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Foundry: China's Al build and localisation drive China
sustained growth; upgrade SMIC to a Buy semiconductors
Jimmy Yu
Analyst
We are more positive on China leading edge logic foundry ﬂgem;’_ff“f;égssggna
We upgrade SMIC to a Buy rating (link) and maintain our Neutral on Hua Hong-H. In Sunny Lin
addition to solid industry supply/demand fundamentals, we flag two additional Analyst
structural drivers to drive tier-1 Chinese foundries' revenue growth: 1) China catching up sunnylin@ubs.com
in Al build out and capex; and 2) accelerating localisation of advanced logic, mainly via +886-2-8722 7346
SMIC, with improved technology readiness _and more manageable export controls. Nicolas Gaudois
Based on our updated forecasts, our net profit forecasts for SMIC are now 29%/30% Analyst
higher than Reuters consensus in 2027/28, as we are more bullish on its leading edge nicolas.gaudois@ubs.com
node revenue contribution and profitability, while we are largely in line with consensus +65-6495 5148
on Hua Hong's net profit in the same period. SMIC-H's share price is down 6% YTD Yongwei Lai
(underperforming Hua Hong-H and listed foundries' average performance by 96ppt and Analyst
71ppt, respectively). SMIC-H's 2027E P/BV is at a ¢50% discount to A/H-share foundry $1460524110001
peers with a higher ROE of 8.3% in 2028E vs. peer average of 6.6%. We view Hua yongwei. lai@ubs.com
Hong-H's 3.9x 2027E P/BV on a 4.3% 2028E ROE as fairly valued. +86-21-3866 8780
inlei Li
Two secular drivers: China Al build-out and leading edge localisation XI;THZWI;»(
As China catches up in Al capex (e.g. Bytedance) and its pursuit of self-sufficiency in 51460522090008
advanced semiconduclors, we believe that Al chip fabrication demand will soon emerge xinlei li@ubs.com
as a secular driver of tier-1 Chinese foundry (e.q. SMIC} with a possible TAM far north of +86-21-3866 8805
US$10bn, We view SMIC as the major beneficiary and expect it to maintain its leading Qing Luo
market share in advanced logic in the next three years. We forecast SMIC's FinFET node Associate
revenue to reach US$6bn in 2028, representing 55% CAGR in 2025-28E and '51460I1 2;030001
i i [ i of INg-Za. luo@ubs.com
contributing 34% of total revenue in 2028E (up 15ppt from 18% in 2025E). a +g86-213-866 5000
Mature nodes: high UTR and price hikes to drive sustained margin improvement
SMIC and Hua Hong guide for higher GPM in Q226 (the mid point of GPM guidance in
Q2 up 0.9ppt/2ppt QoQ), as utilisation rate remained high in Q1 despite the low season.
Due to strong demand and tighter supply, Hua Hong's management expects 10-15%
price_hikes in 2026. We expect SMIC/Hua Hong's blended GPM to improve to
26%/30% and 22%/26% in 2027/28E from 22%/16% in 2026k, respectively, mainly
due to: 1) a stronger semi cycle; 2) improved product mix; and 3) normalised
depreciation ratio to sales (39%/39% and 24%/24% in 2027/28E).
Stock picks: upgrade SMIC to a Buy; reiterate Buy on CR Micro
We cut SMIC and Hua Hong's 2026-28E EPS to factor in share dilution and our lower
non-operating gain assumptions. SMIC is our preferred pick within Chinese foundry
given its leading position in 7nm node and higher direct exposure to Al. We raise Hua
Hong's PT from HKD 104 00 to HKD148.00, and maintain our Neutral rating, as we think
the valuation is fair.
Figure 1: China foundry rating and estimate changes
Company Ticker m:;:'p] Rating Price target (LC) EPS change P/BV P/E ROE EPS YoY growth
New ofd New oid 26E 27E 28E 27E 28E 27E 28E 27E 28E 27E 28E
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Source Wind, URS-S estimales. Note Priced as of 7 Aug 2026
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China foundry fundamentals update

Figure 2: Global semis revenue (ex memory, Sell-in basis) to rise 28.5%/11.7% YoY in 2026/27E
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Foundry supply/demand fundamentals
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We highlighted solid supply and demand fundamentals for the mature node cycle and
pricing outlook in our April update note (UBS global foundry sector note). Based on the
latest Taiwanese foundry company results, we flag a stronger industry cycle for leading
edge foundry (e.g. ISMC) and mature node foundry (UMC, Vanguard, and Powerchip).
We think the positive results for peers likely point to continued good supply and demand
tfundamentals for Chinese foundries,

Figure 3: Summary of major foundry company results (UTR, blended ASP, outlook)
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China's pursuit of localisation remains a structural driver
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Figure 4: Summary of media reports on China's self-sufficiency goal in the next
five years
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Figure 5: Gartner expects China semiconductor self-sufficiency to reach 50%+
by 2030F
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Figure 6: Overview of major Chinese semiconductor fabless companies
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Figure 7: Major listed Chinese fabless companies combined revenue and YoY/QoQ performance (Rmb m)
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China's Al build to drive demand upside for domestic foundries

China's Al investment cycle continues to accelerate, with both policymakers and leading
technology companies increasing spend on Al infrastructure. Reportedly, China is
contemplating a nationwide Al computing infrastructure plan involving up to Rmb2trn
in investment over the next five years and focussing on expanding compute capacity,
data centres and domestic Al ecosystems (see our note ).

At the corporate level, Alibaba, Tencent, ByteDance and Baidu have all stepped up Al-
related capital expenditure, driven by growing demand for large model training and
inference workloads. According to Bloomberg, ByteDance is weighing up as much as US
$70bn in capex in 2026, mainly for Al development (link). According to our industry
discussions, ByteDance's capex in 2027E could be US$100bn. In addition, based on the
UBS forecasts, the combined capex of Alibaba, Tencent and Baidu could reach
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Rmb316bn in 2027E, a 19% CAGR from 2025.

For logic content within an Al infrastructure build, UBS estimates logic content
amounted to US$5,132 and US$5,075 for GB200 and GB300, respectively, increasing to
US$10,016 for VR200 (see report). We believe a similar trend is likely in domestic Al
accelerators/GPUs, which should significantly increase TAM for SMIC's leading edge
logic fabrication business.

Figure 8: Chinese CSPs capex Figure 9: Semiconductor content in Al rack forecast

CAGR=65%

7%

Source: Company data, Bloomberg, UBS estimates, UBS-5 estimates Source: Company data, UBS estimates

Benefits of China's rising Al build-out demand

e SMIC. As China's only domestic foundry with the technology capability and mass
production experience of 7nm ("N+2 ", based on SMIC's definition) node, we view
SMIC as best positioned to benefit from the structural demand for Al and leading
edge localisation. With export controls becoming more manageable and domestic
equipment and related supply chains maturing, we expect SMIC's leading edge
logic capacity to reach 98k wpm at end-2028 (mainly through SMIC's " South®
and "East" subsidiaries). As supply of leading edge logic should remain tight in the
next one to two years, we expect SMIC's capacity to be largely fully utilised and for
modest ASP hikes in the near term. Therefore, we expect leading edge logic
revenue to reach US$6bn in 2028E from US$1.6bn in 2025, representing a 55%
CAGR.

Figure 10: SMIC's leading edge logic capacity (FinFET and  Figure 11: SMIC's leading edge logic revenue

more advanced)
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Source: Company data, LBS-5 estimales Source: UBS-5S estimales

We think Al accelerators are likely the most important application for leading edge
fabrication. Based on our sensitivity analysis, assuming the average die size of an Al
accelerator at 700mm? and a 20-40% yield rate, each 12-inch wafer could produce 14-
28 good dies. And assuming 6-10m die units for an Al accelerator in China would
translate to 17.7-29.5k wpm (using a 40% yield rate assumption) to 35.4-59.0k wpm
(20% yield rate assumption) capacity demand for domestic leading edge logic foundry.
This would translate to a US$2.1-7.1bn TAM, assuming a conservative US$10k/wafer
fabrication cost assumption.
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Figure 12: Calculation of GPU die output per wafer
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Figure 14: Al accelerator die size
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Figure 13: Sensitivity analysis of die output per wafer
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Figure 15: Monthly wafer capacity required to meet different demands for Al accelerator fabrication

GPU die demand (units)
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*'CCmm:-rSC:/by'ed ER) -] 157 23€ 3" 5 393 97 8¢
Temmt 4 20% yeld 9 118 23 € 354 ar 2 59 g85 118 ¢C
Source” UBS-5 estimates
e Hua Hong. Although Hua Hong (the listco) may not directly benefit from leading
edge logic demand, it could benefit from mature node demand for Al PMIC,
discrete, as well as other Al related chips.
Power semis content per rack rises along with power density and architecture changes:
e Core level. MPS, Infineon and Renesas are global market leaders in V-core PMIC.
MPS is a fabless IC designer, and works closely with foundries across the world. We
believe domestic IC designers are focused on localisation given the large TAM and
rising importance of Al servers.
e Shelf/rack level and grid level. We believe Chinese suppliers have stronger
presence in discrete parts (NCE Power in MOS). Hua Hong is a global leader in
power discrete manufacturing.
Figure 16: Power semis content per GW
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Source: Company data, UBS estimates
China Semiconductor Sector 10 August 2026 HUBS 7



Figure 17: Power supply architecture in an Al server
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Chips like MCU and NOR Flash (one runs the firmware and the other stores the firmware
code) are essential components that work together in optical module and Al server
motherboards. Content value per box could range from US$10+ to the hundreds of
dollars, of which foundry cost normally accounts for 75% of total COGS, by our
forecast. SMIC and Hua Hong are the key foundry suppliers of NVM(for NOR flash) and
eNVM (for MCU) platforms, and we expect their revenue to grow along with their
Chinese customers' share gains.

Figure 18: Front-side of an optical module Figure 19: Back-side of an optical module
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Chinese tier-1 foundry capacity, UTR and pricing trend

Figure 20: SMIC and Hua Hong's capacity forecasts
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Source: Company dala, UBS-5 estimales. Nole: Hua Hong's 2026 capacily addition was due to Lhe acquisilion of
Huali fab 5 {38k wpm 12-inch capacity}
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Figure 21: SMIC and Hua Hong's blended UTR forecasts Figure 22: SMIC and Hua Hong's ASP forecasts
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Source: Company data, UBS-5 estimaltes Source: Company data, UBS-S estimates
Figure 23: SMIC and Hua Hong's revenue forecasts Figure 24: SMIC and Hua Hong's blended GPM forecasts
Usskn
Source: Company data, UBS-5 estimates Source: Company data, UBS-S estimates
Earnings forecast change
SMIC
Please refer to our company report (link).
Hua Hong
We cut our net profit forecast 20% in 2026, but raise 2027/28 forecasts 5%/5 %, mainly
to reflect the mixed impact of: 1) our 90-301% higher operating profit assumptions in
2026-28E due to our higher revenue forecasts; and 2) 65-122% lower minority interest
forecasts to reflect improved profitability at its 12-inch subsidiary, Wuxi.
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Figure 25: Hua Hong estimate changes
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Source: Company data, UBS-S estimales
The Huali Fab 5 specialises in 65/55nm and 40nm with a 38kwpm 12" capacity. We
expect positive synergies for Hua Hong to enhance scale, less competition in 65-40nm,
and potential access to 28nm process.
Figure 26: Hua Hong's revenue mix forecasts
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Source: Company data, UBS-5 estimates
We raise our P/BV-based price target to HK$148.00, mainly to reflect: 1) our lower EPS in
2026-28E; 2) rolling over to an average 2027-28E BVPS of US$4.71 (US$4.20
previously); 3) raising our target P/BV multiple from 3.3x to 4 0x, as we raise our long-
term ROE forecasts, but still below the Hong Kong/China average of 5.1x.
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Figure 27: Price target derivation
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Figure 28: Hua Hong's forward 12m P/BV Figure 29: Hua Hong's forward 12m PE
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Figure 30: Comps comparison of SMIC and Hua Hong's closest peers
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Source: Wind, Reulers, UBS eslimates, UBS-S eslimates. * Wind consensus, ** Reuters consensus. Note: Priced as of 7 August 2026
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Hua Hong

LIBS Research
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Q: Will Hua Hong's revenue growth accelerate in 2026-28?

Yes. We expect Hua Hong's 2026-28E revenue CAGR at 25% (vs. 20% in 2025 YoY), driven by: 1)
rising localisation; 2) inventory restocking into the semis upcycle; 3} capacity ramp on a healthy
utilisation rate, 4) improved blended ASP; and S) a growing contribution from 12-inch wafers.

Q: Can Hua Hong's profitability improve from 20267

Yes. Despite elevated depreciation costs, we expect Hua Hong to improve GM from 11.8% in 2025 to
16.9%/18 0%/19.8% in 2026/27/28E, mainly driven by rising ASP (on a better supply/demand
dynamic) and potential positive synergies from the consolidation of the Huali Fab 5.

We are more constructive on Hua Hong's revenue growth over the next three years. We expect
supply/demand for trailing nodes to improve further and potential positive synergies from the
consolidation of Huali Fab 5 with increasing UTR and blended ASP, leading to a 2026-28E revenue
CAGR of 25% (vs. 20% in 2025 YoY). We maintain our Neutral rating on Hua Hong as we think the
multiple positives are fairly priced based on its higher than peer valuation (even on a pro-forma basis)
and lower 2027-28E ROE vs. its closest peers.

1) UBS forecast global semi-ex memory revenue to grow 25%/16% YoY in 2026/27, while major
China fabless companies delivered 31%/6% revenue YoY/QoQ growth in Q126; 2} TSMC is
reallocating its mature node capacity to advanced packaging. In addition, Powerchip, another trailing
edge foundry, sold the P5 Tongluo fab to Micron; 3) overseas vendors are looking at a "China-for-
China" strategy; 4) power devices accounted for 28% of total revenue in Q126; 5) Hua Hong's Q226
revenue guidance is below trailing edge foundry peers; and 6) the Huali Fab 5 recorded a GM of
23.7% and opex ratio of 7% in 2025, compared with Hua Hong's GM of 11.8% and opex ratio of
18%.

SMIC-H's share price is up 90% YTD (vs. SMIC-H at -6%), and we think investors have priced in its: 1)
growing revenue contribution from 12-inch wafers; 2) potential ASP hikes on continued supply/
demand wafer tightness; and 3) the potential merger of Hua Hong Group's leading fabs based on its
valuation multiple premium to history and SMIC-H. Hua Hong-H trades at 3.9x/3.7x 2027/2028E PE,
largely in line with its HK/China domestic foundry peers (excluding SMIC-A and Hua Hong-A), on a
2027-28E ROE of 3.2%/4.3%, which is below the average of its closest peers. We think the multiple
positives are fairly priced in.

Hua Hong Semicenductor - 1347 .HK Price

HKD 141.2 Upside 1o Dawnside
07 Aug 1k 1.3
2200 Upside: 567
200
150 ' . * 148.0 Base: +5%
]
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k11
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2024 2025 2026 +12 mo.
Value drivers Wafer shipment YoY Blended ASP YoY SG&A expense
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HK 2 20.00 upsice I5% 100% 20% 20% 10%
HK$148.00 base 20% 96% 12% 18% 12%
HK $40.00 downside 15% 90% 3% 15% 14%

Source: Wind, UBS-S estimates

Hua Hong Semiconductor (Hua Hong) is the second-largest foundry (by capacity) in China dedicated
to IC manufacturing at both 8-inch and 12-inch wafer fabs. Its first 12-inch fab began mass
production in Q419. Most of its revenue is from China (82% of 2025 revenue), followed by North
America (10%]). Its major products include power discrete products, micro-controller units (MCUs)
and smart cards.
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Valuation Method and Risk Statement

Qur price targets for SMIC is based on a P/BV methodology.

Downside risks include: 1) rapidly changing technology; 2) intensifying competition; 3) high
capital investments; and 4) cyclical demand,

Upside risks include; 1) a persistent shortage in trailing-edge foundry; 2) milder than expected
competition in legacy 12-inch foundries, particularly in China; 3) better than expected
strength in China semiconductor localisation demand for MCU and analog semis; and 4) a
loosening of restrictions exerted by the US authorities.

Our price target for Hua Hong is based on a F/BV methodology.

Downside risks include: 1) rapidly changing technology, 2) intensifying competition; 3) high
capital investments; and 4) cyclical derand.

Upside risks include: 1) a persistent shortage in trailing-edge foundry, 2} milder-than-
expected competition in legacy 12-inch foundries, particularly in China; 3) better-than-
expected strength in China semiconductor localisation demand for MCU and analog semis;
and 4) a loosening of restrictions exerted by the US authorities.

We value CR Micro based on a relative P/BV multiple,

Downside risks: 1) slower-than-expected transition to EV and green enerqgy; 2) weaker-than-
expected demand from downstream applications; 3) more intense domestic competition; and
4) its products being unable to meet market needs.

Upside risks: 1) faster-than-expected transition to EV and green energy; 2) faster-than-
expected recovery from downstream demand, 3) faster-than-expected progress in auto-grade
IGBT design-in; and 4) major R&D breakthroughs for its products.
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