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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,
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;

- “HKS$” 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
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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:

99 ¢l

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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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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Revenue

Cost of sales
Gross profit
Research and
development
expenses, net
Sales and
marketing
expenses
General and
administration
expenses

Other operating
income, net
Profit from
operations
Interest income
Finance costs
Foreign exchange
gains or losses
Other gains or
losses, net

Share of profit
(loss) of
investment
accounted for
using equity
method

Profit before tax
Income tax
(expense) benefit
Profit for the year
Other
comprehensive
income (loss)
Item that may be
reclassified
subsequently to
profit or loss
Exchange
differences on
translating
foreign operations

For the year ended December 31,

2013 2014 2015 2016

(in US$ thousands, except for earnings per share, shares, and units)
2,068,964 1,969,966 2,236,415 2,914,180
(1,630,528) (1,486,514) (1,553,795) (2,064,499)
438,436 483,452 682,620 849,681
(145,314) (189,733) (237,157) (318,247)
(35,738) (38,252) (41,876) (35,034)
(138,167) (139,428) (213,177) (157,371)
67,870 14,206 31,594 177
187,087 130,245 222,004 339,206
5,888 14,230 5,199 11,243
(34,392) (20,715) (12,218) (23,037)
13,726 (5,993) (26,349) (1,640)
4,010 18,210 55,611 (2,113)
2,278 2,073 (13,383) (13,777)
178,597 138,050 230,864 309,882
(4,130) (11,789) (8,541) 6,552
174,467 126,261 222,323 316,434
731 (324) (8,185) (19,031)
— — 452 807

2017
3,101,175

(2,360,431)
740,744

(427,111)

(35,796)

(197,899)
44,957
124,895
27,090
(18,021)
(12,694)

16,499

(9,500)
128,269

(1,846)
126,423

23,213
(2,381)

11
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Change in value
of
available-for-sale
financial assets
Cash flow hedges
Share of other
comprehensive
income of joint
ventures
accounted for
using equity
method

Others

Items that will not
be reclassified to
profit or loss
Actuarial gains or
losses on defined
benefit plans
Total
comprehensive
income for the
year

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

Earnings per
share*

Basic

Diluted

Shares issued and
outstanding*

Financial Ratio
Gross margin
Net margin

175,198

173,177

1,290
174,467

173,908
1,290
175,198

$ 0.05
$ 0.05

3,211,230,710

21.2
8.4

125,937

152,969

(26,708)
126,261

152,645
(26,708)
125,937

$ 0.05
$ 0.04

3,585,609,617

% 245
% 64

130

214,720

253,411

(31,088)
222,323

245,803
(31,083)
214,720

$ 0.07
$ 0.06

4,207,374,896

%  30.5
% 9.9

(34,627)

—_—

1,520

265,104

376,630

(60,196)
316,434

326,191
(61,087)
265,104

$ 0.09
$ 0.08

4,252,922,259

% 292
% 109

35,143

17,646
(131)

(436)

199,477

179,679

(53,256)
126,423

251,135
(51,658)
199,477

$ 0.04

$ 0.04
4,916,106,889
23.9 %

4.1 %

12
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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

14
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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:

16
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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;

18
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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.1, 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
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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.
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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 aresult, 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 HINT1 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 H7NO strain of flu (Avian Flu) in China and outbreaks of the HIN1 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 — Devaluatios
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 Set