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On June 29, 2018, pursuant to the share subscription agreement between the Company, Datang and Datang Holdings (Hongkong) Investment Company
Limited (“Datang HK”), the Company allotted and issued 61,526,473 ordinary shares, representing an aggregate nominal value of approximately
US$246,106, at the price of HK$10.65 per share. The net price per share under the issue is HK$10.65. The market price of the shares on the date of the
share subscription agreement was HK$10.34.

On June 29, 2018, pursuant to the PSCS subscription agreement between the Company, Datang and Datang HK, the Company completed the issue of
the PSCS in the principal amount of US$200.0 million. Assuming full conversion of the PSCS at the initial conversion price of HK$12.78, the PSCS
will be convertible into 122,118,935 ordinary shares, representing an aggregate nominal value of approximately US$488,476. The net price per
conversion share under the issue is HK$12.77. The market price of the shares on the date of the PSCS subscription agreement was HK$10.34.

On August 29, 2018, pursuant to the share subscription agreement between the Company, China IC Fund and Xinxin (Hongkong) Capital Co., Ltd
(“Xinxin HK”, wholly-owned by China IC Fund), the Company allotted and issued 57,054,901 ordinary shares, representing an aggregate nominal value
of approximately US$228,220, at the price of HK$10.65 per share. The net price per share under the issue is HK$10.65. The market price of the shares
on the date of the share subscription agreement was HK$9.11.

On August 29, 2018, pursuant to the PSCS subscription agreement between the Company, China IC Fund and Xinxin HK, the Company completed the
issue of the PSCS in the principal amount of US$300.0 million. Assuming full conversion of the PSCS at the initial conversion price of HK$12.78, the
PSCS will be convertible into 183,178,403 ordinary shares, representing an aggregate nominal value of approximately US$732,714. The net price per
conversion share under the issue is HK$12.77. The market price of the shares on the date of the PSCS subscription agreement was HK$9.11.

!
On September 27, 2018, the company repurchased 7,291,000 ordinary shares on Hong Kong Stock Exchange. The buy-back was approved by
shareholders at the annual general meeting on June 22, 2018. The ordinary shares were acquired at an average price of HK$8.32 per share, with prices
ranging from HK$8.27 to HK$8.36. The total cost of HK$60.8 million (approximately US$7.8 million) was deducted from the shareholder equity.

On October 4, 2018, the company repurchased 11,650,000 ordinary shares on Hong Kong Stock Exchange. The buy- back was approved by
shareholders at the annual general meeting on June 22, 2018. The ordinary shares were acquired at an average price of HK$8.23 per share, with prices
ranging from HKS$8.11 to HK$8.32. The total cost of HK$96.1 million (approximately US$12.3 million) was deducted from the shareholder equity. On
October 25, 2018, the company cancelled 18,941,000 ordinary shares amounted at US$20.0 million, in respect of the repurchase on September 27, 2018
and October 4, 2018.

For details, please refer to Note 26 to the Consolidated Financial Statements.
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The Company exercised its right to redeem the US$200.0 million zero coupon convertible bonds due 2018, the US$86.8 million zero coupon
convertible bonds due 2018, the US$95.0 million zero coupon convertible bonds due 2018 and the US$22.2 million zero coupon convertible bonds due
2018 (the “Bonds”) on March 10, 2017 being the option redemption date when all of the Bonds would be redeemed in cash at 100% of the Bonds’
principal amount. The conversion price is HK$7.965, approximately US$1.027. On March 3, 2017, the Company received notices from all holders of
the Bonds for the full conversion of the outstanding Bonds. As all outstanding Bonds have been fully converted and no Bonds remain outstanding, no
redemption of the Bonds will be carried out. The Company delisted the Bonds from the Singapore Exchange Securities Trading Limited. For details,
please refer to Note 31 to the Consolidated Financial Statements.

The HKSE’s Corporate Governance Code (the “CG Code”) as set out in Appendix 14 to the Hong Kong Stock Exchange Listing Rules contains code
provisions (the “Code Provisions”) to which an issuer, such as the Company, is expected to comply or advise as to reasons for deviations and
recommends best practices which an issuer is encouraged to implement (the “Recommended Practices”). The Company has adopted a set of Corporate
Governance Policy (the “CG Policy”) since January 25, 2005 as its own code of corporate governance, which was amended from time to time to comply
with the CG Code. The CG Policy, a copy of which can be obtained on the Company’s website at www.smics.com under “Investor Relations >
Corporate Governance > Policy and Procedures”, incorporates all of the Code Provisions of the CG Code except for Code Provision E.1.3, which relates
to the notice period of general meetings of the Company, and many of the Recommended Practices. In addition, the Company has adopted or put in
place various policies, procedures, and practices in compliance with the provisions of the CG Policy.

During the year ended December 31, 2018, the Company was in compliance with all the Code Provisions set out in the CG Code except as explained
below:

Code Provision A.4.2 of the CG Code requires that all directors appointed to fill a casual vacancy should be subject to election by shareholders at the
first general meeting after appointment. According to Article 126 of the Articles of Association of the Company, any Director appointed by the Board to
fill a casual vacancy or as an addition to the existing Directors shall hold office only until the next following annual general meeting of the Company
after appointment and shall then be eligible for re-election at that meeting.

Save as the aforesaid and in the opinion of the Directors, the Company had complied with all Code Provisions set out in the CG Code during the year
ended December 31, 2018.

The Company has adopted an Insider Trading Compliance Program (the “Insider Trading Policy”) which encompasses the requirements of the Model
Code for Securities Transactions by Directors of Listed Issuers as set out in Appendix 10 to the Hong Kong Stock Exchange Listing Rules (the “Model
Code”). The Company, having made specific enquiry of all Directors, confirms that all Directors have complied with the Insider Trading Policy and the
Model Code throughout the year ended December 31, 2018. The senior management of the Company as well as all officers, Directors, and employees of
the Company and its subsidiaries are also required to comply with the provisions of the Insider Trading Policy.

The Audit Committee of the Company has reviewed with the management of the Company, the accounting principles and practices accepted by the
Company and has discussed with the Directors matters concerning internal controls and financial reporting of the Company, including a review of the
audited financial statements of the Group for the year ended December 31, 2018.
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For the year ended December 31, 2018, 2017 and 2016

#o$ES WO K+, L E. -+, N L),

Revenue
Cost of sales
Gross profit
Research and development expenses, net
Sales and marketing expenses
General and administration expenses
Net impairment losses (recognized) reversal on financial assets
Other operating income, net
Profit from operations
Interest income
Finance costs
Foreign exchange losses
Other gains (losses), net
Share of gain (loss) of investment accounted for using equity method
Profit before tax
Income tax (expense) benefit
-9:;) :9- )+% <%, -
)= "9=(UHUHE > H#T9=% ?9**
Items that may be reclassified subsequently to profit or loss
Exchange differences on translating foreign operations
Change in value of available-for-sale financial assets
Cash flow hedges
Share of other comprehensive income of investment accounted for
using the equity method
Others
Items that will not be reclassified to profit or loss
Actuarial gains or losses on defined benefit plans
9),? "9=(-Y+¥tt*;>% ;#"9=% :9- )+% <%, -
Profit (loss) for the year attributable to:
Owners of the Company
Non-controlling interests

Total comprehensive income (loss) for the year attributable to:
Owners of the Company
Non-controlling interests

S -EHA* (%= *+,-%B
Basic
Diluted

%, - %tt.%. Year ended Year ended
Notes /012/1/3 12/31/17 12/31/16

5 2 245 536 3,101,175 2,914,180
07/22%8 (2,360,431) (2,064,499)

867 788 740,744 849,681
443 /7% (427,111) (318,247)
2% 644 (35,796) (35,034)
/553/3 (198,036) (167,582)

38 528 137 10,211
7 48 032 44,957 177
/6 76$ 124,895 339,206

76 225 27,090 11,243
8 06 083 (18,021) (23,037)
3655 (12,694) (1,640)
9 06 030 16,499 (2,113)
0/ 0%$2 (9,500) (13,777)

5/ 738 128,269 309,882

10 /6 687 (1,846) 6,552
11 88 0// 126,423 316,434
24 5/5 23,213 (19,031)

@ (2,381) 807
27 2452/ 35,143 (34,627)
27 @ 17,646 —
@ (131) 1

27 /05 (436) 1,520
88 240 199,477 265,104

/26 $44 179,679 376,630
47 366 (53,256) (60,196)

88 0// 126,423 316,434

/22 588 251,135 326,191
47 704 (51,658) (61,087)

88 240 199,477 265,104

14 $$2 0.04 $ 0.09
14 $ $2 004 § 0.08

*  The basic and diluted earnings per share for 2016 have been adjusted to reflect the impact of the Share Consolidation, on the basis that every ten
ordinary shares of US$0.0004 each consolidated into one ordinary share of US$0.004 each, which was accounted for as a reverse stock split
effective on December 7, 2016 (“Share Consolidation”). Please refer to Note 14 for more details.
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As of December 31, 2018, 2017 and 2016

**%)*
Non-current assets
Property, plant and equipment
Land use right
Intangible assets
Investments in associates
Investments in joint ventures
Deferred tax assets
Financial assets at fair value through profit or loss
Derivative financial instruments
Other financial assets
Restricted cash
Other assets
Total non-current assets

Current assets

Inventories

Prepayment and prepaid operating expenses
Trade and other receivables

Financial assets at fair value through profit or loss
Financial assets at amortized cost

Derivative financial instruments

Other financial assets

Restricted cash

Cash and cash equivalent

Assets classified as held-for-sale
Total current assets
9),7 ,*Hp)*

$3$

Notes /012/1/3 12/31/17 12/31/16
16 7 888 58% 6,523,403 5,687,357
/$4 627 97,477 99,267
17 /00 346 219,944 248,581
19 /724660 758,241 240,136
20 /4738 31,681 14,359
10 64 607 44,875 45,981
21 44 680 — —
21 4077 — 32,894
21 @ 17,598 —
22 @ 13,438 20,080
21 /1187 42,810 42,870
3 086 805 7,749 467 6,431,525
23 452 $$5 622,679 464,216
03/7/ 34,371 27,649
24 328 303 616,308 645,822
21 6/ 734 — —
21 /557 3$3 — —
21 0432 — —
21 @ 683,812 31,543
22 450 05% 336,043 337,699
39 /837 60$ 1,838,300 2,126,011
4 383 836 4,131,513 3,632,940
25 08$ 38 37,471 50,813
7 /65 45/ 4,168,984 3,683,753
/6 606 20$ 11,918,451 10,115,278
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Notes /012/1/3 12/31/17 12/31/16
DE;)< ,#. %,F;%)%*
Capital and reserves
Ordinary shares, $0.004 par value, 10,000,000,000 shares authorized,
5,039,819,199, 4,916,106,889 and 4,252,922,259 shares issued and
outstanding at December 31, 2018, 2017 and 2016, respectively
26 0$ 745 19,664 17,012
Share premium 26 6 552 /72 4,827,619 4,950,948
Reserves 27 /%5 267 134,669 93,563
Retained earnings (accumulated deficit) 28 22/ 053 187,008 (910,849)
Equity attributable to owners of the Company 4 642577 5,168,960 4,150,674
Perpetual subordinated convertible Securities 29 472 363 64,073 —
Non-controlling interests 0 5$4 877 1,488,302 1,252,553
9),? %DE;)< 3502 43% 6,721,335 5,403,227
Non-current liabilities
Borrowings 30 /87$ 872 1,743,939 1,233,594
Convertible bonds 31 6/3 450 403,329 395,210
Bonds payable 32 @ 496,689 494,909
Medium-term notes 33 @ 228,483 214,502
Deferred tax liabilities 10 /725 16,412 15,382
Deferred government funding 34 252 5%0 299,749 265,887
Derivative financial instruments 21 /4 46$ — —
Other financial liabilities 21 // 563 1,919 74,170
Other liabilities 21 25 /03 99,817 37,497
Total non-current liabilities 076/ 4/0 3,290,337 2,731,151
Current liabilities
Trade and other payables 35 576 37% 1,007,424 897,606
Contract liabilities 5 66 /2% 43,036 42,947
Borrowings 30 42% $$4 440,608 209,174
Convertible bonds 31 @ — 391,401
Bonds payable 32 653 44/ — —
Short-term notes @ — 86,493
Medium-term notes 33 0/3 068 — —
Deferred government funding 34 066 8$3 193,158 116,021
Accrued liabilities 36 /76 7%6 180,912 230,450
Derivative financial instruments 21 /4 3%7 — —
Other financial liabilities 21 @ 744 6,348
Current tax liabilities 10 07%8 270 460
Other liabilities 21 20072 40,627 _
08/483/ 1,906,779 1,980,900
Liabilities directly associated with assets classified as held-for-sale 25 /62 668 _ _
Total current liabilities 0 345 003 1,906,779 1,980,900
9),7%,F%)%* 4 433 86% 5,197,116 4,712,051
9),7UDE;)< ,#. %,F;%)%* /6 606 20$ 11,918,451 10,115,278

— 18—




+ "y *
#rg g g D
s e i@k T ros@ * g /s 0 s
' YT S s LA N ey ]
(s s st s . - ws e R @ 2y
vy * * $ * * ¥ 1 s ). vy )
1¢ , § —_—
, T( 235 36
[
# s %
& 1
ST T
& 1
o "o
&
+ 3
$
-%
! Lo w
% e
vk g
)
L
o /" T
$ !
% "
o
s
10, §
L, V(235 37
"
# s %
& 1
s
& 1
3 1 —
(O R
3
+ N
$
v
! . e
%
% g
)
Ly
$ .k
Y
+ 8
w /s
‘ D
o g
s
&,
, 1( 235 38
4§ 130+ =
7 §$ 50
#s 59 " 3
5 3:
"
# $
‘ O
L5 % —
& 1
3 1
- w0
(O
&
+ 3
$
-%
! . ey
$ .1
THove
$8 .1
-% & "o



0 % 1
(AR
"

16, ¢

L, 1( 235 3:




35¢23<3:

884533

3=4=87
34 =:4=3
334773
7=422>
5=458:

2 4:2:
24=77
2
374678

>4882
14725
5345 2

RS A S

34 834737

3 7= =
234 72
2564635
54
w1
6746>:
34 >=
3=24=:6
384277

12742=
=84:6
2=4:=
524> =

8>>4=57




0s$

+ 8%$
.0y Lo g /s
! oy 1o g /8
.0y "
! T
oy
ooy
1'$$ s 1.
1'% 418 % $ 1.'$ &
T " oy
N N T
L "
I
T S
N VA
! [ R AE A
<t N
o -
I A
+ 8%
! </
ro<
] " ] <
o Low ot
] " ] , " s
L,
;o 1$$ . ¢ " g L ur
s $S$ 4. " b4 g
L) W x g
1. .
! , w /" s
T A
C I 1.% &
1."% & VRV
1y 7 / 4 [ T
1% ¢ 1"$ &/ .8 &0, 4
1."% & !
<< | oo
48 " s ! ! " -

35¢23<3:

==84838
6= 4377
=i= 848>
56>6=42=7
?

2?2

34z 14562

2>:4375
=5843>8
>i563
354255
>1:38
3=4=56
=646 2
6=48=2
646=>
>

243>84573

8:5/= 5

6274865

37 4:8:

?

?

?

=>>1886
742

14 87

54 68
3=z

5{2874>55

5 1>32
34:2:42
374=32

3l 8=
3=466=

318:74=5

kv /

+




3f / /

+ > |l /3 "g- 3 - $ 0 M=>3-0 < g $ $ $
< ! - 34 4% "% - ! $" "$ LB ! ' A /8" /0 /
/- 2 " #2) -"* 4. B. " % - c6 ,
34 + > I /3 - $ % L/ $
+ > .l /3 L- 3 " "l @ "% 4 ! ?; .%@
// $. "/ ! / /% *// VAN / !

< W Y/ .l "/ T8 "$g " """

- ! & $ " D+ & & <

5% 00 : / A / 707/ /7 B/ C
: / A / / / A7/ / 1 /235 3:

/> N

3 O+ $ $ 9" 134+ & /""" [ . e " "

VA N T "g g / "/

" $ 13 O+ &3 . ! E . 4" /" A X 8.
/" " "4 =3 <" "tRs %t " 3 0+ $ "% 1/ %

# E ! & St 13 0+ ;W% / < & $%t

1 ; 2% & ! "y $ $ 3 O+ /
-4 " .
o¢ " " 1 L/ | [ A T ? G H?
=/ $ $ g & /" P [ 1. "% LI T |
L,od "t &/, /% )$ ¢
4 & <" 1" %é. 1D+l = W < & " ! % &, o, 4! &
GH E
04 / I D+1 W< ! ! % " / E . H
" %e. /" D+l = "W 8"/ ) < /"o s &
o & M ! ! "4 G H
- % ! L $ & * < ¢ " ! ! 1 ! &
D+1 (A . =" 3 O+ [
< $ bt $ 18" "$ ¢
o & M ! I & :
- " "% "% * $ "< g "o " " b " D+1
E =4 P S 5 W$F " 6" 1 % !
& g < < $ ie $ 1$" "$¢ $" "$4
$ "/ E




tOnBn $ )+, %(

! “H#S % &
( )
( +
)y - & HS U,
- )
+ /01 & &
2
+
- ,.,%%, N0+ 0B0%8&( 1#2 * (0+,)
"#$ /3 ) 2, 2

+ ) )
& & )y, HS$ /3 & ) a3 /5
#) - 4s$// ,
"#$/3 6 3 )
( $ 7
( $ 0
( $ T
( $ 84
( $ 3I# + )
"#$ /3 ) 2 "

6 ) 6 ) )
) )
) + ,
"#$ /3 ) , "#$ /3 )
9 ,
“HE /3 H ) : /-0;/5
! + , ) "#$ /3
) 0;/< ,
"#$ /3- ) ) )
$=87,; : /-0;/5, . - )

>07 >




+3%8( 05 (2, /HSUSE'  ((, +,S(

! "#$ /3 HE % 9
) /-0;/5 ,
“#$ /3 ) ) 0;/?  03/< ,
$4 5
+3%&( 0% +3%8( 0%
6 67 - 6 67 6 68 - 6 68
0% 0'49%(,9 (%(,+,$(0/ 0)¢:4$%™"; 0$()&( 0)#4$%™; 0$()%&(

JESUSE’ 30 H(H0$ ,<O%&( 3), ,$(,9 W=, , (%(,9 3), ,$(,9 W=, , (%(,9
%8;-337 80-%8< 5%<-?;? /-33;-8?; 87-;7? /-;;<-808
@ 80-%8< 80-%8< @ 87-;7? 87-;7?
%8;-337 @ %8;-337 /-;3;-8?; @ /-;3;-8?;

) ) 7/-0;/<,
$4 5
b 68 +3%8( 0% " 661
)0 0),::$ SSUBe" ,
&), $6; 8*)),$8; 3)09*8( +0$(2
0% 0%49%(,9 (%(,+,$(0/ 0)4zi$H" ; 1%3 /0)1%)9 0'9 =%$> x4 0%(E$:,$(
JSUSEN%' 30 H(E0S ,<()%&( 3), .89 &0S()%E( 20$()%&( =; =U%$> 9,30 LR, 808 £9,)%(:0$ L ((,9
0868%)),$(% ,(
80-5/; @ @ @ @ 08-588 @ /<977
) @ @ @ @ @ 08-588 @ 08588
) ) @ /<-3%5 @ @ @ @ @ /<345
/<-3%5 /<345 @ @ @ @ @ @
*3),8(% L (
" ) @ @ @ 1/<%05 @ @ @ 1/<%05
+ @ @ @ @ 33%-;78 @ @ 33%-;78
) ) @ 8-<7% 0-/// @ @ @ @ 253;
257-5/0 8-<7% 0-/// //<%05 33%-;78 @ @ @
<88-00; @ @ @ @ @ @ <88-00;
0B68*)) , $( "#h="4(¢,
) ) @ 14/% @ @ @ @ @ 154/%
144/% 14/% @ @ @ @ /0,38% /0-38%
A Yh-5/< @ @ @ @ @ /0-38% 5<-075
), $( M=tH,
) ) @ <80 0 @ @ @ @ <88
<88 <80 0 @ @ @ @ @
/;0-85; @ @ @ @ @ @ /;0-85;
(s

# ) /78-2% @ @ @ @ /2373 @ 115778
# /5<-335 @ @ @ @ /2373 @ 0;7-387
70/-7<< @ @ @ @ @ @ 70/-7<<

> (08 >




> 03>

) "H#$ )

,10)),.4.,9 11,8(¢.., O%(,
"H#HE/?7 @A /-0;/%
"HE /<@ /-0;00
07T @ ) & 7-0;/%

4 "4$% @B . ) /-0:/%
4 43505@ A 1 4 C /-0;/%
4 “#$T @ . /-00;
4 4%/ 4355 @ /-0;0;
4 ) "H#E S 0;/3>0;/< /-0;/"
4 “H#$ /; 43055 @ $ )
)
“H#H$ /? +
) -
+ o, & 1 1 ,
! )
“H#$ /2,
4 & $=7;7,3 8/,
& + 11 $=0<%,< /-0;/%,
/- 0;/%,
) M1l
4 1
) )




(
(

"#$ 0-
4$ 72,

A)

A) 0

A)

/

7

)

)

) )

>0?>

43

4.,




"H#S %

s R

>0<>

H#E




SIGNIFICANT ACCOUNTING POLICIES (continued)

SEPARATE PRINCIPAL STATEMENT

Investments in subsidiaries are accounted for at the equity method in accordance with IAS 27 and IAS 28. Under the equity method, the
investments are initially recognized at cost and adjusted thereafter to recognize the group’s share of the post-acquisition profits or losses of the
investee in profit or loss, and the group’s share of movements in other comprehensive income of the investee in other comprehensive income.
When the group’s share of losses in an equity-accounted investment equals or exceeds its interest in the entity, including any other unsecured
long-term receivables, the group does not recognize further losses, unless it has incurred obligations or made payments on behalf of the other
entity.

INVESTMENTS IN ASSOCIATES

An associate is an entity over which the Group has significant influence and that is neither a subsidiary nor an interest in a joint venture.
Significant influence is the power to participate in the financial and operating policy decisions of the investee but is not control or joint control
over those policies.

The results and assets and liabilities of associates are incorporated in these consolidated financial statements using the equity method of
accounting. Under the equity method, investments in associates are initially recognized in the consolidated statement of financial position at cost
and adjusted thereafter to recognize the Group’s share of the profit or loss and other comprehensive income of the associates. When the Group’s
share of losses of an associate exceeds the Group’s interest in that associate (which includes any long-term interests that, in substance, form part of
the Group’s net investment in the associate), the Group discontinues recognizing its share of further losses. Additional losses are recognized only
to the extent that the Group has incurred legal or constructive obligations or made payments on behalf of that associate.

An investment in an associate is accounted for using the equity method from the date on which the investee becomes an associate. On acquisition
of the investment in an associate, any excess of the cost of the investment over the Group’s share of the net fair value of the identifiable assets and
liabilities of the investee is recognized as goodwill, which is included within the carrying amount of the investment. Any excess of the Group’s
share of the net fair value of the identifiable assets and liabilities over the cost of the investment, after reassessment, is recognized immediately in
profit or loss in the period in which the investment is acquired.

The requirements of IAS 28 are applied to determine whether it is necessary to recognize any impairment loss with respect to the Group’s
investment in an associate. When necessary, the entire carrying amount of the investment (including goodwill) is tested for impairment in
accordance with IAS 36 Impairment of Assets as a single asset by comparing its recoverable amount (higher of value in use and fair value less
costs to sell) with its carrying amount. The difference between the recoverable amount and the carrying amount is recognized as impairment loss
in the profit or loss. Any reversal of that impairment loss is recognized in accordance with IAS 36 to the extent that the recoverable amount of the
investment subsequently increases.

The Group discontinues the use of the equity method from the date when the investment ceases to be an associate, or when the investment is
classified as held-for-sale. When the Group retains an interest in the former associate and the retained interest is a financial asset, the Group
measures the retained interest at fair value at that date and the fair value is regarded as its fair value on initial recognition in accordance with IFRS
9. The difference between the carrying amount of the associate at the date the equity method was discontinued, and the fair value of any retained
interest and any proceeds from disposing of a part interest in the associate is included in the determination of the gain or loss on disposal of the
associate. In addition, the Group accounts for all amounts previously recognized in other comprehensive income in relation to that associate on the
same basis as would be required if that associate had directly disposed of the related assets or liabilities. Therefore, if a gain or loss previously
recognized in other comprehensive income by that associate would be reclassified to profit or loss on the disposal of the related assets or
liabilities, the Group reclassifies the gain or loss from equity to profit or loss (as a reclassification adjustment) when the equity method is
discontinued.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

INVESTMENTS IN ASSOCIATES (continued)

‘When the Group reduces its ownership interest in an associate but the Group continues to use the equity method, the Group reclassifies to profit or
loss the proportion of the gain or loss that had previously been recognized in other comprehensive income relating to that reduction in ownership
interest if that gain or loss would be reclassified to profit or loss on the disposal of the related assets or liabilities.

When a group entity transacts with an associate of the Group, profits and losses resulting from the transactions with the associate are recognized in
the Group’s consolidated financial statements only to the extent of interests in the associate that are not related to the Group. Unrealized losses are
eliminated unless the transaction provides evidence of an impairment of the asset transferred. Accounting policies of associates have been changed
where necessary to ensure consistency with the policies adopted by the Group.

In accordance with IAS 28, when the financial statements of an associate used in applying the equity method are prepared as of a different
reporting date from that of the Group, adjustments are made by the Group for the effects of significant transactions or events. In no circumstances
can the difference between the reporting date of the associate and that of the Group be more than three months and the length of the reporting
periods and any difference in the reporting dates are the same from period to period.

INVESTMENTS IN JOINT VENTURES

The Group has applied IFRS 11 to all joint arrangements. Under IFRS 11 investments in joint arrangements are classified as either joint operations
or joint ventures depending on the contractual rights and obligations each investor. The Group has assessed the nature of its joint arrangements
and determined them to be joint ventures. Joint ventures are accounted for using the equity method.

Under the equity method of accounting, interests in joint ventures are initially recognized at cost and adjusted thereafter to recognize the Group’s
share of the post-acquisition profits or losses and movements in other comprehensive income. The Group’s investments in joint ventures include
goodwill identified on acquisition. Upon the acquisition of the ownership interest in a joint venture, any difference between the cost of the joint
venture and the Group’s share of the net fair value of the joint venture’s identifiable assets and liabilities is accounted for as goodwill. When the
Group’s share of losses in a joint venture equals or exceeds its interests in the joint ventures (which includes any long-term interests that, in
substance, form part of the Group’s net investment in the joint ventures), the Group does not recognize further losses, unless it has incurred
obligations or made payments on behalf of the joint ventures.

Unrealized gains on transactions between the Group and its joint ventures are eliminated to the extent of the Group’s interest in the joint ventures.
Unrealized losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred. Accounting policies of the
joint ventures have been changed where necessary to ensure consistency with the policies adopted by the Group.

NON-CURRENT ASSETS HELD-FOR-SALE

Non-current assets and disposal groups are classified as held-for-sale if their carrying amount will be recovered principally through a sale
transaction rather than through continuing use. This condition is regarded as met only when the sale is highly probable and the non-current asset
(or disposal group) is available for immediate sale in its present condition. Management must be committed to the sale, which should be expected
to qualify for recognition as a completed sale within one year from the date of classification.

Non-current assets (and disposal groups) classified as held-for-sale are measured at the lower of their previous carrying amount and fair value less
costs of disposal.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

REVENUE RECOGNITION
Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for estimated customer returns, rebates and
other similar allowances.

Sale of goods
The Group manufactures semiconductor wafers for its customers based on the customers’ designs and specifications pursuant to manufacturing
agreements and/or purchase orders. The Group also sells certain semiconductor standard products to customers.

Revenues are recognized when, or as, the control of the goods or services is transferred to the customer. Depending on the terms of the contract
and the laws applicable, control of the goods and services may be transferred over time or at a point in time. Control of the goods and services is

transferred over time if the Group’s performance:

. provides all of the benefits received and consumed simultaneously by the customer;

. creates and enhances an asset that the customer controls as the Group performs; or
. does not create an asset with an alternative use to the Group and the Group has an enforceable right to payment for performance completed
to date.

If control of the goods and services transfers over time, revenue is recognized over the period of the contract by reference to the progress towards
complete satisfaction of that performance obligation. Otherwise, revenue is recognized at a point in time when the customer obtains control of the
goods and services.

Contracts with customers may include multiple performance obligations. For such arrangements, the Group allocates revenue to each performance
obligation based on its relative standalone selling price. The Group generally determines standalone selling prices based on the prices charged to
customers. If the standalone selling price is not directly observable, it is estimated using expected cost plus a margin or adjusted market
assessment approach, depending on the availability of observable information. Assumptions and estimations have been made in estimating the
relative selling price of each distinct performance obligation, and changes in judgements on these assumptions and estimates may impact the
revenue recognition.

When either party to a contract has performed, the Group presents the contract in the statement of financial position as a contract asset or a
contract liability, depending on the relationship between the entity’s performance and the customer’s payment.

A contract asset is the Group’s right to consideration in exchange for goods and services that the Group has transferred to a customer.

Incremental costs incurred to obtain a contract, if recoverable, are capitalized and presented as contract assets and subsequently amortized when
the related revenue is recognized.

If a customer pays consideration or the Group has a right to an amount of consideration that is unconditional, before the Group transfers a good or
service to the customer, the Group presents the contract as a contract liability when the payment is made or the a receivable is recorded (whichever
is earlier). A contract liability is the Group’s obligation to transfer goods or services to a customer for which the Group has received consideration
(or an amount of consideration is due) from the customer.

A receivable is recorded when the Group has an unconditional right to consideration. A right to consideration is unconditional if only the passage
of time is required before payment of that consideration is due.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
REVENUE RECOGNITION (continued)

Sale of goods (continued)

Customers have the right of return within one year pursuant to warranty provisions. The Group typically performs tests of its products prior to
shipment to identify yield rate per wafer. Occasionally, product tests performed after shipment identify yields below the level agreed with the
customer. In those circumstances, the customer arrangement may provide for a reduction to the price paid by the customer or for the costs to return
products and to ship replacement products to the customer. The Group estimates the amount of sales returns and the cost of replacement products
based on the historical trend of returns and warranty replacements relative to sales as well as a consideration of any current information regarding
specific known product defects at customers that may exceed historical trends.

Transfer of intellectual property

The group transferred certain pieces of intellectual property to customers. If the license to a customer is to provide the customer a right to access
the Group’s intellectual property as it exists throughout the license period, revenues from licensing are recognized over time when the control of
the license is transferred to the customer. If the license to a customer is to provide the customer a right to use the Group’s intellectual property as it
exists at the point in time at which the license is granted, revenues from licensing are recognized at a point in time as the control of the technology
license is transferred to the customer.

GAIN ON SALE OF REAL ESTATE PROPERTY

Gain from sales of real estate property is recognized when all the following conditions are satisfied: 1) sales contract executed, 2) full payment
collected, or down payment collected and non-cancellable mortgage contract is executed with borrowing institution, 3) the legal title has passed to
the buyers, 4) and the control over the property has been transferred to the buyers.

INTEREST INCOME

Interest income from a financial asset is recognized when it is probable that the economic benefits will flow to the Group and the amount of
income can be measured reliably. Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective interest
rate applicable.

FOREIGN CURRENCIES

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic environment in
which the entity operates (“the functional currency”). The consolidated financial statements are presented in Untied States dollar (“US dollar”),
which is the Company’s functional and the Group’s presentation currency.

In preparing the financial statements of each individual group entity transactions in currencies other than the entity’s functional currency (foreign
currencies) are recognized at the rates of exchange prevailing at the dates of the transactions. At the end of each reporting period, monetary items
denominated in foreign currencies are retranslated at the rates prevailing at that date. Non-monetary items that are measured in terms of historical
cost in a foreign currency are not retranslated.

Exchange differences on monetary items are recognized in profit or loss in the period in which they arise.

For the purposes of presenting consolidated financial statements, the assets and liabilities of the Group’s foreign operations are translated into
United States dollars using exchange rates prevailing at the end of each reporting period. Income and expense items are translated at the average
exchange rates for the period, unless exchange rates fluctuate significantly during that period, in which case the exchange rates at the dates of the
transactions are used. Exchange differences arising, if any, are recognized in other comprehensive income and accumulated in equity (attributed to
non-controlling interests as appropriate).
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SIGNIFICANT ACCOUNTING POLICIES (continued)

FOREIGN CURRENCIES (continued)

On the disposal of a foreign operation (i.e. a disposal of the Group’s entire interest in a foreign operation, or a disposal involving loss of control
over a subsidiary that includes a foreign operation, or a disposal involving loss of significant influence over an associate that includes a foreign
operation), all of the exchange differences accumulated in equity in respect of that operation attributable to the owners of the Company are
reclassified to profit or loss.

BORROWING COSTS

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that necessarily take a
substantial period of time to get ready for their intended use or sale, are added to the cost of those assets, until such time as the assets are
substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is deducted from the
borrowing costs eligible for capitalization.

All other borrowing costs are recognized in profit or loss in the period in which they are incurred.

GOVERNMENT FUNDING

Government funding relating to property, plant and equipment, whose primary condition is that the Group should purchase, construct or otherwise
acquire non-current assets, are recognized as deferred income in the consolidated statement of financial position and transferred to profit or loss on
a systematic and rational basis over the useful lives of the related assets.

Government funding that is receivable as compensation for expenses or losses already incurred is recorded as a liability upon receipt and
recognized as reduction of expenses or losses until the requirements (if any) specified in the terms of the funding have been reached.

RETIREMENT BENEFITS

The Group’s local Chinese employees are entitled to a retirement benefit based on their salary and their length of service in accordance with a
state-managed pension plan. The PRC government is responsible for the pension liability to these retired staff. The Group is required to make
contributions to the state-managed retirement plan at a rate equal to 19.0% to 20.0% (the standard in Shenzhen site ranges from 13% to 14%
according to Shenzhen government regulation) of the monthly basic salary of current employees. The Group has no further payment obligations
once the contributions have been paid. The costs are recognized in profit or loss when incurred.

Besides, LFoundry S.r.l.’s (“LFoundry”, the Company’s majority-owned subsidiary in Avezzano, Italy) employees are entitled to a retirement plan
and a defined benefit plan. The liability recognized in the consolidated statement of financial position in respect of defined benefit plans is the
present value of the defined benefit obligation at the end of the reporting period. The defined benefit obligation is calculated quarterly by
independent actuaries using the projected unit credit method. The present value of the defined benefit obligation is determined by discounting the
estimated future cash outflows using interest rates of high-quality corporate bonds that are denominated in the currency in which the benefits will
be paid, and that have terms to maturity approximating to the terms of the related defined benefit obligation.
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OTHER GAINS (LOSSES), NET

Year ended
12/31/18
USD’000
Net gain (loss) arising on financial instruments at FVPL
2,265 [ # $lp&%"
1,158
C ) (2,108) %
(¢) ) ** 4 6,443 1 & $
=) )) 2,015
- Yy ) )) o * _ 35S |
9,773 18% #
- 14,509 L) "t g
24,282 1$%% g1 "
’ - Y)Y ) )) O ) ) ) ) 0) # ) ) 1)0) #2)3
o) ) 5 *)) (6] ' 6 )] , )8 +9/7 O [
# ) 8)+4 ) 7 , ) 3 11 :42; ,34" y/ O <) (0]
) 0* $ <) )
9 ! ) ) =&"0)) ) o ) o *)) o * )3
) 5.3 =) ! ! ) o ) = "0)) o *)
) ) ) 8)+ ) ! & %: 3 ) (0] ) (0]
(0] (0] (0] * )3 ) »3 o* %! :
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INCOME TAXES

INCOME TAX EXPENSE (BENEFIT)

A )= <

9 0 <<

. <)

> 1)) )

3< )

c/ #)8) ° /)
: ) <

¥ 3 <

"B#

i "B

?2$%?

Year ended
12/31/18
USD’000

an)
15,598
(950)

#$ %"

!
#&I"8&%"

14,476

18$

gt

) ) g

Year ended
12/31/18
USD’000

91,687
13,753
(69,581)
(47,541)
127,686

9,669)
172)

&%
% $
#orne
#m
I'$
"l &
#& &

&

h&&
$ 138
#$ 1888

%!
#3138
$"

14,476

18$

gt

12/31/18
USD’000

2,607




10.

INCOME TAXES# ) '

DEFERRED TAX BALANCES
3 ) ) ) < 8 ) ) o ) ) Nt
12/31/18
USD’000
Deferred tax assets
A ! -)O 42,613 $ ! $"'1%&
9 )* 1,688 18$$
- 1,125 !
45,426 $pl& " $"1%&
Deferred tax liabilities
A ! -)O (1,588) #1$ " #M &
- (51)
(1,639) # 1% " #et
43,787 &% 1"'0%%
Opening Deconsolidation Reclassified as  Recognize in Closing
balance of subsidiary held-for-sale profit or loss balance
December 31, 2018 USD’000 USD’000 USD’000 USD’000 USD’000
Net deferred tax assets in relation to
A ! -)0 24,859 — 14,437 1,729 41,025
9 )>* 1,844 — — (156) 1,688
- 1,760 (63) — (623) 1,074
28,463 (63) 14,437 950 43,787
- ) C )6 ) )
* ) *
December 31, 2017
Net deferred tax assets in relation to
A ! -)O0 1""%% s $18"%
9 )* 18$$ 18$$
| |
1""%% 1" &%
- ) F) c %) )
* O*) ) ) *
December 31, 2016
Net deferred tax assets in relation to
A ! -)0 ! # "% B 1"'0%
) )% ) #°
- $ % i$ %"
I $% "% &1" &% 1"'0%
3 o ) ) ) o ! )) il <) =)
) O <1( ) O < $B:
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INCOME TAXES# ) '

DEFERRED TAX BALANCES# ) '

3 ) < E9 )) AC ) ) <) ) % i

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

A / < ) P EY ) - ) ) ) ) ) 1 5 < ) #)M
<0) * )/ ) ")) o 3 ))6) ) < 3 ) 0 < E9
"B) &# i "B i "B"

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

9 ) ) ) ) 6 HE :$ #2 ) 1:$4 ) ) ) 6 &N #2) 1: 41 E3) - ))

) ) ) ) 7)) 5 < ) #Y <0 ) ¥ ) ")) o
) )6) ) < 3 ) O < E93 B O "B O & :

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

9 ) ) 1:$ ) 1:! EF) - )) ) ) ) ) 1) 5 < )

#)/ <0 ) 4 ) "*) ) (0] " ) )6) ) < '3 ) 0 <

EIF B O " % "B O $:

Semiconductor Manufacturing International (Shenzhen) Corporation (“SMIC Shenzhen”), Semiconductor Manufacturing North China
(Beijing) Corporation (“SMNC”) and SJ Semiconductor (Jiangyin) Corporation (“SJ Jiangyin)
9 )

) 1:$! ) 1: ) ) ) 6 HK: £ ) 1: 41 E9 6 ! EI ;

Do) ) ) < "B 5 < ) #)Y <0) * )M ) T
* - ) ) )50 +) ) )6) ) < * o* ! & EY 6 ! EI ;

Do) ) o )y )) o ! & <) * + :

Other PRC entities

> AC )) E9 *7 ) O < "B:

UNUSED TAX LOSSES

> ) ) ! < % ) < =" 0) # o ! i
= " 0)) o* ! i =$$$: O)) °* ) %) ) o! ) = "0)) !
=:0)! =%:0)! =.:0)) =": 0)) ) <)) %! ! ! ! VA




11.

PROFIT FOR THE YEAR

A ) * Vi

Impairment losses on assets

C/ * *

C/ * *

90 )0 ) /
90 )0 )
%0 )0 ) )y

J ! ) )
F

1 50 * )
=) 5 5*

Royalties expense

Government funding
( )) CK T #l

( )) ) #l
Auditors’ remuneration

> ) /)

15 ) /)

) #)) Tt
VAT IS
* VAN
* )/*
#1 -
#1 '
#1 z
=)o ¢ '
#1 ]
)
#1 '

Year ended
12/31/18
USD’000

964
& @7
6,412

990

8,228

#1
#&1& %"
!
I" %

16,567

' $

994,642
51,595
2,173

!
&

'Rl

1,048,410

%l&

550,060
64,130
48,837
11,661

Sl &
"l e
$! 8
& %

&%
!
I&

8!

674,688

1%$"

"$ % &

30,678

'$

105,258
51,695

&!g"

I &

156,953

1&

! %&

1,372
1,255

1$
&

1" %
"&

2,627

1$%&

!

2t ?
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37.

SHARE-BASED PAYMENTS (continued)

MOVEMENTS DURING THE YEAR (continued)

@

(ii)

The following table illustrates the number and weighted average exercise prices (“WAEP”) of, and movements in, share options during the
year (excluding Restricted Share Units (“RSUs”) and share option plan for subsidiary (“Subsidiary Plan”): (continued)

The following table list the inputs to the Black Scholes Pricing models used for the option granted during the years ended December 31,
2018, 2017 and 2016 respectively:

2018 2017 2016
Dividend yield (%) — — —
Expected volatility 40.16% 42.80% 44.80%
Risk-free interest rate 2.84% 1.84% 1.39%
Expected life of share options 5 years 6 years 6 years

The risk-free rate for periods within the contractual life of the option is based on the yield of the US Treasury Bond. The expected term of
options granted represents the period of time that options granted are expected to be outstanding. Expected volatilities are based on the
average volatility of the Company’s stock prices with the time period commensurate with the expected term of the options. The dividend
yield is based on the Company’s intended future dividend plan.

The valuation of the options are based on the best estimates from Company by taking into account a number of assumptions and is subject to
limitation of the valuation model. Changes in variables and assumptions may affect the fair value of these options.

The following table illustrates the number and weighted average fair value (“WAFV”) of, and movements in, RSUs during the year
(excluding stock option plan and Subsidiary Plan):

2018 2018 2017 2017 2016 2016
Number WAFV Number WAFV Number* WAFV*
Outstanding at January 1 28,701,097 USS 1.05 26,489,152 US$ 0.98 30,451,268 US$ 0.99
Granted during the period 8,068,466 US$ 1.27 14,055,477 US$ 1.11 8,738,247 US$ 0.86
Forfeited during the period (4,582,729) USS$ 1.07 (950,412) US$ 1.04  (1,124,847) US$ 0.98
Exercised during the period (12,333,620) US$ 1.03 (10,893,120) US$ 0.97 (11,575,516) US$ 0.91
Outstanding at December 31 19,853,214 US$ 1.12 28,701,097 US$ 1.05 26,489,152 US$ 0.98

As at December 31, 2018, the number of outstanding RSUs granted 19,853,214 (December 31, 2017: 28,701,097 and December 31, 2016:
26,489,152%).

The weighted average remaining contractual life for the RSUs outstanding as at December 31, 2018 was 8.29 years (2017: 8.51 years and
2016: 8.37 years).

The weighted average closing price of the Company’s shares immediately before the dates on which the RSUs were exercised was US$1.33
(2017: US$1.29 and 2016: US$0.83%).

During the year ended December 31, 2018, RSUs were granted on May 23, 2018, September 13, 2018 and November 19, 2018. The fair
values of the RSUs determined at the dates of grant using the Black- Scholes Option Pricing model were US$1.30, US$1.09 and US$0.87,
respectively.

* The number and fair value of RSUs for 2016 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.
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37.

SHARE-BASED PAYMENTS (continued)

MOVEMENTS DURING THE YEAR (continued)

(i)

(iii)

The following table illustrates the number and weighted average fair value (“WAFV”) of, and movements in, RSUs during the year
(excluding stock option plan and Subsidiary Plan): (continued)

During the year ended December 31, 2017, RSUs were granted on April 5, 2017, May 22, 2017, September 7, 2017 and December 7, 2017.
The fair values of the RSUs determined at the date of grant using the Black-Scholes Option Pricing model were US$1.24, US$1.09,
US$1.01 and US$1.31, respectively.

During the year ended December 31, 2016, RSUs were granted on May 25, 2016, September 12, 2016 and November 18, 2016. The fair
values of the RSUs determined at the dates of grant using the Black- Scholes Option Pricing model were US$0.82*, USS$1.11* and
US$1.39%, respectively.

The following table list the inputs to the models used for the plans for the years ended December 31, 2018, 2017 and 2016, respectively:

2018 2017 2016
Dividend yield (%) — — —
Expected volatility 39.77% 39.45% 39.66%
Risk-free interest rate 2.54% 1.24% 0.91%
Expected life of share options 2 years 2 years 2 years

The risk-free rate for periods within the contractual life of the RSUs is based on the yield of the US Treasury Bond. The expected term of
RSUs granted represents the period of time that RSUs granted are expected to be outstanding. Expected volatilities are based on the average
volatility of the Company’s stock prices with the time period commensurate with the expected term of the RSUs. The dividend yield is
based on the Company’s intended future dividend plan.

The valuation of the RSUs is based on the best estimates from Company by taking into account a number of assumptions and is subject to
limitation of the valuation model. Changes in variables and assumptions may affect the fair value of these RSUs.

* The number and fair value of RSUs for 2016 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.

The following table illustrates the number and weighted average exercise prices (“WAEP”) of, and movements in, share options of the
Subsidiary Plan during the year (excluding stock option plan and RSUs):

2018 2018 2017 2017 2016 2016

Number WAEP Number WAEP Number WAEP
Outstanding at January 1 14,918,802 US$S 0.20 14,598,750 US$ 0.19 7,000,000 US$ 0.06
Granted during the period 7,349,500 US$ 036 1,598,750 US$ 031 7,698,750 US$ 0.31
Forfeited and expired during the period (2,029,167) US$ 0.29 (934,948) US$ 0.05 (100,000) US$ 0.05
Exercised during the period (192,500) US$ 0.36 (343,750) US$ 0.25 — —
Outstanding at December 31 20,046,635 US$ 0.25 14,918,802 US$ 0.20 14,598,750 US$ 0.19
Exercisable at December 31 10,333,724 US$ 0.17 _ 7,079,401 US$ 0.5 _3297,135 US$ 0.07

The weighted average remaining contractual life for the share options outstanding as at December 31, 2018 was 7.9 years (2017: 8.3 years
and 2016: 9.2 years).
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37.

38.

SHARE-BASED PAYMENTS (continued)
MOVEMENTS DURING THE YEAR (continued)

(iii) The following table illustrates the number and weighted average exercise prices (“WAEP”) of, and movements in, share options of the

Subsidiary Plan during the year (excluding stock option plan and RSUs): (continued)

The range of exercise prices for options outstanding at the end of the year was from US$0.05 to US$0.36 (2017: from US$0.05 to US$0.31
and 2016: from US$0.05 to US$0.31).

During the year ended December 31, 2018, share option of the Subsidiary Plan was granted on March 13, 2018. The fair values of the option
of the Subsidiary Plan determined at the dates of grant using the Black-Scholes Option Pricing model was US$0.19.

During the year ended December 31, 2017, share options of the Subsidiary Plan were granted on August 9, 2017. The fair values of the
options of the Subsidiary Plan determined at the dates of grant using the Black-Scholes Option Pricing model were US$0.11.

During the year ended December 31, 2016, share options of the Subsidiary Plan were granted on December 27, 2016. The fair values of the
options of the Subsidiary Plan determined at the dates of grant using the Black-Scholes Option Pricing model were US$0.14.

The following table list the inputs to the Black Scholes Pricing models used for the option of the Subsidiary Plan granted during the years
ended December 31, 2018:

2018 2017 2016
Dividend yield (%) — — —
Expected volatility 53.0% 32.0% 41.5%
Risk-free interest rate 2.70% 1.90% 2.10%
Expected life of share options 6 years 6 years 6 years

The risk-free rate for periods within the contractual life of the option of the Subsidiary Plan is based on the yield of the US Treasury Bond.
The expected term of options of the Subsidiary Plan granted represents the period of time that options of the Subsidiary Plan granted are
expected to be outstanding. Expected volatilities are based on the average volatility of the relevant subsidiary’s set of public comparables
with the time period commensurate with the expected term of the options. The dividend yield is based on the relevant subsidiary’s intended
future dividend plan.

The valuation of the options of the Subsidiary Plan are based on the best estimates from the relevant subsidiary by taking into account a
number of assumptions and is subject to limitation of the valuation model. Changes in variables and assumptions may affect the fair value of
these options.

RISK MANAGEMENT

CAPITAL MANAGEMENT
The Group manages its capital to ensure that entities in the Group will be able to continue as going concerns while maximizing the return to
stakeholders through the optimization of the capital structure.

The capital structure of the Group consists of net debt (debt as detailed in Note 30, Note 31, Note 32 and Note 33 offset by cash and cash
equivalent) and equity of the Group.

The Group manages its capital through issuing/repurchasing shares and raising/repayment of debts and reviews the capital structure on a semi-
annual basis. As part of this review, the Group considers the cost of capital and the risks associates with each class of capital. The Group will
balance its overall capital structure through the payment of dividends, new share issues and share buy-backs as well as the issue of new debt or the
redemption of existing debt.
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38.

RISK MANAGEMENT (continued)
CAPITAL MANAGEMENT (continued)

The gearing ratio at end of the reporting period was as follows.

12/31/18 12/31/17 12/31/16

USD’000 USD’000 USD’000
Debt* 3,426,158 3,313,048 3,025,283
Cash and cash equivalent (1,786,420) (1,838,300) (2,126,011)
Financial asset at fair value through profit or loss — current (41,685) — —
Financial assets at amortized cost (1,996,808) — —
Other financial assets — current — (683,812) (31,543)
Net debt (398,755) 790,936 867,729
Equity 8,923,580 6,721,335 5,403,227
Net debt to equity ratio —4.5% 11.8% 16.1%

* Debt is defined as long-term and short-term borrowings (excluding derivatives), convertible bonds, short-term and medium-term notes, and
bonds payables as described in Note 30, Note 31, Note 32 and Note 33.

FINANCIAL RISK MANAGEMENT

The Group’s corporate treasury function co-ordinates access to domestic and international financial markets, monitors and manages the financial
risks relating to the operations of the Group through internal risk reports which analyze exposures by degree and magnitude of risks. These risks
include market risk foreign currency risk, interest rate risk, credit risk and liquidity risk.

The Group seeks to minimize the effects of these risks by using derivative financial instruments to hedge risk exposures. The use of financial
derivatives is governed by the Group’s policies approved by the board of directors, which provide written principles on foreign exchange risk,
interest rate risk, credit risk, the use of financial derivatives and non-derivative financial instruments, and the investment of excess liquidity.
Compliance with policies and exposure limits is reviewed on continuous basis. The Group does not enter into or trade financial instruments,
including derivative financial instruments, for speculative purposes.

MARKET RISK
The Group’s activities expose it primarily to the financial risks of changes in foreign currency exchange rates and interest rates. The Group enters
into a variety of derivative financial instruments to manage its exposure to foreign currency risk and interest rate risk, including:

. forward foreign exchange contracts to hedge the exchange rate risk arising on the import from suppliers;

. interest rate swaps to mitigate the risk of rising interest rates; and

. cross-currency interest rate swap contracts to protect against volatility of future cash flows caused by the changes in both interest rates and
exchange rates associated with outstanding long-term debts and financial asset at amortized cost denominated in a currency other than the
US dollar.

Market risk exposures are measured using the sensitivity analysis and the analysis in the following sections relate to the position as at December
31,2018, 2017 and 2016.

There has been no change to the Group’s exposure to market risks or the manner in which these risks are managed and measured.
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RISK MANAGEMENT (continued)
FOREIGN CURRENCY RISK

The Group undertakes transactions denominated in foreign currencies, consequently, exposures to exchange rate fluctuations arise. Exchange rate
exposures are managed within approved policy parameters utilizing forward foreign exchange contracts.

The carrying amounts of the Group’s foreign currency denominated monetary assets and monetary liabilities at the end of the reporting period are
as follows:

Liabilities Assets
12/31/18 12/31/17 12/31/16 12/31/18 12/31/17 12/31/16
USD’000 USD’000 USD’000 USD’000 USD’000 USD’000
EUR 50,601 125,171 112,827 37,800 72,181 39,619
JPY 54,166 30,422 41,976 41,589 29,245 35,237
RMB 2,757,762 2,410,284 2,714,492 2,989,434 1,765,846 1,633,433
Others 51,829 43,824 27,083 905 8,688 3,860

Foreign currency sensitivity analysis
The Group is mainly exposed to the currency of RMB, Japanese Yen (“JPY”) and Euros (“EUR”).

The following table details the Group’s sensitivity to a 5% increase in the foreign currencies against USD. 5% represents management’s
assessment of the reasonably possible change in foreign exchange rates. The sensitivity analysis includes only outstanding foreign currency
denominated monetary items and adjusts their translation at the period end for a 5% change in foreign currency rates. For a 5% decrease of the
foreign currency against USD, there would be an equal and opposite impact on the profit or equity below predicted.

EUR JPY RMB Others
2018 2017 2016 2018 2017 2016 2018 2017 2016 2018 2017 2016
USD’000  USD’000  USD’000 USD’000 USD’000 USD’000 USD’000 USD’000 USD’000  USD’000  USD’000 USD’000
Profit or loss 640) ~ (2,650)  (3,660) (662) (©2) (355) 12,193  (33918)  (6,611) (2,679  (1,848) (1,222)
Equity (640)  (2,650)  (3,660) (662) (62) (355) 12,193 (33918)  (6611)  (2,679)  (1,848) (1,222)

Forward foreign exchange contracts
It is the policy of the Group to enter into forward foreign exchange contracts to cover specific foreign currency payments and receipts within the

exposure generated. The Group also enters into forward foreign exchange contracts to manage the foreign currency exposure from purchases/sales
and financing activities.

The following table details the forward foreign currency (“FC”) contracts outstanding at the end of the reporting period:

Net fair value assets

Average exchange rate Foreign currency Notional value (liabilities)
2018 2017 2016 12/31/18  12/31/17  12/31/16  12/31/18 12/31/17 12/31/16  12/31/18  12/31/17 12/31/16
FC’000  FC’000 FC’000 USD’000 USD’000 USD’000 USD’000 USD’000 USD’000
Buy EUR
Less than 3 months — 1.2019 — 2,080 — — 2,500 — (2) —
Buy RMB
Less than 3 months — 6.7622 — — 648,364 — — 95,881 — — 2,111 —
= 98381 — 2,109 —

The Group does not enter into foreign currency exchange contracts for speculative purposes.
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ANNUAL REPORT

The Annual Report for the year ended December 31, 2018 will be published on the website of the Hong Kong Stock Exchange
(http://www.hkex.com.hk) as well as the website of the Company (www.smics.com) and will be dispatched to the shareholders of the Company in due
course.

By order of the Board
Semiconductor Manufacturing International Corporation
Gao Yonggang
Executive Director, Chief Financial Officer and Joint Company Secretary

Shanghai, PRC, March 29, 2019
As at the date of this announcement, the Directors are:

Executive Directors

Zhou Zixue (Chairman)

Zhao Haijun (Co-Chief Executive Officer)

Liang Mong Song (Co-Chief Executive Officer)

Gao Yonggang (Chief Financial Officer and Joint Company Secretary)

Non-executive Directors
Chen Shanzhi

Zhou Jie

Ren Kai

Lu Jun

Tong Guohua

Independent non-executive Directors
William Tudor Brown

CHIANG Shang-yi

CONG Jingsheng Jason

LAU Lawrence Juen-Yee

FAN Ren Da Anthony

* For identification purpose only
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