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HUA HONG SEMI (1347.HK)

2Q22 Review: Foreign exchange losses affected net

profit; revenue hit a record high
Buy (Maintain)

Forecast & Valuation 2021A 2022E 2023E 2024E
Revenue (USD mn) 1,647 2,514 2,772 2,849
Growth (YoY %) 69% 53% 10% 3%
Net profit (USD mn) 261 335 391 430
Growth (YoY %) 163% 28% 17% 10%
EPS (USD) 0.20 0.26 0.30 0.33
P/E (X) 16.93 13.23 11.32 10.29

Investment Thesis

2Q22 revenue beats our expectations and net profit is in line. The company’s 2Q22
revenue was USD621mn, +79.4% YoY and +4.4% QoQ; 2Q22 net profit was
USD83.9mn, +90.4% YoY and -18.5% QoQ. Revenue performance remains robust and
beats our expectations, thanks to the industry boom and ASP improvement from product
mix adjustment. The overall earnings are in line with our expectations.

The Wuxi factory's foreign exchange losses and pandemic resurgence affected 2Q22
net profit. The company's 2Q22 gross margin reached 33.6%, up by 8.8pcts YoY. The
impact from government subsidy program in the last quarter has faded away. As for net
profit, pandemic resurgence in Shanghai and other cities affected the company's
production and transportation since the end of March. Additionally, exchange rate
fluctuation in Q2 also had an impact on the company's net profit. As Wuxi factory bears a
large amount of USD liabilities, which exceeds the amount of USD assets, RMB
depreciation has a negative impact on the company’s earnings. We consider the impact as
a temporary effect and won't disturb future operations.

The 8-inch line maintained a high utilization rate and ASP continued to increase.
The company's 2Q22 8-inch line achieved a utilization rate of 110% and revenue of
USD354mn with a slight increase in ASP. We expect strong demand from downstream
applications, including power semiconductors and analog semiconductors, to keep the
high utilization rate of the 8-inch line. While the market is concerned about the
downward trend of global semiconductor cycle, we believe that foundry, whose cycle
lags behind the overall industry, is likely to keep booming, especially for the mature
process that sees less expansion. We expect the fab to achieve high gross margin for the
whole year.

The 12-inch line saw a rapid increase in gross margin with expansion target
unchanged. The company's 12-inch line achieved revenue of USD267mn in 2Q22,
+1.8% QoQ. The monthly capacity for Wuxi 12-inch factory was 65k in 2Q22, with
unchanged expansion target of 95k/month at the end of 2022. The fab kept full capacity
with a utilization rate of 109.3%. Gross margin for 12-inch capacity reached 19.6% in
2Q22, a rapid increase from 12.0% in 1Q22. We expect its robust profitability to sustain.
2022 Outlook: with well-paced release of production capacity, we expect that a rise in
ASP and gross margin improvement will drive a significant improvement in overall
profitability.

Earnings Forecast & Rating: Given strong downstream demand and the company's
manufacturing expansion, we raise our net profit forecast by USD38/41/3mn to
USD335/391/430mn for 2022-2024, with a YoY growth of 28%/17% /10% respectively.
Current price (closing price on Aug 11, 2022) implies a P/E of 13x/11x/10x/ and PB of
1.4x/1.2x/1.1x. We maintain the "Buy" rating.

Risks: Weaker-than-expected industry demand; Slower-than-expected capacity expansion
of Wuxi factory; Weaker-than-expected improvement in gross margin; Intensified
Sino-US trade friction.
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Market Data

Closing price (HKD) 26.15
52-week Range (HKD) 22.60/52.50
P/B (X) 1.47
Market Cap (HKD mn) 34,049.52
Basic Data

BVPS (HKD) 2.46
Liabilities/assets (%) 41.80
Total Issued Shares (mn) 1,302.08
Shares outstanding (mn) 1,302.08
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= Atk (BHFEL) 2021A  2022E  2023E  2024E ARk (FFEL) 2021A  2022E  2023E  2024E
ik 2,391 2,599 3,018 3517 Bk EMAN 1,647 2,514 2,772 2,849
AL RALENY 1,610 1,449 1,752 2,240 &k AR 1,179 1,727 1,904 1,907
R 3R R E AR 181 311 331 340 HEFRR 11 19 21 21
#It 547 594 703 711 EEEA 199 289 305 313
EARF T~ 53 246 231 227 FE% R 86 126 111 114
FERBHEE 3,811 4412 4,638 4,648 HAE5E A 0 0 0 0
Bl & %~ 3,117 3,683 3,899 3001 & FA)H 258 352 432 493
AR BRI I~ 50 85 95 103 A& AN 13 30 31 39
E S Eidy 122 122 122 122 #1& ¥ 13 74 79 84
H ALK AR 185 185 185 185 HAbALE 38 36 35 34
ERAE R T~ 337 337 337 337 FlE AR 296 344 420 483
¥ = &3 6,202 7,011 7,655 8,165 FTiFHi. 65 65 80 92
W AR 1,080 1,411 1,565 1,584 ##)H 231 279 340 391
48 45 3 195 0 0 0 VHMEAMS -31 -56 -51 -39
R AT K R 2 194 281 317 314 VB E&EA 3 AR 261 335 391 430
A 691 1,129 1,248 1,269 EBIT 172 352 432 493
JEA 3 7 At 1,437 1,637 1,787 1,887 EBITDA 490 801 936 1,013
KA 1,395 1,595 1,745 1,845 Non-GAAP
A 42 42 42 42
R At 2,518 3,048 3,352 3,471
M A 1,986 1,986 1,086 1986 EZWMHE 2021A 2022E  2023E 2024E
VR FAE 814 758 707 668 HARALH (£ 1) 0.20 0.26 0.30 0.33
V2 8 E N B L R AL 2,870 3,205 3,596 4,026 HRET S (EL) 2.21 2.46 2.76 3.09
R AR AR AR AR S 6,202 7,011 7,655 8,165 A ATESILAY (B 7 A%) 1,302.08  1,302.08 1,302.08  1,302.08
ROIC (%) 2.91 5.27 6.03 6.35
ROE (%) 9.11 10.44 10.88 10.68
RNEFFE (BHET) 2021A  2022E  2023E  2024E EAFE (%) 27.69 31.28 31.32 33.06
ZEEHRLER 518 922 926 968 4KE 4 A & (%) 14.03 11.10 12.27 13.73
BREDNEK -863 -1,014 -695 496 FF RARE (%) 40.59 4347 43.78 42.51
ERENALER 1,015 -69 71 16 A K FE (%) 68.89 52.63 10.30 2.76
4% 3 R 687 -161 303 488 A A K F (%) 162.94 27.99 16.88 9.98
F 18 o e 4K 318 449 504 520 P/E 16.93 13.23 11.32 10.29
FARF L -939 -1,050 -730 530 P/B 1.54 1.38 1.23 1.10
TEFALH -73 156 39 7 EV/EBITDA 14.81 5.71 472 3.98
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