.
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Build 4–6 weeks of finished-wafer and critical-input inventory now, using air-freight for

the highest-margin SKUs, before insurance premiums rise further.

Pre-position water contingency with TSMC — co-fund tanker supplementation (TIWS) as

a top-5 customer; estimated $2.4M for 8 weeks of coverage.

Revise Q4 guidance down 3–5% in the next earnings call to manage expectations and

reduce disclosure risk if the shortfall materializes.

Establish a permanent dual-source + dual-logistics strategy within 90 days — the

Taiwan concentration is structural, not transient.

Falsification Conditions

This analysis is wrong if: - The CCG presence recedes to periodic patrols and Phase-3

rationing is lifted by end of August (requires typhoon rainfall >800mm to the Tsengwen basin

— no system currently projected). - Solace holds an undisclosed dual-source agreement not

present in the 10-K. - Samsung 3nm GAA yields fall below 50% and remain non-viable as a

production source.
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