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Valuation restoration opportunity for wafer foundries

Semiconductor stocks had a good run last week, significantly
outperforming the main indexes. The SWS Semiconductor Index rose 8.34%
and the ChiNext Index fell 0.86%. The Shanghai Composite Index fell 4.31%,
the Shenzhen Composite Index fell 3.70%, the SME board index fell 3.77%
and Wind A-Shares fell 3.56%.

Weekly industry view

The manufacturing, material and equipment segments were among the top performers
in the semiconductor industry, and we are optimistic about a valuation recovery
opportunity in the industrial foundry segment. Among the semiconductor segments in the
past week, manufacturing rose 14.7%, materials rose 12.2%, equipment rose 11.3%,
packaging and testing rose 6.0%, discrete devices rose 5.8%, IC design rose 4.9%, while
the other segments rose 2.5%.

Equipment, materials growing; we anticipate valuation recovery in wafer foundries
In PB terms, SMIC Hong Kong and Hua Hong Semiconductor are at relatively low
valuation levels. SMIC (both A and H shares) and Hua Hong have underperformed chip
ETFs since 2Q21. As of 30 July 2021, SMIC-H share PB was only at 1.80x, the lowest
PB among global wafer foundry assets. Hua Hong’s PB was low at 3.22x while SMIC-A's
PB was at 5.07x.

Price and UTR rises, and better product structure and fundamentals lifted
manufacturing gross profit margin in 1Q21; we expect 2Q21 to keep growing
Semiconductor manufacturing capacity was in short supply and it became a seller's
market. Related products such as 5G, HPC, PMIC, DDIC and automotive ICs were in
strong demand in 1Q21, intensifying competition in the global foundry segment. Among
A-shares, China Resources Microelectronics, Hangzhou Silan Microelectronics and
SMIC raised the prices of some products in different ranges in 1Q21. Amid full capacity
utilization, each company prioritized large and long-range orders, high-end orders, which
optimized the product structure and raised gross profit margin qoq.

Future trends for mainland China fabs

Demand drivers include the Internet of Everything and domestic substitution, while
technology growth benefits from a continuous increase in the yield of advanced
processes. Short-term expansion in wafer capacity in mainland China was affected by a
series of external factors such as US export controls, but it did not change long-term
semiconductor market trends. Silicon wafer fabrication for the upstream segment of the
supply chain benefits from the widespread popularity of new applications, as represented
by AIOT, spawned by 5G.

SMIC and Hua Hong on expansion track as Sino-US rivalry focuses on foundries;
we expect growth to continue in the next five years

Wafer fabrication is the most asset-heavy segment in the industry. It drives the
development of semiconductor equipment materials in the upstream and affects the
product capabilities of design companies in the downstream. It has attracted much
attention in the Sino-US trade conflict. Amid the continuous global digitalization process,
the importance of foundry capacity has gained prominence and become a strategic
asset. Based on Gartner data, TSMC accounted for 55.5% of global foundry capacity in
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Last week: Semiconductor stocks
performance

Weekly Vs SWS
change Semiconductor
(%) index (%)

ChiNext Index -0.86 9.20
Shanghai Composite Index -4.31 12.65
Shenzhen Composite Index -3.70 12.04
SME board index -3.77 12.11
Wind A-Shares -3.56 11.91
SWS Semiconductor Index 8.34

Source: Wind, Tianfeng Securities
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2019. SMIC and Hua Hong combined accounted for 6.5% of the global market, so the
mainland foundry self-sufficiency rate is still low, suggesting rich potential growth.

Large gap between foundry supply and demand in mainland China; we are
optimistic about foundry assets and a valuation restoration

In the short term, current price increase cycles are led by a foundry capacity shortage.
We would expect foundry companies to take the opportunity to optimize their product
mix, and raise their ASP and gross margin. In the long run, growth rates would be
prioritized over industry cycle considerations. We are optimistic about the development
of local foundry lead companies such as SMIC.

Recommendations
Wafer foundries
Semiconductor Manufacturing International Corporation (SMIC) (688981 CH, BUY)

Semiconductor equipment materials

Naura Technology Group (002371 CH, BUY), Jiangsu Yoke Technology (002409 CH,
BUY), Advanced Micro-Fabrication Equipment Inc China (688012 CH, BUY), Wuhan
Jingce Electronic Group (300567 CH, BUY), Beijing Huafeng Test & Control Technology
(688200 CH, BUY)

Semiconductor design

Unigroup Guoxin Microelectronics (002049 CH, BUY), Gigadevice Semiconductor
(Beijing) Inc (603986 CH, BUY), Amlogic (Shanghai) (688099 CH, BUY), Allwinner
Technology (300458 CH, BUY), Rockchip Electronics (603893 CH, BUY), Sino Wealth
Electronic (300327 CH, BUY), Maxscend Microelectronics Company (300782 CH, BUY)
SG Micro Corp (300661 CH, BUY), StarPower Semiconductor (603290 CH, BUY)

Other related companies (not rated)

Hua Hong Semiconductor, Shanghai Sinyang Semiconductor Materials, Hangzhou
Changchuan Technology, Grinm Advanced Materials, Jiangyin Jianghua Micro-electronic
Materials, Shanghai Fudan Microelectronics Group, Shanghai Fullhan Microelectronics,
Will Semiconductor Shanghai, Wuxi Nce Power, Montage Technology

Risks include: worsening of the pandemic; adverse impact of the US-China trade war;
and demand being less than expected.
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Each research analyst identified in this publication certifies that all of the views expressed in this publication by such analyst accurately reflect the personal views of each such analyst about
the subject securities and issuers. In addition, each research analyst identified in this publication certifies that no part of the analyst's compensation was, is or will be, directly or indirectly
related to the specific investment recommendations or views expressed in this publication, nor is it tied to any specific investment banking transactions performed by Tianfeng Securities Co.,
Ltd or any other affiliates and subsidiaries globally.

General Disclosures
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publication and all materials contained in it has been prepared by the TF Group and, if applicable, with the contributions of one or more TF Group entities whose employees are specified on
page 1 or identified elsewhere in the publication.

The contents contained in this publication is confidential and only for the use of clients of TF Group. TF Group will not deem a recipient as its client by reason only of their receiving this
publication. Information herein has been obtained from sources believed to be reliable, but TF Group does not warrant its accuracy or completeness. The information and opinions contained
herein are provided for TF Group clients’ reference only and should not be construed as an offer to buy or sell or the solicitation of an offer to buy or sell the securities mentioned. The
information and opinions contained herein do not take into account the particular investment objectives, financial situation, or needs of any recipient. Under no circumstances shall the
information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. TF Group clients are advised to make their own independent evaluation of the
information contained in this publication, consider their own individual investment objectives, financial situation and particular needs and consult their own professional and financial advisers
as to the legal, business, financial, tax and other aspects if necessary. TF Group shall not be liable in any manner whatsoever for any consequences of any reliance thereon or usage thereof.
To the extent this material is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate investment risk and is
exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent assessment of the opportunities and risks presented
by a potential investment, market factors and other investment considerations.

Opinions, speculations and predictions contained in this publication reflect opinions held, and speculations and predictions made, at the time of publication. Such opinions, speculations and
predictions are subject to change and may be amended without any notification. Unless stated otherwise, any performance data quoted represents past performance. Past performance shall
not be considered as a reliable indication of future performance. At different periods, TF Group may release publications which are inconsistent with the opinions, speculations and predictions
contained herein. No representation or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in the analysis which has resulted in any
returns detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

TF Group’s salespeople, traders, and other professionals may provide oral or written market commentary and/or trading ideas that may be inconsistent with, and reach different conclusions
from, the recommendations and opinions presented in this publication. Such ideas or recommendations reflect the different assumptions, views and analytical methods of the persons who
prepared them, and TF Group is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this publication. TF Group’s asset
management area, proprietary trading desks and other investing businesses may make investment decisions that are inconsistent with the recommendations or opinions expressed in this
publication.

Special Disclosures

TF Group has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its research business. TF Group’s analysts and other employees who
are involved in the preparation and dissemination of research publications operate and have a management reporting line independent of TF Group’s Investment Banking business. Information
barrier procedures are in place between the Investment Banking, proprietary trading, and research businesses to ensure that any confidential and/or price sensitive information is handled in an
appropriate manner.

The analysts and/or Research Support named in the publications, as well as TF Group’s salespeople, traders, and other professionals, may have, from time to time, discussed with our clients,
including TF Group’s salespeople, traders, and other professionals, or may discuss in the publications, trading strategies that reference catalysts or events that may have a near-term impact on
the market price of the equity securities discussed in the publications, 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 as described herein.

To the extent permitted by applicable laws, TF Group may have positions in, and may effect transactions in securities of companies mentioned herein and may also perform or seek to perform
investment banking, financial consulting, financial products and various financial services for those companies. Therefore, TF Group’s clients should be aware that TF Group and/or its associated
person(s) may have a conflict of interest that could affect the objectivity of this publication and the opinions expressed herein. TF Group’s clients are advised not to rely on the opinions contained
in this publication when making any decision, including without limitation any investment decision.

Hong Kong: This publication is distributed in Hong Kong by TFI Asset Management Limited, which is regulated by the Securities and Futures Commission of Hong Kong (“SFC”) and is licensed
for the conduct of Regulated Activity Type 4 (Advising on Securities), Type 5 (Advising on Futures Contracts), and Type 9 (Asset Management) of Part V of the Securities and Futures Ordinance
(Cap. 571) (“SFO”). Queries concerning this publication from readers in Hong Kong should be directed to our Hong Kong sales representatives.

Singapore: This publication is distributed in Singapore by TFI Asset Management Limited. It is only intended for, and may be distributed only to, institutional investors in Singapore (as defined
in the Securities and Futures Act, Chapter 289 of Singapore). Recipients of this publication should not further distribute this publication to any person that is not an institutional investor.

United States of America: This publication is distributed in the United States by TFI Asset Management Limited pursuant to Rule 15a-6 under the United States Securities Exchange Act of
1934. Distribution is restricted to "Major U.S. Institutional Investors" only (as defined in Rule 15a-6. TFI Asset Management Limited is not a U,S, registered broker-dealer.

The analyst(s) listed on the first page of this publication is (are) not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (FINRA) and are not subject to
U.S. FINRA Rule 2711 restrictions on communications with companies that are the subject of this research report; public appearances; and trading securities by a research analyst.

Other Jurisdictions: The distribution of research publications in other jurisdictions may be restricted by law and such reports will be made available in other jurisdictions pursuant to the
applicable laws and regulations in those particular jurisdictions. The research publications are not directed to, or intended for distribution to or use by, any person or entity that is a citizen or
resident of or located in any locality, state, country or other jurisdictions where such distribution, publication, availability or use would be contrary to law or regulation.

Ratings Definitions

| tment Ratings

Category Description Ratings System

Stock investment ratings within 6 months from the report issuance date, Buy Expected relative return over stock price above 20%
increase or decrease relative to the Index of the  Accumulate Expected relative return over stock price between 10% and 20%
jurisdiction of the Stock in the same period Neutral Expected relative return over stock price between -10% and 10%

Sell Expected relative return over stock price below -10%

Industry investment ratings within 6 months from the report issuance date, Outperform Expected increase of industry index over 5%
increase or decrease relative to the Index of the ~ Neutral Expected increase of industry index between -5% and 5%
jurisdiction of the Industry in the same period Underperform Expected increase of industry index below -5%

Jurisdicti Index Used for Ratings Definitions

China Mainland CSI1300 Index

China-Hong Kong Hang Seng Index

China-Marco Hang Seng Index

USA Standard & Poor’s 500 Index

* The “yuan” mentioned in our report refers to RMB.

Copyright of the publications belong to TF Group. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited without TF Group’s written permission.

Contact

TFI Asset Management Limited

11F, Nexxus Building, 41 Connaught Road Central, Hong Kong
Email: research_tfi@tfisec.com

Tel: 852 3899 7399
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