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18 Zhangjiang Road, Pudong New Area, Shanghai, China 201203
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Telephone: (8621) 3861‑0000

Facsimile: (8621) 3895‑3568

18 Zhangjiang Road, Pudong New Area, Shanghai, China 201203

(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act.

Title of each class Name of each exchange on which registered
Ordinary Shares, par value US$0.0041
American Depositary Shares

The Stock Exchange of Hong Kong Limited*
The New York Stock Exchange, Inc.

1The par value of the ordinary share of the Company was US$0.0004 each before December 7, 2016 and US$0.004
each after December 7, 2016.

Securities registered or to be registered pursuant to Section 12(g) of the Act. None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act. None

Indicate the number of outstanding shares of each of the issuer’s classes of capital or ordinary shares as of the close of
the period covered by the annual report.

As of December 31, 2017, there were 4,916,106,889 ordinary shares, par value US$0.004 per share, outstanding, of
which 12,328,021 ordinary shares were held in the form of 61,640,105 American Depositary Shares (“ADSs”). Each
ADS represents 5 ordinary shares.
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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

☒ Yes ☐ No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934.

☐ Yes ☒ No

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

☒ Yes ☐ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

☒ Yes ☐ No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or an emerging growth company. See definition of “large accelerated filer”, “accelerated filer” and “emerging growth
company” in Rule 12b‑2 of the Securities Exchange Act of 1934 (Check one):

Large accelerated filer ☒Accelerated filer ☐Non-accelerated filer ☐Emerging growth company ☐

If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards provided pursuant to Section 13(a) of the Exchange   Act. ☐
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Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:

U.S. GAAP ☐International Financial Reporting Standards as issued Other ☐
by the International Accounting Standards Board ☒

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b‑2
of the Securities Exchange Act of 1934).

☐ Yes ☒ No

*Not for trading, but only in connection with the listing of American Depositary Shares on the New York Stock
Exchange, Inc.
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INTRODUCTION

In this annual report, except where the context otherwise requires and for purposes of this annual report only:

· “ADSs” refers to American Depositary Shares;
· “Average selling price of wafers” refers to simplified average selling price which is calculated as total revenue divided
by total shipments;

· “BGN” are to Bulgarian Lev;
· “Board” refers to our board of directors;
· “China” or the “PRC” refers to the People’s Republic of China, excluding for the purpose of this annual report, Hong
Kong, Macau and Taiwan;

· “Company,” “SMIC,” “Registrant,” “we,” “our” and “us” refers to Semiconductor Manufacturing International Corporation, a
Cayman Islands company;

· “Directors” refers to the members of the Board;
· “EUR” refers to Euros;
· “Global Offering” refers to the initial public offering of our ADSs and our ordinary shares, which was completed on
March 18, 2004;

· “Group” refers to SMIC and all of its subsidiaries;
· “HK$” refers to Hong Kong dollars;
· “IFRS” refers to International Financial Reporting Standards as issued by the International Accounting Standards
Board;

· “JPY” are to Japanese Yen;
· “NYSE” or “New York Stock Exchange” are to the New York Stock Exchange, Inc.;
· “Ordinary Share(s)” are to the ordinary share(s), in the share capital of the Company, of US$0.0004 each before
December 7, 2016 and to the ordinary share(s) of US$0.004 each upon the Share Consolidation becoming effective
on December 7, 2016;

· “Rmb,” “rmb” or “RMB” refers to Renminbi, the legal currency of China;
· “SEC” refers to the U.S. Securities and Exchange Commission;
· “SEHK,” “HKSE” or “Hong Kong Stock Exchange” refers to The Stock Exchange of Hong Kong Limited;
· “Share Consolidation” are to the consolidation of every ten (10) issued and unissued ordinary shares and preferred
shares of US$0.0004 each in the existing share capital of the Company into one ordinary share and preferred share
of US$0.004 each with effect from December 7, 2016.

· “US$” or “USD” refers to U.S. dollars.
· “U.S. GAAP” refers to generally accepted accounting principles in the United States; and

1
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· The “Glossary of Technical Terms” contained in Annex A of this annual report sets forth the description of certain
technical terms and definitions used in this annual report.

All references in this annual report to silicon wafer quantities are to 8‑inch wafer equivalents, unless otherwise
specified. Conversion of quantities of 12‑inch wafers to 8‑inch wafer equivalents is achieved by multiplying the number
of 12‑inch wafers by 2.25. When we refer to the capacity of wafer fabrication facilities, we are referring to the installed
capacity based on specifications established by the manufacturers of the equipment used in those facilities. References
to key process technology nodes, such as 0.35 micron, 0.25 micron, 0.18 micron, 0.15 micron, 0.13 micron, 90
nanometer, 65 nanometer, 45 nanometer and 28 nanometer include the stated resolution of the process technology, as
well as intermediate resolutions down to but not including the next key process technology node of finer resolution.
For example, when we state “0.25 micron process technology,” that also includes 0.22 micron, 0.21 micron, 0.20 micron
and 0.19 micron technologies and “0.18 micron process technology” also includes 0.17 micron and 0.16 micron
technologies.

2
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FORWARD-LOOKING STATEMENTS

This annual report contains, in addition to historical information, “forward-looking statements” within the meaning of
the U.S. Private Securities Litigation Reform Act of 1995. These forward-looking statements are based on our current
assumptions, expectations and projections about future events. We use words like “believe,” “anticipate,” “intend,” “estimate,”
“expect,” “project” and similar expressions to identify forward-looking statements, although not all forward-looking
statements contain these words. These forward-looking statements are necessarily estimates reflecting the judgment of
our senior management and involve significant risks, both known and unknown, uncertainties and other factors that
may cause our actual performance, financial condition or results of operations to be materially different from those
suggested by the forward-looking statements including, among others:

· risks associated with cyclicality and market conditions in the semiconductor industry;
· intense competition;
· timely wafer acceptance by our customers;
· timely introduction of new technologies;
· our ability to ramp new products into volume;
· supply and demand for semiconductor foundry services;
· industry overcapacity;
· shortages in equipment, components and raw materials;
· availability of manufacturing capacity;
· our anticipated capital expenditures;
· our anticipated investments in research and development, anticipated changes to our liability for unrecognized tax
benefits; and

· financial stability in end markets.
Except as required by law, we undertake no obligation and do not intend to update any forward- looking statement,
whether as a result of new information, future events or otherwise.

3
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Part I

Item 1.      Identity of Directors, Senior Management and Advisors

Not applicable.

Item 2.      Offer Statistics and Expected Timetable

Not applicable.

Item 3.      Key Information

A.   Selected Consolidated Financial Data

The selected consolidated financial data presented below as of and for the years ended December 31, 2013, 2014,
2015, 2016 and 2017 have been prepared in accordance with IFRS and are derived from, and should be read in
conjunction with our audited consolidated financial statements, including the related notes, included elsewhere in this
annual report.

4
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For the year ended December 31, 
2013 2014 2015 2016 2017
(in US$ thousands, except for earnings per share, shares, and units)

Revenue 2,068,964 1,969,966 2,236,415 2,914,180 3,101,175
Cost of sales (1,630,528) (1,486,514) (1,553,795) (2,064,499) (2,360,431)
Gross profit 438,436 483,452 682,620 849,681 740,744
Research and
development
expenses, net (145,314) (189,733) (237,157) (318,247) (427,111)
Sales and
marketing
expenses (35,738) (38,252) (41,876) (35,034) (35,796)
General and
administration
expenses (138,167) (139,428) (213,177) (157,371) (197,899)
Other operating
income, net 67,870 14,206 31,594 177 44,957
Profit from
operations 187,087 130,245 222,004 339,206 124,895
Interest income 5,888 14,230 5,199 11,243 27,090
Finance costs (34,392) (20,715) (12,218) (23,037) (18,021)
Foreign exchange
gains or losses 13,726 (5,993) (26,349) (1,640) (12,694)
Other gains or
losses, net 4,010 18,210 55,611 (2,113) 16,499
Share of profit
(loss) of
investment
accounted for
using equity
method 2,278 2,073 (13,383) (13,777) (9,500)
Profit before tax 178,597 138,050 230,864 309,882 128,269
Income tax
(expense) benefit (4,130) (11,789) (8,541) 6,552 (1,846)
Profit for the year 174,467 126,261 222,323 316,434 126,423
Other
comprehensive
income (loss)
Item that may be
reclassified
subsequently to
profit or loss
Exchange
differences on
translating
foreign operations 731 (324) (8,185) (19,031) 23,213

 —  — 452 807 (2,381)
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Change in value
of
available-for-sale
financial assets
Cash flow hedges  —  —  — (34,627) 35,143
Share of other
comprehensive
income of joint
ventures
accounted for
using equity
method  —  —  —  — 17,646
Others  —  — 130  1 (131)
Items that will not
be reclassified to
profit or loss
Actuarial gains or
losses on defined
benefit plans  —  —  — 1,520 (436)
Total
comprehensive
income for the
year 175,198 125,937 214,720 265,104 199,477
Profit (loss) for
the year
attributable to:
Owners of the
Company 173,177 152,969 253,411 376,630 179,679
Non-controlling
interests 1,290 (26,708) (31,088) (60,196) (53,256)

174,467 126,261 222,323 316,434 126,423
Total
comprehensive
income (loss) for
the year
attributable to:
Owners of the
Company 173,908 152,645 245,803 326,191 251,135
Non-controlling
interests 1,290 (26,708) (31,083) (61,087) (51,658)

175,198 125,937 214,720 265,104 199,477
Earnings per
share*
Basic $ 0.05 $ 0.05 $ 0.07 $ 0.09 $ 0.04
Diluted $ 0.05 $ 0.04 $ 0.06 $ 0.08 $ 0.04
Shares issued and
outstanding* 3,211,230,710 3,585,609,617 4,207,374,896 4,252,922,259 4,916,106,889

Financial Ratio
Gross margin 21.2 % 24.5 % 30.5 % 29.2 % 23.9 %
Net margin 8.4 % 6.4 % 9.9 % 10.9 % 4.1 %
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Operating Data
Wafers shipped
(in unit) 2,574,119 2,559,245 3,015,966 3,957,685 4,310,779

5
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*The basic and diluted earnings per share for the prior years have been adjusted to reflect the impact of the share
consolidation, on the basis that every ten ordinary shares and preferred shares of US$0.0004 each consolidated into
one ordinary share and preferred share of US$0.004 each, which was accounted for as a reverse stock split effective
on December 7, 2016 (“Share Consolidation”).

As of December 31, 
2013 2014 2015 2016 2017
(in US$ thousands)

Statements of Financial Position Data:
Property, plant and equipment 2,528,834 2,995,086 3,903,818 5,687,357 6,523,403
Intangible assets 215,265 207,822 224,279 248,581 219,944
Investments in associates 29,200 57,631 181,331 240,136 758,241
Total non-current assets 2,960,151 3,471,120 4,525,297 6,431,525 7,749,467
Inventories 286,251 316,041 387,326 464,216 622,679
Trade and other receivables 379,361 456,388 499,846 645,822 616,308
Other financial assets 240,311 644,071 282,880 31,543 683,812
Restricted cash - current 147,625 238,051 302,416 337,699 336,043
Cash and cash equivalents 462,483 603,036 1,005,201 2,126,011 1,838,300
Total current assets 1,563,241 2,298,259 2,590,050 3,683,753 4,168,984
Total assets 4,523,392 5,769,379 7,115,347 10,115,278 11,918,451
Total non-current liabilities 991,673 1,311,416 1,157,901 2,731,151 3,290,337
Total current liabilities 938,537 1,150,241 1,767,191 1,980,900 1,906,779
Total liabilities 1,930,210 2,461,657 2,925,092 4,712,051 5,197,116
Non-controlling interest 109,410 359,307 460,399 1,252,553 1,488,302
Total equity 2,593,182 3,307,722 4,190,255 5,403,227 6,721,335

B.   Capitalization and Indebtedness

Not Applicable

C.   Reasons for the Offer and Use of Proceeds

Not Applicable

D.   Risk Factors

Risk Factors Related to Our Financial Condition and Business

We may not be able to maintain or increase profitability, primarily due to the possibility of increasing fixed costs and
market competition reflected in price erosion in the average selling prices of our products.

Our profit totaled US$126.4 million in 2017 and US$316.4 million in 2016. After the share premium reduction to
eliminate the accumulated losses of US$910.8 million approved on June 23, 2017, we have net retained earnings of
US$187.0 million attributable to owners of the Company as of the end of 2017. We may not be able to maintain or
increase profitability on an annual or quarterly basis, primarily because our business is characterized by high fixed
costs relating to advanced technology equipment purchases, which result in correspondingly high levels of
depreciation expenses. We will continue to incur capital expenditures and depreciation expenses as we equip and
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ramp-up additional fabs and expand our capacity at our existing fabs. This may result in an increase of our fixed costs
and possibly reduce our chances of maintaining or increasing profitability.

In addition, we are competing in the same technology environment as a number of other foundries and our competitors
who operate these foundries often use price as a means of securing business, resulting in

6
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erosion of the average selling price of our product portfolio, which adversely affects our ability to maintain or increase
profitability.

The cyclical nature of the semiconductor industry and periodic overcapacity make our business and operating results
particularly vulnerable to economic downturns, such as a global economic crisis.

The semiconductor industry has historically been highly cyclical and, at various times, has experienced significant
downturns characterized by fluctuations in end-user demand, reduced demand for integrated circuits, rapid erosion of
average selling prices and production overcapacity. Companies in the semiconductor industry have expanded
aggressively during periods of increased demand in order to have the capacity needed to meet such increased demand
or expected demand in the future. If actual demand is not sustained, does not increase or declines, or if companies in
the industry expand too aggressively in light  of the actual increase in demand, the industry will generally experience a
period in which industry- wide capacity exceeds demand.

During periods when industry-wide capacity exceeds demand, our operations are subject to more intense competition,
and our results of operations are likely to suffer because of the resulting pricing pressure and capacity underutilization.
Severe pricing pressure could result in the overall foundry industry becoming less profitable, at least for the duration
of the downturn, and could prevent us from maintaining or increasing profitability. We expect that industry cyclicality
will continue.

In addition, an erosion of global consumer confidence amidst concerns over declining asset values, inflation, energy
costs, geopolitical issues, the availability and cost of credit, rising unemployment, and the stability or solvency of
financial institutions, financial markets, businesses and sovereign nations could have an adverse effect on our results
of operations.

Adverse economic conditions could cause our expenses to vary materially from our expectations. The failure of
financial institutions could negatively impact our treasury operations, as the financial condition of such parties may
deteriorate rapidly and without notice in times of market volatility and disruption. Other income and expense could
vary materially from expectations depending on changes in interest rates, borrowing costs and currency exchange
rates. Economic downturns may also lead to restructuring actions and associated expenses.

If we cannot take appropriate or effective actions in a timely manner during any economic downturns, such as
reducing our costs to sufficiently offset declines in demand for our services, our business and operating results may be
adversely affected. A prolonged period of economic decline could have a material adverse effect on our results of
operations. Economic uncertainty also makes it difficult for us to make accurate forecasts of revenue, gross margin
and expenses.

Furthermore, a slowdown in the growth in demand for, or the continued reduction in selling prices of, devices that use
semiconductors may decrease the demand for our products and reduce our profit margins.

The loan agreements entered into by members of the Group contain certain restrictions that limit our flexibility in
operating our business.

The terms of certain existing loan agreements entered into by members of the Group contain, and certain future
indebtedness of the Group would likely contain, a number of restrictive covenants that impose significant operating
and financial restrictions on the Group, including restrictions on the ability of members of the Group to, among other
things:
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· pay dividends;
· repay outstanding shareholder loans and provide loans to subsidiaries; and
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· consolidate, merge, sell or otherwise dispose of any of our assets under certain conditions.
In addition, certain loan agreements of the Group contain, and any future loan agreements may contain, cross-default
clauses whereby a default under one of the loan agreements may constitute an event of default under the other loan
agreements. We may also be required to satisfy and maintain specified financial ratios and other financial covenants
(see “Item 5.B — Operating and Financial Review and Prospects — Liquidity and Capital Resources — Bank borrowing” for
details). The Group’s ability to meet such financial ratios and other covenants can be affected by various events, and
we cannot assure you that we will meet these ratios and comply with such covenants in the future. A breach of any of
these covenants would result in a default under the existing loan agreements of the Group, which may allow the
lenders to declare all amounts outstanding thereunder to be due and payable after the lapse of the relevant grace period
and terminate all commitments to extend further credit, any of which could result in an event of default under the
terms and conditions of the loan agreement.

The impact of deteriorating economic conditions on our customers and suppliers could adversely affect our business.

Customer financial difficulties have resulted, and could result in the future, in increases in bad debt write-offs and
additions to reserves in our receivables portfolio. In particular, our exposure to certain financially troubled customers
could have an adverse effect on our results of operations. In addition, we depend on suppliers of raw materials, such as
silicon wafers, gases and chemicals, and spare equipment parts, in order to maintain our production processes. Our
business may be disrupted if, due to the insolvency of key suppliers, we are unable to obtain the raw materials
required to sustain our operations.

Demand instability for foundry services may result in a lower rate of return on investments than previously anticipated
and our business and operating results may be adversely affected.

The demand for foundry services by integrated device manufacturers (“IDM(s)”), fabless semiconductor companies and
systems companies has been increasing. We have made significant investments in anticipation of the continuation of
this trend and, as such, any reversal of this trend will likely result in a lower rate of return on our investments. During
an industry slowdown, IDMs may allocate a smaller portion of their fabricating needs to foundry service providers
and perform a greater amount of foundry services for system companies and fabless semiconductor companies in
order to maintain their equipment’s utilization rates. As a result, our business and operating results could be adversely
affected.

Our results of operations may fluctuate from year to year, making it difficult to predict our future performance which
may be below our expectations or those of the public market analysts and investors in these periods.

Our sales, expenses, and results of operations may fluctuate significantly from year to year due to a number of factors,
many of which are outside our control. Our business and operations are subject to a number of factors, including:

· our customers’ sales outlook, purchasing patterns and inventory adjustments based on general economic conditions
or other factors;

· the loss of one or more key customers or the significant reduction or postponement of orders from such customers;
· timing of new technology development and the qualification of this technology by our customers;
· timing of our expansion and development of our facilities;

8
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· our ability to obtain equipment and raw materials; and
· our ability to obtain financing in a timely manner.
Due to the factors noted above and other risks discussed in this section, year-to-year comparisons cannot be relied
upon to predict our future performance. Unfavorable changes in any of the above factors may adversely affect our
business and operating results. In addition, our operating results may be below the expectations of public market
analysts and investors in some future periods.

If we are unable to maintain high capacity utilization, optimize the technology and product mix of our services or
improve our yields, our margins may substantially decline, thereby adversely affecting our operating results.

Our ability to maintain or increase profitability depends, in part, on our ability to:

· maintain high capacity utilization, which is the actual number of wafers we produce in relation to our capacity;
· optimize our technology and product mix, which is the relative number of wafers fabricated utilizing higher margin
technologies as compared to commodity and lower margin technologies; and

· continuously maintain and improve our yield, which is the percentage of usable fabricated devices on a wafer.
Our capacity utilization affects our operating results because a large percentage of our costs are fixed. Our technology
and product mix has a direct impact upon our average selling prices and overall margins. Our yields directly affect our
ability to attract and retain customers, as well as the price of our products. If we are unable to maintain high capacity
utilization, optimize the technology and product mix of our wafer production and continuously improve our yields,
our margins may substantially decline, thereby adversely affecting our operating results.

Our continuing expansion could present significant challenges to our management and administrative systems and
resources, and as a result, we could experience difficulties managing our growth or maintaining high capacity
utilization which could adversely affect our business and operating results.

Over the next several years, we plan to increase our production capacity through expansion of existing and new
production sites. We have added and expect to continue to add capital equipment and increase our headcount with
future increases in production capacity. We cannot assure you that we will fully realize the expected returns on these
investments for a variety of reasons. If we fail to develop and maintain management and administrative systems and
resources sufficient to keep pace with our planned growth or if we fail to increase our customer base or have sufficient
demand for our products, we may experience difficulties managing our growth or maintaining high capacity
utilization and our business and operating results could be adversely affected.

We may not be able to successfully execute future acquisitions or investments or manage or effectively integrate any
acquired personnel, operations and technologies.

From time to time, we seek to acquire or invest in businesses that are complementary to ours. For example, in
July 2016, we completed the acquisition of 70% ownership interest of LFoundry S.r.l, an integrated circuit wafer
foundry headquartered in Italy, and has formally entered into the global automotive electronics market. However,
acquisition or investment in businesses may require a significant commitment of management time, capital investment
and other management resources. We cannot assure you that we will be successful in

9

Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 20-F

19



Table of Contents

identifying and negotiating acquisitions or investments on terms favorable to us. To integrate acquired businesses, we
must implement our technology systems in the acquired operations and integrate and manage the personnel of the
acquired operations. We also must effectively integrate the different cultures of acquired business organizations into
our own in a way that aligns various interests, and may need to enter new markets, such as the automotive electronics
market, in which we have no or limited experience and where competitors in such markets have stronger market
positions. Failures or difficulties in integrating the operations of the businesses that we acquire, including their
personnel, technology, financial systems, distribution and general business operations and procedures, and supply and
other relationships, may affect our ability to increase our revenues and may result in us incurring asset impairment or
restructuring charges. Furthermore, acquisitions and investments are often speculative in nature and the actual benefits
we derive from them could be lower or take longer to materialize than we expect. If we are unable to execute, manage
or integrate our acquisitions and investments effectively, our growth, operating results and financial condition may be
materially and adversely affected.

If we lose one or more of our key personnel without obtaining adequate replacements in a timely manner or if we are
unable to retain and recruit skilled personnel, our operations could become disrupted and the growth of our business
could be delayed or restricted.

Our success depends on the continued service of our key management team members, and in particular, Dr. Zhou
Zixue, Chairman of our Board and Executive Director, Dr. Zhao HaiJun, Co-Chief Executive Officer and Executive
Director as well as Dr. Liang Mong Song, Co-Chief Executive Officer and Executive Director. We do not carry full
key person insurance. If we lose the services of any of our key executive officers, it could be very difficult to find,
relocate and integrate adequate replacement personnel into our operations. As a result, our operations and the growth
of our business could be seriously harmed.

We will require an increased number of experienced executives, engineers and other skilled employees in the future to
implement our growth plans. In addition, we expect demand for skilled and experienced personnel in China to
increase in the future as new wafer fabrication facilities and other similar high technology businesses are established.
There is intense competition for the services of these personnel in the semiconductor industry. If we are unable to
retain our existing personnel or attract, assimilate and retain new experienced personnel in the future, our operations
could become disrupted and the growth of our business could be delayed or restricted.

Our customers generally do not place purchase orders far in advance, which makes it difficult for us to predict our
future sales, adjust our production costs and efficiently allocate our capacity on a timely basis and could therefore
have an adverse effect on our business and operating results.

Our customers generally do not place purchase orders far in advance of the required shipping dates. In addition, due to
the cyclical nature of the semiconductor industry, our customers’ purchase orders have varied significantly from period
to period. As a result, we do not typically operate with any significant backlog, which makes it difficult for us to
forecast our sales in future periods. Moreover, since our cost of sales and operating expenses have high fixed cost
components, including depreciation and employee costs, we may be unable to adjust our cost structure in a timely
manner to compensate for shortfalls in sales. Our current and anticipated customers may not place orders with us in
accordance with our expectations. As a result, it may be difficult to plan our capacity, which requires significant lead
time to ramp-up and cannot be altered easily. If our capacity does not match our customers’ demand, we will either be
burdened with expensive and unutilized overcapacity or unable to support our customers’ requirements, both of which
could have an adverse effect on our business and results of operations.

10
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Our sales cycles can be long, which could adversely affect our short-term operating results and cause our long- term
income stream to be unpredictable.

Our sales cycles, which is measured as the time between our first contact with a particular customer and the first
shipment of product orders to such customer, vary substantially and can last as long as one year or more, particularly
for new technologies. Sales cycles to IDM customers typically are relatively longer since they usually require our
engineers to become familiar with the customer’s proprietary technology before production can commence. In
addition, even after we make the initial product shipments, it may take the customer several more months to reach full
production of that product using our foundry services. As a result of these long sales cycles, we may be required to
invest substantial time and incur significant expenses in advance of the receipt of any product order and related
revenue. Orders ultimately received may not be in accordance with our expectations and cause our long-term income
stream to be unpredictable.

If we do not consistently anticipate trends in technology development, we will not be able to maintain or increase our
business and operating margins.

The semiconductor industry is developing rapidly and the related technologies are constantly evolving. We must be
able to anticipate the trends in technology development and rapidly develop and implement new and innovative
technologies that our customers require to produce sufficiently advanced products at competitive prices and within the
time window of market opportunities. To do this, we must make long-term investments, develop or obtain appropriate
intellectual property and commit significant resources based on forecasts. If there is large variation between our
forecasts and the actual outcome, our long- term investments will not yield satisfactory results and our business and
operations will be adversely affected.

Further, as the life cycle for a process technology matures, the average selling price falls. Accordingly, unless we
continually upgrade our capability to manufacture new products that our customers design, our customers may use the
services of our competitors instead of ours. This can result in the average selling prices of our wafers falling, which
could adversely affect our business and operating margins.

11
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Our sales are dependent upon a small number of customers and any decrease in sales to any of them could adversely
affect our results of operations.

We have been dependent on a small number of customers for a substantial portion of our business. For the years ended
December 31, 2016 and 2017, our five largest customers accounted for 54.6% and 51.4% of our total sales,
respectively. We expect that we will continue to be dependent upon a relatively limited number of customers for a
significant portion of our sales. Sales generated from these customers, individually or in the aggregate, may not reach
our expectations or historical levels in any future period. Our sales could be significantly reduced if any of these
customers cancels or reduces its orders, significantly changes its product delivery schedule, or demands lower prices,
which could have an adverse effect on our results of operations.

Since our operating cash flows may not be sufficient to cover our planned capital expenditures, we will require
additional external financing, which may not be available on acceptable terms, or at all. Any failure to raise adequate
funds in a timely manner could adversely affect our business and operating results.

In 2017, our capital expenditures totaled approximately US$2.5 billion and we currently expect our capital
expenditures for foundry operations in 2018 to total approximately US$1.9 billion, subject to adjustment based on
market conditions. We also have budgeted approximately US$47.7 million as the 2018 capital expenditures for
non-foundry operations mainly for the construction of living quarters for employees as part of our employee retention
program. In addition, our actual expenditures may exceed our planned expenditures for a variety of reasons, including
changes in our business plan, our process technology, market conditions, equipment prices, customer requirements or
interest rates. Future acquisitions, mergers, strategic investments, or other developments also may require additional
financing. The amount of capital required to meet our growth and development targets is difficult to predict in the
highly cyclical and rapidly changing semiconductor industry.

Our operating cash flows may not be sufficient to meet our capital expenditures requirements. If our operating cash
flows are insufficient, we plan to fund the expected shortfall through bank loans. If necessary, we will also explore
other forms of external financing, as our issuance of ordinary shares and perpetual subordinated convertible securities
in 2017. Our ability to obtain external financing is subject to a variety of uncertainties, including:

· our future financial condition, results of operations and cash flows;
· general market conditions for financing activities of semiconductor companies;
· our future stock price; and
· our future credit rating.
External financing may not be available in a timely manner, on acceptable terms, or at all. Since our capacity
expansion is a key component of our overall business strategy, any failure to raise adequate funds could adversely
affect our business and operating results.
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Expansion of our production sites is subject to certain risks that could result in delays or cost overruns, which could
require us to expend additional capital and adversely affect our business and operating results.

We spent approximately US$1,572.7 million, US$2,694.7 million and US$2,487.9 million to construct, equip and
ramp up our fabs in 2015, 2016 and 2017, respectively. We plan to increase our production capacity through
expansion of existing production sites, such as Semiconductor Manufacturing International (Shanghai) Corporation
 (“SMIS” or “SMIC Shanghai”), Semiconductor Manufacturing International (Beijing) Corporation (“SMIC Beijing”),
Semiconductor Manufacturing International (Tianjin) Corporation  (“SMIC Tianjin”), Semiconductor Manufacturing
International (Shenzhen) Corporation, ("SMIC Shenzhen" or "SMIZ"), all of which are our wholly-owned
subsidiaries, as well as Semiconductor Manufacturing North China (Beijing) Corporation (“SMNC”), our
majority-owned subsidiary in Beijing and SJ Semiconductor (Jiangyin) Corporation (“SJ Jiangyin”), our majority-owned
bumping facility in Jiangyin. There are a number of events that could delay these expansion projects or increase the
costs of building and equipping these or future projects in accordance with our plans. Such potential events include,
but are not limited to:

· shortages and late delivery of building materials and facility equipment;
· delays in the delivery, installation, commissioning and qualification of our manufacturing equipment;
· delays in securing financing for the expansion projects;
· disagreements with partners involved in the expansion projects;
· seasonal factors, such as extended periods of adverse weather that limit construction;
· labor disputes;
· design or construction changes with respect to building spaces or equipment layout;
· delays in securing necessary government approvals or land use rights; and
· changes in technology, capacity, or other changes in our plans for new fabs necessitated by changes in market
conditions.

As a result, our projections relating to capacity, process technology capabilities, or technology developments may
significantly differ from actual capacity, process technology capabilities, or technology developments.

Delays in the construction and equipping or expansion of any of our fabs could result in the loss or delayed receipt of
earnings, an increase in financing costs, or the failure to meet profit and earnings projections, any of which could
adversely affect our business and operating results.
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If we cannot compete successfully in our industry, particularly in China, our results of operations and financial
condition will be adversely affected.

The worldwide semiconductor foundry industry is highly competitive. We compete with other foundries, such as
Taiwan Semiconductor Manufacturing Company Ltd. (“TSMC”), United Microelectronics Corporation (“UMC”), and
Global Foundries, as well as the foundry services offered by some IDMs, such as Fujitsu Limited and Samsung
Electronics Co. Ltd. We also compete with smaller semiconductor foundries in China, Korea, Malaysia and other
countries. While different players in the wafer foundry market may compete on factors such as technical competence,
production speed and cycle time, time-to-market, research and development quality, available capacity, yields,
customer service and price, we seek to compete on the basis of process technology capabilities, performance, quality,
service and price. The level of competition differs according to the process technology involved. Some of our
competitors have greater access to capital and substantially higher capacity, longer or more established relationships
with their customers, superior research and development capability, and greater marketing and other resources than we
do. As a result, these companies may be able to compete more aggressively over a longer period of time than we can.

Some of our competitors have established operations in mainland China in order to compete for the growing domestic
market in China. TSMC has its own fab in Shanghai and is currently building a wholly-owned 12‑inch wafer
manufacturing facility and a design service center in Nanjing. UMC has its majority- owned 8‑inch fab in Suzhou and
has a 12‑inch joint venture fab in Xiamen. In these cases, we understand that the ability of these fabs to manufacture
wafers using certain more advanced technologies is subject to restrictions by the respective home jurisdiction of
TSMC and UMC; however, such restrictions could be reduced or lifted at any time, which may lead to increased
competition in China with such competitors and adversely affect our business and operating results.

In addition, various other factors such as import and export controls, foreign exchange controls, exchange rate
fluctuations, interest rate fluctuations and political developments affect our ability to compete successfully. If we
cannot compete successfully in our industry or are unable to maintain our position as a leading foundry in China, our
results of operations and financial condition will be adversely affected.

We may be unable to obtain in a timely manner and at a reasonable cost the equipment necessary for our business and
therefore may be unable to achieve our expansion plans or meet our customers’ orders, which could negatively impact
our competitiveness, financial condition and results of operations.

The semiconductor industry is capital-intensive and requires investment in advanced equipment that is available from
a limited number of manufacturers. The market for equipment used in semiconductor foundries is characterized, from
time to time, by significant demand, limited supply and long delivery cycles. Our business plan depends upon our
ability to obtain our required equipment in a timely manner and at acceptable prices. Therefore, we invest in advanced
equipment based on advance forecasts of demand. During times of significant demand for the types of equipment we
use, lead time for delivery can be one year. Shortages of equipment could result in an increase in equipment prices and
longer delivery time. If we are unable to obtain equipment in a timely manner and at a reasonable cost, we may be
unable to achieve our expansion plans or meet our customers’ orders, which could negatively impact our
competitiveness, financial condition, and results of operations.
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We expect to have an ongoing need to obtain licenses for the proprietary technology of others, which subjects us to
the payment of license fees and potential delays in the development and marketing of our products.

While we continue to develop and pursue patent protection for our own technologies, we expect to continue to rely on
third party license arrangements to enable us to manufacture certain advanced wafers. As of December 31, 2017, we
had been granted 7,713 patents worldwide, of which, 70 were in Taiwan, 954 were in the U.S., 6,665 were in China
and 24 were in other jurisdictions. In comparison, we believe our competitors and other industry participants have
been issued many more patents concerning wafer fabrication in multiple jurisdictions. Our limited patent portfolio
may in the future adversely affect our ability to obtain licenses to the proprietary technology of others on favorable
license terms due to our inability to offer cross-licensing arrangements. The fees associated with such licenses could
adversely affect our financial condition and operating results. They might also render our services less competitive. If
for any reason we are unable to obtain license necessary for using technology on acceptable terms, it may become
necessary for us to develop alternative technology internally, which could be costly and delay the marketing and
delivery of key products and therefore have an adverse effect on our business and operating results. In addition, we
may be unable to independently develop the technology required by our customers on a timely basis or at all, in which
case our customers may purchase wafers from our competitors. We expect there is no group of important patents set to
expire in 2018 or 2019.

We may be subject to claims of intellectual property rights infringement owing to the nature of our industry partly due
to our limited patent portfolio and limitations of the indemnification provisions in our technology license agreements.
These claims could adversely affect our business and operating results.

There is frequent intellectual property litigation in our industry, involving patents, copyrights, trade secrets, mask
works and other intellectual property subject matters. In some cases, a company attempts to avoid or settle litigation
on favorable terms if it possesses patents that can be asserted against the plaintiff. The limited size of our current
patent portfolio is unlikely to place us in such a favorable bargaining position. Moreover, some of our technology
license agreements with our major technology partners do not provide for us to be indemnified in the event that the
processes we obtain license pursuant to such agreements infringe third party intellectual property rights. We could be
sued for infringing one or more patents as to which we will be unable to obtain a license and unable to design around.
As a result, we would be prohibited from manufacturing or selling the products which are dependent upon such
technology, which could have a material adverse effect on our business. We may litigate the issues of whether these
patents are valid or infringed, but in the event of loss of such lawsuit, we may be required to pay substantial monetary
damages and be enjoined from further production or sale of such products. Please refer to our historical litigation with
TSMC on page 18 for details.

If we are unable to maintain relationships with certain technology partners or are unable to enter into new technology
alliances on a timely basis, we may not be able to continue providing our customers with leading edge process
technology, which could adversely affect our competitive position and operating results.

Enhancing our process technologies is critical to our ability to provide high quality services for our customers. One
way to enhance our process technologies is the formation of technology alliances under which we expect to leverage
our technology partners to advance our portfolio of process technologies to minimize development risk and shorten
development cycle. We currently have joint technology development arrangements and technology sharing
arrangements with several companies and research institutes. If we are unable to continue our technology alliances
with these entities or maintain mutually beneficial terms on our other joint development arrangements, research and
development alliances and other similar agreements or enter into new technology alliances with other leading
developers of semiconductor technology, we may not be able to continue providing our customers with leading edge
process technology on time, which could adversely affect our competitive position and operating results.
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Global or regional economic, political and social conditions could adversely affect our business and operating results.

External factors such as potential terrorist attacks, acts of war, financial crises, the global economic crisis, or political,
geopolitical and social turmoil in those parts of the world that serve as markets for our products could significantly
adversely affect our business and operating results in ways that cannot presently be predicted. These uncertainties
could make it difficult for our customers and us to accurately plan future business activities. For example, we
purchase raw materials and other services from numerous suppliers, and, even if our facilities were not directly
affected by such events, we could be affected by interruptions at such suppliers. Such suppliers may be less likely to
be able to quickly recover from such events and may be subject to additional risks such as financial problems that
limit their ability to conduct their operations. We cannot assure you that we will have insurance to adequately
compensate us for any of these events. More generally, these geopolitical, social and economic conditions could result
in increased volatility in worldwide financial markets and economies that could adversely impact our sales. We are
not insured for losses and interruptions caused by terrorist acts or acts of war. Therefore, any of these events or
circumstances could adversely affect our business and operating results.

The recurrence of an outbreak of the H7N9 and H5N1 strain of flu (Avian Flu), the H1N1 strain of flu (Swine Flu),
Severe Acute Respiratory Syndrome (SARS), or an outbreak of any other similar epidemic could, directly or
indirectly, adversely affect our operating results.

Concerns about the spread of the H7N9 strain of flu (Avian Flu) in China and outbreaks of the H1N1 virus (Swine
Flu) in North America, Europe and Asia in the past have caused governments to take measures to prevent spread of
the virus. The spread of epidemics could negatively affect the economy. For example, past occurrences of epidemics
such as SARS have caused different degrees of damage to the national and local economies in China. If any of our
employees are identified as a possible source of spreading Swine Flu, Avian Flu or any other similar epidemic, we
may be required to quarantine employees that are suspected of being infected, as well as others that have come into
contact with those employees. We may also be required to disinfect our affected premises, which could cause a
temporary suspension of our manufacturing capacity, thus adversely affecting our operations. A recurrence of an
outbreak of Swine Flu, SARS, Avian Flu or other similar epidemic could restrict the level of economic activities
generally and/or slow down or disrupt our business activities which could in turn adversely affect our results of
operations.

Exchange rate fluctuations could increase our costs, which could adversely affect our operating results and the value
of our ADSs.

Our financial statements are prepared in U.S. dollars. The majority of our sales are denominated in U.S. dollars and
Renminbi. Our manufacturing costs and capital expenditures are generally denominated in U.S. dollars, Japanese Yen,
Euros and Renminbi. Although we enter into foreign currency forward exchange contracts and cross currency swap
contracts to partially hedge our exposure to exchange rate fluctuations, we are still affected by fluctuations in
exchange rates between the U.S. dollar and each of the Japanese Yen, the Euros and the Renminbi. Any significant
fluctuations among these currencies may lead to an increase in our costs, which could adversely affect our operating
results. See “Item 3.D — Key information — Risk Factors — Risks Related to Conducting Operations in China — Devaluation
or appreciation in the value of the Renminbi or restrictions on convertibility of the Renminbi could adversely affect
our business and operating results” for a discussion of risks relating to the Renminbi.
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Fluctuations in the exchange rate of the Hong Kong dollar against the U.S. dollar will affect the U.S. dollar value of
the ADSs, since our ordinary shares are listed and traded on the Hong Kong Stock Exchange and the price of such
shares are denominated in Hong Kong dollars. While the Hong Kong government has continued to pursue a pegged
exchange rate policy, with the Hong Kong dollar trading in the range of HK$7.7542 to HK$7.8267 per US$1.00 for
2017 we cannot assure you that this policy will be maintained. Exchange rate fluctuations also will affect the amount
of U.S. dollars received upon the payment of any cash dividends or other distributions paid in Hong Kong dollars and
the Hong Kong dollar proceeds received from any sales of ordinary shares. Therefore, such fluctuations could also
adversely affect the value of our ADSs.

If we fail to maintain an effective system of internal control, we may not be able to achieve the business objectives in
operations, financial reporting integrity, and compliance with applicable laws and regulations.

We are required to comply with various PRC, Hong Kong and U.S. laws and regulations. For example, we are subject
to reporting obligations under the U.S. securities laws. The SEC, as required by Section 404 of the Sarbanes-Oxley
Act of 2002, or the Sarbanes-Oxley Act, adopted rules requiring public companies to include a management report on
such company’s internal controls over financial reporting in its annual report, which contains management’s assessment
of the effectiveness of our internal controls over financial reporting. Effective internal controls are necessary for us to
provide reasonable assurance with respect to our financial reports, compliance with applicable laws and regulations,
and to effectively achieve our operation objectives. In addition, because of the inherent limitations of internal control
over financial reporting, including the possibility of collusion or improper management override of controls, material
misstatements due to error or fraud may not be prevented or detected on a timely basis. As a result, if we fail to
maintain effective internal controls, including any failure to implement required new or improved controls, or should
we be unable to prevent or detect material misstatements due to error or fraud on a timely basis, our operating results
could be harmed, and investors could lose confidence in the reliability of our financial statements. As a result, our
business and the trading price of our securities could be negatively impacted.

Internet security system breaches,  cyber-attacks and other disruptions could compromise our information and
systems, which would cause our business and reputation to suffer.

We store sensitive data, including intellectual property and proprietary business information belonging to our
company, our customers, our suppliers and our business partners. The secure maintenance of this information is
critical. Despite our security measures, our information technology and infrastructure may be vulnerable to breaches
by hackers, employee error, malfeasance or other disruptions such as natural disasters, power losses or
telecommunication failures. Any such breach could compromise our networks and the information stored, possibly
resulting in legal and regulatory actions, disruption of operations and customer services, and otherwise harming our
business and future operations.

Our tangible and intangible assets may be written down when impaired, any impairment charges may adversely affect
our net income.

Under IFRS, we are required to assess our assets to determine whether an asset may be impaired. An impairment loss
exists and is recorded in our books when the carrying value of an asset exceeds its recoverable value. With the
exception of goodwill and certain intangible assets for which an annual impairment test is required, we are required to
conduct impairment tests where there is an indication of impairment of an asset.

At the end of each reporting period, we are required to assess whether there is any indication that an impairment loss
recognized in prior periods for an asset other than goodwill may no longer exist or may have decreased. If any such
indication exists, the impairment loss will be reversed up to the newly estimated recoverable amount, not to exceed
the original value recorded. Goodwill impairment will not be reversed. As of December 31, 2017, the carrying amount
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Currently we are not able to estimate the amount of impairment loss or when the loss will occur for future years. Any
potential changes of the business assumptions, such as forecasted sales, selling prices and utilization, may have a
material adverse effect on our net income.

See “Item 5.A — Operating and Financial Review and Prospects — Operating Results — Critical Accounting Policies” for a
discussion of how we assess if an impairment charge is required and, if so, how the amount is determined.

We have twice settled pending litigation with TSMC at a substantial cost to us, and, if we materially breach our 2009
settlement agreement with TSMC (or certain related documents), we could be required to pay substantial liquidated
damages in addition to the money damages or other remedies TSMC may be entitled to in connection with such
material breach.

TSMC has brought legal claims against us and our personnel on several occasions since 2002. On January 31, 2005,
we entered into a settlement agreement with TSMC and agreed to pay them $175 million in installments over a period
of six years (“the 2005 Settlement Agreement”).

On August 25, 2006, TSMC filed a lawsuit against us and certain of our subsidiaries in the Superior Court of the State
of California for alleged breach of the 2005 Settlement Agreement, alleged breach of promissory notes and alleged
trade secret misappropriation by us. We filed counterclaims against TSMC in the same court in September 2006 and
also filed suit against TSMC in Beijing in November 2006. We settled these 2006 lawsuits with TSMC (“the Settled
Actions”) on November 9, 2009 with a settlement agreement (“the 2009 Settlement Agreement”) which replaced the
2005 Settlement Agreement.

Under the terms of the 2009 Settlement Agreement, our obligation to make the remaining payments of proximately
US$40 million under the 2005 Settlement Agreement was terminated, but we agreed to pay TSMC an aggregate of
US$200 million over a period of four years and committed, subject to certain terms and conditions, to issue TSMC
1,789,493,218 of our shares and one or more warrants exercisable within three years of issuance to subscribe for an
aggregate of 695,914,030 of our shares, subject to adjustment, at a purchase price of HK$1.30 per share, subject to
adjustment. See “Item 10 — Additional Information — Material Contracts — Other Contracts” for a more detailed description
of the share and warrant issuance agreement entered into by us and TSMC in connection with the 2009 Settlement
Agreement and the warrant agreement entered into between us and TSMC in connection with the 2009 Settlement
Agreement. The 1,789,493,218 ordinary shares and the warrant to purchase 695,914,030 ordinary shares, subject to
adjustment, were issued on July 5, 2010. In addition, the 2009 Settlement Agreement terminated that certain patent
cross-license agreement that was entered into in connection with the 2005 Settlement Agreement under which we had
previously cross-licensed patent portfolios with TSMC (“the 2005 Patent Cross-License”).

Under the 2009 Settlement Agreement, each party released the other party from all claims arising out of or related to
claims and counterclaims that were or could have been brought in the Settled Actions, but this release does not apply
to claims of breach of the 2009 Settlement Agreement. In addition, each party covenanted not to sue the other for
misappropriation or infringement of intellectual property rights, but this covenant not to sue did not extend to claims
for breach of the 2009 Settlement Agreement or claims for patent or trademark infringement.

Further, the 2009 Settlement Agreement provides that if we materially breach the 2009 Settlement Agreement (or
certain related documents) and fail to cure that breach within 30 days after notice from TSMC, we will pay TSMC
liquidated damages, in addition to any damages arising from such breach, in the amount of US$44 million plus a
royalty equal to 5% of our gross revenues derived from foundry services with respect to our 90nm and larger
manufacturing processes during the period commencing on the date of the breach and ending on the date that is
20 years from the date of the 2009 Settlement Agreement.
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There can be no assurance that TSMC will not sue us again in the future. For example, TSMC is not prohibited under
the 2009 Settlement Agreement from bringing infringement claims against us which could not have been brought in
the Settled Actions. Further, we are subject to several obligations under the 2009 Settlement Agreement, including
obligations to protect the confidentiality of certain information, and TSMC could, in the future, allege a breach by us
of the 2009 Settlement Agreement. If TSMC were successful in a claim of material breach by us of our obligations
under the 2009 Settlement Agreement (or certain related documents), we have agreed to pay substantial liquidated
damages as described above.

TSMC is a competitor of ours and has substantially greater resources than we do to investigate and pursue legal
actions. If TSMC successfully brings additional legal actions against us, we could be subject to significant penalties
which could include monetary payments and/or injunctive relief such as requirements to discontinue sales of products.

The occurrence of any of these events could have a material adverse effect on our business and operating results and,
in any event, the cost of litigation could be substantial.

Our auditor, like other independent registered public accounting firms operating in China, is not permitted to be
subject to inspection by Public Company Accounting Oversight Board, and as such, investors may be deprived of the
benefits of such inspection.

Our independent registered public accounting firm that issues the audit reports included in our annual reports filed
with the SEC, as an auditor of companies of which the stocks are traded publicly in the United States and a firm
registered with the Public Company Accounting Oversight Board (United States), or PCAOB, is required by the laws
of the United States to undergo regular inspections by PCAOB to assess its compliance with the applicable
professional standards. Because our auditor is located in China, a jurisdiction where PCAOB is currently unable to
conduct inspections without the approval of the PRC authorities, our auditor, like other independent registered public
accounting firms operating in China, is currently not inspected by PCAOB.

Inspections of other firms that PCAOB has conducted outside China have identified deficiencies in those firms’ audit
procedures and quality control procedures, which may be addressed as part of the inspection process to improve future
audit quality. The inability of PCAOB to conduct inspections of independent registered public accounting firms
operating in China makes it more difficult to regularly evaluate the effectiveness of our auditor’s audit procedures or
quality control procedures. As a result, investors may be deprived of the benefits of PCAOB inspections.

Proceedings instituted by the SEC against the Big Four PRC-based accounting firms, including our independent
registered public accounting firm, could result in our financial statements being determined to not be in compliance
with the requirements of the Exchange Act.

In December 2012, the SEC brought administrative proceedings against the Big Four accounting firms, including our
independent registered public accounting firm, in China, alleging that they had refused to produce audit work papers
and other documents related to certain other China-based companies under investigation by the SEC for potential
accounting fraud.

On January 22, 2014, an initial administrative law decision, (“Initial Decision”), was issued, censuring these accounting
firms and suspending four of the five firms from practicing before the SEC for a period of six months. The accounting
firms filed a Petition for review of the Initial Decision to the SEC.
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On February 6, 2015, each of the Big Four China-based accounting firms agreed to a censure and to pay a fine to the
SEC to settle the dispute and avoid suspension of their ability to practice before the SEC and audit U.S.-listed
companies. The settlement required the firms to follow detailed procedures and to seek to provide the SEC with access
to Chinese firms’ audit documents via the China Securities Regulatory Commission (“the CSRC”). If future document
productions fail to meet specified criteria, the SEC retains authority to impose a variety of additional remedial
measures on the accounting firms depending on the nature of the failure. While we cannot predict if the SEC will
further review the four China-based accounting firms’ compliance with specified criteria or if the results of such a
review would result in the SEC imposing penalties such as suspensions or restarting the administrative proceedings, if
the accounting firms are subject to additional remedial measures, our ability to file our financial statements in
compliance with the SEC requirements could be impacted. A determination that we have not timely filed financial
statements in compliance with the SEC requirements could ultimately lead to the delisting of our ADSs from the
NYSE or the termination of the registration of our ADSs under the U.S. Securities Exchange Act of 1934, as
amended, or the Exchange Act, or both, which would substantially reduce or effectively terminate the trading of our
ADSs in the United States.

The SEC’s “conflict minerals” rule has caused us to incur additional expenses, could limit the supply and increase the
cost of certain minerals used in manufacturing our products, and could make us less competitive in our target markets.

The SEC’s conflict minerals rule requires disclosure by public companies of the origin, source and chain of custody of
specified minerals, known as conflict minerals, that are necessary to the functionality or production of products
manufactured or contracted to be manufactured. The rule requires companies to obtain sourcing data from suppliers,
engage in supply chain due diligence, and file annually with the SEC a specialized disclosure report on Form SD
covering the prior calendar year. The rule could limit our ability to source at competitive prices and to secure
sufficient quantities of certain minerals (or derivatives thereof) used in the manufacture of our products, specifically
tantalum, tin, gold and tungsten, as the number of suppliers that provide conflict-free minerals may be limited. We
have and will continue to incur material costs associated with complying with the rule, such as costs related to the
determination of the origin, source and chain of custody of the minerals used in our products, the adoption of conflict
minerals-related governance policies, processes and controls, and possible changes to products or sources of supply as
a result of such activities. Within our supply chain, we may not be able to sufficiently verify the origins of the relevant
minerals used in our products through the data collection and due diligence procedures that we implement, which may
harm our reputation. Furthermore, we may encounter challenges in satisfying those customers that require that all of
the components of our products be certified as conflict free, and if we cannot satisfy these customers, they may choose
a competitor’s products. We continue to investigate the presence of conflict materials within our supply chain.

Risks Related to Manufacturing

Our manufacturing processes are highly complex, costly and potentially vulnerable to impurities and other
disruptions, which could significantly increase our costs and delay product shipments to our customers.

Our manufacturing processes are highly complex, require advanced and costly equipment, demand a high degree of
precision and may have to be modified to improve yields and product performance. Dust and other impurities,
difficulties in the fabrication process or defects with respect to the equipment or facilities used can lower yields,
because quality control problems interrupt production or result in losses of products in process. As system complexity
has increased and process technology has become more advanced, manufacturing tolerances have been reduced and
requirements for precision have become even more demanding. As a result, we may experience production
difficulties, which could significantly increase our costs and delay product shipments to our customers. For products
that cannot meet the quality, standards of our customers, we may suffer indemnification losses in addition to the
production cost.
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We may have difficulty in ramping up production, which could cause delays in product deliveries and loss of
customers and otherwise adversely affect our business and operating results.

We may experience difficulty in ramping up production at new or existing facilities. This could be due to a variety of
factors, including hiring and training new personnel, implementing new fabrication processes, recalibrating and
re-qualifying existing processes and the inability to achieve required yield levels.

In the future, we may face construction delays or interruptions, infrastructure failure, or delays in upgrading or
expanding existing facilities or changing our process technologies, which may adversely affect our ability to ramp up
production in accordance with our plans. Our failure to ramp up our production on a timely basis could cause delays in
product deliveries, which may result in the loss of customers and sales. It could also prevent us from recouping our
investments in a timely manner or at all, and otherwise adversely affect our business and operating results.

We have formed joint ventures that, if not successful, could adversely impact our business and operating results.

In July 2004, we announced an agreement with Toppan Printing Co., Ltd., to establish Toppan SMIC Electronics
(Shanghai) Co., Ltd., a joint venture in Shanghai, to manufacture color filters and micro-lenses for CMOS image
sensors.

In December 2013, we lost control of Brite Semiconductor Corporation and its subsidiaries (“Brite”), but still have
significant influence over it. We recorded our ownership interest of Brite as investment in associate. Brite is
principally engaged in development and design of integrated circuits.

On December 22, 2014, (i) SilTech Semiconductor (Shanghai) Corporation Limited (“SilTech Shanghai”), one of our
indirectly wholly-owned subsidiary;(ii) Jiangsu Changjiang Electronics Technology Co., Ltd (“JCET”); and (iii) China
Integrated Circuit Industry Investment Fund Co. Ltd. (“China IC Fund”) entered into a co-investment agreement to form
an investment consortium in connection with the proposed acquisition of STATS ChipPAC Ltd. (“STATS ChipPAC”), a
leading provider of advanced semiconductor packaging and test services in the world and a company incorporated in
the Republic of Singapore, shares of which were listed on the Singapore Exchange Securities Trading Limited before
the acquisition. On June 18, 2015, according to the co-investment agreement, we invested US$102 million as a capital
contribution for 19.6% ownership interest in Suzhou Changjiang Electric Xinke Investment Co., Ltd. (“Changjiang
Xinke”), a company incorporated in Jiangsu province, China, which is accounted as an associate of the Group.

On April 27, 2016, SilTech Shanghai and JCET entered into a disposal agreement, pursuant to which SilTech
Shanghai agreed to sell its 19.61% ownership interest in Changjiang Xinke to JCET in consideration of RMB664
million, which will be satisfied by JCET’s issue of 43,229,166 shares of JCET to SilTech Shanghai at RMB15.36 per
share. On the same day, SilTech Shanghai and JCET entered into a subscription agreement, pursuant to which SilTech
Shanghai agreed to subscribe for and JCET agreed to issue 150,681,044 shares of JCET in consideration of an
aggregate subscription price of RMB2,655 million in cash. On May 10, 2017, the Company was notified by JCET that
the China Securities Regulatory Commission has granted approval for this transaction, and the disposal agreement and
the subscription agreement became effective accordingly. On June 19, 2017, the transactions were completed and
SMIC became the single largest shareholder of JCET. The Group recorded its ownership interest of JCET as
investment in associate due to its right to nominate directors of JCET’s board.

The results of our joint ventures which we do not have control are reflected in our operating results to the extent of our
ownership interest, and gains of the joint ventures could impact our operating results. As integration of assets and
operations being contributed by each partner will involve complex activities that must be completed in a short period
of time, the joint ventures may face numerous challenges to successful operation, including all operational risks that
customarily relate to manufacturing, sales, service, marketing, and corporate functions, which, if unsuccessful, may
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If we are unable to obtain raw materials, spare parts and outsourcing services in a timely manner, our production
schedules could be delayed and our costs could increase.

We depend on suppliers of raw materials, such as silicon wafers, gases and chemicals, and spare equipment parts, in
order to maintain our production processes. To maintain operations, we must obtain from our suppliers sufficient
quantities of quality raw materials and spare equipment parts at acceptable prices in a timely manner. The most
important raw material used in our production is silicon in the form of raw wafers, almost all of which are sourced
outside China. We currently purchase approximately 72.5% of our overall raw wafer requirements from our top three
raw wafer suppliers. In addition, a portion of our gas and chemical requirements currently must be sourced outside
China. We may not be able to obtain adequate supplies of raw materials and spare parts in a timely manner and at a
reasonable cost. In addition, from time to time, we may need to reject raw materials and parts that do not meet our
specifications, resulting in potential delays or declines in output. If the supply of raw materials and necessary spare
parts is substantially reduced or disrupted; if there are significant increases in their prices; or if the lead time for the
supply of raw materials and necessary spare parts are extended, we may incur additional costs to acquire sufficient
quantities of these parts and materials to maintain our production schedules and commitments to customers.

We outsource certain wafer manufacturing, assembly and testing services to third parties. Any delay or interruption in
the provision of supplies and/or services could result in our inability to meet customers’ demand or fulfill contract
terms, damage our reputation and customer relationships and adversely affect our business.

Our production may be interrupted, limited or delayed if we cannot maintain sufficient sources of fresh water and
electricity, which could adversely affect our business and operating results.

The semiconductor fabrication process requires extensive amounts of fresh water and a stable source of electricity. As
our production capabilities increase and our business grows, our requirements for these resources will grow
substantially. While we have not, to date, experienced any instances of the lack of sufficient supplies of water or
material disruptions in the electricity supply to any of our fabs, we may not have access to sufficient supplies of water
and electricity to accommodate our planned growth. Droughts, pipeline interruptions, power interruptions, electricity
shortages or government intervention, particularly in the form of rationing, are factors that could restrict our access to
these utilities in the areas in which our fabs are located. In particular, our fabs in Tianjin and Beijing are located in
areas that are susceptible to severe water shortages during the summer months. If there is an insufficient supply of
fresh water or electricity to satisfy our requirements, we may need to limit or delay our production, which could
adversely affect our business and operating results. In addition, a power outage, even of very limited duration, could
result in a loss of wafers in production and deterioration in yield. In February 2016, a temporary power supply
suspension occurred at our fabs in Beijing but it did not cause any casualty or equipment damage, and there was no
material adverse financial impact on the Company.

Our operations may be delayed or interrupted due to natural disasters which could adversely affect our business and
operating results.

We depend on suppliers of raw materials, such as silicon wafers, gases and chemicals, and spare equipment parts, in
order to maintain our production processes in addition to requiring extensive amounts of fresh water and a stable
source of electricity. The occurrence of natural disasters such as the April 2016 earthquake in Japan may disrupt this
required access to goods and services provided by our suppliers as well as access to fresh water and electricity. As a
result of such risk, our production could be limited or delayed due to the disruption of access to required supplies, in
addition to possible damage caused to our manufacturing equipment and related infrastructure, which could adversely
affect our business and operating results.
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We are subject to the risk of damage due to fires or explosions because the materials we use in our manufacturing
processes are highly flammable. Such damage could temporarily reduce our manufacturing capacity, thereby
adversely affecting our business and operating results.

We use highly flammable materials such as silane and hydrogen in our manufacturing processes and are therefore
subject to the risk of loss arising from explosions and fires. The risk of explosion and fire associated with these
materials cannot be completely eliminated. Our comprehensive fire insurance and insurance for the loss of property
and the loss of profit resulting from business interruption, may not be sufficient to cover all of our potential losses due
to an explosion or fire. If any of our fabs were to be damaged or cease operations as a result of an explosion or fire, it
could temporarily reduce our manufacturing capacity, which could adversely affect our business and operating results.

Our operations may be delayed or interrupted and our business could suffer as a result of steps we may be required to
take in order to comply with environmental regulations.

We are subject to a variety of Chinese, Italian and European Union environmental regulations relating to the use,
discharge and disposal of toxic or otherwise hazardous materials used in our production processes. Any failure or any
claim that we have failed to comply with these regulations could cause delays in our production and capacity
expansion and affect our company’s public image, either of which could harm our business. In addition, any failure to
comply with these regulations could subject us to substantial fines or other liabilities or require us to suspend or
adversely modify our operations.

Any new regulations or customer requirements related to climate change or environmental protection could negatively
impact our operating results.

There is global concern that an increase in global average temperatures due to emissions of greenhouse gases (GHG)
and other human activities have caused or will cause significant changes in weather patterns, including natural
disasters. Such climate change creates risks, such as the physical risks of increased sea levels or extreme weather
events, and the financial risks of causing adverse effects on our operations, financial condition, supply chain,
increased manufacturing costs, or reduced demand for products believed to contribute to climate change.

We may become subject to legislation, regulation, or treaty obligations designed to address global climate change,
Chinese air quality, and other environmental concerns. Compliance with any new rules could be difficult and costly,
causing us to incur additional energy and environmental costs, as well as costs for defending and resolving legal
claims.

Furthermore, continued serious air pollution in Chinese cities where we operate could pose long-term health risks to
our employees and make recruiting and retaining employees more difficult.

Risks related to Our New Investment Fund

Our performance may be affected by the performance of our new investment fund and we may incur losses as a result
of ineffective investment.

On February 27, 2014, our wholly-owned subsidiary, SMIC Shanghai, established a wholly-owned investment fund in
Shanghai which is called China IC Capital Co., Ltd (the “Fund”). As of December 31, 2017, the Fund has a capital of
RMB987.0 million, all funded by SMIC Shanghai. With an operating period of 15 years from the date of the issuance
of its business license, the Fund is operated and managed by an equity investment management company named
China Fortune-Tech Capital Co., Ltd (“China Fortune-Tech”), which was established by SMIC Shanghai and an
independent third party on February 27, 2014. As of December 31, 2017, we held 30% ownership interest of China
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The Fund is intended to invest primarily in the integrated circuits industry but will also invest in other strategic
emerging industries such as energy saving and environmental protection, information technology and new energy as
well as some other traditional industries. While we generally expect China’s integrated circuits industry to develop
rapidly in the next decade and we believe that the other industries we will invest in also have a promising prospect of
development, uncertainties due to the slow recovery of the world economy, the global market demand and
consumption behaviors may lead to weak market demand in the industries in which we may choose to invest and our
investees may not be able to execute their business strategies as successfully as they expect.

As a result, there is no assurance that our investment will be successful. We may incur losses in our investments
through the Fund and our overall financial results may be adversely affected by such failure in the Fund’s investment
activities.

Risks Related to Conducting Operations in China

Our business is subject to extensive government regulation and benefits from certain government incentives, and
changes in these regulations or incentives could adversely affect our business and operating results.

The Chinese government has broad discretion and authority to regulate the technology industry in China. China’s
government has also implemented policies from time to time to regulate economic expansion in China. The economy
of China has been transitioning from a planned economy to a market-oriented economy. Although in recent years the
Chinese government has implemented measures emphasizing the utilization of market forces for economic reform, the
reduction of state ownership of productive assets, and the establishment of sound corporate governance in business
enterprises, a substantial portion of productive assets in China is still owned by the Chinese government. In addition,
the Chinese government continues to play a significant role in regulating industrial development. It also exercises
significant control over China’s economic growth through the allocation of resources, controlling payment of foreign
currency- denominated obligations, setting monetary policy, and providing preferential treatment to particular
industries or companies. New regulations or the readjustment of previously implemented regulations could require us
to change our business plan, increase our costs or limit our ability to sell products and conduct activities in China,
which could adversely affect our business and operating results.

In addition, the Chinese government has provided and continued to provide, various incentives to domestic companies
in the semiconductor industry, including our company, in order to encourage the development of the industry. Such
incentives include tax rebates, reduced tax rates, favorable lending policies, and other measures. Any of these
incentives could be reduced or eliminated by governmental authorities at any time, which would adversely affect our
business and operating results.

We face uncertainty from PRC’s Circular on Strengthening the Management of Enterprise Income Tax Collection of
Income Derived by Non-resident Enterprises from Equity Transfers.

The State Administration of Taxation of PRC issued the Public Notice of the State Administrative of Taxation
Regarding Certain Corporate Income Tax Matters on Indirect Transfer of Properties by Non-Tax Resident Enterprises
(“Circular No.7”) on February 3, 2015, which further regulates and enhances the administration of Corporate Income
Tax (the "CIT") on indirect transfer of the ownership interest in a China Tax Resident Enterprise (the "TRE"), and
other properties in China by non-TREs. Please be reminded that Circular No. 7 takes effect from its issuance date
(February 3, 2015). And the unsettled tax matters before the effective date shall follow the instructions of Circular
No. 7.
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Under Article 1 in Circular No. 7, where a Non-TRE indirectly transfers the ownership interest in a China TRE and
other properties in China through the implementation of a scheme without a reasonable commercial purpose and
resulting in the avoidance of CIT liability, such indirect transfer should be re-characterized as a direct transfer of the
ownership interest in the TRE and other properties in China. In addition, under Circular No. 7, the “indirect transfer of
taxable properties in China” should refer to the Non-TRE, through the transfer of the equity and other similar rights
(“the equity”) of an overseas enterprise (not including overseas incorporated Chinese TREs) (“Overseas Enterprise”)
which directly or indirectly owns taxable properties in China, generates the same or similar substantive outcome as
compared with a direct transfer of taxable properties in China, including change in shareholder of an Overseas
Enterprises resulting from restructurings of the Non-TRE. The Non-TRE who indirectly transfers taxable properties in
China is referred as the “Equity Transferor”.

We do not believe that the transfer of our ordinary shares or ADSs by our non-PRC shareholders should be treated as
an indirect transfer of ownership interest in our PRC subsidiaries subject to Circular No. 7, as the share transfer is
carried out for listing purpose and not carried for the main purposes of avoiding PRC taxes. However, Circular No.7 is
relatively new and there is uncertainty as to the interpretation and application of Circular No.7 by the PRC tax
authorities in practice. If you are required to pay PRC withholding tax on the transfer of our ordinary shares or ADSs,
your investment in us may be materially and adversely affected. In addition, we cannot predict how Circular No.7 will
affect our financial conditions or operations. For example, we may be required to expend valuable resources on
complying with Circular No. 7 or establishing that we should not be taxed under Circular No.7, any of which could
have an adverse effect on our financial condition and results of operations.

Because our business is highly dependent on growth in the electronics manufacturing supply chain in China, any
slowdown in this growth could adversely affect our business and operating results.

Our business is highly dependent upon the economy and the business environment in China. In particular, our growth
strategy is based upon the assumption that demand in China for devices that use semiconductors will continue to
grow. Therefore, any slowdown in the growth of consumer demand in China for products that use semiconductors,
such as computers, mobile phones or other consumer electronics, could have a serious adverse effect on our business.
In addition, our business plan assumes that an increasing number of non-Chinese IDMs, fabless semiconductor
companies and systems companies will establish operations in China. Any decline in the rate of migration to China of
semiconductor design companies or companies that require semiconductors as components for their products could
adversely affect our business and operating results.

Limits placed on exports into China could harm our business and operating results.

The growth of our business depends on the ability of our suppliers to export and our ability to import, into China,
equipment, materials, spare parts, process know-how and other technologies and hardware. Any burdensome new
restrictions placed on the import and export of these items could adversely impact our growth and substantially harm
our business. In particular, the international export control regime led by the United States requires our suppliers and
us to obtain licenses to export and import, as applicable, certain of the above items. If we or our suppliers are unable
to obtain such licenses in a timely manner, our business and operating results could be adversely affected.
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Devaluation or appreciation in the value of the Renminbi or restrictions on convertibility of the Renminbi could
adversely affect our business and operating results.

The value of the Renminbi is subject to changes in China’s governmental policies and to international economic and
political developments. Since 1994, the conversion of Renminbi into foreign currencies, including Hong Kong and
U.S. dollars, has been based on rates set by the People’s Bank of China (the “PBOC”), which are set daily based on the
previous day’s interbank foreign exchange market rates and current exchange rates on the world financial markets. The
Renminbi to U.S. dollar exchange rate experienced significant volatility prior to 1994, including periods of sharp
devaluation. On July 21, 2005, the PBOC announced an adjustment of the exchange rate of the U.S. dollar to
Renminbi from 1:8.27 to 1:8.11 and modified the system by which the exchange rates are determined. The central
parity rate of the U.S. Dollar to Renminbi was set at 6.5342 on December 31, 2017 compared with 6.9370 on
December 31, 2016 by the PBOC. The cumulative depreciation of the Renminbi against the U.S. dollar in 2017 was
approximately 5.81%. There still remains significant international pressure on the PRC government to adopt an even
more flexible currency policy, which could result in a further and more significant fluctuation of exchange rate of the
Renminbi against the U.S. dollar. As a result, the exchange rate may become volatile which could have an adverse
effect on our business and operating results.

In the past, financial markets in many Asian countries have experienced severe volatility and, as a result, some Asian
currencies have experienced significant devaluation from time to time. The devaluation of some Asian currencies may
have the effect of rendering exports from China more expensive and less competitive and therefore place pressure on
China’s government to devalue the Renminbi. An appreciation in the value of the Renminbi could have a similar
effect. Any devaluation of the Renminbi could result in an increase in volatility of Asian currency and capital markets.
Future volatility of Asian financial markets could have an adverse impact on our ability to expand our product sales
into Asian markets outside of China.

We receive a portion of our sales in Renminbi, which is currently not a freely convertible currency. For the year ended
December 31, 2017, approximately 30.3% of our sales were denominated in Renminbi. While we have used these
proceeds for the payment of our Renminbi expenses, we may in the future need to convert these proceeds into foreign
currencies to allow us to purchase imported materials and equipment, particularly as we expect the proportion of our
sales to China-based companies to increase in the future. Under China’s existing foreign exchange regulations,
payments of current account items, including profit distributions, interest payments and expenditures from trade may
be made in foreign currencies without government approval, except for certain procedural requirements. The Chinese
government may, however, at its discretion, restrict access in the future to foreign currencies for current account
transactions and prohibit us from converting our Renminbi sales into foreign currencies. If this were to occur, we may
not be able to meet our foreign currency payment obligations.

China’s legal system embodies uncertainties that could adversely affect our business and operating results.

Since 1979, many new laws and regulations covering general economic matters have been promulgated in China.
Despite this activity to develop a legal system, China’s system of laws has not been fully implemented. Even where
adequate laws exist, enforcement of existing laws or contracts based on such laws may be uncertain and sporadic, and
it may be difficult to obtain swift and equitable enforcement or to obtain enforcement of a judgment of another
jurisdiction. The relative inexperience of China’s judiciary system in many cases creates additional uncertainty as to
the outcome of any litigation. In addition, interpretation of statutes and regulations may be effected by government
policies reflecting domestic political changes.

Our activities in China will be subject to administrative review and approval by various national and local Chinese
government agencies. Because of the changes occurring in China’s legal and regulatory structure, we may not be able
to timely secure the requisite governmental approval for our activities, which would adversely affect our business and
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Our corporate structure may restrict our ability to receive dividends from, and transfer funds to, our Chinese operating
subsidiaries, which could restrict our ability to act in response to changing market conditions and reallocate funds
from one Chinese subsidiary to another in a timely manner.

We are a Cayman Islands holding company. Except for the majority-owned subsidiary in Italy in which we acquired
its 70% ownership interest on July 29, 2016, most of our operations are conducted through our Chinese operating
subsidiaries, SMIC Shanghai, SMIC Beijing, SMIC Tianjin, SMIC Shenzhen, SMIC New Technology Research &
Development (Shanghai) Corporation, SMNC, and SJ Jiangyin. The ability of these Chinese subsidiaries to distribute
dividends and other payments to us may be restricted by factors that include changes in applicable foreign exchange
and other laws and regulations. In particular, under Chinese law, these operating subsidiaries may only pay dividends
after 10% of their net profit has been set aside as reserve funds, unless such reserves have reached at least 50% of their
respective registered capital. In addition, the profit available for distribution from our Chinese operating subsidiaries is
determined in accordance with generally accepted accounting principles in China. This calculation may differ from the
one performed in accordance with IFRS. As a result, we may not have sufficient distributions from our Chinese
subsidiaries to enable necessary profit distributions to us or any distributions to our shareholders in the future.

Distributions by our Chinese subsidiaries to us may be subject to governmental approval and taxation. Any transfer of
funds from us to our Chinese subsidiaries, either as a shareholder loan or as an increase in registered capital, is subject
to registration or approval of Chinese governmental authorities, including the relevant administration of foreign
exchange and/or the relevant examining and approval authority. In addition, it is not permitted under Chinese law for
our Chinese subsidiaries to directly lend money to one another. Therefore, it is difficult to change our capital
expenditures plans once the relevant funds have been remitted from us to our Chinese subsidiaries. These limitations
on the free flow of funds between us and our Chinese subsidiaries could restrict our ability to act in response to
changing market conditions and reallocate funds from one Chinese subsidiary to another in a timely manner.

Risks Related to Ownership of Our Shares and ADSs

Future sales of securities by us or our shareholders may decrease the value of your investment.

Future sales by us or our existing shareholders of substantial amounts of our ordinary shares or ADSs in the public
markets could adversely affect market prices prevailing from time to time.

We cannot predict the effect, if any, of any such future sales or of the perception that any such future sales will occur,
on the market price for our ordinary shares or ADSs.

Holders of our ADSs will not have the same voting rights as the holders of our shares and may not receive voting
materials in time to be able to exercise their right to vote.

Holders of our ADSs may not be able to exercise voting rights attaching to the shares evidenced by our ADSs on an
individual basis. Holders of our ADSs have appointed the depositary or its nominee as their representative to exercise
the voting rights attaching to the shares represented by the ADSs. Holders of our ADSs may not receive voting
materials in time to instruct the depositary to vote, and it is possible that holders of our ADSs, or persons who hold
their ADSs through brokers, dealers or other third parties, will not have the opportunity to exercise a right to vote.
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You may not be able to participate in rights offerings and may experience dilution of your holdings as a result.

We may from time to time distribute rights to our shareholders, including rights to acquire our securities. Under the
deposit agreement for the ADSs, the depositary will not offer those rights to ADS holders unless both the rights and
the underlying securities to be distributed to ADS holders are either registered under the U.S. Securities Act of 1933,
as amended, or the Securities Act, or exempt from registration under the Securities Act with respect to all holders of
ADSs. We are under no obligation to file a registration statement with respect to any such rights or underlying
securities or to endeavor to cause such a registration statement to be declared effective. In addition, we may not be
able to take advantage of any exemptions from registration under the Securities Act. Accordingly, holders of our
ADSs may be unable to participate in our rights offerings and may experience dilution in their holdings as a result.

The laws of the Cayman Islands and China may not provide our shareholders with benefits provided to shareholders
of corporations incorporated in the United States.

Our corporate affairs are governed by our memorandum and articles of association, and by the Companies Law, as
revised from time to time, and the common law of the Cayman Islands. The rights of shareholders to take action
against our directors, actions by minority shareholders and the fiduciary responsibilities of our directors to us under
Cayman Islands law are to a large extent governed by the common law of the Cayman Islands. The common law in
the Cayman Islands is derived in part from comparatively limited judicial precedent in the Cayman Islands and from
English common law, the decisions of whose courts are of persuasive authority but are not binding on a court in the
Cayman Islands. The rights of our shareholders and the fiduciary responsibilities of our directors under Cayman
Islands law are not as clearly established as they would be under statutes or judicial precedents in the United States. In
particular, the Cayman Islands have a less developed body of securities laws as compared to the United States.
Therefore, our public shareholders may have more difficulty protecting their interests in the face of actions by our
management, directors or controlling shareholders than shareholders of a corporation incorporated in a jurisdiction in
the United States. In addition, Cayman Islands companies may not have standing to initiate a shareholder derivative
action before the federal courts of the United States.

It may be difficult to enforce any judgment obtained in the United States against our company, which may limit the
remedies otherwise available to our shareholders.

Substantially all of our assets are located outside the United States. Except for the majority-owned subsidiary in Italy
in which we acquired its 70% ownership interest on July 29, 2016, almost all of our current operations are conducted
in China. Moreover, a number of our directors and officers are nationals or residents of countries other than the United
States. All or a substantial portion of the assets of these persons are located outside the United States. As a result, it
may be difficult for a person to effect service of process within the United States upon these persons. In addition, there
is uncertainty as to whether the courts of the Cayman Islands or China would recognize or enforce judgments of U.S.
courts obtained against us or such persons predicated upon the civil liability provisions of the securities law of the
United States or any state thereof, or be competent to hear original actions brought in the Cayman Islands or China,
respectively, against us or such persons predicated upon the securities laws of the United States or any state thereof.
See “Item 4.B — Information on the Company — Business Overview — Enforceability of Civil Liabilities.
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Item 4.       Information on the Company

A.   History and Development of the Company

We were established as an exempted company under the laws of the Cayman Islands on April 3, 2000. Our legal name
is Semiconductor Manufacturing International Corporation. Our principal place of business is 18 Zhangjiang Road,
Pudong New Area, Shanghai, China, 201203; telephone number: (86) 21‑ 3861‑0000. Our registered office is located at
PO Box 309, Ugland House, Grand Cayman, KY1‑1104, Cayman Islands. Since March 18, 2004, we have been listed
on the New York Stock Exchange under the symbol “SMI” and the Stock Exchange of Hong Kong under the stock code
“0981.HK”. CT Corporation System is our agent in the United States of America and its address is 111 Eighth Avenue,
New York, New York 10011, U.S.A.

We are now the largest and most advanced semiconductor foundry in mainland China. We operate wafer fabrication
facilities, including facilities at Beijing, Shanghai, Tianjin and Shenzhen in China and at Avezzano in Italy (we
acquired 70% of the ownership interest of LFoundry S.r.l, or LFoundry on July 29, 2016), with an aggregate capacity
of up to 442,750  8‑inch wafer equivalents per month.

SMIC Shenzhen

SMIC Shenzhen, which is principally engaged in, among others, the testing, development, design, manufacturing,
packaging and sale of integrated circuits entered into mass production since the third quarter of 2015.

SMNC

SMNC, our majority-owned subsidiary in Beijing, is principally engaged in, among others, the testing, development,
design, manufacturing, packaging and sale of integrated circuits entered into mass production since the fourth quarter
of 2015.

On May 10, 2016, the Company, SMIC Beijing, China IC Fund, Beijing Semiconductor Manufacturing and
Equipment Equity Investment Centre (Limited Partnership) (“Beijing Semi Fund”), Beijing Industrial Developing
Investment Management Co., Ltd. (“IDIMC”) and Zhongguancun Development Group (“ZDG”) have agreed to amend the
previous joint venture agreement through an amended joint venture agreement, pursuant to which: (i) the Company
and SMIC Beijing’s outstanding aggregate capital contribution obligations as contained in the previous joint venture
agreement will decrease from US$804.38 million to US$708.38 million, and their aggregate shareholding in SMNC,
will decrease from 55% to 51%; and (ii) China IC Fund has agreed to make cash contribution of US$636 million into
the registered capital of SMNC. The parties’ performance of their capital contribution obligations will lead to an
increase in the registered capital of SMNC from US$1.2 billion to US$2.4 billion. The capital contribution from China
IC Fund was completed in June 2016.

On August 10, 2017, the Company, SMIC Beijing, SMIC Holdings Corporation, China IC Fund, Beijing Semi Fund,
IDIMC, ZDG and Beijing E-Town International Investment & Development Co., Ltd (“E-Town Capital”) agreed to
amend the previous joint venture agreement through the amended joint venture agreement, pursuant to which: (i) the
Company, SMIC Beijing and SMIC Holdings Corporation have agreed to make further cash contribution of US$1,224
million into the registered capital of SMNC. The Company’s aggregate shareholding in SMNC will remain at 51%; (ii)
China IC Fund has agreed to make further cash contribution of US$900 million into the registered capital of the Joint
Venture Company. Its shareholding in the Joint Venture Company will increase from 26.5% to 32%; and (iii) E-Town
Capital has agreed to make cash contribution of US$276 million into the registered capital of the Joint Venture
Company representing 5.75% of the enlarged registered capital of the Joint Venture Company. The capital
contribution is not completed as of the date of this annual report.

Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 20-F

48



29

Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 20-F

49



Table of Contents

According to the joint venture agreements entered into by the Group and the non-controlling interest shareholders of
SMNC, additional capital injection into SMNC was completed in 2015, 2016 and 2017. The additional capital
injection from non-controlling interest shareholders amounted to US$61.9 million in 2015, US$754.1 million in 2016
and US$294.0 million in 2017, respectively.

SilTech Shanghai

On December 22, 2014, (i) SilTech Shanghai, one of our indirectly wholly-owned subsidiary; (ii) JCET; and
(iii) China IC Fund entered into a co-investment agreement to form an investment consortium in connection with the
proposed acquisition of STATS ChipPAC, a leading provider of advanced semiconductor packaging and test services
in the world and a company incorporated in the Republic of Singapore, shares of which were listed on the Singapore
Exchange Securities Trading Limited before the acquisition. On June 18, 2015, according to the co-investment
agreement, we invested US$102 million as a capital contribution for 19.6% ownership interest in Changjiang Xinke, a
company incorporated in Jiangsu province, China, which is accounted as an associate of the Group.

On April 27, 2016, SilTech Shanghai and JCET entered into a disposal agreement, pursuant to which SilTech
Shanghai agreed to sell its 19.61% ownership interest in Changjiang Xinke to JCET in consideration of RMB664
million, which will be satisfied by JCET’s issue of 43,229,166 shares of JCET to SilTech Shanghai at RMB15.36 per
share. On the same day, SilTech Shanghai and JCET entered into a subscription agreement, pursuant to which SilTech
Shanghai agreed to subscribe for and JCET agreed to issue 150,681,044 shares of JCET in consideration of an
aggregate subscription price of RMB2,655 million in cash.

On May 10, 2017, the Company was notified by JCET that the China Securities Regulatory Commission has granted
approval for this transaction, and the disposal agreement and the subscription agreement became effective
accordingly. On June 19, 2017, the transactions were completed and SMIC became the single largest shareholder of
JCET. The Group recorded its ownership interest of JCET as investment in associate due to its right to nominate
directors of JCET’s board.

SMIC New Technology Research & Development (Shanghai) Corporation

On June 23, 2015, Huawei, Qualcomm Global Trading Pte. Ltd. (“Qualcomm”), IMEC International (“IMEC”) and we
jointly issued a press release in relation to the formation of SMIC Advanced Technology Research & Development
(Shanghai) Corporation, an equity joint venture company renamed as SMIC New Technology Research &
Development (Shanghai) Corporation in 2017. The joint venture company focused on research and development
(“R&D”) towards next generation CMOS logic technology and is designed to build most advanced integrated circuit
(IC) development R&D platform in China. SMIC is the major shareholder of  the joint venture company,  while
Huawei, IMEC, and Qualcomm are minority shareholders. The current focus of the joint venture company is on
developing 14nm logic technology.

LFoundry S.r.l.

On June 24, 2016, we, LFoundry Europe and Marsica entered into a sale and purchase agreement pursuant to which
LFoundry Europe and Marsica agreed to sell and we agreed to purchase 70% of the corporate capital of LFoundry
S.r.l. for an aggregate cash consideration of EUR49 million subject to adjustment. The acquisition was completed as
of July 29, 2016.

Ningbo Semiconductor International Corporation
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On October 14, 2016, Ningbo Semiconductor International Corporation (“NSI”) was jointly established by China IC
Capital (the wholly-owned investment fund of SMIC), Ningbo Senson Electronics Technology Co., Ltd, and Beijing
Integrated Circuit Design and Testing Fund with a registered capital of RMB355 million, equal to US$52.8 million.
SMIC holds 66.76% of the ownership interest.
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On March 22, 2018, NSI, SMIC Holdings and China IC Fund entered into the equity transfer agreement, pursuant to
which SMIC Holdings has agreed to sell the equity Interest to China IC Fund. Upon the completion of the equity
transfer, the shareholding of SMIC Holdings in NSI will decrease from approximately 66.76% to 38.59%, and NSI
will cease to be a subsidiary of the Company and its financial results will cease to be consolidated with the Group’s
results. There is no gain or loss expected to accrue to the Company as a result of the equity transfer.

On March 23, 2018, NSI, SMIC Holdings, China IC Fund, Ningbo Senson Electronics Technology Co., Ltd, Beijing
Integrated Circuit Design and Testing Fund, Ningbo Integrated Circuit Industry Fund and Infotech National Emerging
Fund entered into the capital increase agreement, pursuant to which (i) SMIC Holdings has agreed to make further
cash contribution of RMB565 million (approximately US$89.4 million) into the registered capital of NSI. Its
shareholding in the Joint Venture Company will decrease from approximately 38.59% to approximately 38.57%;
(ii) China IC Fund has agreed to make further cash contribution of RMB500 million(approximately US$79.2 million)
into the registered capital of NSI. Its shareholding in NSI will increase from approximately 28.17% to approximately
32.97%. The all above parties’ performance of the Capital Contribution obligations will lead to an increase in the
registered capital from RMB355 million to RMB1.82 billion (approximately US$56.2 million to US$288.1 million).

Semiconductor Manufacturing South China Corporation

On December 1, 2016, Semiconductor Manufacturing South China Corporation (“SMSC”) was established by SMIC
Holdings Corporation and SMIC Shanghai. On January 30, 2018, SMIC Holdings, SMIC Shanghai, China IC Fund
and Shanghai IC Fund entered into the joint venture agreement and the capital contribution agreement pursuant to
which SMIC Holdings, China IC Fund and Shanghai IC Fund agreed to make cash contribution to the registered
capital of SMSC in the amount of US$1.5435 billion, US946.5 million and US$800 million, respectively. As a result
of the capital contribution: (i) the registered capital of SMSC will increase from US$210 million to US$3.5 billion; (ii)
the Company’s equity interest in SMSC, through SMIC Holdings and SMIC Shanghai, will decrease from 100% to
50.1%; and (iii) SMSC will be owned as to 27.04% and 22.86% by China IC Fund and Shanghai IC Fund,
respectively.

SJ Semiconductor Corporation

SJ Semiconductor Corporation, a majority-owned 300mm bumping and probing factory in Jiangyin, entered into mass
production in July 2016. Chip probing has been in production for mobile SoC, consumer and memory devices since
April 2015. The products manufactured by SJ Semiconductor Corporation adopt most advanced technologies from
early stage to mass production with high quality.

According to the joint venture agreements entered into by the Company and the non-controlling interest shareholders
of SJ Semiconductor Corporation, additional capital injection into SJ Semiconductor Corporation was completed in
2015 and 2016. The additional capital injection from non-controlling interest shareholders amounted to US$60.0
million in 2015 and US$60.0 million in 2016, respectively.

Share Consolidation

On December 7, 2016, the Share Consolidation was effective on the basis that every ten authorized ordinary shares
(whether issued or not) and preferred shares of US$0.0004 each in the existing share capital of the Company are
consolidated into one ordinary share and preferred share of US$0.004 each, respectively.
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Capital Expenditures

We spent approximately US$1,572.7 million, US$2,694.7 million and US$2,487.9 million to construct, equip and
ramp up our fabs in 2015, 2016 and 2017, respectively. Currently, the planned capital expenditures in 2018 for
foundry operations are approximately US$1.9 billion. See “Item 5. A — Operating and Financial Review and Prospects —
Operating Results-Factors that Impact Our Results of Operations — Substantial Capital Expenditures.”

B.   Business Overview

We provide integrated circuit (“IC”) foundry and technology services on process nodes from 0.35 micron to 28
nanometer. Headquartered in Shanghai, China, we have an international manufacturing and service base. In China, We
currently have a 300mm wafer fabrication facility (“fab”) and a 200mm fab in Shanghai; a 300mm fab and 200mm fab
in Shenzhen; a 300mm fab and a majority-owned 300mm fab for advanced nodes in Beijing; a  200mm fab in Tianjin;
and a majority-owned joint-venture 300mm bumping facility in Jiangyin; additionally, we have a majority-owned
200mm fab in Italy.

We also have customer service and marketing offices in the U.S., Europe, Japan, and Taiwan, and a representative
office in Hong Kong. The table below sets forth a summary of our current fabs:

SMIC SMIC SMIC SMIC
Shanghai Beijing Tianjin Shenzhen SMNC LFoundry
200mm 300mm 300mm 200mm 200mm 300mm 300mm 200mm

Number
and Type of
fab fab fab fab fab fab fab fab fab
Wafer size 200mm 300mm 300mm 200mm 200mm 300mm 300mm 200mm
Current
most
advanced
technology
for volume
production

0.11
micron

0.028
micron

0.055
micron

0.15
micron

0.11
micron

0.055
micron

0.028
micron

0.09
micron

Production,
supporting,
testing and
maskshop
clean room
size 35,070m2 15,611m2 26,276m2 17,540m2 19,760m2 14,305m2 37,524m2 10,270m2

In addition to wafer fabrication, our service offerings include a comprehensive portfolio consisting of IC design
libraries, circuit design blocks, design support, mask-making, wafer probing and gold/solder bumping. We have a
majority-owned 300mm bumping factory in Jiangyin and we also work with our partners to provide IC assembly and
testing services.

We have a global and diversified customer base that includes some of the world’s leading IDMs and fabless
semiconductor companies.
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Our Products and Services

Manufacturing of Wafers and Our Manufacturing Capacity

We currently manufacture silicon wafers based on proprietary designs provided by our customers or third party
designers.
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The following table sets forth the historical capacity and utilization rate of our wafer fabrication and facilities (all
output and capacity data is provided as 8‑inch wafers or 8‑inch wafer equivalents per month):

Fab 2015 2016 2017
Wafer fabrication capacity as of year-end(1)
Shanghai 200mm Fab 100,000 108,000 109,000
Shanghai 300mm Fab 31,500 45,000 38,250
Beijing 300mm Fab 83,250 96,750 103,500
Tianjin 200mm Fab 43,000 45,000 50,000
Shenzhen 200mm Fab 13,000 31,000 30,000
Shenzhen 300mm Fab  —  — 6,750
Majority-Owned Beijing 300mm Fab 13,500 40,500 65,250
Majority-Owned Avezzano 200mm Fab  — 40,000 40,000
Total monthly wafer fabrication capacity as of year-end 284,250 406,250 442,750
Wafer Fabrication capacity utilization 100.7 %  97.5 %  86.7 %

(1) Conversion of 12‑inch wafers to 8‑inch wafer equivalents is achieved by multiplying the number of 12‑inch wafers
by 2.25.

Our factories manufacture the following types of semiconductors:

· Logic (including Baseband, Application Processor, SoC, Secure ICs, Display Driver IC, ASIC/ASSP, Flash
Controller, Interface Controller, Timing Controller, Audio/Video IC and FPGA);

· Mixed-Signal and RF (including RF Combo, Wi-Fi, Bluetooth, RFID, NFC, GPS, Zigbee, RF PA, RF-FEM, RF
Tx/Rx, Fingerprint Sensor, Demodulator and Tuner IC);

· Power IC (including BCD, Power Management IC, LED Driver IC , Quick Charging IC, Wireless Charging IC,
Linear Regulators, and Switch Regulators);

· Micro Processor (including MCU‑64/32/16/8‑bits, Touch Controller IC, Touch Display Driver IC, DSP, GPU and
MPU);

· Memory related (including SRAM, EEPROM, low-density NAND Flash, NOR Flash, eEEPROM and eFlash,
OTP/MTP and etc.);

· Optoelectronics (including FSI and BSI CIS - CMOS Image Sensor, 3D, SPAD, Analog PDs);
· Other Sensors (including MEMS Microphone, Accelerometer, Gyroscope, Smart Sensors, IMU, Micro-display, and
etc.);
· Discrete (IGBT,

IPD);
· Others (including TSV, IPD, 3DIC, Hybrid Bonding and Bumping).
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The following table sets forth a percentage breakdown of wafer sales by process technology for the years ended
December 31, 2015, 2016 and 2017 and each of the quarters in the year ended December 31, 2017:

For the year
For the year ended For the three months ended ended

Process December 31, March 31, June 30, September 30, December 31, December 31, 
Technologies 2015 2016 2017 2017 2017 2017 2017

(based on sales in US$)

0.028 micron 0.13 %  1.59 %  5.00 %  6.62 %  8.83 %  11.30 %  7.97 %

0.045 micron 15.84 %  22.38 %  20.00 %  19.14 %  20.56 %  23.55 %  20.85 %

0.065 micron 24.31 %  20.60 %  22.03 %  23.55 %  20.22 %  15.98 %  20.38 %

0.09 micron 4.13 %  2.28 %  1.34 %  1.36 %  1.38 %  1.81 %  1.48 %

0.13 micron 10.51 %  12.04 %  15.36 %  17.08 %  8.12 %  6.34 %  11.64 %

0.15 micron 0.61 %  0.29 %  0.30 %  0.33 %  6.24 %  6.25 %  3.32 %

0.18 micron 41.09 %  37.82 %  33.37 %  29.12 %  31.59 %  31.60 %  31.45 %

0.25 micron 0.23 %  0.21 %  0.21 %  0.30 %  0.24 %  0.21 %  0.24 %

0.35 micron
and above 3.15 %  2.79 %  2.39 %  2.50 %  2.82 %  2.96 %  2.67 %

Total 100.00 %  100.00 %  100.00 %  100.00 %  100.00 %  100.00 %  100.00 %

Our Integrated Solutions

In addition to wafer fabrication, we provide our customers with a range of complementary services, from circuit
design support and mask-making to wafer level probing and testing. This range of services is supported by our
network of partners that assist in providing design, probing, final testing, packaging, assembly and distribution
services.

The diagram below sets forth our service model and our key points of interaction with our customers:

(1) A portion of this work is outsourced to our service partners.
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(2) A portion of these services are outsourced to our service partners.
Design Support Services

Our design support services provide our customers with access to the fundamental technology files and libraries that
facilitate customers’ own integrated circuit design. We also offer design reference flows and access to our design
center alliance, as well as layout services to our customers. In addition, we collaborate with industry leaders in
electronic design automation, library and IP (intellectual property) services to create a worldwide network of
expertise, resources and services that are available to our customers.

Libraries and Intellectual Property

As part of the fundamental building blocks for our customers’ integrated circuit designs, we have a dedicated team of
engineers who work with our research and development department to develop, license or acquire from third parties
selected key libraries and intellectual property so that our customers can quickly design sophisticated integrated
circuits that utilize our new process technologies. These include standard cell, I/O, memory compilers, embedded
memory, high- speed interface, peripheral controllers, and embedded processors, among others, using 0.35 micron
down to 14 nanometer process technologies. They have been developed primarily through our third party alliances, as
well as by our internal research and development team, to facilitate easy design and fast integration into the overall
design system. Our library partners include ARM, Synopsys, Inc., VeriSilicon, and M31.

Mask-making Services

While most of our mask-making services are for customers who use our wafer fabrication services, we also produce
masks for other domestic and overseas fabs as a separate revenue- generating service.

Our mask-making facility, which is located in Shanghai, includes a 4,400 square meters clean room with up to class I
specifications. At present, our mask shop offers five-inch by five-inch, six-inch by six-inch and seven-inch circular
reticles. Our facility is capable of producing binary masks, optical proximity correction masks and phase shift masks.
Our mask facility also offers mask repair services.

Wafer Probing, Bumping, Assembly and Testing Services

We have our own probing facility in Shanghai that provides test program development, probe card fabrication, wafer
probing, failure analysis, and failure testing. We also outsource these services to our partners. Our probing facility in
Shanghai, China occupies a clean room space of 2,500 square meters, which is rated at Class 1000 cleanliness
equipped with advanced testers, probers and laser repair machines. We have experienced engineers to provide test
solution development, probe card fabrication, wafer probing, characterization and failure analysis services for most of
eMemory, Logics, SoC, Mix-Signal, CIS and MEMS applications.

We also have a probing facility in Avezzano, Italy which occupies a clean room space of about 800 square meters
rated at Class 100 cleanliness and equipped with advanced testers and probers to provide test solution development,
probe card design, wafer probing, characterization and failure analysis services for most of eMemory, Logics, SoC,
Mix-Signal and CIS applications.

In addition, we have a majority-owned 300mm bumping and probing factory in Jiangyin, which entered into mass
production in July 2016. Chip probing has been in production for mobile SoC, consumer and memory devices since
April 2015. Their products adopt most advanced technologies from early stage to mass production with high
quality. We have established a network of partners that provide additional probing and bumping services, as well as
assembly and testing services, to serve our customers. These partners, which include worldwide and domestic leading
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Customers and Markets

We categorize our sales geographically based on the headquarters of customer operations instead of shipment
destination. The following table sets forth the geographical distribution of our sales and percentage of sales for 2015,
2016 and 2017:

For the year ended December 31, 
2015 2016 2017

Region Sales Percentage Sales Percentage Sales Percentage
(in US$ thousands, except percentages)

United States(2) 776,223 34.71 %  858,858 29.47 %  1,240,906 40.01 %
Mainland China and
Hong Kong 1,066,558 47.69 %  1,447,427 49.67 %  1,465,553 47.26 %
Eurasia(1) 393,634 17.60 %  607,895 20.86 %  394,716 12.73 %
Total 2,236,415 100.00 %  2,914,180 100.00 %  3,101,175 100.00 %

(1)Europe and Asia Pacific excluding Mainland China and Hong Kong

(2)Presenting the revenue to those companies whose headquarters are in the United States, but ultimately selling
products to their global customers.

The following table sets forth the breakdown of our operating revenue by product and service type for 2015, 2016 and
2017:

For the year ended December 31, 
2015 2016 2017

Product and Service
Type Sales Percentage Sales Percentage Sales Percentage

(in US$ thousands, except percentages)
Sales of wafers 2,134,943 95.46 %  2,803,819 96.21 %  3,038,947 97.99 %
Mask making, testing
and others 101,472 4.54 %  110,361 3.79 %  62,228 2.01 %
Total 2,236,415 100.00 %  2,914,180 100.00 %  3,101,175 100.00 %

We have a global and diversified customer base that includes IDMs, fabless semiconductor companies and systems
companies. A significant portion of our sales is attributable to a relatively small number of our customers. For the year
ended December 31, 2017, our five largest customers accounted for 51.4% of our total sales.

The following table sets forth a breakdown of our sales by application type for 2015, 2016 and 2017:

For the year ended December 31, 
2015 2016 2017

Application Type Sales Percentage Sales Percentage Sales Percentage
(in US$ thousands, except percentages)

Computing(1) 100,958 4.52 %  122,451 4.20 %  192,294 6.20 %
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Communication(2) 1,152,509 51.53 %  1,390,716 47.72 %  1,373,251 44.28 %
Consumer(3) 806,862 36.08 %  1,112,821 38.19 %  1,158,313 37.35 %
Auto/Industrial(4) 33,059 1.48 %  112,713 3.87 %  244,818 7.89 %
Other 143,027 6.39 %  175,479 6.02 %  132,499 4.28 %
Total 2,236,415 100.00 %  2,914,180 100.00 %  3,101,175 100.00 %
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(1) “Computing” consists of integrated circuits such as hard disk drive controllers, DVD-ROM/CD-ROM driver,
graphic processors and other components that are commonly used in desktop and notebook computers and
peripherals.

(2) “Communication” consists of integrated circuits used in both wired and wireless data communications and
telecommunications applications.

(3) “Consumer” consists of integrated circuits used for stand-alone DVD players, TV, set top box, game consoles,
digital cameras, smart cards and toys.

(4) “Auto/Industrial” consists of integrated circuits used for automotive control, infotainment, security/safety, industrial
controller and power management.

Intellectual Property, Patents

We have several thousand patents and patent applications, in addition to third party licenses. Research and
development is important for us to maintain our competitiveness. We also have various trademark registrations
worldwide. However, we are not dependent on any single patent, license, or trademark, or any group of related
patents, licenses or trademarks. Please also see “Item 5.C — Operating and Financial Review and Prospects — Research
and Development, Patents and Licenses, etc.” on page 72.

Competition and Marketing Channels

We compete internationally and domestically in mainland China with dedicated foundry service providers, as well as
with semiconductor companies that allocate a portion of their fabrication capacity to foundry operations. While
different players in the wafer foundry market may compete on factors such as technical competence, production speed
and cycle time, time-to-market, research and development quality, available capacity, yields, customer service and
price, we seek to compete on the basis of process technology capabilities, performance, quality, service and price. The
level of competition differs according to the process technology involved.

Our competitors are other pure-play foundries such as TSMC, UMC and Global Foundries. Another group of potential
competitors consists of IDMs that have established their own foundry capabilities including Fujitsu Limited and
Samsung Electronics Co., Ltd.

We have customer service and marketing offices located in the United States, Europe, Japan, mainland China and
Taiwan and a representative office in Hong Kong. Our mainland China offices serve mainland China, Hong Kong and
other non-Japan, non-Taiwan Asian markets, our U.S. office serves the North American market, our Taiwan office
serves the Taiwan market and our Europe and Japan offices serve the European and Japanese markets, respectively.
We also sell some products through sales agents in selected markets.

Some of our competitors have established operations in mainland China in order to compete for the growing domestic
market in China. TSMC has its own fab in Shanghai and currently builds a wholly-owned 12‑inch wafer manufacturing
facility and a design service center in Nanjing. UMC has its majority-owned 8‑inch fab in Suzhou and has a 12‑inch
joint venture fab in Xiamen. In these cases, we understand that the ability of these fabs to manufacture wafers using
certain more advanced technologies is subject to restrictions by the respective home jurisdiction of TSMC and UMC;
however, such restrictions could be reduced or lifted at any time, which may lead to increased competition in China
with such competitors and adversely affect our business and operating results.
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Business Seasonality

In general, semiconductor foundry business is subject to seasonal behavior patterns in which business normally would
peak in the third quarter of a calendar year and bottom in the first quarter.

Raw Materials

Our fabrication processes uses many raw materials, primarily silicon wafers, chemicals, gases, and various types of
precious and other metals. Raw material costs constituted 28%, 30% and 27% of our manufacturing costs in 2015,
2016 and 2017, respectively.

The three largest components of raw material costs - raw wafers, chemicals and gases - accounted for approximately
34%, 27% and 9%, respectively, of our raw material costs in 2015, approximately 31%, 30% and 10%, respectively,
of our raw material costs in 2016, and approximately 31%, 31% and 9%, respectively, of our raw material costs in
2017. Most of our raw materials generally are available from several suppliers, but substantially all of our principal
materials requirements must currently be sourced from outside China.

The most important raw material used in our production is silicon in the form of raw wafers. In 2017, we purchased
approximately 72.5% of our overall raw wafer requirements from our three major raw wafer suppliers. The prices of
our principal raw material are not considered to be volatile.

For 2015, our largest and five largest raw materials suppliers accounted for approximately 10.4% and 39.0%
respectively of our overall raw materials purchases. For 2016, our largest and five largest raw materials suppliers
accounted for approximately 12.4% and 38.3% respectively of our overall raw materials purchases. For 2017, our
largest and five largest raw materials suppliers accounted for approximately 13.8% and 38.3% respectively of our
overall raw materials purchases. Our largest two raw materials suppliers were the same in last three years. Most of our
materials are imported free of value-added tax and import duties due to concessions granted to our industry in China.

Electricity and Water

We use substantial amounts of electricity in our manufacturing process. This electricity is sourced from Pudong
Electricity Corporation, Beijing Municipal Electricity Department, Tianjin Municipal Electricity Department,
Shenzhen PanGuShi Municipal Electricity Department and Jiangyin Municipal Electricity Department for our
facilities located in Shanghai, Beijing, Tianjin, Shenzhen and Jiangyin, respectively. We maintain uninterrupted power
supply systems and emergency back-up generators and other critical equipment and systems for emergencies.

The electricity for the Avezzano site is “self-produced” by a cogeneration plant owned by LFoundry inside the plant site.
The cogeneration plant is connected to the external grid that is used as a backup in case of cogeneration plant shut
down. Back up electricity is provided by Enel S.p.A.
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The semiconductor manufacturing process also uses extensive amounts of fresh water. We source our fresh water for
our Shanghai 200mm and 300mm fabs from Pudong Veolia Water Corporation Limited, for our Beijing 300mm fab
from Beijing Waterworks Group Co. Ltd., for our Tianjin 200mm fab from the Tianjin Municipal Water Department,
for our majority-owned Beijing 300mm fab from Beijing Bixing High Quality Regeneration Water Co. Ltd., for our
Shenzhen 200mm and 300mm fabs from Grand Industrial Zone Water Company of Shenzhen, for our majority-owned
Jiangyin 300mm bumping fab from Jiangsu Jiangnan Water Co. Ltd and for our Avezzano 200mm fab from
Consorzio Acquedottistico Marsicano. Because Beijing and Tianjin are subject to potential water shortages in the
summer, our fabs in Beijing and Tianjin are equipped with back-up reservoirs. Our fab located in Shenzhen is also
equipped with back-up reservoirs and our fab in Avezzano uses internal well and reclaims water consumption as a
back-up to avoid unpredictable water shortages. We have taken steps to reduce fresh water consumption in our fabs
and capture rainwater for use at our Beijing and Tianjin facilities, and our water recycling systems in most of our fabs
allow us to recycle up to 80% of the water used during the manufacturing process. The Beijing, Tianjin and Shenzhen
sites are also equipped to use recycled/treated industrial waste water for non-critical operations.

Regulation

The integrated circuit industry in China is subject to substantial regulation by the Chinese government. This section
sets forth a summary of the most significant Chinese regulations that affect our business in China.

Preferential Industrial Policies Relating to ICPEs (“Integrated Circuit Production Enterprises”)

ICPEs which are duly accredited in accordance with relevant laws and regulations may qualify for preferential
industrial policies. Under the Accreditation Measures, an integrated circuit enterprise refers to an independent legal
entity duly established in the PRC (except for Hong Kong, Macao, and Taiwan) engaging in the production of single
chip integrated circuits, multi-chip integrated circuits and hybrid integrated circuits, excluding the integrated circuit
design enterprise.

Since 2015, in response to the move of the government to streamline administrative power, the State Council has
promulgated various circulars to abolish relevant administrative approval for the qualification assessment, product
registration and other administrative/non-administrative licensing examination and approval of IC enterprises.

SMIC Shanghai, SMIC Beijing, SMIC Tianjin, SMIC Shenzhen, SMNC and SJ Jiangyin are entitled to the
preferential industrial policies described below.
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Encouragement of Domestic Investment in ICPEs

Pursuant to the Interim Provisions on Promoting Industrial Structure Adjustment  (the “Interim Provisions”), issued by
the State Council on December 2, 2005, and the Catalogue for the Guidance of Industrial Structure Adjustment (the
“Guidance Catalogue”), which is the basis and criteria for implementing the Interim Provisions, issued by the National
Development and Reform Commission and all the State Council Institutions on March 27, 2011 and amended on
February 16, 2013 ,March 10, 2015 and July 28, 2017, the Chinese government encourages (i) the design of integrated
circuits, (ii) the fabrication of integrated circuits with a line width of less than 0.11 micron (including 0.11 micron)
and (iii) the advanced packaging and testing of BGA, PGA, FPGA, CSP and MCM. Under the Interim Provisions,
imported equipment that is used for a qualifying domestic investment project and that falls within such project’s
approved total investment amount is exempt from custom duties except for such equipment listed in the Catalogue of
Import Commodities for Domestic Investment Projects Not Entitled to Tax Exemptions, as stipulated by the State
Council and amended in 2006, 2008 and 2012, as well as in the General Administration of Customs’ announcement on
the relevant matters arising from the implementation of the Industrial Restructuring Guidance Catalogue (2011) by the
customs (Announcement No. 36 [2011]of the General Administration of Customs) and the Notice of the State Council
on Adjusting the Taxation Policies for Imported Equipment (Guo Fa [1997] No.37).

Encouragement of Foreign Investment in ICPEs

Pursuant to the Integrated Circuit Policies and the Guideline Catalogue of Foreign Investment Industries promulgated
jointly by the State Development and Reform Commission and the Ministry of Commerce on July 28, 2017, the
following foreign investment categories are encouraged:

· design of integrated circuits;
· fabrication of large scale integrated circuits with a line width of less than 28 nanometer (including 28 nanometer);
· fabrication of analog and analog digital integrated circuits with a line width of less than 0.11 micron (including 0.11
micron);

· advanced packaging and testing of BGA, PGA, CSP, MCM;
· MEMS and compound semiconductor integrated circuits.
Foreign investment in such encouraged projects may enjoy preferential treatment as stipulated by the laws and
regulations.
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Preferential Taxation Policies

SMIC is incorporated in the Cayman Islands and not currently subject to taxation in the Cayman Islands.

The Law of the People’s Republic of China on Enterprise Income Tax (“EIT Law”) was promulgated on March 16, 2007,
which became effective January 1, 2008. Under the EIT Law, domestically-owned enterprises and foreign-invested
enterprises (“FIEs”) are subject to a uniform tax rate of 25%, except where a special preferential rate applies. The EIT
Law provides a five-year transition period starting from its effective date for those companies which were established
before the promulgation date of the EIT Law and which were entitled to a preferential lower tax rate under the then
effective tax laws or regulations. In accordance with regulations issued by the State Council, the tax rate of such
companies may gradually transit to the uniform tax rate within the transition period. For those companies which are
enjoying tax holidays, such tax holidays may continue until their expiration in accordance with the regulations issued
by the State Council, but where the tax holiday has not yet started because of losses, such tax holiday shall be deemed
to commence from the first effective year of the EIT Law.

Pursuant to Caishui Circular [2008] No. 1 (“Circular No. 1”) promulgated on February 22, 2008, integrated circuit
production enterprises whose total investment exceeds RMB8,000 million (approximately US$1,095 million) or
whose integrated circuits have a line width of less than 0.25 micron are entitled to a preferential tax rate of 15%.
Enterprises with an operation period of more than 15 years are entitled to a full exemption from income tax for
five years starting from the first profitable year after utilizing all prior years’ tax losses and 50% reduction of the tax
for the following five years. Pursuant to Caishui Circular [2009] No. 69 (“Circular No. 69”), the 50% reduction should
be based on the statutory tax rate of 25%.

On January 28, 2011, the State Council of China issued Guofa [2011] No. 4 (“Circular No. 4”), the Notice on Certain
Policies to Further Encourage the Development of the Software and Integrated Circuit Industries which reinstates the
EIT incentives stipulated by Circular No. 1 for the software and integrated circular enterprises.

On April 20, 2012, State Tax Bureau issued Cai Shui [2012] No. 27 (“Circular No. 27”), stipulating the income tax
policies for the development of integrated circuit industry. Circular No. 1 was partially abolished by Circular No. 27
and the preferential taxation policy in Circular No. 1 was replaced by Circular No. 27.

On July 25, 2013, State Tax Bureau issued [2013] No. 43 (“Circular No.43”), clarifying that the assertion and
preferential tax policy of integrated circuit enterprise established before December 31, 2010, is pursuant to Circular
No.1.

On May 4, 2016, State Tax Bureau, Ministry of Finance and other joint ministries issued Caishui [2016] No. 49
(“Circular No. 49”), which highlights the implementation of the record-filing system, clarification on certain criteria for
tax incentive entitlement and establishment of a post-record filing examination mechanism and enhancement of
post-administration.

Preferential Policies Encouraging Research and Development

The EIT Law and the Implementation Regulations of the EIT Law have provided tax incentives in relation to
technologies as a means to encourage advancement and adoption of new technologies. The EIT Law provides an
additional 50% deduction of the research and development expenses incurred from the research and development of
new technologies, new products, and new techniques on the basis of the actual deductions when relevant enterprise
has no intangible asset to be formed and calculated into the current gains and losses. R&D super deduction is subject
to certain application with the in-charge tax bureau with other supporting documents (i.e. specialized R&D audit
report, etc.).
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Legal Framework Concerning the Protection of Intellectual Property Relating to Integrated Circuits

China has formulated various laws and regulations on intellectual property protection in respect of integrated circuits
including:

· the Patent Law of the People’s Republic of China, adopted at the fourth meeting of the Standing Committee of the
Sixth National People’s Congress on March 12, 1984, effective April 1, 1985 and amended by the Ninth National
People’s Congress on August 25, 2000 and third amended by the Eleventh People’s Congress on December 27, 2008,
effective October 1, 2009;

· the Paris Convention for the Protection of Industrial Property of the World Intellectual Property Organization, in
which China became a member state as of March 19, 1985;

· the General Principles of the Civil Law of the People’s Republic of China adopted at the fourth session of the Sixth
National People’s Congress on April 12, 1986, effective January 1, 1987 and revised at the tenth meeting of the
Standing Committee of the Eleventh National People’s Congress on August 27, 2009. In this legislation, intellectual
property rights were defined in China’s basic civil law for the first time as the civil rights of citizens and legal
persons. The General Principles of the Civil Law of the People’s Republic of China was subsequently developed into
the General Provisions of the Civil Law of the People’s Republic of China, which was formally adopted at the fifth
session of the twelfth National People's Congress on March 15, 2017, effective October 1, 2017;

· the Copyright Law of the People’s Republic of China, adopted by the 15th meeting of the Seventh National People’s
Congress Standing Committee on September 7, 1990, effective June 1, 1991, first amended by the Ninth National
People’s Congress on October 27, 2001 and amended again by the Eleventh National People’s Congress on
February 26, 2010, effective April 10,2010;

· the Regulations for the Protection of the Layout Design of Integrated Circuits, or the Layout Design Regulations,
adopted April 2, 2001 at the thirty-sixth session of the executive meeting of the State Council, effective October 1,
2001; and
· the World Intellectual Property Organization’s Washington Treaty on Intellectual Property in Respect of

Integrated Circuits, for which China was among the first signatory states in 1990.
Protection of the Layout Design of Integrated Circuits

Under the Layout Design Regulations, layout design of an integrated circuit refers to a three dimensional
configuration in an integrated circuit that has two or more components, with at least one of these being an active
component, and part or all of the interconnected circuitry or the three-dimensional configuration prepared for the
production of integrated circuits.

Chinese natural persons, legal persons or other organizations that create layout designs are entitled to the proprietary
rights in the layout designs in accordance with the Layout Design Regulations. Foreign persons or enterprises that
create layout designs and have them first put into commercial use in China are entitled to the proprietary rights in the
layout designs in accordance with the Layout Design Regulations. Foreign persons or enterprises that create layout
designs and that are from a country that has signed agreements with China regarding the protection of layout designs,
or is a party to an international treaty concerning the protection of layout designs to which China is also a party, are
entitled to the proprietary rights of the layout designs in accordance with the Layout Design Regulations.
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Proprietary Rights in Layout Design of Integrated Circuits

Holders of proprietary rights in a layout design are entitled to the following proprietary rights:

· to duplicate the whole protected layout design or any part of the design that is original; and
· to make commercial use of the protected layout design, the integrated circuit containing the layout design, or
commodities containing the integrated circuit.

Proprietary rights in layout designs become valid after being registered with the administrative department of the State
Council responsible for intellectual property. Unregistered layout designs are not protected by the Layout Design
Regulations.

The protection period of the proprietary rights in a layout design is ten years, commencing from the date of the
application for registration of the layout design or the date that it is first put into commercial use anywhere in the
world, whichever is earlier. However, regardless of whether or not a layout design is registered, or whether or not it is
put into commercial use, it is not protected after 15 years from the time of its creation.

Registration of a Layout Design

The administrative departments of the State Council responsible for intellectual property are responsible for the
registration of layout designs and accepting applications for the registration of layout designs. If an application for a
layout design registration is not made with the administrative department of the State Council responsible for
intellectual property within two years after it has been first put into commercial use anywhere in the world, the
administrative department of the State Council responsible for intellectual property will not register the application. A
holder of proprietary rights in a layout design may transfer the proprietary rights or give permission for other parties to
use the layout design.

Compulsory Licenses for Exploitation of Patents in Respect of Semiconductor Technology

Under the Patent Law and the Implementing Regulations of the Patent Law, three years after a patent right is granted
and four years after a patent application is filed, any person or enterprise that has made good faith reasonable
proposals to the holder of proprietary rights seeking a license to such right, but has been unable to obtain such license
after an extended period of time, may request the administrative department responsible for patents under the State
Council to grant a compulsory license for the relevant patent, provided that the patent owner fails to exploit or fails to
adequately exploit the patent without justified reasons. However, where a compulsory license involves semiconductor
technology, the implementation of a compulsory license is restricted to public and non-commercial uses, or to uses
that counteract anti- competitive actions, as determined by judicial or administrative procedures.
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PRC Tax for “Resident Enterprises”

Under China’s EIT Law, an enterprise established under the laws of non-PRC jurisdictions, but whose “de facto
management body” is located in the PRC is treated as a resident enterprise for PRC tax purpose. If we are classified as
a “resident enterprise” in China, we could be subject to unfavorable tax consequences to us and our non-PRC
shareholders. The implementing rules of the EIT Law define de facto management bodies as “management bodies that
exercises substantial and overall management and control over the production and operations, personnel, accounting,
and properties” of the enterprise. In April 2009, the State Administration of Taxation further specified criteria for the
determination of the location of ‘‘de facto management bodies’’ for foreign enterprises, which include: (i) the enterprise’s
day-to-day operational management is primarily exercised in the PRC, (ii) decisions relating to the enterprise’s
financial and human resource matters are made or subject to approval by organizations or personnel in the PRC,
(iii) the enterprise’s primary assets, accounting books and records, company seals, and board and shareholders’ meeting
minutes are located or maintained in the PRC and (iv) 50% or more of voting board members or senior executives of
the enterprise habitually reside in the PRC.

If the PRC tax authorities determine that our Cayman Islands holding company is a “resident enterprise” for PRC
enterprise income tax purposes, a number of unfavorable PRC tax consequences could follow. First, we may be
subject to enterprise income tax at a rate of 25% on our worldwide taxable income as well as PRC enterprise income
tax reporting obligations. Second, although under the EIT Law and its implementing rules dividends income between
qualified resident enterprises is tax exempted income, it is not clear how a qualified resident enterprise which is
incorporated overseas would be treated under the EIT Law. Finally, it is possible that future guidance issued with
respect to the “resident enterprise” classification could result in a situation in which a 10% withholding tax is imposed
on dividends we pay to our non-PRC shareholders and with respect to gains derived by our non-PRC shareholders
from transferring our shares or ADSs. Similarly, these unfavorable consequences could apply to our other overseas
intermediary holding companies if they are classified as PRC resident enterprises.

Environmental Regulations

Our Chinese subsidiaries are subject to a variety of Chinese environmental laws and regulations promulgated by the
central and local governments, for example, the Environmental Protection Law of the People’s Republic of China,
effective December 26, 1989 and amended on April 24, 2014, effective January 1, 2015, and our majority-owned
Italian subsidiary is subject to a variety of Italian and European Union environmental laws and regulations
promulgated by the central and local governments, for example, our operations in Europe are subject to the
Environmental Protection Law Dlgs 152 effective 2006, concerning examination and acceptance of environmental
protection measures in construction projects, the use, discharge and disposal of toxic and hazardous materials, the
discharge and disposal of waste water, solid waste, and waste gases, control of industrial noise and fire prevention.
These laws and regulations set out detailed procedures that must be implemented throughout a project’s construction
and operation phases.
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A key document that must be submitted for the approval of a project’s construction is an environmental impact
assessment report that is reviewed by the relevant environmental protection authorities. Upon completion of
construction, and prior to commencement of operations, an additional examination and acceptance by the relevant
environmental authority of such projects is also required. After receiving approval of the environmental impact
assessment report, a semiconductor manufacturer is required to apply to and register with (in Italy, the paperwork
needs to be submitted as an environmental permit request also including a declaration to) the competent
environmental authority of the types and quantities of liquid, solid and gaseous wastes it plans to discharge, the
manner of discharge or disposal, as well as the level of industrial noise and other related factors. If the above wastes
and noise are found by the authorities to have been managed within regulatory levels, renewable discharge
registrations for the above wastes and noise are then issued for a specified period of time. SMIC Shanghai, SMIC
Beijing, SMIC Tianjin, SMIC Shenzhen, SMNC and SJ Jiangyin have all received approval with respect to their
relevant environmental impact assessment reports and discharge registrations. LFoundry has received approval with
respect to its discharge registrations and is currently under permit renewal process.

From time to time during the operation of our Chinese subsidiaries and our majority-owned Italian subsidiary, and
also prior to renewal of the necessary discharge registrations, the relevant environmental protection authority will
monitor and audit the level of environmental protection compliance of these subsidiaries. Discharge of liquid, solid or
gaseous waste over permitted levels may result in imposition of fines or penalties, imposition of a time period within
which rectification must occur or even suspension of operations.

Enforceability of Civil Liabilities

We are a Cayman Islands holding company. We are incorporated in the Cayman Islands because of the following
benefits associated with being a Cayman Islands corporation:

· political and economic stability;
· an effective judicial system;
· a favorable tax system;
· the absence of exchange control or currency restrictions; and
· the availability of professional and support services.
However, the Cayman Islands have a less developed body of securities laws as compared to the United States and
provide significantly less protection for investors. In addition, Cayman Islands companies may not have standing to
initiate a shareholder derivative action before the federal courts of the United States. Substantially all of our assets are
located outside the United States. In addition, most of our directors and officers are nationals and/or residents of
countries other than the United States, and all or a substantial portion of our or such persons’ assets are located outside
the United States. As a result, it may be difficult   for a shareholder to effect service of process within the United
States upon us or such persons or to enforce against them or against us, judgments obtained in United States courts,
including judgments predicated upon the civil liability provisions of the securities laws of the United States or any
state thereof.

Conyers Dill & Pearman (Cayman) Limited, our counsel as to Cayman Islands law, DLA Piper Hong Kong, our
counsel as to Hong Kong law, and Shanghai LanBai Law Firm, as well as Shanghai All Bright Law
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Offices, our counsels as to Chinese law, have advised us that there is uncertainty as to whether the courts of the
Cayman Islands, Hong Kong and China, respectively, would:

· recognize or enforce judgments of United States courts obtained against us or our directors or officers predicated
upon the civil liability provisions of the securities laws of the United States or any state thereof, or

· be competent to hear original actions brought in each respective jurisdiction, against us or our directors or officers
predicated upon the securities laws of the United States or any state thereof.

Conyers Dill & Pearman (Cayman) Limited has further advised us that a final and conclusive judgment in the federal
or state courts of the United States under which a sum of money is payable, other than a sum payable in respect of
taxes, fines, penalties or similar charges, may be subject to enforcement proceedings as a debt in the Courts of the
Cayman Islands under the common law doctrine of obligation.

C.   Organizational Structure

We operate primarily through SMIC Shanghai, SMIC Beijing, SMIC Tianjin, SMIC Shenzhen, SMNC, SJ Jiangyin in
China and LFoundry in Italy. The chart below sets forth also our other significant operating subsidiaries or affiliates,
including their jurisdictions of incorporation and principal activities as of December 31, 2017:
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Direct or Indirect
Place and date of equity ownership Principal

Name of company incorporation/establishment held Activity
Better Way Enterprises Limited
(“Better Way”)*

Samoa April 5, 2000
100 %  

Provision of marketing
related activities

Semiconductor Manufacturing
International (Shanghai)
Corporation (“SMIS” or “SMIC
Shanghai”)*#

People’s Republic of China (the
“PRC”) December 21, 2000

100 %  

Manufacturing and
trading of
semiconductor products

SMIC, Americas United States of America June
22, 2001 100 %  

Provision of marketing
related activities

Semiconductor Manufacturing
International (Beijing)
Corporation (“SMIB” or “SMIC
Beijing”)*#

PRC July 25, 2002

100 %  

Manufacturing and
trading of
semiconductor products

SMIC Japan Corporation Japan October 8, 2002
100 %  

Provision of marketing
related activities

SMIC Europe S.R.L. Italy July 3, 2003
100 %  

Provision of marketing
related activities

Semiconductor Manufacturing
International (Solar Cell)
Corporation

Cayman Islands June 30, 2005

100 %  

Investment holding

SMIC Commercial Shanghai
Limited Company*#

PRC September 30, 2003
100 %  

Provision of marketing
related activities

Semiconductor Manufacturing
International (Tianjin)
Corporation (“SMIT” or “SMIC
Tianjin”)*#

PRC November 3, 2003

100 %  

Manufacturing and
trading of
semiconductor products

SMIC Development (Chengdu)
Corporation (“SMICD”)*#

PRC December 29, 2005

100 %  

Construction, operation
and management of
SMICD’s living
quarters, schools and
supermarket

Semiconductor Manufacturing
International (BVI) Corporation
(“SMIC (BVI)”)*

British Virgin Islands April 26,
2007

100 %  

Provision of marketing
related activities

Admiral Investment Holdings
Limited

British Virgin Islands October
10, 2007 100 %  

Investment holding

SMIC Shanghai (Cayman)
Corporation

Cayman Islands November 8,
2007 100 %  

Investment holding

SMIC Beijing (Cayman)
Corporation

Cayman Islands November 8,
2007 100 %  

Investment holding

SMIC Tianjin (Cayman)
Corporation

Cayman Islands November 8,
2007 100 %  

Investment holding

SilTech Semiconductor
Corporation

Cayman Islands February 13,
2008 100 %  

Investment holding
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SMIC Shenzhen (Cayman)
Corporation

Cayman Islands January 21,
2008 100 %  

Investment holding

SMIC New Technology
Research & Development
(Shanghai) Corporation
(formerly SMIC Advanced
Technology Research &
Development (Shanghai)
Corporation)

PRC October 28, 2014 94.874 %  Research and
development activities

SMIC Holdings Corporation# PRC August 26, 2015 100 %  Investment holding
SJ Semiconductor Corporation Cayman Islands August 19,

2014 56.045 %  
Investment holding

SMIC Energy Technology
(Shanghai) Corporation
(“Energy Science)*#

PRC September 9, 2005

100 %  

Manufacturing and
trading of solar cells
related semiconductor
products

Magnificent Tower Limited British Virgin Islands January
5, 2006 100 %  

Investment holding

SMIC Hong Kong International
Company Limited (formerly
“SMIC Shanghai (HK) Company
Limited”)

Hong Kong December 3, 2007

100 %  

Investment holding

SMIC Beijing (HK) Company
Limited

Hong Kong December 3, 2007
100 %  

Investment holding

SMIC Tianjin (HK) Company
Limited

Hong Kong December 3, 2007
100 %  

Investment holding

SMIC Solar Cell (HK)
Company Limited

Hong Kong December 3, 2007
100 %  

Investment holding

SMIC Shenzhen (HK)
Company Limited

Hong Kong January 29, 2008
100 %  

Investment holding

SilTech Semiconductor (Hong
Kong) Corporation Limited

Hong Kong March 20, 2008
100 %  

Investment holding

Semiconductor Manufacturing
International (Shenzhen)
Corporation#

PRC March 20, 2008

100 %  

Manufacturing and
trading of
semiconductor products

SilTech Semiconductor
(Shanghai) Corporation
Limited#

PRC March 3, 2009

100 %  

Manufacturing and
trading of
semiconductor products

Semiconductor Manufacturing
North China (Beijing)
Corporation (“SMNC”)*

PRC July 12, 2013

51 %  

Manufacturing and
trading of
semiconductor products

China IC Capital Co., Ltd# PRC January 17, 2014 100 %  Investment holding
Shanghai Hexin Investment
Management Limited
Partnership

PRC August 1, 2014

99 %  

Investment holding

SJ Semiconductor (HK)
Limited (“SJ Hong Kong”)*

Hong Kong September 2, 2014
56.045 %  

Investment holding

SJ Semiconductor (Jiangyin)
Corporation (“SJ Jiangyin”)*

PRC November 25, 2014
56.045 %  

Bumping and circuit
probe testing activities

LFoundry S.r.l. (“LFoundry”)* Italy July 24, 1998, acquired by
SMIC on July 29, 2016

70 %  Manufacturing and
trading of
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Ningbo Semiconductor
International Corporation

PRC October 14, 2016

53.725 %  

Manufacturing and
trading of
semiconductor products

Semiconductor Manufacturing
South China Corporation#

PRC December 1, 2016

100 %  

Manufacturing and
trading of
semiconductor products

SJ Semiconductor USA Co. United States of America April
6, 2016 56.045 %  

Provision of marketing
related activities

SMIC (Sofia) EOOD Bulgaria March 31, 2017 100 %  Designing activities
SMIC Innovation Design
Center (Ningbo) Co., Ltd.#

PRC October 13, 2017
100 %  

Designing activities
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*    For identification purposes only.

#    Companies registered as wholly-owned foreign enterprises in the People’s Republic of China. (PRC) excluding for
the purpose of this report, Hong Kong, Macau, and Taiwan.

D.   Property, plant and equipment

Equipment

The quality and level of technology of the equipment used in the semiconductor fabrication process are important
because they dictate the limits of the process technology that we use. Advances in process technology cannot be
achieved without corresponding advances in equipment technology. The principal pieces of equipment used by us to
fabricate semiconductors are scanners, cleaners and track equipment, inspection equipment, etchers, furnaces, wet
stations, strippers, implanters, sputterers, CVD equipment, testers and probers. We source substantially all of our
equipment from vendors located in the United States, Europe and Japan.

In implementing our capacity expansion and technology advancement plans, we expect to make significant purchases
of equipment required for semiconductor fabrication. Some of the equipment is available from a limited number of
vendors and/or is manufactured in relatively limited quantities, and in some cases has only recently become
commercially available. Our ability to obtain certain kinds of equipment outside of China may be subject to
restrictions. See “Item 3.D — Key information — Risk Factors — Risks Related to Conducting Operations in China — Limits
placed on exports into China could substantially harm our business and operating results.”

We maintain our equipment through a combination of in-house maintenance and outside contracting to our equipment
vendors. We decide whether to maintain ourselves, or subcontract the maintenance of, a particular piece of equipment
based on a variety of factors, including cost, complexity and regularity of the required periodic maintenance and the
availability of maintenance personnel in China. Most of our equipment vendors offer maintenance services through
technicians based in China.
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Property

The following table sets forth the location, size and primary use of our real properties and whether such real properties
are owned or leased.

Owned(1)or
Size Leased

Location (Land/Building) Primary Use (Land/Building)
(in square meters)

Zhangjiang High-Tech Park, Pudong New
Area, Shanghai 45,840/26,870 Headquarter owned/owned

Zhangjiang High-Tech Park, Pudong New
Area, Shanghai 361,805/201,772 Wafer fabrication owned/owned

Beijing Economic and Technological
Development Area(2) 240,140/428,958 Wafer fabrication owned/owned

Xiqing Economic Development Area, Tianjin 215,733/70,578 Wafer fabrication owned/owned

Shenzhen Export Processing Zone, Shenzhen
Pingshan NewArea, Guangdong 200,060/225,236 Wafer fabrication owned/owned

Avezzano (AQ), Italy 240,009/53,583 Wafer fabrication owned/owned

Jiangyin National High-Tech Industrial
Development Zone, Jiangsu Province 182,082/14,194

Bumping and circuit
probe testing owned/leased

Japan na/103 Marketing activities na/leased

USA na/2,092 Marketing activities na/leased

Milan, Italy na/309 Marketing activities na/owned

Taiwan na/500 Marketing activities na/leased

Sofia, Bulgaria na/224
Research and
Development na/leased

Hong Kong(3) na/300 Representative Office na/owned

(1) With respect to land located in China, “ownership” refers to holding a valid land use rights certificate. All land
within municipal zones in China is owned  by the Chinese government. Limited liability companies, joint stock
companies, foreign-invested enterprises, privately held companies and individual natural persons must pay fees to
be granted rights to use land within municipal zones. Legal use of land is evidenced and sanctioned by land use
certificates issued by the local municipal administration of land resources. Land use rights granted for industrial
purposes are limited to a term of no more than 50 years.

(2) Including SMIC Beijing and SMNC.
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(3) In February 2006, we purchased approximately 300 square meters of property in Hong Kong through our indirect
wholly-owned subsidiary, Magnificent Tower Limited, a company incorporated in the British Virgin Islands.
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Our right to continued use of the land is subject to our continued compliance with the land use agreement that each of
our Chinese subsidiaries has executed. The Chinese government has reserved the right to revoke our land use rights
for special eminent domain purposes, in which case the government will compensate us. In addition, pursuant to our
domestic bank loan agreements, SMIC Shanghai had pledged a portion of its land use right to the lenders. See “Item
5.A — Operating and Financial Review and Prospects — Operating Results — Liquidity and Capital Resources.”

For further discussion concerning our capacity, capacity utilization rate and capacity expansion plans, please see
“Item 5.A — Operating and Financial Review and Prospects — Operating Results — Factors that Impact our Results of
Operations.”

Environmental Matters

The semiconductor production process generates gaseous chemical wastes, liquid waste, waste water, and other
industrial wastes in various stages of the fabrication process. We have installed various types of pollution control
equipment for the treatment of gaseous chemical waste and liquid waste and equipment for the recycling of treated
water in our fabs. Our operations in China and Italy are subject to regulation and periodic monitoring by the PRC’s and
Italian State Environmental Protection Ministry, as well as local environmental protection authorities, including those
under the Shanghai Pudong Municipal Government, the Beijing Municipal Government, the Tianjin Municipal
Government, the Shenzhen Municipal Government , the Jiangyin Municipal Government and local environmental
protection authority in Italy, which may in some cases, establish stricter standards than those imposed by the State
Environmental Protection Ministry. The Chinese and Italian national and local environmental laws and regulations
impose fees for the discharge of waste substances above prescribed levels, require the payment of fines for serious
violations, and authorize the Chinese and Italian national and local governments to suspend any facility that fails to
comply with orders requiring it to cease or remedy operations causing environmental damage.

We believe our pollution control measures are effective and comply with the requirements applicable to the
semiconductor industry in China, Italy and comparable to other countries. Waste generated from our operations,
including acid waste, alkaline waste, flammable waste, toxic waste, oxidizing waste and self-igniting waste, are
collected and sorted for proper disposal. Furthermore, we have in many cases implemented waste reduction steps
beyond the scope of current regulatory requirements. In addition, we continuously investigate methods to lower our
energy consumption, including making existing processes more efficient and reclaiming waste heat.

The ISO 14001 standard is a voluntary standard and part of a comprehensive series of standards for environmental
management published by the International Standards Organization. The ISO 14001 standard covers environmental
management principles, systems and supporting techniques. SMIC first received ISO 14001 certification in
August 2002.

In addition, all fabs, except for SJ Jiangyin, in operation have been QC 080000 certified to be in compliance with the
hazardous substances management directives such as RoHS (Restriction of the use of certain Hazardous Substances in
electrical and electronic equipment), which bans the use of various chemicals determined to be harmful to humans and
the environment. The Jiangyin site plans to apply for QC080000 certification in 2019.

We are also proactively protecting the environment by implementing energy saving measures to reduce greenhouse
gas emissions. In order to calculate our greenhouse gas output and to reach a reduction goal, SMIC Shanghai and
SMIC Tianjin obtained ISO 14064 certification since 2010, SMIC Beijing obtained external certification from a third
party according to Beijing’s local regulation on carbon trading since 2014. ISO 14064 is an international standard
pursuant to which greenhouse gas (GHG) emissions reports are voluntarily verified. SMIC Shenzhen, SMNC and the
Jiangyin site plan to apply for the ISO 14064 certification in the future.
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Item 4A.      Unresolved Staff Comments

Not applicable

Item 5.         Operating and Financial Review and Prospects

The following discussion of our financial condition and results of operations should be read in conjunction with our
consolidated financial statements and the related notes prepared in accordance with IFRS as described in “Notes to
Consolidated Financial Statements” as of, and for the years ended, December 31, 2015, 2016 and 2017. This report
contains forward-looking statements. See “Forward-Looking Information.” In evaluating our business, you should
carefully consider the information provided under the caption “Item 3.D — Key Information — Risk Factors” in this annual
report on Form 20‑F. We caution you that our businesses and financial performance are subject to substantial risks and
uncertainties.

A.   Operating Results

Overview

Our operations are primarily based in China. We continued to achieve profitability on a full-year basis in 2017. In
2017 we achieved total sales of US$3,101.2 million, compared to US$2,914.2 million in 2016. We recorded annual
profit of US$126.4 million and generated US$1,080.7 million in cash from operating activities in 2017, compared to
annual profit of US$316.4 million and US$977.2 million in cash from operating activities in 2016. Our China revenue
contributed 47.3% of the overall revenue in 2017, compared to 49.7% in 2016.  

In terms of the revenue by technology, wafer revenue attributable to advanced technology at 90nm and below
increased from 46.9% in 2016 to 50.7% in 2017 and, in particular, the revenue contribution percentage from 28nm
technology increased from 1.6% in 2016 to 8.0% in 2017.

The major factors affecting our results of operations and financial condition are discussed below.

Factors that Impact Our Results of Operations

Cyclicality of the Semiconductor Industry

The semiconductor industry is highly cyclical due mainly to the cyclicality of demand in the markets of the products
that use semiconductors. As these markets fluctuate, the semiconductor market also fluctuates. This fluctuation in the
semiconductor market is exacerbated by the tendency of semiconductor companies, including foundries, to make
capital investments in plant and equipment during periods of high demand since it may require several years to plan,
construct and commence operations at a fab. Absent sustained growth in demand, this increase in capacity often leads
to overcapacity in the semiconductor market, which in the past has led to a significant underutilization of capacity and
a sharp drop in semiconductor prices. The semiconductor industry is generally slow to react to declines in demand due
to its capital-intensive nature and the need to make commitments for equipment purchases well in advance of the
planned expansion. See “Item 3.D — Key information — Risk Factors — Risks Related to Our Financial Condition and
Business.”

Substantial Capital Expenditures

The semiconductor foundry industry is characterized by substantial capital expenditures. This is particularly true for
our company as we have recently constructed and equipped fabs and are continuing to construct and equip new fabs.
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In connection with the construction and ramp-up of our capacity, we incurred capital expenditures of US$1,572.7
million, US$2,694.7 million and US$2,487.9 million in 2015, 2016 and 2017, respectively. We depreciate our
manufacturing machinery and equipment on a straight-line basis over an estimated useful life of five to seven years.
We recorded depreciation of US$473.0 million, US$673.2 million and US$906.0 million in 2015, 2016 and 2017,
respectively.
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The semiconductor industry is also characterized by rapid changes in technology, frequently resulting in obsolescence
of process technologies and products. As a result, our research and development efforts are essential to our overall
success. We spent approximately US$237.2 million in 2015, US$318.2 million in 2016 and US$427.1 million in 2017
on research and development expenses, which represented 10.6%, 10.9% and13.8%, respectively, of our sales for
2015, 2016 and 2017. Our research and development costs are partially offset by related government fundings and
include the costs associated with the ramp-up of a new wafer facility.

We currently expect that our capital expenditures in 2018 for foundry operations will be approximately US$1.9
billion, subject to adjustment based on market conditions, which are mainly for 1) the expansion of capacity in our
majority-owned Beijing 300mm fab, Beijing 300mm fab, Shanghai 200mm fab, Shanghai 300mm fab and Jiangyin
Bumping fab, 2) our new project in Tianjin, 3) a majority-owned subsidiary, which we expect will focus on research
and development on 14nm FinFET technology, 4) enhancing our portfolio of comprehensive foundry solutions
available to our customers, and 5) research and development equipment, mask shops and intellectual property
acquisition.

In addition, we have budgeted approximately US$47.7 million as the 2018 capital expenditures for non-foundry
operations mainly for the construction of living quarters for employees as part of our employee retention program.

Our actual expenditures may differ from our planned expenditures for a variety of reasons, including changes in our
business plan, our process technology, market conditions, equipment prices, or customer requirements. We will
monitor the global economy, the semiconductor industry, the demands of our customers, and our cash flow from
operations and will adjust our capital expenditures plans as necessary.

Capacity Expansion

We have expanded our production capacity in the past years and plan to continue to expand through organic growth,
joint ventures and acquisitions. An increase in capacity may have a significant effect on our results of operations, both
by allowing us to produce and sell more wafers and achieve higher sales, and as a cost component in the form of
acquisition costs and depreciation expenses. In 2018, we expect most of our expansion will be in majority-owned
Beijing 300mm fab and in our new project in Tianjin. Our target, subject to market conditions, is to reach 60,000
8-inch wafers per month installed capacity in our Tianjin 200mm fab and 33,000 12-inch wafers per month installed
capacity in our majority-owned Beijing 300mm fab by December 31, 2018.

Pricing

We price our foundry services on either a per wafer or a per die basis, taking into account the complexity of the
technology, the prevailing market conditions, the order size, the cycle time, the strength and history of our relationship
with the customer, and our capacity utilization. Since a majority of our costs and expenses are fixed or semi-fixed,
fluctuations in the average selling prices of semiconductor wafers have historically had a substantial impact on our
margins. The average selling price of the wafers we shipped decreased from US$736 per wafer in 2016 to US$719 per
wafer in 2017.

Change in Process Mix and Technology Migration

Because the price of wafers processed with different technologies varies significantly, the mix of wafers that we
produce is among the primary factors that affect our sales and profitability. The value of a wafer is determined
principally by the complexity of the process technology used to fabricate the wafer. In addition, production of devices
with higher levels of functionality and greater system-level integration requires more fabrication steps, and these
devices generally sell for higher prices.
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Prices for wafers of a given level of technology generally decline over the relevant process technology life cycle. As a
result, we and our competitors are continuously in the process of developing and acquiring more advanced process
technologies and migrating our customers to use such technologies to maintain or improve our profit margins. This
technology migration requires continuous investment in research and development and technology-related
acquisitions, and we may spend a substantial amount of capital on upgrading our technologies.

Capacity Utilization Rates

Operations at or near full capacity utilization have a significant positive effect on our profitability because a
substantial percentage of our cost of sales is of a fixed or semi-fixed nature. If we increase our utilization rates, the
number of wafers we fabricate will increase, and therefore our average fixed costs per wafer will decrease. Therefore,
our capacity utilization rates have a significant effect on our margins. Our capacity utilization rates have varied from
period to period mainly due to the mix of wafers produced and fluctuations in customer orders. Our capacity
utilization rate was 100.7% in 2015,  97.5% in 2016 and 86.7% in 2017. Factors affecting capacity utilization rates are
the overall industry conditions, the level of customer orders, the complexity of the wafers and of the mix of wafers
produced, mechanical failures and other operational disruptions such as the expansion of capacity or the relocation of
equipment, and our ability to manage the production facilities and product flows efficiently.

Our capacity is determined by us based on the capacity ratings for each piece of equipment, as specified by the
manufacturers of such equipment, adjusted for, among other factors, actual output during uninterrupted trial runs,
expected down time due to set up for production runs and maintenance, and expected product mix. Because these
factors include subjective elements, our measurement of capacity utilization rates may not be comparable to those of
our competitors.

Yield Rates

Yield per wafer is the ratio of the number of functional dies on that wafer to the maximum number of dies that can be
produced on that wafer. We continuously upgrade the process technologies that we use. At the beginning of each
technology migration, the yield utilizing the new technology is generally lower, sometimes substantially lower, than
the yield under the then-current technology. This is because it requires time to stabilize, optimize and test a new
process technology. We do not ship wafers to a customer until we have achieved that customer’s minimum yield
requirements. Yield is generally improved through the expertise and cooperation of our research and development
personnel, process engineers, and equipment suppliers.

Critical Accounting Policies

We prepare our financial statements in conformity with IFRS, which requires us to make judgments, estimates and
assumptions. We regularly evaluate these estimates and assumptions based on the most recently available information,
our own historical experience and various other assumptions that we believe to be reasonable under the circumstances.
Since the use of estimates is an integral component of the financial reporting process, actual results could differ from
our expectations as a result of changes in our estimates.

An accounting policy is considered critical if it requires an accounting estimate to be made based on assumptions
about matters that are highly uncertain at the time such estimate is made, and if different accounting estimates that
reasonably could have been used, or changes in the accounting estimates that are reasonably likely to occur
periodically, could materially impact the consolidated financial statements. We believe that the following accounting
policies involve a higher degree of judgment and complexity in their applications and require us to make significant
accounting estimates. You should read the following descriptions of critical accounting policies, judgments and
estimates in conjunction with our consolidated financial statements and other disclosures included in this annual
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Inventories

Inventories are stated at the lower of cost (weighted average) or net realizable value (NRV), with NRV being the
“estimated selling price in the ordinary course of business less the estimated costs of completion and the estimated
costs necessary to make the sale.” We estimate the recoverability for such finished goods and work-in-progress based
primarily upon the latest invoice prices and current market conditions. If the NRV of an inventory item is determined
to be below its carrying value, we record a write-down to cost of sales for the difference between the carrying cost and
NRV.

The cost of inventories recognized as expenses (incomes) in respect of inventory provision (reversal) were US$(13.3)
million, US$3.7 million and US$46.9 million in 2015, 2016 and 2017, respectively.

Long-lived assets

We assess the impairment of long-lived assets when events or changes in circumstances indicate that the carrying
value of asset or cash-generating unit (“CGU”) may not be recoverable. Factors that we consider in deciding when to
perform an impairment review include, but are not limited to significant under- performance of a business or product
line in relation to expectations, significant negative industry or economic trends, and significant changes or planned
changes in the use of the assets.

An impairment analysis is performed at the lowest level of identifiable independent cash flows for an asset or CGU.
Impairment exists when the carrying value of an asset or cash-generating unit exceeds its recoverable amount, which
is the higher of its fair value less costs to sell and its value in use. The fair value less costs to sell calculation is based
on available data from binding sales transactions, conducted at arm’s length, for similar assets or observable market
prices less incremental costs for disposing of the asset. The value in use calculation is based on a discounted cash flow
model. Currently we are not able to estimate the amount of impairment loss or when a loss may occur for future years.
Any potential changes of the business assumptions, such as forecasted sales, selling prices, utilizations, may have a
material adverse effect on our net income.

We make subjective judgments in determining the independent cash flows that can be related to a specific CGU based
on its asset usage model and manufacturing capabilities. We measure the recoverability of assets that will continue to
be used in our operations by comparing the carrying value of CGU to our estimate of the related total future
discounted cash flows. If a CGU’s carrying value is not recoverable through the related discounted cash flows, the
impairment loss is measured by comparing the difference between the CGU’s carrying value and its recoverable
amount, based on the best information available, including market prices or discounted cash flow analysis. The
recoverable amount is most sensitive to the discount rate used for the discounted cash flow model as well as the
expected future cash-inflows and the growth rate used for extrapolation purposes.

In order to remain technologically competitive in the semiconductor industry, we have entered into technology
transfer and technology license arrangements with third parties in an attempt to advance our process technologies. The
payments made for such technology licenses are recorded as an intangible asset or as a deferred cost and amortized on
a straight-line basis over the estimated useful life of the asset. We routinely review the remaining estimated useful
lives of these intangible assets and deferred costs. We also evaluate these intangible assets and deferred costs for
impairment whenever events or changes in circumstances indicate that their carrying amounts may not be recoverable.
When the carrying amounts of such assets are determined to exceed their recoverable amounts, we will impair such
assets and write down their carrying amounts to recoverable amount in the year when such determination was made.
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Share-based Compensation Expense

The fair value of options and shares issued pursuant to our option plans at the grant date was estimated using the
Black-Scholes option pricing model. This model was developed for use in estimating the fair value of traded options
that have no vesting restrictions and are fully transferable. In addition, option-pricing models require the input of
highly subjective assumptions, including the expected term of the options, the estimated forfeiture rates and the
expected stock price volatility. The expected term of options granted represents the period of time that options granted
are expected to be outstanding. We estimated forfeiture rates using historical data to estimate option exercise and
employee termination within the pricing formula. We use projected volatility rates based upon the Company’s
historical volatility rates. These assumptions are inherently uncertain. Different assumptions and judgments would
affect our calculation of the fair value of the underlying ordinary shares for the options granted, and the valuation
results and the amount of share-based compensation would also vary accordingly.

For further discussion on our share-based employee compensation plans see “Item 6.E — Directors, Senior Management
and Employees — Share Ownership.”

Taxes

As a company incorporated in the Cayman Islands, we are not subject to taxation in the Cayman Islands.

Our other subsidiaries are subject to their respective jurisdictions’ income tax laws, including Japan, Taiwan, the
United States and Europe. Our income tax obligations to date have been minimal.

Uncertainties exist with respect to the interpretation of complex tax regulations, changes in tax laws, and the amount
and timing of future taxable income. Given the wide range of international business relationships and the long-term
nature and complexity of existing contractual agreements, differences arising between the actual results and the
assumptions made, or future changes to such assumptions, could necessitate future adjustments to tax income and
expense already recorded. We established provisions, based on reasonable estimates, for possible consequences of
audits by the tax authorities of the respective counties in which it operates. The amount of such provisions is based on
various factors, such as experience of previous tax audits and differing interpretations of tax regulations by the taxable
entity and the responsible tax authority. Such differences of interpretation may arise on a wide variety of issues
depending on the conditions prevailing in the respective domicile of us.

Deferred tax assets are recognized for unused tax losses to the extent that it is probable that taxable profit will be
available against which the losses can be utilized. Significant management judgment is required to determine the
amount of deferred tax assets that can be recognized, based upon the likely timing and the level of future taxable
profits together with tax planning strategies.

No deferred tax asset, in respect of tax losses of US$577.3 million for 2015, US$444.0 million for 2016 and US$235.1
million for 2017, respectively, were recognized due to the unpredictability of future profit streams. The realizability of
the deferred tax asset mainly depends on whether sufficient profits or taxable temporary differences will be available
in the future. In cases where the actual future profits generated are less than expected, a material reversal of deferred
tax assets may arise, which would be recognized in profit or loss for the period in which such a reversal takes place.
For further details on taxes see “Note 10 to Consolidated Financial Statements”.

Fair value measurements and valuation processes

Some of our assets and liabilities are measured at fair value for financial reporting purposes.
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In estimating the fair value of an asset or a liability, we use market-observable data to the extent it is available. Where
Level 1 inputs are not available, we engage third party qualified appraisers to perform the valuation.

We use valuation techniques that include inputs that are not based on observable market data to estimate the fair value
of certain types of financial instruments.

Impairment of trade and other receivable

We assess at the end of each reporting period whether there is any objective evidence that trade and other receivable
are impaired. To determine whether there is objective evidence of impairment, we consider factors such as the
probability of insolvency or significant financial difficulties of the debtor and default or significant delay in payments.

When there is objective evidence of impairment loss, we take into consideration the estimation of future cash flows.
The amount of the impairment loss is measured as the difference between the asset’s carrying amount and the present
value of estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate (that is, the effective interest rate computed at initial recognition).
Where the actual future cash flows are less than expected, a material impairment loss may arise.

Foreign Currency Fluctuations

Our revenue, expenses, and capital expenditures are primarily transacted in U.S. dollars. We also enter into
transactions in other currencies. We are primarily exposed to changes in exchange rates for the Euro, the Japanese
Yen, and RMB. Accordingly, we are affected by fluctuations in exchange rates between the U.S. dollar and each of
the Japanese Yen, the Euro and the RMB. See “Item 3.D — Key Information — Risk Factors — Risks Related to Conducting
Operations in China — Devaluation or appreciation in the value of the Renminbi or restrictions on convertibility of the
Renminbi could adversely affect our operating results” and “Risk Factors - Risks Related to Our Financial Condition
and Business — Exchange rate fluctuations could increase our costs, which could adversely affect our operating results
and the value of our ADSs” for a discussion of the effects on our company of fluctuating exchange rates and “Item 11 —
Quantitative and Qualitative Disclosures About Market Risk — Foreign Exchange Rate Fluctuation Risk” for a discussion
of our efforts to minimize such risks”.
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Recent Accounting Pronouncements

We have not applied the following new and revised IFRSs that have been issued but are not yet effective:

New or revised IFRSs Effective date
IFRS 9 — Financial Instruments On or after January 1,

2018
IFRS 15 — Revenue from contracts with customers On or after January 1,

2018
Amendments to IFRS 2 — Classification and measurement of share-based payment
transactions

On or after January 1,
2018 

Amendments to IAS 28 — Investments in associates and joint ventures On or after January 1,
2018 

IFRS 16 — Lease On or after January 1,
2019

IFRS 17 — Insurance Contracts On or after January 1,
2021

Amendments to IFRS 10 and IAS 28 — Sale or contribution of assets between an investor
and its associate or joint venture

Not yet determined

IFRIC 22 — Foreign Currency Transactions and Advance Consideration On or after January 1,
2018

IFRIC 23 — Uncertainty over Income Tax Treatments On or after January 1,
2019

The new IFRS 9 standard addresses the classification, measurement and derecognition of financial assets and financial
liabilities, introduces new rules for hedge accounting and a new impairment model for financial assets. IFRS 9 is
effective for annual periods beginning on or after January 1, 2018 on a retrospective basis. Comparatives for 2017 will
not be restated, except in relation to changes in the fair value of foreign exchange forward contracts attributable to
forward points, which will be recognized in the costs of hedging reserve.

The new IFRS 15 standard establishes a single revenue recognition framework. The core principle of the framework is
that an entity should recognize revenue to depict the transfer of promised goods or services to customers in an amount
that reflects the consideration to which the entity expects to be entitled in exchange for those goods and services. IFRS
15 supersedes existing revenue recognition guidance including IAS 18 Revenue, IAS 11 Construction Contracts and
related interpretations. The standard permits either a full retrospective method to each prior reporting period presented
or a modified retrospective approach with the cumulative effect of initially applying the guidance recognized at the
date of initial application. In 2017, we have performed a detailed assessment on the impact of the adoption of IFRS 15
and decided to adopt a modified retrospective approach. The expected changes in accounting policies will not have
any significant impact on the Group’s financial statements.

IFRS 16 will result in almost all leases being recognized on the balance sheet, as the distinction between operating and
finance leases is removed. Under the new standard, an asset (the right to use the leased item) and a financial liability
to pay rentals are recognized. The only exceptions are short-term and low-value leases. The accounting for lessors will
not significantly change. IFRS 16 is effective for annual periods beginning on or after January 1, 2019. Early
application is permitted, but not before an entity applies IFRS 15. A lessee can choose to apply the standard using
either a full retrospective or a modified retrospective approach. The standard’s transition provision permit certain
reliefs. In 2018, We will continue to assess the potential effect of IFRS 16 on our consolidated financial statements.
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Incentives from the Chinese government

The chart below sets forth a brief summary of the material incentives received by our Chinese subsidiaries as qualified
integrated circuit production enterprises (ICPE) from the Chinese government. Our Shanghai, Beijing, Tianjin,
Shenzhen and Jiangyin subsidiaries are qualified as ICPEs under the Integrated Circuit Policies. Under these policies,
ICPEs whose total investment exceeds RMB8,000 million (approximately US$1,095 million) or whose integrated
circuits have a line width of less than 0.25 micron are entitled to the benefits listed below. For a more detailed
discussion of these incentives, see “Item 4.B — Information on the Company — Business Overview — Regulation.”

Incentive SMIS; SMIB; SMIT; SMIC Shenzhen; SMNC and SJ Jiangyin

Preferential Enterprise
Income Tax Policies

Five-year full exemption and five-year 50% reduction upon approval from the local
tax bureau

Incentive SMIS; SMIB; SMIT; SMNC and SJ Jiangyin

Preferential Customs Duties
and Import-related VAT
Policies

Exemption from customs duties and imported-related VAT with respect to its
qualified spare parts, and raw materials pursuant to the Tax-Exemption Categories
(SMIC Shenzhen is located in Shenzhen Export Processing Zone).
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Operating Results

The following table sets forth a summary of our consolidated results of operations for the periods indicated. We
believe that period-to-period comparisons of results of operations should not be relied upon as indicative of future
performance.

For the year ended December 31, 
2015 2016 2017
(in US$ thousands, except for earnings per share)  

Revenue 2,236,415 2,914,180 3,101,175
Cost of sales (1,553,795) (2,064,499) (2,360,431)
Gross profit 682,620 849,681 740,744
Research and development expenses, net (237,157) (318,247) (427,111)
Sales and marketing expenses (41,876) (35,034) (35,796)
General and administration expenses (213,177) (157,371) (197,899)
Other operating income (expense), net 31,594 177 44,957
Profit from operations 222,004 339,206 124,895
Interest income 5,199 11,243 27,090
Finance costs (12,218) (23,037) (18,021)
Foreign exchange gains or losses (26,349) (1,640) (12,694)
Other gains or losses, net 55,611 (2,113) 16,499
Share of profit (loss) of investment accounted for using equity
method (13,383) (13,777) (9,500)
Profit before tax 230,864 309,882 128,269
Income tax (expense) benefit (8,541) 6,552 (1,846)
Profit for the year 222,323 316,434 126,423
Other comprehensive income (loss)
Items that may be reclassified subsequently to profit or loss
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