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CAUTIONARY STATEMENT FOR PURPOSES OF THE SAFE HARBOR PROVISIONS OF THE PRIVATE SECURITIES LITIGATION
REFORM ACT OF 1995

This annual report may contain, in addition to historical information, forward-looking statements within the meaning of the safe harbor

provisions of the U.S. Private Securities Litigation Reform Act of 1995. These forward-looking statements are based on SMIC s current

assumptions, expectations and projections about future events. SMIC uses words like believe, anticipate, intend, estimate, expect, project
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 best judgment of SMIC s senior management and involve significant risks,

both known and unknown, uncertainties and other factors that may cause SMIC s actual performance, financial condition or results of operations

to be materially different from those suggested by the forward-looking statements including, among others, risks associated with cyclicality and

market conditions in the semiconductor industry, intense competition, timely wafer acceptance by SMIC s customers, timely introduction of new
technologies, SMIC s 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 and financial stability in end markets.

Except as required by law, SMIC undertakes no obligation and does not intend to update any forward-looking statement, whether as a result of
new information, future events or otherwise.
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Chairman s Statement

As integrated circuit (IC) consumption continues to grow at a heady pace, particularly in China, SMIC has been able to capitalize on this growth
and remains the largest and most advanced foundry in Mainland China to date.

10 Semiconductor Manufacturing International Corporation Annual Report 2006

18



Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 6-K

Dear Shareholders,

As integrated circuit (IC) consumption continues to grow at a heady pace, particularly in China, SMIC has been able to capitalize on this growth
and remains the largest and most advanced foundry in Mainland China to date. For 2006, SMIC produced approximately 40% of Mainland
China s total IC output. Besides sheer volume, we have distinguished ourselves by our ability to develop and manufacture world-class leading
edge ICs.

We continued to invest in the people and infrastructure capable of realizing our goals, thereby maintaining our reputation for excellence. Our
status as the only foundry in China that is capable of producing 0.15-micron and below technologies is attributed to the 500-strong R&D team
and scores of engineers who are dedicated to SMIC s technological progress. In line with our present advancements, we will expand production
of 90-nanometer technologies and will continue our research on the 65-nanometer segment.

Turning technologies into viable applications is our comprehensive network of foundries. Strategically located in Beijing, Shanghai and Tianjin,
this network now includes two fabs that we will manage: a 200-millimeter fab in Chengdu and a 300-millimeter fab in Wuhan. This new foundry
business model reaffirms our position as the premier foundry in Mainland China.

While satisfying growing demand from the IC sector, SMIC has earned the patronage of internationally renowned customers. SMIC s technical
and production capabilities, coupled with our intimate knowledge of the China market, have enabled SMIC to remain competitive. Moreover,
our presence in the largest IC market in the world allows us to be well positioned to benefit from its ongoing growth.

In addition to the support of our international clients, we have attracted important global business partners. From such partnerships, we have
generated synergies that allow us to enrich our technical capabilities and expand our product mix in key market segments. Through the tireless
efforts of our sales and marketing teams, we are continuing to expand our reach to the four corners of the world and develop mutually
advantageous relationships.

As we approach 2007 with utmost confidence, we subscribe to the opinion that the IC sector s growth will remain robust. Accordingly, with
strong demand and increasing sales, SMIC will seek to strengthen its financial position. Through the committed efforts of our management and a
dynamic workforce, notable progress was made in 2006. To maintain this trend we will carefully evaluate opportunities that are in the best
interest of SMIC, which in turn will bring greater value for our shareholders.

Sincerely,

Yang Yuan Wang
Chairman of the Board

Shanghai, the PRC
April 23, 2007
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Chief Executive Officer s Statement

Foundries are playing crucial roles in the IC industry as semiconductor manufacturing costs continue to increase and the usage of silicon
becomes more commercialized.

Our technology roadmap focuses on developing leading edge technologies while balancing trade-offs to minimize cost and risk. Therefore, we
continue to concentrate our efforts on migrating key logic and memory products to the more advanced technology nodes.
Dear Shareholders,

Foundries are playing crucial roles in the IC industry as semiconductor manufacturing costs continue to increase and the usage of silicon
becomes more commercialized. Fabless design houses and IDMs are relying on foundries to manufacture and co-develop new technologies for
the consumer, communication, and computing segments. The accelerating pace of outsourcing semiconductor manufacturing is evident from the
announcements by major semiconductor companies. Over the past several years, SMIC has invested in our business to meet this growing
demand.

I am pleased to report that SMIC has continued to grow its revenues despite a difficult environment for the semiconductor industry in 2006.
SMIC posted record revenues of $1.46 billion, which represents a 25% increase year over year. Our logic and memory foundry strategy and our
strategic partnerships with customers to migrate to more advanced technology have enabled us to weather the industry downturn.

Revenues from advanced technologies, 0.13-micron and below, contributed 49.6% of our total wafer revenue in 2006, compared to 40.6% of
total wafer revenue in 2005. Our 90-nanometer technology for logic and memory processes entered commercial production in 2006. This was a
milestone for the semiconductor industry in China and a testament to the skills and knowledge of our world-class R&D and operations teams at
SMIC. By the fourth quarter of 2006, revenue from 90-nanometer technology alone contributed 14.4% of our total wafer revenue.

SMIC remains committed to its long-term growth strategy. With IC consumption in China growing rapidly, we are well positioned to capitalize
on it. Our strategic position in China allows us to partner with global technology companies who see the advantages of our proximity to the
China end-user market. Our proximity to these end users also helps us to better understand their needs so that we can develop and deliver
technologies catering to Chinese customer demands.

In 2006, SMIC embraced a new foundry business model that focuses our core business on developing and manufacturing leading edge
technology while transferring mature technology demand to other foundries under our management. With our Chengdu and Wuhan projects, we
are managing fabs financed and owned by other entities. In the 200-millimeter Chengdu fab, we plan to start pilot runs in the second quarter of
2007. The 300-millimeter Wuhan fab is under construction and is scheduled for equipment move-in by the end of this year. The Chengdu and
Wuhan projects mark an exciting period for SMIC, allowing us to continue growing our business while managing our internal capital
expenditures more efficiently. The projects will help us better serve our international customers while positioning us closer to many potential
Chinese customers.

In addition, 2006 was marked by several strategic agreements. SMIC agreed to provide Qualcomm Incorporated ( Qualcomm ) with integrated
circuit manufacturing services using a specialized BiCMOS process technology at our Tianjin facility. This agreement will combine our wafer
fabrication capabilities
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and subcontractor infrastructure with Qualcomm s leadership in 3G wireless technologies to focus on power management ICs. This agreement
reflects our success in offering turnkey solutions to our valued customers.

Our technology roadmap focuses on developing leading edge technologies while balancing trade-offs to minimize cost and risk. Therefore, we
continue to concentrate our efforts on migrating key logic and memory products to more advanced technology nodes. We will continue the
development of our 65-nanometer technology and will further expand our product offerings in the 90-nanometer technology.

We are further expanding our partnership with Saifun Semiconductors Ltd. into more advanced flash memory technology by collaborating on an
8Gb Data Flash using SMIC s advanced process technology. We aim to provide a comprehensive flash product for the consumer electronics
market in China and throughout the world. We have delivered our first engineering samples of our advanced 2Gb NAND flash product based on
the Saifun NROM two-bit-per-cell technology.

Having reached our capacity target in 2006, in 2007 we will focus on returning to profitability. Continuous improvement in performance and
yield enables the expansion of our product mixture in more advanced nodes of 130 and 90 nanometer technologies. In addition, our depreciation
burden will continue to ease as some of our machinery and equipment become fully depreciated starting this year. Our 2007 capital expenditure
target of approximately US$720 million is based on anticipated customer demand for our services this year and beyond.

There are significant demand drivers across market segments in the near future. We see the migration towards Microsoft Vista and notebooks
driving growth among the computer applications. Among the communications applications handsets, video, VoIP, and WLAN will lead the
way. Strength in the consumer segment will come from various personal and entertainment devices such as portable media players, MP3/4, and
digital TV.

We anticipate 2007 to be a very exciting year for SMIC. The growth trend for semiconductor foundries should continue to outpace the broader
semiconductor industry. Numerous efforts have been made to assure that SMIC is well positioned to take advantage of the many opportunities
that lie ahead. We look forward to sharing our achievements and results with you in the coming year.

May God bless you and SMIC,

Richard R. Chang
Chief Executive Officer

Shanghai, the P.R.C.

April 23, 2007
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Business Review

During 2006, our wafers shipped and sales increased from 1,347,302 8-inch wafers and US$1.2 billion in 2005 to 1,614,888 8-inch wafers and
US$1.5 billion in 2006, representing a 20.2% and 25.1% increase, respectively.

In 2006, SMIC continued to grow its business despite a slowdown in the semiconductor industry in the early part of the year, thereby affirming
SMIC s business strategy.

Overview of Business Developments

Our operations continue to remain strong. At the end of 2006, we had increased our monthly capacity to 182,250 8-inch wafers per month.
During 2006, our wafers shipped and sales increased from 1,347,302 8-inch wafers and US$1.2 billion in 2005 to 1,614,888 8-inch wafers and
US$1.5 billion in 2006, representing a 20.2% and 25.1% increase, respectively. According to a leading IC industry market research company,
we held 7% of the foundry market in 2006, which represents a growth rate of approximately 24%, one of the highest growth rate among the top
10 foundries.

We generated US$769.6 million in cash from operations in 2006 which represents a 18.8% increase from 2005. However, our depreciation
expenses remain among the highest in the foundry industry. Furthermore, because we are a new foundry with only five years of commercial
operations and continued to expand our capacity to meet the increasing capacity demands of our customers, our depreciation expense as a
percentage of revenues remain one of the highest in the foundry industry.

Despite these high depreciation expenses, we believe that we will become profitable by improving our product mix, thereby increasing our
average selling price. In 2006, 49.6% of our wafer sales were from products that utilized advanced technology of 0.13 micron and below.
Revenues generated from 0.13 micron and below technology nodes as a percentage of our logic revenues increased from 23.4% in 2005 to
26.8% in 2006. We expect that this upward trend will continue for the rest of 2007 as some of our fabless and IDM customers are migrating a
significant portion of their products to the 0.13 micron and below technology nodes.

Customers and Markets

We target a diversified and global customer base, consisting of leading IDMs, fabless semiconductor companies, and systems and other
companies and seek to maintain our leadership position in China.

Overall in 2006, we engaged 73 new customers, bringing the total number of our customers to 330. For 2006, our revenue by region was led by
North America at 41.3%, then Europe at 30.0%, then Asia Pacific (excluding Japan) at 21.9%, and Japan at 6.8%. These customers participate in
the consumer, communications or computer market segments. We intend to maintain a diversified customer mix in terms of end-market
applications, processes, and geographical focus in order to manage our exposure to each market segment.
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We seek to maintain our leadership position in the semiconductor industry in China by exploiting our first mover advantage to capture the
growing China IC industry. According to Semico, semiconductor marketing and consulting research company. China s IC consumption has
registered a compound annual growth rate of 33% since 2000, and reached US$58.4 billion in IC consumption in 2006. IC Insights, a provider of
market research and analysis reports and services for the semiconductor industry, expects that by 2010, China s IC market is projected to more
than triple and estimated to reach US$124 billion in terms of overall consumption. The main types of products driving this demand relate to
communication ICs (i.e., 3G) and smart phones, digital television, MP3, wireless LAN, CPU and DSP.

At the same time, the gap between the domestic demand for integrated circuits in China and the domestic supply continues to increase. At
present, China s domestic manufacturers can only meet less than 7% of its IC demand, representing a gap between domestic supply and demand,
of almost US$38 billion. IC Insights expects that this gap will increase to almost US$112 billion by 2010.

We believe that by establishing our company as a key foundry partner to local semiconductor companies at an early stage of their development,
we will be well positioned to take advantage of the potential semiconductor growth in China. In 2006, our Mainland Chinese customers
represented an area of growth as we engaged 43 new customers. Among the new products we manufactured for these companies include the first
3G baseband chips for TD-SCDMA and WCDMA, mobile phone application processor, digital satellite receiver chip for set-top box,
China-standard (CDMB-T/H) digital terrestrial receiver chip for TV and PCTV, video processor for HDTV and MP3/MP4 multimedia consumer
electronics. We expect that the percentage of revenue from our Mainland Chinese customers will increase in 2007 as more of these customers
commence commercial production. We are also working closely with our customers to migrate their products to more advanced technology
nodes in order for the customers to reap benefits of economies of scale at these technology nodes.

We generate our sales primarily from fabricating semiconductors. We also derive a relatively small portion of our sales from the mask-making
and wafer probing services that we perform for third parties separately from our foundry services.

Capacity Expansion Plans

We intend to maintain our strategy of expanding capacity and improving our process technology to meet both the capacity requirements and the
technological needs of our customers. In 2006, our capital expenditures were approximately US$889.9 million and we recorded depreciation and
amortization costs of US$896.1 million. We currently expect that our capital expenditures in 2007 will be approximately US$720 million.
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We plan to use this capital expenditure mainly to ramp up our fabs in Beijing, Shanghai, and Tianjin. We are scheduling that by the end of 2007,
our monthly capacity will be 193,000 8-inch wafer equivalents. In addition, we have entered into management contracts to provide management
services to wafer fabs in Chengdu and Wuhan.

Research and Development

The semiconductor industry is characterized by rapid changes in technology, frequently resulting in obsolescence of process technologies and
products. As a result, our research and development efforts are essential to our overall success. We spent approximately US$94.1 million in
2006 on research and development expenses, which represented 6.4% of our sales. We employ over 500 research and development personnel,
combining experienced semiconductor engineers with advanced degrees from leading universities around the world with top graduates from the
leading universities in China. We believe this combination has enabled us to quickly bring our technology in line with the semiconductor
industry roadmap and ensures that we will have skilled personnel to lead our technology advancement in the future. We are also developing our
65 nanometer technology with one of the top fabless companies in the world.

Joint Ventures

We have established numerous joint ventures in order to expand our service offerings to our customers. In July 2004, we entered into an
agreement with Toppan Printing Co., Ltd., to establish Toppan SMIC Electronics (Shanghai) Co., Ltd. Toppan SMIC Electronics (Shanghai) Co.
Ltd. is a joint venture in Shanghai for the manufacture of on-chip filters and micro-lenses for image sensors and began mass production in
January of 2006.

Our assembly and testing facility in Chengdu, China with United Test and Assembly Center Ltd. began pilot production in the fourth quarter of
2005. We have begun to provide full-turn-key services in 2006, and will continue ramping up in 2007.

We also planned to invest in a wafer reclamation project in Shanghai to produce solar power modules. One of the keys to this wafer reclamation
project will be the supply of polysilicon. We are currently discussing the possibility of establishing a facility to manufacture polysilicon to meet
the needs of our solar power project as well as the needs of other solar power companies.

Material Litigation
Overview of TSMC Litigation:

Beginning in December 2003 through August 2004, the Company became subject to several lawsuits brought by Taiwan Semiconductor
Manufacturing Company, Limited ( TSMC ) relating to alleged infringement of certain patents and misappropriation of alleged trade secrets
relating to methods for conducting semiconductor fab operations and manufacturing integrated circuits.

On January 31, 2005, the Company entered into a settlement agreement, without admission of liability, which provided for the dismissal of all
pending legal actions without prejudice between the two companies (the Settlement Agreement ). The terms of the Settlement Agreement also
included:

The Company and TSMC agreed to cross-license each other s patent portfolio for all semiconductor device products, effective from
January 2005 through December 2010.
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TSMC covenanted not to sue the Company for trade secret misappropriation as alleged in TSMC s legal actions as it related to 0.15um and
larger processes subject to certain conditions ( TSMC Covenant ). The TSMC Covenant did not cover 0.13um and smaller technologies
after 6 months following execution of the Settlement Agreement (July, 31, 2005). Excluding the 0.13um and smaller technologies, the
TSMC Covenant remains in effect indefinitely, terminable upon a breach by the Company.

The Company is required to deposit certain Company materials relating to 0.13um and smaller technologies into an escrow account until
December 31, 2006 or under certain circumstances for a longer period of time.

The Company agreed to pay TSMC an aggregate of $175 million in installments of $30 million for each of the first five years and $25
million in the sixth year.
Accounting under the Settlement Agreement:

Restatement of 2004 and 2005 Financials

As a result of review of the accounting treatment for the Settlement Agreement, the Company determined that errors were made in the
identification and classification of the components of payment. The Company previously recorded $23.2 million of the settlement amount as an
expense in 2004 and $134.8 million of intangible assets associated with the patent license portfolio and covenant not to sue. The Company
determined that the payment was made solely for the right to use the licensed patent license portfolio both prior and subsequent to the settlement
date.

This determination impacted the allocation of the settlement amount to its various components, which resulted in the Company decreasing the
amount of expense recognized in its 2004 financial statements from $23.2 million to $16.7 million in 2004 and increasing a deferred cost
associated with patent license portfolio from $134.8 million to $141.3 million. This correction also impacted the amount of expense recorded in
periods subsequent to the settlement date given the higher asset value being recorded and the shorter amortization period of the patent license
portfolio as compared to the covenant not to sue.

In addition, the Company corrected the classification of the payment for the patent license portfolio from an intangible asset to a deferred cost
and has also reclassified the amortization of the deferred asset from amortization of intangible to a component of cost of sales.

See Note 31 to Notes to the Consolidated Financial Statements included with this Annual Report for a more detailed description of the impact of
the effects of correcting these errors. See also the section titled Current Accounting below for a description of the accounting treatment for the
Settlement Agreement set forth in the Company s financial statements that are included with this Annual Report.

Current Accounting

In accounting for the Settlement Agreement, the Company determined that there were several components of the Settlement Agreement
settlement of litigation, covenant not to sue, patents licensed by us to TSMC and the use of TSMC s patent license portfolio both prior and
subsequent to the settlement date.

The Company does not believe that the settlement of litigation, covenant not to sue or patents licensed by us to TSMC qualify as accounting
elements. In regard to the settlement of litigation, the Company cites the following:

The settlement agreement reached between TSMC and SMIC clearly stated that there was no admission of liability by either party;
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The settlement agreement required all parties to bear their own legal costs;

There were no other damages associated with the Settlement Agreement;

There was a provision in the Settlement Agreement for a grace period to resolve any misappropriation issues had they existed;

Albeit a complaint had been filed by TSMC on trade secret infringement, TSMC has never identified which trade secrets it claimed were
being infringed upon by the Company;

The Settlement Agreement was concluded when the litigation process was still at a relatively early stage and the outcome of the litigation
was therefore highly uncertain.
The TSMC covenant not to sue for alleged trade secrets misappropriation does not qualify as a separable asset in accordance with either SFAS
141 or SFAS 142 as TSMC had never specified the exact trade secrets that it claimed were misappropriated, the Company s belief that TSMC s
trade secrets may be obtained within the marketplace by other legal means and the Company never obtained the legal right to use TSMC s trade
secrets.

In addition, the Company did not attribute any value to the patents licensed to TSMC under the Settlement Agreement due to the limited number
of patents held by the Company at the time of the Settlement Agreement.

As a result, the Company determined that only the use of TSMC s patent license portfolio prior and subsequent to the settlement date were
considered elements of an arrangement for accounting purposes. In attributing value to these two elements, the Company first discounted the
payment terms of the US$175 million settlement amount using an annual 3.4464% interest rate to arrive at a net present value of US$158
million. This amount was then allocated to the pre-and post-settlement periods based on relative fair value, as further described below.

Based on this approach, US$16.7 million was allocated to the pre-settlement period, reflecting the amount that the Company would have paid for
use of the patent license portfolio prior to the date of the Settlement Agreement. The remaining US$141.3 million, representing the relative fair
value of the licensed patent license portfolio, was recorded on the Company s consolidated balance sheets as a deferred cost and is being
amortized over a six-year period, which represents the life of the licensed patent license portfolio. The amortization of the deferred cost is
included as a component of cost of sales in the consolidated statements of operations.

Valuation of Deferred Cost:

The fair value of the patent license portfolio was calculated by applying the estimated royalty rate to the specific revenue generated and expected
to be generated from the specific products associated with the patent license portfolio.

The selected royalty rate was based on the review of median and mean royalty rates for the following categories of licensing arrangements:

a)  Existing third-party license agreements with SMIC;

b)  The analysis of comparable industry royalty rates related to semiconductor chip/integrated circuit ( IC ) related technology; and

c¢)  The analysis of comparable industry royalty rates related to semiconductor fabrication.
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On an annualized basis, the amounts allocated to past periods was lower than that allocated to future periods as the Company assumed increases
in revenues relating to the specific products associated with the patent license portfolio.

As the total estimated fair value of the patent license portfolio exceeded the present value of the settlement amount, the Company allocated the
present value of the settlement amount based on the relative fair value of the amounts calculated prior and subsequent to the settlement date.

Recent TSMC Legal Developments:

On August 25, 2006, TSMC filed a lawsuit against the Company and certain subsidiaries (SMIC (Shanghai), SMIC (Beijing) and SMIC
(Americas) in the Superior Court of the State of California, County of Alameda for alleged breach of the Settlement Agreement, alleged breach
of promissory notes and alleged trade secret misappropriation by the Company. TSMC seeks, among other things, damages, injunctive relief,
attorneys fees, and the acceleration of the remaining payments outstanding under the Settlement Agreement.

In the present litigation, TSMC alleges that the Company has incorporated TSMC trade secrets in the manufacture of the Company s 0.13 micron
or smaller process products. TSMC further alleges that as a result of this claimed breach, TSMC s patent license is terminated and the covenant
not to sue is no longer in effect with respect to the Company s larger process products.

The Company has vigorously denied all allegations of misappropriation. Moreover, TSMC has not yet proven, nor produced evidence of, any
misappropriation by the Company. At present, the claims rest as unproven allegations, denied by the Company. The Court has made no finding
that TSMC s claims are valid, nor has it set a trial date.

On September 13, 2006, the Company announced that in addition to filing a response strongly denying the allegations of TSMC in the United
States lawsuit, it filed on September 12, 2006, a cross-complaint against TSMC seeking, among other things, damages for TSMC s breach of
contract and breach of implied covenant of good faith and fair dealing.

On November 16, 2006, the High Court in Beijing, the People s Republic of China, accepted the filing of a complaint by the Company and its
wholly-owned subsidiaries, SMIC (Shanghai) and SMIC (Beijing), regarding the unfair competition arising from the breach of bona fide (i.e.
integrity, good faith) principle and commercial defamation by TSMC ( PRC Complaint ). In the PRC Complaint, the Company is seeking, among
other things, an injunction to stop TSMC s infringing acts, public apology from TSMC to the Company and compensation from TSMC to the
Company, including profits gained by TSMC from their infringing acts.

Under the provisions of SFAS 144, the Company is required to make a determination as to whether or not this pending litigation represents an
event that requires a further analysis of whether the patent license portfolio has been impaired. We believe that the lawsuit is at a very early stage
and we are still evaluating whether or not the litigation represents such an event. The Company expects further information to become available
to us which will aid us in making a determination. The outcome of any impairment analysis performed under SFAS 144 might result in a
material impact to our financial position and results of operations.

Outlook for 2007

Our main focus in 2007 will be to expand our technology offerings and wafer capacity in a fiscally disciplined manner. Continuous improvement
in performance and yield enables expansion of our product mixture in more advanced nodes of 90 nanometer and finer line technologies. Our
capital expenditure target for 2007 of approximately US$720 million is based on anticipated customer demand for our services this year and
beyond.

Semiconductor Manufacturing International Corporation Annual Report 2006 19

27



Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 6-K

Management s Discussion and Analysis of

Financial Condition and Results of Operation

Consolidated Financial Data

The summary consolidated financial data presented below as of and for the years ended December 31, 2004, 2005 and 2006 are derived from,
and should be read in conjunction with, and are qualified in their entirety by reference to, the audited consolidated financial statements,
including the related notes, included elsewhere in this Annual Report. The selected consolidated financial data as of December 31, 2002 and
2003, is derived from audited consolidated financial statements not included in this Annual Report. The summary consolidated financial data
presented below has been prepared in accordance with United States generally accepted accounting principles (the U.S. GAAP ).

Note: The Company has re-stated its 2005 and 2004 financial statements. (Please see notes 24 and 31).
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Income Statement Data:
Sales

Cost of salesV

Gross profit (loss)

Operating expenses:

Research and development

General and administrative

Selling and marketing

Litigation settlement

Amortization of acquired intangible assets

Income from sale of plant and equipment and other fixed assets

Total operating expenses (income), net
Income (loss) from operations

Other income (expenses):

Interest income

Interest expense

Foreign currency exchange gain (loss)
Other, net

Total other income (expense), net
(Loss) Income before income tax
Income tax credit (expense)

2002

For the year ended December 31,

2003 2004

2005

2006

(in US$ thousands, except for per share and per ADS data)

$ 50315
105,238
(54,923)

38,254
18,351
4,776

61,381
(116,304)

10,980
(176)

247

2,650

13,701
(102,603)

$365,824 $974,664
359,779 716,225
6,045 258,439
34,913 74,113
29,705 54,038
10,711 10,384
16,695
3,462 14,368
78,791 169,598
(72,746) 88,841
5,616 10,587
(1,425) (13,698)
1,523 8,218
888 2,441
6,602 7,548
(66,144) 96,389
(186)

$1,171,319
1,105,134
66,185

78,865
35,701
17,713

20,946

153,225
(87,040)

11,356
(38,784)
(3,355)

4,462
(26,322)
(113,362)
(285)

$ 1,465,323
1,338,155
127,168

94,171
47,365
18,231

24,393
(43,122)

141,038
(13,870)

14,916
(50,926)
(21,912)
1,821
(56,101)
(69,971)
24,928
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Minority interest

Loss from equity investment

Net (loss) income before cumulative
effect of a change in accounting
principle

Cumulative effect of a change in
accounting principal

Net (loss) income

Deemed dividend on preference
shares®

Income (loss) attributable to holders
of ordinary shares

Income (loss) per share, basic
Income (loss) per share, diluted
Shares used in calculating basic
income (loss) per share®®

Shares used in calculating diluted
income (loss) per share®®

2002

(102,603)

(102,603)

(102,603)
(1.27)
(1.27)

& PH PH

80,535,800

80,535,800

2003

For the year ended December 31,

2004

2005

(in US$ thousands, except for per share and per ADS data)

(66,144)

(66,144)
37,117

$ (103,261)
$ (1.14)
$ (1.14)
90,983,200

90,983,200

96,203

96,203
18,840
77,363

0.01
0.00

&hH PHPH

14,199,163,517

17,934,393,066

251
(1,379)

(114,775)

(114,775)

(114,775)
(0.00)
(0.00)

&hH PHPH

18,184,429,255

18,184,429,255

(1) Including amortization of deferred stock compensation for employees directly involved in manufacturing activities.

(2) Deemed dividend represents the difference between the sale and conversion prices of warrants to purchase convertible preference shares
we issued and their respective fair market values.

(3) Anti-dilutive preference shares, options and warrants were excluded from the weighted average ordinary shares outstanding for the diluted
per share calculation. For 2001, 2002 and 2003, basic income (loss) per share did not differ from diluted loss per share.

(4) All share information has been adjusted retroactively to reflect the 10-for-1 share split effected upon completion of the global offering of
its ordinary shares in March 2004 (the Global Offering ).

Balance Sheet Data:
Cash and cash equivalents
Short-term investments
Accounts receivable, net of allowances
Inventories

Total current assets

Land use rights, net

Plant and equipment, net
Total assets

Total current liabilities
Total long-term liabilities
Total liabilities

Minority Interest
Stockholders equity

2006

(19)
(4,201)

(49,263)

5,154
(44,109)

(44,109)
(0.00)
(0.00)

&*H L F

18,334,498,923

18,334,498,923

2005 2006

585,797 $ 363,620

13,796 57,951
241,334 252,185
191,238 275,179

955,418 1,047,465 1,049,666

As of December 31,
2002 2003 2004
(in US$ thousands)
$ 91,864 $ 445276 $ 607,173 $
27,709 27,165 20,364
20,110 90,539 169,188
39,826 69,924 144,018
185,067 680,882
49,354 41,935 39,198

1,290,910 1,523,564
1,540,078 2,290,506
263,655 325,430
405,432 479,961
669,087 805,391

$ 870,991 $1,485,115
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34,768 38,323

3,311,925 3,285,631 3,244,401
4,384,276 4,586,633 4,541,292

723,871
544,462

896,038 677,362
622,497 817,710

1,268,333 1,518,535 1,495,072

38,782 38,800

$3,115942  $3,029,316 $ 3,007,420
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For the year ended December 31,
2002 2003 2004 2005 2006
(in US$ thousands, except for percentages and operating data)
Cash Flow Data:
Net income (loss) $(102,603) $ (66,145) $ 96,203 $ (114,775) $ (49,263)
Adjustments to reconcile net loss to net cash provided
by (used in) operating activities:

Depreciation and amortization 84,537 233,905 456,961 769,472 919,616
Net cash provided by (used in) operating activities (48,802) 114,270 518,662 648,105 769,649
Purchases of plant and equipment (761,704) (453,097) (1,838,773) (872,519) (882,580)
Net cash used in investing activities (751,144) (454,498) (1,826,787) (859,652) (917,369)
Net cash provided by financing activities 712,925 693,497 1,469,764 190,364 (74,440)
Net increase (decrease) in cash and cash equivalents $ (87,056) $ 353,412 $ 161,896 $ (21,376) $ (222,177)
Other Financial Data:

Gross margin 109.2% 1.7% 26.5% 5.7% 8.7%
Operating margin 231.2% 19.9% 9.1% 7.4% 0.9 %
Net margin 203.9% 18.1% 9.9% 9.8% 3.0%
Operating Data:

Wafers shipped (in units):

Total®® 82,486 476,451 943,463 1,347,302 1,614,888

ASP (in US$)®: 610 768 1,033 869 907

(1) Including logic, DRAM, copper interconnects and all other wafers.
(2) Total sales/total wafers shipped.
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Year Ended December 31, 2006 Compared to Year Ended December 31, 2005
Sales

Sales increased by 25.1% from US$1,171.3 million for 2005 to US$1,465.3 million for 2006, primarily as a result of the increase in the
Company s manufacturing capacity and ability to use such capacity to increase sales. The number of wafers the Company shipped increased by
19.9%, from 1,347,302 8-inch wafer equivalents to 1,614,888 8-inch wafer equivalents, between these two periods. The average selling price of
the wafers the Company shipped increased by 4.4% from US$869 per wafer to US$907 per wafer. The percentage of wafer revenues that used
0.13 micron and below process technology increased from 40.6% to 49.6% between these two periods.

Cost of sales and gross profit (loss)

The cost of sales increased by 21.1% from US$1,105.1 million for 2005 to US$1,338.2 million for 2006. This increase was primarily due to the
significant increase in sales volume, depreciation expenses as the Company installed new equipment to increase its capacity, and manufacturing
labor expenses due to the increase in headcount. Other factors included an increase in the amount of direct and indirect materials purchased
corresponding to the increase in wafers shipped and a product mix shift.

The Company had a gross profit of US$127.2 million for 2006 compared to a gross profit of US$66.2 million in 2005. Gross margins were 8.7%
in 2006 compared to 5.7% in 2005. The increase in gross margins was primarily due to a higher blended ASP and a product mix shift.

Operating income, expenses and loss from operations

Operating expenses decreased by 8.0% from US$153.2 million for 2005 to US$141.0 million for 2006 primarily due to an increase in
depreciation and amortization expense costs associated with research and development, and foreign exchange loss. Meanwhile, the Company
incurred an income from sale of plant and equipments of US$43.1 million in 2006.

As a part of the settlement with TSMC, as described in Note 11.  Acquired intangible assets, net and Note 25. Litigation , the amortization of
acquired intangible assets increased from US$41.3 million for 2005 to US$51.2 million for 2006.

Research and development expenses increased by 19.4% from US$78.9 million for 2005 to US$94.2 million for 2006. This increase in research
and development expenses resulted primarily from an increase in depreciation and amortization costs associated with research and development,
65nm research and development activities.

General and administrative expenses increased by 32.7% to US$47.4 million for 2006 from US$35.7 million for 2005, primarily due to an
increase in bad debt, tax related expenses, and foreign exchange loss.

24 Semiconductor Manufacturing International Corporation Annual Report 2006

32



Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 6-K

Selling and marketing expenses increased by 2.9% from US$17.7 million for 2005 to US$18.2 million for 2006, primarily due to an increase in
sales and marketing personnel.

As a result, the Company s loss from operations was US$13.9 million in 2006 compared to loss from operations of US$87.0 million in 2005.
Operating margin was negative 0.9% and 7.4%, respectively, for these two years.

Other income (expenses)

Other expenses increased from US$26.3 million in 2005 to a US$56.1 million in 2006. This increase was primarily attributable to the increase in
interest expense from US$38.8 million in 2005 to US$51.0 million in 2006, and the increase in foreign exchange loss from US$3.4 million in
2005 to US$21.9 million in 2006. This increase of the interest expense was primarily due to the increases in borrowing and the costs of
borrowing.

Net income (loss)

Due to the factors described above, the Company had a net loss of US$44.1 million in 2006 compared to a net loss of US$114.8 million for
2005.

Bad debt provision

The Company determines its bad debt provision based on the Company s historical experience and the relative aging of receivables. The
Company s bad debt provision excludes receivables from a limited number of customers due to a high level of collection confidence. The
Company provides bad debt provision based on the age category of the remaining receivables. A fixed percentage of the total amount receivable
is applicable to receivables in each past due age category, ranging from 1% for the shortest past due age category to 100% for the longest past
due age category. Any receivables deemed non-collectible will be written off against the relevant amount of provision. The Company s bad debt
provision made (reversed) in 2004, 2005, and 2006 amounted to US$1.0 million, US$(0.01) million, and US$3.0 million, respectively. The
Company reviews, analyzes and adjusts bad debt provisions on a monthly basis.

Deemed dividends on preference shares

As of December 2006 and 2005, the Company did not record any deemed dividends on preference shares.
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Debt Arrangements

Set forth in the table below are the aggregate amounts, as of December 31, 2006, of the Company s future cash payment obligations under the
Company s existing contractual arrangements on a consolidated basis:

Payments due by period
After

Less than

Contractual obligations Total 1 year 1-2 years 3-5 years 5 years
(consolidated) (in US$ thousands)

Short-term borrowings $ 71,000 $ 71,000 $ $ $
Long-term debt
Secured long-term loans 890,368 170,797 290,447 429,124
Operating lease obligations) 3,460 377 163 214 2,706
Purchase obligations® 611,543 611,543
Investment commitments® 29,260 29,260
Other long-term obligations® 146,500 43,000 40,000 63,500

Total contractual obligations $ 1,752,073 $925,954 $330,604 $492,809 $2,706

(1) Represents our obligations to make lease payments to use the land on which our fabs are located in Shanghai and other office equipment
we have leased.

(2) Represents commitments for construction or purchase of semiconductor equipment, and other property or services.

(3) Represents commitments to invest in certain joint venture projects.

(4) Includes the settlement with TSMC for an aggregate of US$175 million payable in installments over six years and the other long-term
liabilities relating to certain license agreements.

As of December 31, 2006, the Company s outstanding long-term liabilities primarily consisted of US$890.37 million in secured bank loans,

which are repayable in installments commencing in May 2006, with the last payment in November 2010.

2001 Loan Facility (SMIC Shanghai)

In December 2001, the Semiconductor Manufacturing International (Shanghai) Corporation ( SMIC Shanghai ) entered into a USD denominated
long-term debt agreement for US$432.0 million with a syndicate of four Chinese banks. The withdrawal period of the facility was 18 months
starting from the loan agreement date. As of December 31, 2004, SMIC Shanghai had fully drawn down on this loan facility. In 2006, the

interest rate on the loan ranges from 6.16% to 7.05%. The interest payment is due on a semi-annual basis. The principal amount is repayable
starting in March 2005 in five semi-annual installments of US$86.4 million. The interest expense incurred in 2006, 2005, and 2004 was US$6.6
million, US$16.5 million, and US$14.0 million, respectively, of which US$0.8 million, US$3.6 million, and US$6.4 million was capitalized as
additions to assets under construction in 2006, 2005, and 2004, respectively.
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As part of the same long-term loan arrangements, SMIC Shanghai had a RMB denominated line of credit of RMB396,960,000 (approximately
US$48.0 million) in 2001, with the same financial institutions. As of December 31, 2004, SMIC Shanghai had fully drawn on this line of credit.
The interest rate for the loan is calculated based on the basic rate of a five-year term loan published by the People s Bank of China. The principal
amount is repayable starting in March 2005 in five semi-annual installments of US$9,593,289.

The interest rate on the loan ranged from 5.02% to 5.27% in 2005. The interest expense incurred in 2005 and 2004 was US$1.6 million and
US$2.5 million, respectively, of which US$0.4 million and US$1.1 million was capitalized as additions to assets under construction in 2005 and
2004, respectively. As of December 31, 2006 and 2005, this facility was fully repaid.

These long-term loan agreements contained certain financial covenants which initially were superceded by the financial covenants set forth in
SMIC Shanghai s long-term agreements from January 2004 and subsequently were superceded by the financial covenants set forth in SMIC
Shanghai s long-term agreements from June 2006 as described below.

2004 Loan Facility (SMIC Shanghai)

In January 2004, SMIC Shanghai entered into the second phase USD denominated long-term facility arrangement for US$256.5 million with
four Chinese banks. As of December 31, 2005 and 2004, SMIC Shanghai had fully drawn down on this loan facility. In 2006, the interest rate on
the loan ranged from 6.16% to 7.05%. The interest payment is due on a semi-annual basis. The principal amount is repayable starting in March
2006 in seven semi-annual installments of US$36.6 million. The interest expense incurred in 2006, 2005 and 2004 was US$7.2 million, US$12.5
million and US$3.9 million, of which US$0.9 million, US$2.7 million and US$nil were capitalized as additions to assets under construction in
2006, 2005 and 2004, respectively.

In connection with the second phase long-term facility arrangement, SMIC Shanghai has a RMB denominated line of credit of RMB235,678,000
(US$28,476,030). As of December 31, 2004, SMIC Shanghai has no borrowings on this line of credit. In 2005, SMIC Shanghai fully utilized
and then repaid in full prior to December 31, 2005. The interest expenses incurred in 2005 was US$0.03 million.

These long-term loan agreements contained certain financial covenants which were superceded by the financial covenants set forth in SMIC
Shanghai s long-term agreements from June 2006 as described below.
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2006 Loan Facility (SMIC Shanghai)

In June 2006, SMIC Shanghai entered into a new USD denominated long-term facility arrangement for US$600.0 million with a consortium of
international and PRC banks. Of this principal amount, US$393.0 million was used to repay the principal amount outstanding under SMIC
Shanghai s bank facilities from December 2001 and January 2004. The remaining principal amount will be used to finance future expansion and
general corporate requirement for SMIC Shanghai. This facility is secured by the manufacturing equipment located in SMIC Shanghai 8-inch
fabs. As of December 31, 2006, SMIC Shanghai had drawn down US$393.0 million from this facility. The remaining facility amount is
available for drawdown until December 2007. The principal amount is repayable starting from December 2006 in ten semi-annual installments.
As of December 31, 2006, SMIC Shanghai had repaid US$23.6 million according to the repayment schedule and had early repaid US$95.0
million. The interest rate on the loan ranged from 6.46% to 6.72%. The interest expense incurred ended December 31, 2006 was US$13.5
million, of which US$1.6 million was capitalized as additions to assets under construction in 2006.

The total outstanding balance of these long-term facilities is collateralized by certain plant and equipment at the original cost of US$1,889.1
million as of December 31, 2006. The registration of the mortgage was in process as of December 31, 2006.

The long term loan agreement entered into in June 2006 contains the following covenants:

Financial covenants for the Borrower including:

1. Consolidated Tangible Net Worth of no less than US$1,200 million;

2. Consolidated Total Borrowings to Consolidated Tangible Net Worth of:

(a) no more than 60% for periods up to and including 31 December 2008; and

(b) no more than 45% thereafter;

3. Consolidated Total Borrowings to trailing preceding four quarters EBITDA not to exceed 1.50x.

4. Debt Service Coverage Ratio of no less than 1.5x. Debt Service Coverage Ratio means trailing four quarters EBITDA divided by
scheduled principal repayments and interest expense for all bank borrowings (including hire purchases, leases and other borrowed monies)
for the same period.
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Financial covenants for the Guarantor including:

1. Consolidated Tangible Net Worth of no less than US$2,300 million;

2. Consolidated Net Borrowings to Consolidated Tangible Net Worth of:

(a) no more than 50% for period up to and including June 30, 2009;

(b) no more than 40% thereafter.

3. Consolidated Net Borrowings to trailing four quarters EBITDA of:

(a) no more than 1.50x for periods up to and including June 30, 2009;

(b) no more than 1.30x thereafter.

SMIC Shanghai has met these covenants as of December 31, 2006.

In May 2005, Semiconductor Manufacturing International (Beijing) Corporation ( SMIC Beijing ) entered into a five year USD denominated loan
facility in the aggregate principal amount of US$600.0 million, with a syndicate of financial institutions based in the PRC. This five-year bank

loan will be used to expand the capacity of SMIC Beijing s fabs. The drawdown period of this facility was twelve months from the sign off date
of the agreement. As of December 31, 2006, SMIC Beijing had fully drawn-down US$600.0 million on this loan facility. The interest rate on

this loan facility in 2006 ranged from 6.26% to 7.17%. The principal amount is repayable starting in December 2007 in six semi-annual
installments. The interest expense incurred in 2006 and 2005 was US$28.5 million and US$4.0 million, of which US$0.5 million and US$0.9
million was capitalized as additions to assets under construction in 2006 and 2005, respectively.

The total outstanding balance of SMIC Beijing USD syndicate loan is collateralized by certain plant and equipment at the original cost of
US$1,058.4 million as of December 31, 2006.

Any of the following would constitute an event of default for SMIC Beijing during the term of the facility:

[Net profit + depreciation + amortization + financial expenses (increase of accounts receivable and advanced payments + increase
of inventory increase in accounts payable and advanced receipts)]/ financial expenses < 1; and

(Total liability  borrowings from shareholders, including principal and interest)/Total assets > 60% (when SMIC Beijing s capacity is less
than 20,000 12-inch wafer per month); and (Total liability ~borrowings from shareholders, including principal and interest)/Total assets >
50% (when SMIC Beijing s capacity exceeds 20,000 12-inch wafers per month).
As of December 31, 2006, SMIC Beijing had a capacity of 25,000 12-inch wafers per month. SMIC Beijing has an exemption period from
December 28, 2006 to June 30, 2007.
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On December 15, 2005, the Company entered into a EUR denominated long-term loan facility agreement in the aggregate principal amount of
EURS8S5 million (equivalent to approximately US$105 million) with a syndicate of banks and ABN Amro Bank N.V. Commerz Bank
(Nederland) N.V. as the leading bank. The drawdown period of the facility ends on the earlier of (i) twenty months after the execution of the
agreement or (ii) the date which the loans have been fully drawn down. Each draw down made under the facility shall be repaid in full by the
Company in ten equal semi-annual installments. As of December 31, 2006, SMIC Tianjin had drawdown EUR15.1 million and repaid the first
two installments with an aggregated amount of EUR3.0 million. As of December 31, 2006, the remaining balance is EUR12.1 million, with the
US dollar equivalent of US$15.9 million. The interest rate on the loan ranged from 3.41% to 3.95%. The interest expense incurred in 2006 was
US$0.3 million of which US$0.07 million was capitalized additions to assets under construction in 2006.

The total outstanding balance of the facility is collateralized by SMIC Tianjin s certain plant and equipment at the original cost of EUR
17.8 million as of December 31, 2006.

The long-term debt arrangements contain financial covenants as defined in the loan agreements. The Company met these covenants as of
December 31, 2006.

Short-term Credit Agreements

As of December 31, 2006, the Company had fifteen short-term credit agreements that provided total credit facilities up to US$474.0 million on a
revolving credit basis. As of December 31, 2006, the Company had drawn down US$71.0 million under these credit agreements and US$403.0
million is available for future borrowings. The outstanding borrowings under the credit agreements are unsecured. The interest expense incurred
in 2006 was US$8.5 million. The interest rate on the loans ranged from 3.62% to 6.52% in 2006.

The Company has accepted promissory notes from employees exercising options to purchase either ordinary shares or Series A convertible
preference shares under the Company s 2001 employee stock option plans (the Stock Option Plans ). At December 31, 2006, 2005, and 2004, the
Company had notes receivable from employees related to the early exercise of employee stock options in the aggregate amount of US$nil,

US$nil, and US$391,375, respectively. In 2005, the Company collected US$391,375 through the repayment of notes receivable by certain
employees and the sale of the notes receivable to a third party bank. The notes are full recourse and are secured by the underlying ordinary

shares and preference shares. The notes are due at various dates from year 2006 to 2008 and payable at varying rates from 3.02% to 4.28% per
annum.

Capitalized Interest

Interest incurred on funds used to construct plant and equipment during the active construction period is capitalized, net of government subsidies
received. The interest capitalized is determined by applying the borrowing interest rate to the average amount of accumulated capital
expenditures for the assets under construction during the period. Capitalized interest is added to the cost of the underlying assets and is
amortized over the useful life of the assets. Capitalized interest of US$4.8 million, US$7.6 million and US$7.5 million, net of government
subsidies of US$22.3 million, US$4.0 million and US$nil in 2006, 2005 and 2004, respectively, has been added to the cost of the underlying
assets during the year and is amortized over the respective useful life of the assets. In 2006, 2005, and 2004, the Company recorded amortization
expenses relating to the capitalized interest of US$4.7 million, US$3.3 million, and US$1.7 million, respectively.
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Commitments

As of December 31, 2006, the Company had commitments of US$75.1 million for facilities construction obligations for the facility in Chengdu
and the Beijing, Tianjin, and Shanghai fabs, and US$536.4 million to purchase machinery and equipment for the testing facility in Chengdu and
the Beijing, Tianjin and Shanghai fabs. As of December 31, 2006, the Company had total commitments of US$29.26 million to invest in a
certain joint venture project. The Company expects to complete the cash injection of this project in 2007.

Debt to Equity Ratio

As of December 31, 2006, the Company s debt to equity ratio was 32% calculated based on the sum of the short-term borrowings, current portion
of long-term debt and long-term debt divided by total shareholders equity.

Foreign Exchange Rate Fluctuation Risk

The Company s revenue, expense, and capital expenditures are primarily transacted in U.S. dollars. However, since the Company has operations
consisting of manufacturing, sales and purchasing activities outside of the U.S., the Company enters into transactions in other currencies. The
Company is primarily exposed to changes in exchange rate for the Euro, Japanese Yen, and RMB.

To minimize these risks, the Company purchases foreign-currency forward exchange contracts with contract terms normally lasting less than six
months to protect against the adverse effect that exchange rate fluctuations may have on foreign-currency denominated activities. These forward
exchange contracts are principally denominated in Rmb, Japanese Yen or Euros and do not qualify for hedge accounting in accordance with
SFAS No. 133.

Cross Currency Swap Fluctuation Risk

On December 15, 2005, the Company entered into a long-term loan facility agreement in the aggregate principal amount of EUR85 million. The
company is primarily exposed to changes in exchange rate for the Euro.

To minimize the risk, the company entered into a cross currency swap contract with contract term fully matching the repayment schedule of the
long-term loan to protect against the adverse effect that exchange rate fluctuations arising foreign-currency denominated loan. The cross
currency swap contract does not qualify for hedge accounting in accordance with SFAS No. 133
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Outstanding Foreign Exchange Contracts

As of December 31, 2006, the Company had outstanding foreign currency forward exchange contracts with notional amounts of US$35.7
million. Notional amounts are stated in the U.S. dollar equivalents at spot exchange rates as of the respective dates. As of December 31, 2006,
the fair value of foreign currency forward exchange contracts was approximately a loss of US$2.7 million, which is recorded in accrued
expenses and other current liabilities. We had US$35.7 million of foreign currency exchange contracts outstanding as of December 31, 2006, all
of which matured during the 2007.

The Company had US$245.6 million of foreign currency exchange contracts outstanding as December 31, 2005, all of which matured in 2006.
The Company had US$61 million of foreign currency exchange contracts outstanding as of December 31, 2004, all of which matured in 2005.

The Company does not enter into foreign currency exchange contracts for speculative purposes.

As of December 31, 2006

Expected maturity date
(in US$ thousands)
2006 Fair Value

Forward Exchange Agreement
(Receive JPY/Pay US$)
Contract Amount 35,660 (2,694)
(Receive Euro/Pay USS$)
Contract Amount 0 0
(Receive US$/Pay Rmb)
Contract Amount 0 0
Total Contract Amount 35,660 (2,694)

Outstanding Cross Currency Swap Contracts

As of December 31, 2006, the Company had outstanding cross currency swap contracts with notional amounts of US$15.9 million. Notional
amounts are stated in the U.S. dollar equivalents at spot exchange rates as of the respective dates. As of December 31, 2006, the fair value of
Cross currency swap contracts was approximately a gain of US$0.3 million, which is recorded in other income and other current assets. We had
US$15.9 million of cross currency swap contracts outstanding as of December 31, 2006, all of which will mature in 2010.
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Interest Rate Risk

The Company s exposure to interest rate risks relates primarily to the Company s long-term debt obligations, which the Company generally
assumes to fund capital expenditures and working capital requirements. The table below presents annual principal amounts due and related
weighted average implied forward interest rates by year of maturity for the Company s debt obligations outstanding as of December 31, 2006.
The Company s long-term debt obligations are all subject to variable interest rates. The interest rates on the Company s U.S. dollar-denominated
loans are linked to the LIBOR rate. The interest rates on the Company s EUR-denominated loan is linked to the EURIBOR rate. As a result, the
interest rates on the Company s loans are subject to fluctuations in the underlying interest rates to which they are linked.

As of December 31,
2007 2008 2009 2010
(Forecast)
(in US$ thousands, except percentages)

Redeemable promissory notes

Average balance 77,602 49,342 22,032
Average interest rate 3.45% 3.45% 3.45%
US$ denominated

Average balance 707,610 421,150 134,690
Average interest rate 6.78% 6.62% 6.57%
Weighted average forward interest rate 6.78% 6.62% 6.57%
EUR denominated

Average balance 11,961 7,974 3,987
Average interest rate 4.33% 4.29% 4.29%
Weighted average forward interest rate 4.33% 4.29% 4.29%
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Directors and Senior Management

Members of the Board who served during the year of 2006 were:

Yang Yuan Wang (Chairman of the Board and Independent Non-executive Director);

Richard Ru Gin Chang (Executive Director, President and Chief Executive Officer of the Company);

Lai Xing Cai (ex-Non-executive Director who resigned as of February 6, 2006);

Fang Yao (Non-executive Director);

Ta-Lin Hsu (Independent Non-executive Director);

Yen-Peng Jou (ex-Independent Non-executive Director who retired at the 2006 annual general meeting held on May 30, 2006 ( 2006 AGM ));
Tsuyoshi Kawanishi (Independent Non-executive Director); Henry Shaw (Independent Non-executive Director);
Lip-Bu Tan (Independent Non-executive Director);

Albert Y. C. Yu (Independent Non-executive Director); and

Jiang Shang Zhou (Independent Non-executive Director).

Re-election of Class III Directors

Shareholders are invited to re-elect Class III Directors at the 2007 annual general meeting of the Company s shareholders (the 2007 AGM ) to fill
the vacancies available due to the retirements of the Directors mentioned below.

Three Class III Directors, Yang Yuan Wang, Tsuyoshi Kawanishi and Fang Yao, whose initial appointments as Directors took effect on
September 25, 2001 (in respect of Yang Yuan Wang and Tsuyoshi Kawanishi who were re-appointed as Directors and designated as Class III
Directors on March 18, 2004) and February 6, 2006 (in respect of Fang Yao who was re-appointed as Director and designated as Class II1
Director at the 2006 AGM), will retire from office at the 2007 AGM pursuant to Article 90 of the Company s Articles of Association. Each of
Prof. Wang, Mr. Kawanishi and Mr. Yao will offer himself for re-election as a Class III Director. If elected, each of Prof. Wang, Mr. Kawanishi
and Mr. Yao would hold office until the 2010 annual general meeting of the Company.

Pursuant to the resolution passed at a Board meeting held on March 29, 2006, the Board increased the numbers of Directors from eight (8) to
nine (9), such increase took effect on the date of the 2006 AGM held on May 30, 2006. Dr. Albert Y. C. Yu was elected and served as a Class [
Director at the 2006 AGM to fill the vacancy available following such increase of number of Directors.

Details of the proposed candidates for re-election as Directors at the 2007 AGM are set out in the circular to the shareholders sent together with
this annual report.

Alternate Directors

Upon the resignation of Lai Xing Cai as a Director on February 6, 2006, Fang Yao ceased being an alternate Director to Lai Xing Cai. On the
same date, Fang Yao was appointed as a Director.
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Board of Directors and Senior Management

Members of the Board are re-elected or elected by the Company s shareholders. As of December 31, 2006, the Board consisted of nine
(9) Directors.

The Company s senior management is appointed by, and serve at the discretion of, the Board.

The following table sets forth the names of the Directors and the senior management of the Company, including its founder, as of the date of this
annual report.

Name Age Position

Directors

Yang Yuan Wang 72 Chairman, Independent Non-executive Director
Richard Ru Gin Chang 59 Founder, President, Chief Executive Officer and Executive Director
Ta-Lin Hsu 64  Independent Non-executive Director

Jiang Shang Zhou 60  Independent Non-executive Director

Tsuyoshi Kawanishi 78  Independent Non-executive Director

Henry Shaw 53  Independent Non-executive Director

Lip-Bu Tan 48  Independent Non-executive Director

Albert Y. C. Yu 66  Independent Non-executive Director

Fang Yao 38  Non-executive Director

Senior Management

Morning Wu 50  Acting Chief Financial Officer, Chief Accounting Officer and Qualified Accountant
Marco Mora 48  Chief Operating Officer

Toshiaki Ikoma 65  Chief Technology Officer

Akio Kawabata 61 Vice President, Marketing

Anne Wai Yui Chen 44 Company Secretary, Hong Kong Representative and Compliance Officer

Brief Biographical Details
Chairman of the Board, Independent Non-executive Director

Yang Yuan Wang is currently the Chairman and has been a Director since 2001. Professor Wang has more than 40 years of experience related to
the semiconductor industry. He is the Chairman of SMIC Shanghai, SMIC Beijing and SMIC Tianjin and is also the Chief Scientist of the
Microelectronics Research Institute at Beijing University. He is a fellow of the Chinese Academy of Sciences, The Institute of Electrical and
Electronics Engineers (USA), and The Institute of Electrical Engineers (UK).
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Founder, President, Chief Executive Officer and Executive Director

Richard Ru Gin Chang founded the Company in April 2000 and is currently President, Chief Executive Officer and Executive Director.

Dr. Chang is also a director of SMIC Shanghai, SMIC Beijing, SMIC Tianjin, Semiconductor Manufacturing International (AT) Corporation,
SMIC Solar Cell Corporation and Magnificent Tower Limited. Dr. Chang has over 28 years of semiconductor experience in foundry operations,
wafer fabrication and research and development. From 1998 to 1999, Dr. Chang was President of Worldwide Semiconductor Manufacturing
Corp., or WSMC, after joining the company in 1997. Prior to joining WSMC, Dr. Chang worked for 20 years at Texas Instruments Incorporated,
where he helped build and manage the technology development and operations of ten semiconductor fabs and integrated circuit operations in the
United States, Japan, Singapore, Italy and Taiwan. Dr. Chang received a PhD in Electrical Engineering from Southern Methodist University and
amaster s degree in Engineering Science from the State University of New York. In December 2003, Dr. Chang was selected by the China
Center of Information Development as one of the ten China IT Economic People of 2003  for his role in influencing and contributing to the
development of China s information technology industry. In February 2004, Dr. Chang received The Magnolia Silver Award, which is generally
recognized as the highest award an individual may receive from the Shanghai Municipal Foreign Affairs Office. The award recognizes

Dr. Chang s contributions to Shanghai s economy, social development and interchange and cooperation with foreign companies. In April 2005,
Dr. Chang received The International Scientific and Technological Cooperation Award of The People s Republic of China. In November 2005,
Dr. Chang received the Award of 2005 China IT Person of the Year and in February 2006 and March 2007, he received the 2004-2005 China
Semiconductor Industry Leadership Award.

Non-executive Director

Fang Yao was an alternate Director to Lai Xing Cai, a Director, from July 2004 until February 6, 2006, at which time Mr. Cai resigned as a
Director and Mr. Yao ceased to be an alternate Director. On the same date, Mr. Yao was appointed as a Director. Mr. Yao is an executive
director of Shanghai Industrial Holdings Limited ( SIHL ). Mr. Yao also serves as a director and general manager of Shanghai Industrial
Pharmaceutical Investment Co., Ltd. chairman of Guangdong Techpool Bio-Pharma Co., Ltd. and Shanghai Sunway Biotech Co., Ltd., vice
chairman of Bright Dairy and Food Co., Ltd. and Shenzhen KangTai Biological Products Co., Ltd. and a director of Microport Medical
(Shanghai) Co., Ltd., XiaMen Traditional Chinese Medicine Co., Ltd. and Shanghai Industrial Development Co., Ltd. He graduated from
Chinese University of Hong Kong with a master s degree in Business Administration and has over 10 years experience in money and capital
markets.
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Independent Non-executive Directors

Ta-Lin Hsu has been a Director since 2001 and is a director of SMIC Beijing. Dr. Hsu is the founder and chairman of H&Q Asia Pacific. Prior to
founding H&Q Asia Pacific in 1986, Dr. Hsu was a general partner at Hambrecht & Quist and held the position of senior manager in the
Corporate Research Division of IBM. Dr. Hsu has served on the boards of a number of public and private companies, and he currently serves on
the board of trustees of the Asia Foundation and as a member of the Council of Foreign Relations. Dr. Hsu received his PhD in Electrical
Engineering from the University of California at Berkeley and his undergraduate degree in Physics from National Taiwan University. Dr. Hsu is
a member of the Advisory Board of the Haas School of Business at the University of California at Berkeley.

Tsuyoshi Kawanishi has been a Director since 2001 and is also the chairman of SMIC Japan Corporation. Mr. Kawanishi has more than 50 years
of experience in the electronics industry with Toshiba Corporation, where he served as, among other positions, senior executive vice president
and senior advisor. Mr. Kawanishi currently serves on the board of directors of Asyst Technologies, Inc., FTD Technology Pte. Ltd. and T.C.S.
Japan, and acts as an advisor to Accenture Ltd., Kinetic Holdings Corporation and a number of private companies. Mr. Kawanishi is also the
chairman of the Society of Semiconductor Industry Seniors in Japan and the Chairman of the SIP Consortium of Japan.

Henry Shaw has been a Director since 2001. Mr. Shaw is currently the senior partner of AsiaVest Partners TCW/YFY Ltd. Prior to joining
AsiaVest Partners, Mr. Shaw was a vice president at Transpac Capital Pte. Ltd. and founded and served as chief financial officer of Mosel
Vitelic Inc. Mr. Shaw serves on the board of directors of United Test and Assembly Center. Mr. Shaw received a master s degree in Business
Administration from National Cheng-Chi University in Taiwan.

Lip-Bu Tan has been a Director since 2002 and is a director of SMIC Tianjin. Mr. Tan is the founder and chairman of Walden International, a
venture capital firm. Mr. Tan currently serves on the board of directors of Cadence Design Systems, Inc., Creative Technology Ltd., Flextronics
International Ltd., Integrated Silicon Solution, Inc. and SINA Corporation, as well as a number of private companies. Mr. Tan received a master s
degree in Nuclear Engineering from the Massachusetts Institute of Technology and a master s degree in Business Administration from the
University of San Francisco.

Jiang Shang Zhou has been a Director since 2006. Mr. Jiang is currently a committee member of the Shanghai Committee of Chinese People s
Political Consultative Conference, officer of and director commissioner of Shanghai State Owned Assets Planning and Investment Committee.
Mr. Jiang was also the deputy secretary general of Shanghai Government, officer of the Shanghai Chemical Industrial District Leader Team
Office, officer of Shanghai International Automobile City Leader Team Office and officer of the Shanghai Fuel Cell Electric Vehicles (863
major project) Leader Team Office. Mr. Jiang received his master s degree from Tsing Hua University in telecommunications and his doctorate
degree from
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Albert Y. C. Yu has been a Director since 2006. Dr. Yu is chairman of OneAngstrom LLC, and has been active in investing and mentoring high
technology companies. Dr. Yu retired from Intel Corporation ( Intel ) in late

2002, after almost thirty years with Intel. He had been senior vice president, member of the corporate management committee and general
manager of Intel s business including microprocessors, chipsets and software for over sixteen years. Under his leadership, Intel s microprocessors
from 386 to the Pentium 4 and Pentium M Processors have become the highest volume microchips that power the computers and the Internet

and propelled Intel to be the largest semiconductor company in the world. He was also in charge of Intel s corporate strategy that led to its entry
into the optoelectronics business and its extensive international expansions. Dr. Yu serves on the boards of a number of high technology
companies, venture capital firms and non-profit organizations. In February 2006, he received the Distinguished Life Time Achievement Award
from CIE-USA, in recognition of his leadership of Intel s microprocessor business. Dr. Yu has published two books: Insider s View of Intel
(1995) and Creating the Digital Future (1998). Prior to Intel, Dr. Yu was with Fairchild R&D Lab, where he conducted research and
development of solid-state devices and circuits. Dr. Yu received his bachelor s degree from California Institute of Technology and his master s
and doctorate degrees from Stanford University, all in electrical engineering.

Senior Management

Morning Wu joined the Company as Associate Vice President of Finance and Accounting in January 2003 and was appointed as Acting Chief
Financial Officer, Chief Accounting Officer and Qualified Accountant of the Company as of March 28, 2005. Ms. Wu has over 26 years of
experience in the investment and finance field. Prior to joining the Company, Ms. Wu held management positions with First Taiwan Securities

Inc. and Grand Cathay Securities Co. Ltd. Her responsibilities at these companies included strategic planning, mergers & acquisitions and
designing and monitoring risk management systems. She holds a licence for Accounting and Auditor with the Senior Civil Service Examination

of Taiwan. Ms. Wu obtained a bachelor s degree in Accounting from the National Chengchi University, Taiwan and received a master s degree in
Accounting from the National Taiwan University.

Marco Mora joined the Company in 2000 as Vice President of Operations and was named the Chief Operating Officer in November 2003.
Mr. Mora has more than 21 years of experience in the semiconductor industry. Prior to joining the Company, Mr. Mora held management
positions with STMicroelectronics N.V., Texas Instruments Italia S.p.A, Micron Technology Italia S.p.A and WSMC. Mr. Mora received a
master s degree in Physics from the University of Milan.
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Toshiaki Ikoma joined the Company as Chief Technology Officer in January 2004. Dr. Ikoma has extensive semiconductor experience in both
academia and industry. Dr. Ikoma was the president of Texas Instruments Japan, Inc. for five years and, prior to that position, served as a
professor of Electronics at the Institute of Industrial Science at the University of Tokyo from 1968 to 1994. Prior to joining the Company, he was
a professor of Technology Management at the Graduate School of International Corporate Strategy of Hitotsubashi University, Tokyo,
beginning in 2002. Dr. Ikoma received a PhD in Electronics from the University of Tokyo.

Akio Kawabata joined the Company in 2002 and is currently the Vice President of Marketing. Mr. Kawabata has over 33 years of experience in
the semiconductor industry. Prior to joining the Company, Mr. Kawabata held various management positions with Toshiba Corporation,

including general manager of Toshiba s International Division, president of Toshiba Electronics Europe GmbH and managing director of Toshiba
Asia Pacific. Mr. Kawabata received a master s degree in Electrical Engineering from Stanford University.

Company Secretary

Anne Wai Yui Chen joined the Company in 2001 and is the Company s Hong Kong Representative, Company Secretary and Compliance
Officer. Ms. Chen is admitted as a solicitor in Hong Kong, England and Wales and Australia and was admitted as an advocate and solicitor in
Singapore. She had served as a deputy adjudicator of the Small Claims Tribunal in Hong Kong in 1999 and had served as the president from
2000 to 2002 and is currently a council member of the Hong Kong Federation of Women Lawyers. Prior to joining the Company in 2001, she
had been a practicing solicitor in Hong Kong since 1987.
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Report of the Directors
Subsidiaries

Except as otherwise listed below, the Company owns 100% of the issued and outstanding share capital of its subsidiaries. As of December 31,
2006, these subsidiaries are as follows:

1.
Semiconductor Manufacturing International (Shanghai) Corporation*

( SMIC Shanghai )

Principal country of operation: Shanghai, PRC
Place of incorporation: Shanghai, PRC

Legal entity: Wholly foreign-owned enterprise
Total investment: US$5,200,000,000
Registered capital: US$1,740,000,000

Equity holder: the Company (100%)

2.  Semiconductor Manufacturing International (Beijing) Corporation ( SMIC Beijing )
Principal country of operation: Beijing, PRC

Place of incorporation: Beijing, PRC

Legal entity: Wholly foreign-owned enterprise
Total investment: US$3,000,000,000
Registered capital: US$1,000,000,000

Equity holder: the Company (100%)

3.
Semiconductor Manufacturing International (Tianjin) Corporation* ( SMIC Tianjin )

Principal country of operation: Tianjin, PRC
Place of incorporation: Tianjin, PRC
Legal entity: Wholly foreign-owned enterprise

Total investment: US$1,100,000,000
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Registered capital: US$690,000,000

Equity holder: the Company (100%)

4. Semiconductor Manufacturing International (Chengdu) Corporation ( SMIC Chengdu )
Principal country of operation: Chengdu, PRC

Place of incorporation: Chengdu, PRC

Legal entity: Wholly foreign-owned enterprise
Total investment: US$175,000,000

Registered capital: US$60,000,000

Equity holder: the Company (56.7%, indirectly through Semiconductor Manufacturing International (AT) Corporation)

*  For identification purposes only
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5.
SMIC Japan Corporation*

Principal country of operation: Japan
Place of incorporation: Japan
Authorised capital: JPY 10,000,000 divided into 200 shares of a par value of JPY50,000

Equity holder: the Company (100%)

6. SMIC, Americas
Principal country of operation: U.S.A.

Place of incorporation: California, US
Registered capital: No registered capital, authorized to issue 50,000,000 shares of common stock

Equity holder: the Company (100%)

7. Better Way Enterprises Limited
Principal country of operatiion: Samoa

Place of incorporation: Samoa
Authorised capital: US$1,000,000 divided into 1,000,000 shares of a par value of US$1.00
Issued share capital: US$1.00

Equity holder: the Company (100%)

8.  SMIC Europe S.R.L.
Principal country of operation: Agrate Brianza (Milan), Italy

Place of incorporation: Agrate Brianza (Milan), Italy
Registered capital: Euros100,000

Equity holder: the Company (100%)

9.  Garrison Consultants Limited
Principal Country of operation: Samoa

Place of incorporation: Samoa

50



Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 6-K

Authorised capital: US$1,000,000 divided into 1,000,000 shares of a par value of US$1.00
Issued share capital: US$1.00

Equity holder: the Company (100%, indirectly through Better Way Enterprises Limited)

10. Semiconductor Manufacturing International (AT) Corporation
Principal Country of operation: Cayman Islands

Place of incorporation: Cayman Islands
Authorised capital: US$1,900,000 divided into 100,000,000 ordinary shares of US$0.01 each and 90,000,000 Series A
preference shares of US$0.01 each

Equity holder: the Company (56.7%)

11. Semiconductor Manufacturing International (Solar Cell) Corporation
Principal Country of operation: Cayman Islands

Place of incorporation: Cayman Islands
Authorised capital: US$11,000

Equity holder: the Company (100%)

*  For identification purposes only
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12.
SMIC Energy Technology (Shanghai) Corporation*

Principal country of operation: Shanghai, PRC

Place of incorporation: Shanghai, PRC

Legal entity: Wholly foreign-owned enterprise

Total investment: US$14,090,000

Registered capital: US$6,000,000

Equity holder: the Company (100%, indirectly through Semiconductor Manufacturing International

(Solar Cell) Corporation)

13. SMIC Commercial Shanghai Limited Company
(formerly known as  SMIC Consulting Corporation )

Principal country of operation: Shanghai, PRC
Place of incorporation: Shanghai, PRC

Legal entity: Wholly foreign-owned enterprise
Total investment: US$1,100,000

Registered capital: US$800,000

Equity holder: the Company (100%)

14.
SMIC (Chengdu) Development Corporation*

Principal country of operation: Chengdu, PRC
Place of incorporation: Chengdu, PRC

Legal entity: Wholly foreign-owned enterprise
Total Investment: US$12,500,000

Registered capital: US$5,000,000

Equity holder: the Company (100%)
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15. Magnificent Tower Limited
Principal Country of operation: British Virgin Islands

Place of incorporation: British Virgin Islands
Authorised capital: US$50,000
Issued share capital: US$1.00

Equity holder: the Company (100%, indirectly through Better Way Enterprises Limited)

*  For identification purposes only
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Share Capital

During the year ended December 31, 2006, the Company issued 95,707,982 ordinary shares to certain of the Company s eligible participants
including employees, directors, officers and service providers of the Company ( eligible participants ) pursuant to the Company s 2004 stock
option plan (the Stock Option Plan ) and 37,036,614 ordinary shares to certain of eligible participants pursuant to the 2004 equity incentive plan
of the Company (the EIP ).

During the year ended December 31, 2006, the Company repurchased 1,669,000 ordinary shares from eligible participants pursuant to the terms
of the Company s 2001 Preference Shares Stock Plan and 2001 Regulation S Preference Shares Stock Plan (collectively the 2001 Preference
Shares Plan ).

Number of Ordinary Shares Outstanding
Outstanding Share Capital as at December 31, 2006 18,432,756,463
Under the terms of the Company s 2004 Equity Incentive Plan, the Compensation Committee of the Company may grant restricted share units
( Restricted Share Units ) to eligible participants. Each Restricted Share Unit represents the right to receive one ordinary share. Restricted Share
Units granted to new employees generally vest at a rate of 10% upon the second anniversary of the vesting commencement date, an additional
20% on the third anniversary of the vesting commencement date and an additional 70% upon the fourth anniversary of the vesting
commencement date. Restricted Share Units granted to existing employees generally vest at a rate of 25% upon the first, second, third and fourth
anniversaries of the vesting commencement date. Upon vesting of the Restricted Share Units and subject to the terms of the Insider Trading
Policy and the payment by the participants of applicable taxes, the Company will issue the relevant participants the number of ordinary shares
underlying the awards of Restricted Share Units.

For the twelve months ended December 31, 2004, the Compensation Committee granted a total of 118,190,824 Restricted Share Units pursuant
to which the Company issued an aggregate of 18,536,451 ordinary shares to its eligible participants on or around July 1, 2005. For the twelve
months ended December 31, 2005, the Compensation Committee granted a total of 122,418,740 Restricted Share Units pursuant to which the
Company issued an aggregate of 27,591,342 ordinary shares to its eligible participants on or around January 1, 2006 and July 1,2006. For the
twelve months ended December 31, 2006, the Compensation Committee granted a total of 16,058,864 Restricted Share Units. The remaining
vesting dates of these Restricted Share Units (after deducting the number of Restricted Share Units granted but cancelled due to the departure of
eligible participants prior to vesting) approximately are as follows:
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Vesting Dates
2007
1-Jan
27-Feb
1-Mar
3-Mar
23-Mar
25-Apr
29-Apr
30-May
1-Jul
1-Aug
1-Sep
13-Sep
16-Sep
1-Oct
16-Oct

2008
1-Jan
27-Feb
1-Mar
3-Mar
23-Mar
25-Apr
29-Apr
30-May
1-Jul
1-Aug
1-Sep
13-Sep
16-Sep
1-Oct
16-Oct
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Approximate no. of Restricted Share Units (the

actual number of shares eventually to be issued

may change due to departure of eligible
participants prior to vesting)

9,961,250
25,000
200,000
250,000
175,000
20,000
50,000
250,000
21,097,696
520,000
14,520,800
500,000
75,000
950,000
97,216

10,048,750
25,000
200,000
250,000
175,000
40,000
100,000
250,000
21,097,696
540,000
14,520,800
290,000
75,000
950,000
84,716
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Vesting Dates
2009
1-Jan
27-Feb
1-Mar
3-Mar
23-Mar
25-Apr
29-Apr
1-Jul
1-Aug
1-Sep
13-Sep
16-Sep
1-Oct
16-Oct

2010
1-Jan
27-Feb
1-Mar
3-Mar
23-Mar
1-Jul
1-Sep
13-Sep
16-Sep
1-Oct
16-Oct

2011
1-Jan

Approximate no. of Restricted Share Units (the
actual number of shares eventually to be issued
may change due to departure of eligible
participants prior to vesting)

10,048,750
25,000
200,000
250,000
175,000
140,000
350,000
598,771
640,000
14,520,800
330,000
75,000
950,000
84,716

9,811,250
25,000
200,000
250,000
175,000
200,000
945,562
280,000
75,000
950,000
72,216

87,500
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Repurchase, Sale or Redemption of Securities

Other than repurchases by the Company of ordinary shares from employees pursuant to the terms of the 2001 Preference Share Plans, as
disclosed in the paragraph (Share Capital) above, the Company has not repurchased, sold or redeemed any additional ordinary shares in 2006.

The number of shares that the Company repurchased on a monthly basis in 2006, pursuant to the terms of the Stock Options Plans, is set forth

below.

Month

January
February
March
April

May

June

July
August
September
October
November
December
Public Float

Number of Ordinary
Shares Repurchased

0
671,500
0
630,000
0
0
162,500
0
0
205,000
0
0

Highest Repurchase
Price Per Share
(in HK$)

0.8657

0.8657

0.8657

0.8657

Lowest Repurchase
Price Per Share
(in HK$)

0.1169

0.0390

0.0390

0.0390

Aggregate
Price Paid
(in HK$)

195,590.60

82,439

113,679

61,730.50

As of April 23, 2007, being the latest practicable date prior to the printing of this annual report, the public (as defined in the Rules Governing the
Listing of Securities on the SEHK ( Listing Rules )) holds more than 25% of the Company s total issued share capital.

Debt to Equity Ratio

As of December 31, 2006, the Company s debt to equity ratio was 32% calculated based on the sum of the short-term borrowings, current portion
of long-term debt and long-term debt divided by total shareholders equity.
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Dividends and Dividend Policy

At the end of 2006, the Company s accumulated deficit increased to US$288.8 million from an accumulated deficit of US$244.7 million at the
end of 2005. The Company has not declared or paid any cash dividends on the ordinary shares. We intend to retain any earnings for use in the
Company s business and do not currently intend to pay cash dividends on the ordinary shares. Dividends, if any, on the outstanding shares will be
declared by and subject to the discretion of the Board and must be approved at the annual general meeting of shareholders. The timing, amount
and form of future dividends, if any, will also depend, among other things, on:

the Company s results of operations and cash flow;

the Company s future prospects;

the Company s capital requirements and surplus;

the Company s financial condition;

general business conditions;

contractual restrictions on the payment of dividends by the Company to its shareholders or by the Company s subsidiaries to the Company;
and

other factors deemed relevant by the Board.
The Company s ability to pay cash dividends will also depend upon the amount of distributions, if any, received by the Company from its
wholly-owned Chinese operating subsidiaries. Under the applicable requirements of Chinese Company Law, the Company s subsidiaries in
China may only distribute dividends after they have made allowances for:

recovery of losses, if any;

allocation to the statutory common reserve funds;

allocation to staff and workers bonus and welfare funds; and

allocation to a discretionary common reserve fund if approved by the Company s shareholders.
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More specifically, these operating subsidiaries may only pay dividends after 10% of their net profit has been set aside as statutory common
reserves and a discretionary percentage of their net profit has been set aside for the staff and workers bonus and welfare funds. These operating
subsidiaries are not required to set aside any of their net profit as statutory common reserves if such reserves are at least 50% of their respective
registered capital. Furthermore, if they record no net income for a year, they generally may not distribute dividends for that year.

Contracts of Significance
There were no contracts of significance during the year in which any of the Directors were materially interested.
Major Suppliers and Customers

In 2006, the Company s largest and five largest raw materials suppliers accounted for approximately 14.7% and 46.1%, respectively, of the
Company s overall raw materials purchases. Having made reasonable enquiries, none of the Directors or shareholders (which to the knowledge of
the Directors own more than 5% of the Company s issued share capital) or their respective associates had interests in any of the Company s five
largest suppliers. Almost all of the Company s materials are imported free of value-added tax and import duties due to concessions granted to the
semiconductor industry in China.

For 2006, the Company s largest and five largest customers accounted for approximately 29.8% and 61.4%, of the Company s total overall sales.
The Company s Chief Executive Officer, Richard Ru Gin Chang, and his wife together hold shareholding interests of less than 0.1% in one of the
Company s five largest customers in 2006, Texas Instruments Incorporated. Having made reasonable enquiries, none of the other Directors or
shareholders (which to the knowledge of the Directors own more than 5% of the Company s issued share capital) or their respective associates
had interests in any of the Company s five largest customers in 2006.

Pre-emptive Rights

The Company confirms that no pre-emptive rights exist in the law of the Cayman Islands.
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Director s Interests

As at December 31, 2006, the interests or short positions of the Directors in the ordinary shares, underlying shares and debentures of the
Company (within the meaning of Part XV of the Securities and Futures Ordinance (Cap. 571 of the laws of Hong Kong) ( SFO )), which were
notified to the Company and the SEHK pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests or short positions which they

are taken or deemed to have under such provisions of the SFO), and as recorded in the register required to be kept under section 352 of the SFO

or as otherwise notified to the Company and the SEHK pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers

were as follows:

Percentage of

Aggregate Interests
to Total Issued
Board Member Nature of Interest Number of Shares Share Capital
Richard Ru Gin Chang Personal Interest() 35,579,550
Personal Interest@®®© 17,600,000
Corporate Interest® 20,000,000
Interest of Spouse 9,790,000
Interest of Child under 18 11,200,000
Total 94,169,550 *
Ta-Lin Hsu Corporate Interest® 15,300,010
Personal Interest®© 1,000,000
Total 16,300,010 *
Tsuyoshi Kawanishi Personal Interest®© 1,000,000
Personal Interest” 1,500,000
Total 2,500,000 *
Henry Shaw Personal Interest®© 1,000,000 *
Lip-Bu Tan Personal Interest®© 1,000,000 *
Yang Yuan Wang Personal Interest®© 1,000,000 *
Albert Y. C. Yu Personal Interest 1,350,000 *
Personal Interest©® 1,000,000 *
Total 2,350,000 *
Notes:

* Indicates less than 1%.
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Pursuant to a Charitable Pledge Agreement dated December 1, 2003, Richard Ru Gin Chang and his spouse, Scarlett K. Chang
(collectively, the Donors ) have pledged to transfer 10,000,000 of such ordinary shares as a charitable gift to The Richard and Scarlett
Chang Family Foundation, a Delaware nonprofit nonstock corporation organized exclusively for religious, charitable, scientific, literary
and education purposes within the meaning of Section 501(c)(3) of the US Internal Revenue Code of 1986, as amended, such transfer to be
made in full at or prior to the death of the surviving Donor. In addition, 2,639,550 of such ordinary shares are jointly held by Richard Ru
Gin Chang and his spouse, Scarlett K. Chang.

The Compensation Committee has granted Dr. Chang options to purchase an aggregate of 15,100,000 ordinary shares if fully exercised,
and an award of 2,000,000 RSUs (each representing the right to receive one ordinary share). As of December 31, 2006, none of these
options have been exercised and 50% of the RSUs have vested.

These ordinary shares are held by Jade Capital Company, LLC, a Delaware limited liability company (the LLC ), of which Richard Ru Gin
Chang and his spouse, Scarlett K. Chang (collectively, the Members ), are the sole Members. It is the current intention of the Members that
all or a portion of the net income of the LLC be used for philanthropic purposes, including but not limited to contributions to charitable
organizations that are tax-exempt under Section 501(c)(3) of the US Internal Revenue Code of 1986, as amended.

Ta-Lin Hsu has a controlling interest in AP3 Co-Investment Partners, LDC, which holds 15,300,010 ordinary shares.

Each independent Non-executive Director and Non-executive Director was granted an option to purchase 500,000 ordinary shares at a
price per ordinary share of US$0.22. These options were fully vested on March 19, 2005 and will expire on November 9, 2009. As of
December 31, 2006, these options have not been exercised. Lai Xing Cai (who resigned as an Non-executive Director on February 6,
2006) has declined such option. The option granted to Mr. Yen-Pong Jou (who retired as an Independent Non-executive Director at the
annual general meeting held on May 30, 2006) lapsed and cancelled on September 27, 2006.

Each Director was granted an option to purchase 500,000 ordinary shares at a price per ordinary share of US$0.132. These options will be
vested as to 50% on May 30, 2007 and as to 50% on May 30, 2008 and both options will expire on the earlier of September 29, 2016 or
120 days after termination of the director s service to the Board. As of December 31, 2006, these options have not been exercised. Fang
Yao and Jiang Shang Zhou have declined such option.

Tsuyoshi Kawanishi has been granted options to purchase an aggregate of 1,500,000 ordinary shares, if fully exercised. As of
December 31, 2006, these options have not been exercised.

On September 29, 2006, the Board granted to Dr. Albert Y. C. Yu 500,000 Restricted Share Units. Shares under the Restricted
Share Units are to be automatically vested as to 50% per year starting from May 30, 2007.

Directors Service Contracts

No Director proposed for re-election at the forthcoming AGM has or proposes to have a service contract which is not determinable by the
Company or any of its subsidiaries within one year without payment of compensation, other than statutory compensation.
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Substantial Shareholders

Set out below are the names of the parties (not being a Director or chief executive of the Company) which were interested in 5 percent or more
of the nominal value of the share capital of the Company and the respective relevant numbers of shares in which they were interested as at
December 31, 2006 as recorded in the register kept by the Company under section 336 of the SFO.

Name of Shareholder Number of Shares Held Percentage Held
Shanghai Industrial Investment 735,396,008 (long 3.99% (long position)
(Holdings) Company Limited ( SIIC ) position)™"

137,567,460 (long 0.75% (long position)

position)®

52,407,000 (long position)® 0.28% (long position)

1,814,991,340 (long 9.85% (long position)

position)®

23,700,000 (long position)® 0.13% (long position)
Total: 2,764,061,808 (long

position) 15% (long position)

Notes:

(1)  All such ordinary shares are held by SIIC Treasury (B.V.1.) Limited which is a wholly-owned subsidiary of SIIC.

(2) All such ordinary shares are held by SIIC CM Development Funds Limited which is a wholly-owned subsidiary of SIIC CM Development
Limited, which is in turn wholly-owned by SIIC.

(3) All such ordinary shares are held by SIIC Asset Management Co. Ltd. which is a wholly-owned subsidiary of SIIC Finance Co. Ltd.

( SFCL ). SFCL is wholly-owned by SF Finance (BVI) Co. Ltd. which is a wholly-owned subsidiary of Shanghai Industrial Financial
(Holdings) Co. Ltd. ( SIF ) and SIF is a wholly-owned by Shanghai Industrial Financial Holdings Ltd. ( SIFHL ). SIFHL is a wholly-owned
subsidiary of SIIC.

(4) All such ordinary shares are held by S.I. Technology Production Holdings Limited ( SITPHL ) which is a wholly-owned subsidiary of
Shanghai Industrial Holdings Limited ( SIHL ). SIHL is an indirect non-wholly owned subsidiary of SIIC which are holding SIHL s shares
through its wholly-owned subsidiaries namely, SIIC CM Development Limited, SIIC Capital (B.V.1.) Limited and Shanghai Investment
Holdings Limited, which together are entitled to exercise or control the exercise of more than one-third of the voting power at the general
meetings of SIHL. By virtue of the SFO, SIIC and its subsidiaries namely, Shanghai Investment Holdings Limited and Shanghai Industrial
Investment Treasury Company Limited are deemed to be interested in the 1,814,991,340 Shares held by SITPHL. The Company s Director
as of December 31, 2006, Fang Yao, is executive director of SIHL. It is the Company s understanding that voting and investment control
over the ordinary shares beneficially owned by SIHL are maintained by the board of directors of SIHL.

(5) All such ordinary shares are held by SIHL Treasury Limited which is a wholly-owned subsidiary of SIHL.
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Emoluments to the Directors

The chart below sets forth the emoluments to each of our Directors, including Richard Ru Gin Chang, our President, Chief Executive Officer
and Executive Director, in 2006, 2005 and 2004.

Richard  Tsuyoshi Yang Ta-Lin Lip-Bu Henry Fang AlbertY. Jiang Lai Yen
Ru Gin ChangKawanishi Yuan Wang Hsu Tan Shaw Yao C.YuShang ZHGmg CaPong Jou Total
(in (in
(in US$) (inUS$) (inUS$) (inUSY) (in US$) (in US$)(in US$)(in US$) USH) US$) (in US$) (in US$)

2006

Salaries and other benefits $ 192,727 $ $ $ $ $ $ $ $ $ $192,727
Stock Option Benefits

(including Restricted Share

Units, if any)** $ 156,241 $ 12,951 $ 12,951 $12,951 $12,951 $12,951 § $37,742 $ $ $ $ 258,738
Total $ 348968 $ 12,951 $ 12,951 $12,951 $12,951 $12,951 $ $ 37,742 $ $ $ $ 451,465
2005

Salaries and other benefits $ 190,724 $ $ $ $ $ $ $ $ $ $ $ 190,724
Stock Option Benefits

(including Restricted Share

Units, if any)* $ 97,664 $ 49,026 $ 8,608 $ 8,608 $ 8,608 $ 8,608 $ $ $ $ $ 8,608 $ 189,730
Total $ 288,388 $ 49,026 $ 8,608 $ 8,608 $ 8,608 $ 8,608 $ $ $ $ $ 8,608 $380,454
2004

Salaries and other benefits $ 190,343 $ $ $ $ $ $ $ $ $ $ $ 190,343
Stock Option

Benefits(including Restricted

Share Units, if any)** $ $ 221,464 $ $ $ $ $ 3 $ $ 3 $221.,464
Total $ 190,343 $ 221,464 $ $ $ $ $ 8 $ $ 8 $411,807

* For a description of any options granted and exercised in 2006, please see the summary of grants of options as set forth under Outstanding
Share Options in this annual report.

On September 29, 2006, the Board granted to each Director an option to purchase 500,000 ordinary shares at a price per ordinary share of

US$0.132. These options will be vested as to 50% on May 30, 2007 and as to 50% on May 30, 2008 and will expire as to 50% on the earlier of

September 29, 2016 or 120 days after termination of the director s service to the Board and as to 50% on the earlier of September 29, 2016 or 120

days after termination of the director s service to the Board. Mr. Fang Yao and Mr. Jiang Shang Zhou have declined such option.

On September 29, 2006, the Board granted to Dr. Albert Y. C. Yu 500,000 Restricted Share Units. Shares under the Restricted Share Units are to
be automatically vested as to 50% per year starting from May 30, 2007.
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In 2005, the Board did not grant options to any Non-executive Director and independent Non-executive Director as compensation for their
service on the Board. On May 11, 2005, the Board granted Dr. Richard Ru Gin Chang 2,000,000 Restricted Share Units. Shares under the
Restricted Share Units are to be automatically vested as to 25% per year starting from July 1, 2005. 25% of such Restricted Share Units were
vested on each of July 1, 2005 and July 1, 2006 and 500,000 ordinary shares were issued pursuant to such vesting of Restricted Share Units on
each of November 9, 2005 and August 3, 2006.

On November 10, 2004, the Board granted to each independent Non-executive Director and Non-executive Director, an option to purchase
500,000 ordinary shares at a price per ordinary share of US$0.22. These options were fully vested on March 19, 2005 and will expire on
November 9, 2009. As of December, 31, 2006, these options have not been exercised. Lai Xing Cai (who resigned as an Non-executive Director
on February 6, 2006) has declined such option. The option granted to Mr. Yen-Pong Jou (who retired as an Independent Non-executive Director
at the annual general meeting held on May 30, 2006) lapsed and cancelled on September 27, 2006.

Five Highest Paid Individuals

The five individuals whose emoluments were the highest in the Company for the year ended December 31, 2006 and 2005, included Richard Ru
Gin Chang, the Company s President, Chief Executive Officer and an Executive Director, whose emoluments are reflected in the analysis
presented above. The emoluments payable to the remaining four individuals during the year are as follows:

2006 2005
(in US $) (in US $)
Salaries, Housing Allowances, Other Allowances, and Benefits in Kind $673,274 $513,570
Discretionary Bonuses $271,313 $ 92,455
Stock option benefits* $424,769  $325,889

Amounts paid to induce member to join Board

* for a description of any options exercised in 2006, please see the summary of grants of options as set forth under Outstanding Share Options
in this section of the annual report

Semiconductor Manufacturing International Corporation Annual Report 2006 53

64



Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 6-K

The five individuals whose emoluments were the highest in the Company for 2006 and 2005 may not be the same.

Emoluments Number of Individuals
(in HK$) 2006 2005
$1,000,000 $ 1,500,000

$1,500,001 $ 2,000,000 3

$2,000,001 $ 2,500,000 1 1
$2,500,001 $ 4,500,000 1

$4,500,001 $ 5,000,000
Remuneration Policy

The Company s employees are compensated using cash and a variety of additional incentives. In addition to a monthly salary, the Company s
employees have the opportunity to earn additional merit-based bonuses on a quarterly basis according to the overall performance of the

Company, each individual and his or her department. Furthermore, the Company s employees are eligible to participate on a quarterly basis in the
Company s profit-sharing plan. Additional benefits include participation in the Company s 2004 global equity incentive compensation program,
social welfare benefits for qualified Chinese employees, a global medical insurance plan for overseas employees and optional housing benefits
and educational programs for employees with families.

The Directors are compensated for their services as Directors, primarily by grants of options, to purchase ordinary shares under the Stock Option
Plan. The compensation committee of the Company (the Compensation Committee ) proposes, and the Board, other than interested Directors,
approves, for the Directors, a remuneration package, which is consistent with the compensation received by Board members in other similar
publicly-traded companies.

Pursuant to an incentive program involving the offering for sale of housing constructed by the Company to the Directors, employees and certain
service providers, the Company sold one property to each of Richard Ru Gin Chang, the Company s President, Chief Executive Officer and an
Executive Director, and one to each of the Company s other five highest paid employees, at the same price as that at which other properties of the
same type have been sold by the Company under the program.

The Company s local Chinese employees are entitled to a retirement benefit based on their basic salary upon retirement 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. We
are required to make contributions to the state-managed retirement plan equivalent to 20.0% 22.5% of the monthly basic salary of current
employees. Employees are required to make contributions equivalent to 6% 8% of their basic salary. The employer s contribution of such an
arrangement is approximately US$5.3 million, US$4.1 million and US$2.5 million for the years ended December 31, 2006, 2005 and 2004
respectively. The retirement benefits do not apply to expatriate employees.
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Auditors

The retiring auditors, Deloitte Touche Tohmatsu, have signified their willingness to continue in office. A resolution will be proposed at the
AGM to reappoint them as the auditors of the Company and to authorize the audit committee of the Company (the Audit Committee ) to fix their
remuneration.

Connected Transactions

Article 156 of the Company s Articles provides (amongst others) that the Company may indemnify any person who is made a party to any action,
suit or proceeding by reason of the fact that the person is or was a director, officer, employee or agent of the Company, or is or was serving at

the Company s request as a director, officer, employee or agent of the Company at another entity, subject to certain limitations and applicable
conditions.

The Company recognizes the substantial increase in corporate litigation in general, subjecting directors, officers, employees, agents and
fiduciaries to expensive litigation risks.

The Company desires to attract and retain the services of highly qualified individuals to serve the Company and, in part, in order to induce such
individuals to continue to provide services to the Company, the Company wishes to provide for the indemnification and advancing of expenses
of its directors as permitted by law and the Listing Rules.

Original Indemnification Agreements

On or around March 18, 2004, upon completion of the Global Offering, the Company entered into identical indemnification agreements with
each director whose appointment as director took effect immediately up on the Global Offering (the Global Offering Directors ), whereby the
Company agreed to (inter alia) indemnify its Global Offering Directors in respect of liability arising from their capacity as Directors of the
Company (collectively, the Original Indemnification Agreements ).

Pursuant to the Original Indemnification Agreements, the Company was obliged to indemnify each Global Offering Director, to the fullest

extent permitted by law, against all costs, charges, expenses, liabilities, losses and obligations incurred in connection with any threatened,

pending or completed action, suit, proceeding or alternative dispute resolution mechanism, or any hearing, inquiry or investigation which might
lead to any of the foregoing (an Applicable Claim ) by reason of or arising out of any event or occurrence relating to the fact that he is or was
Director of the Company, or any of its subsidiaries, or is or was serving as the Company s request at another incorporation or enterprise, or by
reason of any activity or inactivity while serving in such capacity (an Indemnifiable Event ). The Company s obligation to indemnify its Global
Offering Directors pursuant to the Original Indemnification Agreements was subject to certain exceptions and limitations set out therein.

New Indemnification Agreements

At the annual general meeting of the Company s shareholders on May 6, 2005 (the 2005 AGM ), the Company s shareholders, other than the
Directors, chief executive officers of the Company and their respective Associates (as defined in the Listing Rules) approved an amendment to
the form of the Original Indemnification Agreements (the New Indemnification Agreement ).
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The New Indemnification Agreement reflects the new requirements under Rules 14A.35 of the Listing Rules to set a term of no longer than three
years and a maximum aggregate annual value for each connected transaction (as defined under the Listing Rules). The New Indemnification
Agreements executed by each of the Directors superseded the Original Indemnification Agreements which the Company had previously entered
into with any existing directors. The terms of the New Indemnification Agreements are the same as the Original Indemnification Agreements,
except that the New Indemnification Agreements are subject to a term of three years and an Annual Cap (as defined and described below).

The annual cap in relation to the New Indemnification Agreements will not exceed a maximum aggregate annual value as disclosed in the
Company s previous announcement (the Current Limit ). In the event that the Current Limit is increased, the Company will make a further
announcement and seek independent shareholders approval of the new maximum aggregate annual value of the New Indemnification
Agreements.

The New Indemnification Agreement became effective upon execution by each Director. The New Indemnification Agreements will continue in
effect with respect to Applicable Claims relating to Indemnifiable Events regardless of whether the relevant Director continues to serve as a
Director or to serve at any other enterprise at its request.

For the year ended December 31, 2006, no payment was made to any Director under the New Indemnification Agreements.

The Independent Non-executive Directors have reviewed the above continuing connected transactions and confirm that these transactions have
been entered into:

(a) in the ordinary and usual course of business of the Companys;

(b) either on normal commercial terms or, if there are not sufficient comparable transactions to judge whether they are on normal
commercial terms, on terms no less favorable to the Company than terms available to or from independent third parties; and

(c) inaccordance with the relevant agreement governing them on terms that are fair and reasonable and in the interests of the Company s
shareholders as a whole.
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The Company s external auditors performed agreed-upon procedures in accordance with the Hong Kong Standard on Related Services 4400
Engagements to Perform Agreed-Upon Procedures Regarding Financial Information issued by the Hong Kong Institute of Certified Public
Accountants and rendered a report to the Board of Directors that in relation to the New Indemnification Agreements:

(1) the continuing connected transactions have received the approval of the Board:

(i) the continuing connected transactions were approved by the shareholders of the Company on May 6, 2005; and

(iii) certain members of the senior management of the Company represented to them that no payment was made by the Company to its
Directors under any New Indemnification Agreements for the period from January 1, 2006 to December 31, 2006.
Employees

The following table sets forth, as of the dates indicated, the number of the Company s employees serving in the capacities indicated:

As of December 31,
Function 2003 2004 2005 2006
Managers 338 570 679 871
Professionals" 961 3,109 3,648 3,790
Technicians 2,746 3,389 4,127 4,804
Clerical staff 398 572 642 583

Total® 4,443 7,640 9,096 10,048

Notes:

(1) Professionals include engineers, lawyers, accountants and other personnel with specialized qualifications, excluding managers.
(2) Includes 38, 14, 283, and 275 temporary and part-time employees in 2003, 2004, 2005, and 2006 respectively.
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The following table sets forth, as of the dates indicated, a breakdown of the number of the Company s employees by geographic location:

As of December 31,

Location of Facility 2003 2004 2005 2006

Shanghai 4,033 5,481 6,232 6,400
Beijing 341 1,026 1,534 1,827
Tianjin 49 1,107 1,034 1,073
Chengdu 261 715
United States 13 16 18 16
Europe 4 5 7 7
Japan 3 3 6 7
Hong Kong 2 4 3
Total 4,443 7,640 9,096 10,048

The Company s success depends to a significant extent upon, among other factors, the Company s ability to attract, retain and motivate qualified
personnel.

As of December 31, 2006, 1,127 and 124 of the Company s employees held master s degrees and doctorate degrees, respectively. As of the same
date, 2,990 of the Company s employees possessed a bachelor s degree. The Company s engineers received an average of 40 hours of continuing
training per person in 2006.

The Company has also entered into agreements with Shanghai University to offer a bachelor s degree program and Shanghai s Fudan University
and Jiaotong University to offer graduate degree programs for its technicians. These employees can earn these degrees in either Microelectronics
or solid-state circuitry. In addition, the Company employs many qualified personnel that have relocated back to China after receiving valuable
industry experience overseas.

As a supplement to their salaries, the Company s employees have the opportunity to earn additional merit- based bonuses on a quarterly basis
according to the overall performance of the Company, each individual and his or her department. Furthermore, the Company s employees are
eligible to participate on a quarterly basis in the Company s profit-sharing plan. Additional benefits include participation in the 2004 global
equity incentive compensation program, social welfare benefits for qualified Chinese employees, a global medical insurance plan for overseas
employees and optional housing benefits and educational programs for employees with families.

The Company provides occupational health and hygiene management for the welfare of the Company s employees. This includes the monitoring
of air quality, illumination, radiation, noise and drinking water. The Company s employees are not covered by any collective bargaining
agreements.
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Share Option Schemes

The Company s shareholders adopted the Stock Option Plan, the EIP and the Employee Stock Purchase Plan (the ESPP , together with the Stock
Option Plan and the EIP, the Option Plans ) to attract and retain its employees.

Stock Option Plan

The following is a summary of the principal terms of the Stock Option Plan conditionally adopted by the Company by way of shareholders
resolution dated February 16, 2004 and Directors resolutions passed on January 16, 2004. Adoption of the Stock Option Plan took effect on
March 18, 2004 being the first date of dealings in the ordinary shares.

Summary of the terms of the Stock Option Plan

(a) Purpose of the Stock Option Plan

The purposes of the Stock Option Plan are to attract, retain and motivate employees and Directors of, and other service providers to the
Company, to provide a means, on and after the Global Offering, of compensating them through the grant of stock options for their contribution
to the Company s growth and profits, and to allow such employees, Directors and service providers to participate in such growth and
profitability.

(b) Who may join

The Compensation Committee may, at its discretion, invite any employee, officer or other service provider of (including, but not limited to, any
professional or other adviser of, or consultant or contractor to) the Company whether located in China, the United States or elsewhere to take up
options to subscribe for ordinary shares at a price calculated in accordance with sub-paragraph (e) below. The Compensation Committee may
also grant stock options to a Director who is not an employee of the Company ( Non Employee Director ).

(c) Stock Options

Stock options granted under the Stock Option Plan ( Stock Options ) shall entitle a participant ( Participant ) of the Stock Option Plan to purchase a
specified number of ordinary shares or ADSs (the Plan Shares ) during a specified period at a price calculated in accordance with sub-paragraph

(e) below. Three types of Stock Options may be granted under the Plans, an Incentive Stock Option, a Non-Qualified Stock Option or a Director
Option. An Incentive Stock Option is a stock option that falls within the meaning of Section 422 of the U.S. Internal Revenue Code of 1986 and

may only be granted to employees of the Company and its subsidiaries from time to time. A Non-Qualified Stock Option is a stock option that is

not an Incentive Stock Option. A Director Option is a Non-Qualified Stock Option granted to a Non-Employee Director.

The Company shall issue an Award Document to each Participant of the Stock Option Plan who is granted a Stock Option. The Award
Document shall set out the terms and provisions of the grant of a Stock Option to a Participant including applicable vesting dates or the
attainment of specified performance goals (as determined by the Compensation Committee or the Administrator (as defined below), as the case
may be) by the Participant. The Company may allow a Participant to exercise his or her Stock Options prior to vesting, provided the Participant
agrees to enter into a repurchase
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agreement in respect of the Stock Option with the Company. The Compensation Committee may also (i) accelerate the vesting of a Stock
Option, (ii) set the date on which any Stock Option may first become exercisable, or (iii) extend the period during which a Stock Option remains
exercisable, except that no Stock Options may be exercised after the tenth anniversary of the date of grant.

The Stock Option Plan does not provide for any payment upon application or acceptance of an option.

(d) Administration of the SOP

The Compensation Committee shall be responsible for the administration of the SOP. Its responsibilities include granting Stock Options to
eligible individuals, determining the number of Plan Shares subject to each Stock Option, and determining the terms and conditions of each
Stock Option. The Compensation Committee is not obliged to grant Stock Options to Participants in uniform terms.

Accordingly, the terms and conditions which may be imposed may vary between Participants. Any determination by the Compensation
Committee in relation to the carrying out and administering of the Stock Option Plan shall be final and binding. No member of the
Compensation Committee shall be liable for any action or determination made in good faith, and the members of the Compensation Committee
shall be entitled to indemnification and reimbursement in the manner provided in the Articles.

The Compensation Committee may delegate some or all of its authority under the Stock Option Plan to an individual or individuals (each an

Administrator ) who may either be one or more of the members of the Committee or one or more of the officers of the Company. An individual s
status as an Administrator shall not affect his or her eligibility to participate in the SOP. The Compensation Committee shall not delegate its
authority to grant Stock Options to executive officers of the Company.

(e) Exercise Price

The exercise price per Plan Share purchasable under a Stock Option shall be fixed by the Committee at the time of grant or by a method
specified by the Compensation Committee at the time of grant, but in no event shall be less than the Fair Market Value of a Plan Share on the
date such Stock Option is granted.

The Fair Market Value of a Share will be the higher of (i) the closing price of the ordinary shares on the HKSE s daily quotation sheet on the
applicable date of grant (which must be a business day), and (ii) the average closing price of the ordinary shares on the HKSE (as stated in the
relevant daily quotation sheets of the HKSE) for the five business days immediately preceding the date of grant.

The Fair Market Value of the ADSs shall be the highest of (i) the closing price of the ADSs on the NYSE on the applicable date of grant, and
(ii) the average closing price of the ADSs on the NYSE for the five business days immediately preceding the date of grant.
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(f)  Limit of the Stock Option Plan

The number of ordinary shares that may be issued under the Stock Option Plan and the ESPP (the Global Limit ) shall not exceed ten percent of
the issued and outstanding ordinary shares immediately following the closing of the Global Offering (i.e., 1,694,186,849 ordinary shares of the
Company, which represents approximately 9% of the total issued shares of the Company as at April 23, 2007).

The number of ordinary shares which may be issued pursuant to any outstanding Stock Options granted and yet to be exercised under the Stock
Option Plan and all outstanding purchase right granted under the Employee Stock Purchase Plan or other employee stock purchase plan of the
Company must not exceed in aggregate 30 percent of the issued and outstanding ordinary shares in issuance from time to time.

(g) Individual Limit

The total number of ordinary shares underlying Stock Options or other options granted by the Company to, and the total number of ordinary
shares that may be purchased under one or more purchase rights granted under the Employee Stock Purchase Plan or any other employee stock
purchase plan granted by the Company by, a Participant (including both exercised and outstanding Stock Options) in any twelve-month period
may not exceed at any time one percent (1%) (or 0.1 percent in the case of an independent Non-executive Director) of the then issued and
outstanding ordinary shares unless otherwise allowed under the Listing Rules.

(h) Exercise of Option

A Stock Option shall vest, and be exercised, in accordance with the terms of the SOP, the relevant Award Document and any rules and
procedures established by the Compensation Committee for this purpose. However, the term of each Stock Option shall not exceed ten years
from the date of grant.

(i)  Director Options
Each non-employee Director may be granted Stock Options to purchase ordinary shares (or an equivalent of ADSs) on the terms set out in the
relevant Award Document.

The Directors shall exercise all authority and responsibility with respect to Stock Options granted to Directors subject to the requirements of the
Listing Rules.

All non-employee Directors Stock Options shall only vest provided that the Director has remained in service as a Director through such vesting
date. The unvested portion of a Stock Option granted to a Director shall be forfeited in full if the Director s service with the Board ends for any
reason prior to the applicable vesting date.

Following termination of a non-employee Director s service on the Board, such non-employee Director (or his or her estate, personal
representative or beneficiary, as the case may be) shall be entitled to exercise those of his or her Stock Options which have vested as of the date
of such termination within 120 days following such termination.
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(j)  Termination or lapse of Option
A Stock Option shall terminate or lapse automatically on:

(1) the expiry of ten years from the date of grant;

(i) the termination of a Participant s employment or service with the Company for a reason set out in sub-paragraph (1) below;

(iii) save as to any contrary directions of the Compensation Committee, in the event of a complete liquidation or dissolution of the
Company, all Stock Options outstanding at the time of the liquidation or dissolution shall terminate without further action by any
person;

(iv) the sale or other divestiture of a subsidiary, division or operating unit of the Company (where the Participant is employed by such
subsidiary, division or operating unit); and

(v) termination of the service relationship with a service provider (where the Participant is a service provider of the Company).

(k)  Rights are personal to Participant

A Stock Option is personal to the Participant and shall be exercisable by such Participant or his Permitted Transferee (as defined below) only.
An option shall not be transferred other than by will, by the laws of descent and distribution or pursuant to a domestic relations order. The
Compensation Committee may also, at its discretion and subject to such terms and conditions as it shall specify, permit the transfer of a Stock
Option for no consideration to a Participant s family members or to a trust or partnership established for the benefit of such family members
(collectively Permitted Transferees ). Any Stock Option transferred to a Permitted Transferee shall be further transferable only by will or th
laws of descent and distribution or, for no consideration, to another Permitted Transferee of the Participant.

(I)  Termination of employment or service
If a Participant s employment or service with the Company is terminated for the following reasons:

(i) the failure or refusal of the Participant to substantially perform the duties required of him or her as an employee or officer of, or
service provider to, the Company;

(i) any material violation by the Participant of any law or regulation applicable to any business of the Company, or the Participant s
conviction of, or a plea of nolo contendae to, a felony, or any perpetration by the Participant of a common law fraud against the
Company; or

e

(iii) any other misconduct by the Participant that is materially injurious to the financial condition, business or reputation of the Company,

then all Stock Options granted to the Participant, whether or not then vested, shall immediately lapse.
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The Compensation Committee may permit any Incentive Stock Option to convert into a Non-Qualified Stock Option as of a Participant s
termination of employment for purposes of providing such Participant with the benefit of any extended exercise period applicable to
Non-Qualified Stock Options when the contract of employment of the holder of Incentive Stock Option terminates.

(m) Change in control of the Company

The Compensation Committee may specify at or after the date of grant of a Stock Option the effect that a Change in Control (as defined in the
SOP) will have on such Stock Option. The Compensation Committee may also, in contemplation of a Change in Control, accelerate the vesting,
exercisability or payment of Stock Options to a date prior to the Change in Control, if the Compensation Committee determines that such action
is necessary or advisable to allow the participants to realise fully the value of their share options in connection with such Change in Control.

(n) Change in the capital structure of the Company

In the event of an alteration in the capital structure of the Company (which includes a capitalisation issue, reduction of capital, consolidation,
sub-division of Plan Shares, or rights issue to purchase Plan Shares at a price substantially below market value), the Compensation Committee
may equitably adjust the number and kind of Plan Shares authorised for issuance in order to preserve, the benefits or potential benefits intended
to be made available under the SOP. In addition, upon the occurrence of any of the foregoing events, the number of outstanding Stock Options
and the number and kind of shares subject to any outstanding Stock Option and the purchase price per share under any outstanding Stock Option
shall be equitably adjusted so as to preserve the benefits or potential benefits intended to be made available to Participants.

(o) Period of the Stock Option Plan
The Stock Option Plan shall remain in force for a period of ten years commencing on the date of Shareholders approval of the Plan.

(r) Amendments and Termination

The Stock Option Plan may be altered, amended in whole or in part, suspended and terminated by the Board at any time provided alterations or
amendments of a material nature or any change to the terms of the Stock Options granted must be approved by the shareholders of the Company,
unless such alteration or amendment takes effect automatically under the terms of the Stock Option Plan. For the avoidance of doubt, any
alteration or amendment pursuant to the exercise of any authority granted under the Stock Option Plan is deemed to take effect automatically
under the terms of the Share Option Plan. Any alteration or amendment must be in accordance with the requirements of the Listing Rules or
permitted by the HKSE.

If the Stock Option Plan is terminated early by the Board, no further Stock Options may be offered but unless otherwise stated in the Plan, Stock
Options granted before such termination shall continue to be valid and exercisable in accordance with the Stock Option Plan.

(q) Voting and dividend rights
No voting rights shall be exercisable and no dividends shall be payable in relation to Stock Options that have not been exercised.
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(r)  Cancellation of Stock Options
Stock Options granted but not exercised may not be cancelled unless an offer to cancel share options has been made pursuant to Rule 13 of the
Hong Kong Code on Takeovers and Mergers and the Hong Kong Securities and Futures commission has consented to such cancellation.

(s)  Ranking of Ordinary Shares
The ordinary shares to be allotted upon the exercise of a Stock Option will be subject to the Articles for the time being in force and will rank pari
passu with the Plan Shares in issue on the date of such allotment.

Employee Stock Purchase Plan

The following is a summary of the principal terms of the ESPP conditionally adopted by the Company by way of shareholders resolutions dated
February 16, 2004 and Directors resolutions passed on January 16, 2004.

Summary of the terms of the ESPP

(a) Purposes of the ESPP

The purposes of the ESPP are to attract, retain and motivate employees of the Company, to provide a means of compensating the employees for
their contributions to the growth and profitability by permitting such employees to purchase the ADSs of the Company at a discount and receive
favourable U.S. income tax treatment on a subsequent qualifying disposition of such ADSs.

(b)  Who may join

Subject to any contrary directions given by the Compensation Committee, all full-time and regular part-time employees (the Employees ) of the
Company as at the first business day (the Offering Date ) of a given period specified by the Committee (the Offering Period ) shall be eligible to
enroll in the ESPP. To be eligible to purchase ADSs, all Employees must maintain his or her employment status, without interruption, with the
Company through the last day of each Offering Period (the Purchase Date ).

(c) Administration of the ESPP

The Compensation Committee shall be responsible for the administration of the ESPP. Its responsibility includes determining the maximum
amount that any Employee may contribute to his or her account under the ESPP during any calendar year; determining the starting and ending
dates of each Offering Period; changing the Offering Periods, limiting the frequency and/or number of changes in the amount withheld during an
Offering Period, permitting payroll withholding in excess of the amounts designated by a participant ( Participant ) of the ESPP in order to adjust
for delays or mistakes in the Company s processing of properly completed withholding elections, and ensuring that amounts applied towards the
purchase of the Plan Shares for each Participant properly correspond with amounts withheld from the Participant s compensation.
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Any determination by the Compensation Committee in relation to the carrying out and administering of the ESPP shall be final and binding. The
Compensation Committee may delegate some or all of its authority under the ESPP to an Administrator. Any actions undertaken by the
Administrator in accordance with the Compensation Committee s delegation of authority shall have the same force and effect as if undertaken
directly by the Compensation Committee. No member of the Compensation Committee shall be liable for any action or determination made in
good faith, and the members of the Compensation Committee shall be entitled to indemnification and reimbursement in the manner provided by
the Company s by-laws as they may be amended from time to time.

(d) Offering Period

The ESPP shall be implemented by a series of Offering Periods. An eligible Employee of the Company may elect to participate in the ESPP for
any Offering Period by completing the requisite documents. No Offering Period shall commence until the closing of an initial Public Offering
(as defined in the ESPP). The Compensation Committee shall determine the starting and ending dates of each Offering Period but no Offering
Period shall be shorter than 6 months or longer than 27 months.

(e) Employees Contributions under the ESPP

All amounts that a Participant contributes ( Contributions ) shall be credited to his or her account under the ESPP. Participants must elect to have
payroll deductions made on each payday during the Offering Period in a dollar amount specified in the documents submitted by him or by her.
The Compensation Committee may permit Participants to make supplemental Contributions into his or her account, on such terms and subject to
such limitations as the Compensation Committee may decide.

Participants may, on one occasion only during an Offering Period, decrease the rate of his or her Contributions to his or her account for the
Offering Period, including a decrease to zero. The Participant may restore his or her Contributions to the original level, prior to the earlier of,

(1) six months after the effective date of any such decrease; and

(i) the end of the relevant Offering Period.
In addition, a Participant who has elected such a decrease in rate of Contribution may, prior to the end of the relevant Offering Period, make one
or more supplemental Contributions into his or her account. The aggregate of the supplemental Contributions shall not exceed, in the aggregate,
the total Contributions the Participant would have made for that Offering Period had the original rate of Contribution remained in effect
throughout the entire Offering Period and the Participant s actual Contributions.

A Participant may change his or her rate of Contribution by filing the requisite documents with the Company. The change in amount shall be
effective as at the beginning of the next payroll period following the date of filing of the requisite documents, provided the Participant filed the
documents at least five business days prior to the beginning of the next payroll period. Should the Participant fail to file within five business
days prior to the beginning of the next payroll period, the change in amount shall be effective as of the beginning of the next succeeding payroll
period.
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(f)  Grant of Purchase Right
Each eligible Employee who elects to participate in the ESPP in any given Offering Period shall be granted on the Purchase Date, a right to
purchase the Plan Shares (the Purchase Right ). The Purchase Right of a Participant shall be calculated in accordance with the following formula:

(1) dividing (A) the product of US$25,000 and the number of calendar years during all or part of which the Purchase Right shall be
outstanding by (B) the closing price of the Plan Shares on the applicable exchange on which Plan Shares are trading (the Fair Market
Value ) on the applicable exchange of the Plan Shares on the Offering Date; and

(ii) subtracting from the quotient thereof (A) the number of Plan Shares that the Employee has purchased during the calendar year in
which the Offering Date occurs under the ESPP or under any other employee stock purchase plan of the Company or any subsidiary
of the Company which is intended to qualify under Section 423 of the U.S. International Revenue Code of 1986 plus (B) the number
of Plan Shares subject on the Offering Date to any outstanding Purchase Rights granted to the Employee under any related Plan.

If application of the above formula would result in the grant of Purchase Rights covering, in the aggregate, more than the number of Plan Shares
that the Compensation Committee has made available for the relevant Offering Period, then the Compensation Committee shall adjust the
number of Plan Shares subject to the Purchase Right in order that, following such adjustment, the aggregate number of Plan Shares subject to the
purchase Right shall remain within the applicable limit.

All Purchase Rights outstanding at the tenth anniversary of the Plan shall remain outstanding through, and may be exercised upon the relevant
Purchase Date, but no additional Purchase Right shall be granted under the ESPP.

(g) Exercise of Purchase Right

Unless a Participant withdraws from the ESPP, his or her Purchase Right shall become exercisable automatically, on the Purchase Date of the
relevant Offering Period for the number of Plan Shares obtained by dividing the accumulated Contributions credited to the Participant s account
as of the Purchase Date by the applicable Purchase Price, being an amount not less than 85 percent of the Fair Market Value of the Plan Shares
on the Offering Date or on the Purchase Date, whichever is lower (the Purchase Price ).

The Compensation Committee may credit any Contributions that have been credited to a Participant s account under the ESPP with interest. Any
interest credited to a Participant s account shall not be used to purchase ADSs and shall instead be paid to the Participant at the end of the
relevant Offering Period.

If any portion of a Participant s accumulated Contributions is not used to purchase ordinary shares on a given Purchase Date, the remaining
amount shall be held in the Participant s account and used for the purchase of Plan Shares under the next Offering Period, unless the Participant
withdraws from the next Offering Period.

The exercise of the Purchase Right granted under the ESPP is not subject to any performance target.
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(h) Limit of the ESPP

The number of ordinary shares that may be issued under the Stock Option Plan and the ESPP (the Global Limit ) shall not exceed ten percent of
the issued and outstanding ordinary shares immediately following the closing of the Global Offering (i.e., 1,694,186,849 ordinary shares of the
Company, which represents approximately 9% of the total issued shares of the Company as at April 23, 2007).

The number of ordinary shares that may be issued upon exercise of all outstanding Purchase Rights granted under the ESPP or other employee
stock purchase plan of the Company or and any outstanding stock options granted under the Stock Option Plan or other stock option plan of the
Company must not exceed, in the aggregate, thirty percent of the issued and outstanding ordinary shares in issuance from time to time.

No Employee shall be granted a Purchase Right pursuant to the terms of the ESPP if:

(i) immediately after the grant, such Employee would own capital stock of the Company and/or hold outstanding Purchase Right to
purchase stock possessing five percent or more of the total combined voting power or value of all classes of stock of the Company or
of any of its subsidiaries;

(i) such Purchase Right would permit the Employees rights to purchase ADSs under all employee stock purchase plans of the Company
and its subsidiaries to accrue at a rate that exceeds US$25,000 of the Fair Market Value of such ADSs or such lower amount as the
Compensation Committee may determine for each calendar year in which such Purchase Right is outstanding at any time; and

(iii) such Purchase Right would permit the Employee s rights to purchase ADSs under all employee purchase plans or option plans of the
Company granted to him or her in any twelve-month period to exceed one percent of the then issued and outstanding ordinary shares
unless otherwise allowed under the Listing Rules.

(i)  Purchase Rights are personal to the Participants

During his or her lifetime, a Participant s Purchase Right shall be exercised by him or her only. Neither contributions credited to a Participant s
account under the ESPP nor any rights with regard to the exercise of a Purchase Right to receive Plan Shares under the ESPP may be assigned,
transferred, pledged or otherwise disposed in any way by any Participant.

(j)  Designation of Beneficiary

A Participant may designate a beneficiary to receive any ADSs and cash, if any, from his or her account under the ESPP in the event of the
Participant s death. If a Participant is married and the designated beneficiary is not the spouse, the Company may determine that spousal consent
shall be required for such designation to be effective.

A Participant may change a designation of beneficiary at any time by filing the requisite notice. In the event of the death of the Participant and in
the absence of a beneficiary validly designated under the Plan who is living at the time of such Participant s death, the Company shall deliver
ADSs and/or cash from the Participant s account under the ESPP to the executor or administrator of the Participant s estate, or if no such person
has been appointed, the Company, in its discretion, may deliver such ADSs and/or cash to the Participant s spouse or to any one or more
dependents, relatives, or such other person as the Company may designate.
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(k) Voluntary Withdrawal

A Participant may withdraw all but not less than all the Contributions credited to his or her account under the ESPP at any time prior to a
Purchase Date by submitting the requisite documents. A Participant s Purchase Right for the current period shall automatically be terminated and
cancelled, and no further Contributions for the purchase of ADSs shall be accepted from the Participant during the Offering Period. A

Participant s withdrawal from an offering shall not have any effect upon his or her eligibility to participate in the ESPP for the succeeding
Offering Period.

(I)  Termination of Employment

If a Participant to the ESPP terminates his or her employment under circumstances that qualify the Participant as a Qualified Terminated
Participant, (as defined in the ESPP) and the effective date of the Participant s termination of employment is less than three months prior to the
next Purchase Date, then the Participant shall continue to participate in the ESPP for the Offering Period then in progress, and the Participant s
Purchase Right for such Offering Period shall be exercised in accordance with sub-paragraph (g) above. However, the Participant s Contribution
to his or her account shall cease with the Contribution made from his or her final paycheck, and the Participant shall not be permitted to make
any supplemental Contributions to the ESPP save as directed otherwise by the Compensation Committee. The Participant shall not be eligible to
participate in any Offering Period that starts after the effective date of his or her termination of employment.

If a Participant terminates his or her employment under circumstances which do not qualify him or her as a Qualified Terminated Participant, the
Company shall pay to the Participant all contributions credited to his or her account under the ESPP and the Participant s Purchase Right shall
automatically terminate and lapse.

(m) Voting and dividend rights
No voting rights shall be exercisable and no Participants under the ESPP shall have any claim to the dividends in the ADSs covered by his or her
rights to purchase the ADSs until such rights have been exercised.

(n) Ranking of the ADSs

ADS:s allotted upon the exercise of Purchase Right shall rank pari passu (including, but not limited to, with respect to voting, dividend transfer
rights and rights arising upon liquidation of the Company) in all respects with the ADSs in issue on the date of such allotment and will be subject
to all the provisions of the Articles for the time being in force.

(o) Change in the capital structure of the Company

In the event of an alteration in the capital structure of the Company (which includes a capitalisation issue, reduction of capital, consolidation,
sub-division of Plan Shares, or rights issue to purchase Plan Shares at a price substantially below market value) the Compensation Committee
shall have discretion to make the appropriate adjustments in the number and/or the kind of shares which are subject to purchase under
outstanding Purchase Rights, including, if the Compensation Committee deems appropriate, the substitution of similar Purchase Rights in shares
of another company so that a Participant shall be entitled to the same proportion of the equity capital of the Company as that to which he or she
was previously entitled to.

() Period of the ESPP
The ESPP shall continue for a term of ten years from the date of its approval by the Shareholders unless terminated in accordance with
sub-paragraph (r).
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(q) Use of Funds

The Company may, but shall not be obligated to, segregate Contributions under the ESPP and/or arrange for Contributions to be held by a third
party financial institution or trustee for the benefit of the Participants. Whether or not segregated, Contributions shall remain the property of the
relevant Participants and shall be subjected to the rights of the Participants and not to the claims of the Company s creditors.

(r) Amendments and Termination of the ESPP
The Compensation Committee may at any time amend the ESPP in any respect or terminate the ESPP, except that, without the approval of the
Company s shareholders at a meeting duly called, no amendment shall be made in relation to:

(i) increasing the number of ADSs approved for the ESPP; or

(ii) decreasing the Purchase Price per ADSs.
Any alterations or amendments of a material nature or any change to the terms of the Purchase Rights granted must be approved by the
shareholders of the Company, unless such alteration or amendment takes effect automatically under the terms of the ESPP. For the avoidance of
doubt, any alteration or amendment pursuant to the exercise of any authority granted under the ESPP is deemed to take effect automatically
under the terms of the ESPP. Any amendment made to the ESPP must be in accordance with the requirements of the Listing Rules or permitted
by the SEHK.

If the ESPP is terminated by the Board prior to the tenth anniversary of the date of Board approval, unless the Compensation Committee has also
terminated any Offering Period then in progress, Purchase Rights granted before such termination shall continue to be valid and exercisable in
accordance with, and subject to, the terms and conditions of the Plan.

Rule 17.03(9) of the Listing Rules provide that the exercise price of any share option scheme operated by listed issuers may not be lower than
effectively the market price of the ordinary shares. As a result of the capital intensive nature of the Company s business, we have traditionally
relied on share options, rather than cash, as an important means of remunerating its employees. This is common in the industry and we wish to
continue this practice following the Global Offering. Accordingly, we have applied to and obtained from the SEHK a waiver from strict
compliance with Rule 17.03(9) of the Listing Rules such that the Company is allowed to continue to grant options over its ADSs to its
employees under the ESPP at an exercise price which is at a discount (up to 15 percent discount) to market price.

STANDARD FORM OF SHARE OPTION PLAN FOR SUBSIDIARIES

The following is a summary of the principal terms of a standard form of share option plan involving the grant of options over shares in
subsidiaries of the Company which adopt such plan to eligible participants such as employees, directors and service providers of the Group (the
Subsidiary Plan ).which was approved by the shareholders at the annual general meeting held on May 30, 2006.

(a) Purpose of the Subsidiary Plan

The purposes of the Subsidiary Plan are to attract, retain and motivate employees and directors of and other service providers to the Group, to
provide a means of compensating them through the grant of stock options for their contributions to the growth and profits of the Group, and to
allow such employees, directors and service providers to participate in such growth and profitability.
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(b) Who may join

The Compensation Committee of the board of directors of the relevant subsidiary (the Subsidiary Committee ) may, at its discretion, invite any
employee, officer or other service provider of (including, but not limited to, any professional or other adviser of, or consultant or contractor to)

the Group whether located in China, the United States or elsewhere to take up options to subscribe for shares ( Subsidiary Shares ) in the relevant
subsidiary(ies) which has or have adopted the Subsidiary Plan at a price calculated in accordance with sub-paragraph (e) below. The Subsidiary
Committee may also grant stock options to a director who is not an employee of the Company or the relevant subsidiary ( Non-Employee
Director ).

(¢) Stock Options

Stock Options granted under the Subsidiary Plan ( Stock Options ) shall entitle a participant ( Participant ) of the Subsidiary Plan to purchase a
specified number of Subsidiary Shares during a specified period at a price calculated in accordance with sub-paragraph (e) below. Three types of
Stock Options may be granted under a Subsidiary Plan, an Incentive Stock Option, a Non-Qualified Stock Option or a Director Option. An
Incentive Stock Option is a stock option that falls within the meaning of Section 422 of the U.S. Internal Revenue Code of 1986 (the Code ) and
may only be granted to employees of the Company and its subsidiaries from time to time. A Non Qualified Stock Option is a stock option that is
not an Incentive Stock Option. A Director Option is a Non-Qualified Stock Option granted to a Non-Employee Director.

The relevant subsidiary shall issue an Award Document to each Participant of the Subsidiary Plan who is granted a Stock Option. The Award
Document shall set out the terms and provisions of the grant of a Stock Option to a Participant including applicable vesting dates or the
attainment of specified performance goals (as determined by the Subsidiary Committee or the Administrator (as defined below), as the case may
be) by the Participant. The relevant subsidiary may allow a Participant to exercise his or her Stock Options prior to vesting, provided the
Participant agrees to enter into a repurchase agreement in respect of the Stock Option with the relevant subsidiary. The Subsidiary Committee
may also (i) accelerate the vesting of a Stock Option, (ii) set the date on which any Stock Option may first become exercisable, or (iii) extend the
period during which a Stock Option remains exercisable, except that no Stock Options may be exercised after the tenth anniversary of the date of
grant.

The Subsidiary Plan does not provide for any payment upon application or acceptance of an option.

(d) Administration of the Subsidiary Plan

The Subsidiary Committee shall be responsible for the administration of the Subsidiary Plan. Its responsibilities include granting Stock Options
to eligible individuals, determining the number of Subsidiary Shares subject to each Stock Option, and determining the terms and conditions of
each Stock Option. The Subsidiary Committee is not obliged to grant Stock Options to Participants in uniform terms.
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Accordingly, the terms and conditions which may be imposed may vary between Participants. Any determination by the Subsidiary Committee
in relation to the carrying out and administering of the Subsidiary Plan in accordance with its terms shall be final and binding. No member of the
Subsidiary Committee shall be liable for any action or determination made in good faith, and the members of the Subsidiary Committee shall be
entitled to indemnification and reimbursement in the manner provided in the articles of association, by-laws or other equivalent constitutional
document of the relevant subsidiary.

The Subsidiary Committee may delegate some or all of its authority under the Subsidiary Plan to an individual or individuals (each an

Administrator ) who may either be one or more of the members of the Subsidiary Committee or one or more of the officers of the Company or
relevant subsidiaries. An individual s status as an Administrator shall not affect his or her eligibility to participate in the Subsidiary Plan. The
Subsidiary Committee shall not delegate its authority to grant Stock Options to executive officers of the Company or its subsidiaries.

(e) Exercise Price

The exercise price per Subsidiary Share purchasable under a Stock Option shall be fixed by the Subsidiary Committee at the time of grant or by
a method specified by the Subsidiary Committee at the time of grant, but, subject always to and in accordance with applicable requirements of
the Listing Rules or permission of the Stock Exchange:

(i)  in the case of an Incentive Stock Option:

(1)  granted to a Ten Percent Holder, the exercise price shall be no less than 110% of the Fair Market Value per Subsidiary Share
on the date of grant; and

(2)  granted to any other Participant, the exercise price shall be no less than 100% of the Fair Market Value per Subsidiary Share
on the date of grant; and

(ii) in the case of any Stock Option:

(1)  granted to a Ten Percent Holder who is a resident of the State of California, the exercise price shall be no less than 110% of
the Fair Market Value per Subsidiary Share on the date of grant; and

(2)  granted to any other Participant who is a resident of the State of California, the exercise price shall be no less than 85% of the
Fair Market Value per Subsidiary Share on the date of grant.
A Ten Percent Holder is any Participant who owns more than 10% of the total combined voting power of all classes of outstanding securities of
the relevant subsidiary or any parent or subsidiary (as such terms are defined in and determined in accordance with the Code) of the relevant
subsidiary.

Fair Market Value shall be determined as follows:

(1)  If the Subsidiary Shares are listed on any established stock exchange or a national market system, including without limitation the NYSE,
The Nasdaq National Market or The Nasdaq SmallCap Market of The Nasdaq Stock Market, its Fair Market Value shall be the closing
sales price for such Subsidiary Shares (or the closing bid, if no sales were reported) as quoted on such exchange or system on the day of
determination, as reported in The Wall Street Journal or such other source as the Administrator deems reliable;
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(ii) If the Subsidiary Shares are regularly quoted by a recognized securities dealer but selling prices are not reported, its Fair Market Value
shall be the mean between the high bid and low asked prices for the Subsidiary Shares on the day of determination, as reported in The Wall
Street Journal or such other source as the Administrator deems reliable; or

(iii) In the absence of an established market for the Subsidiary Shares, the Fair Market Value thereof shall be determined in good faith by the
Subsidiary Committee in accordance with any applicable law, rule or regulation.

(f) Limit of the Subsidiary Plan

The number of Subsidiary Shares that may be issued under the Subsidiary Plan and all other schemes of the relevant subsidiary involving the

grant by such subsidiary of options over or other similar rights to acquire new shares or other new securities of such subsidiary ( Other Schemes )
shall not exceed ten per cent. of the issued and outstanding Subsidiary Shares of such subsidiary on the date of approval of the Subsidiary Plan

by the board of directors of the relevant subsidiary (the Subsidiary Board ).

The number of Subsidiary Shares which may be issued pursuant to any outstanding Stock Options granted and yet to be exercised under the
Subsidiary Plan and all Other Schemes of the relevant subsidiary must not exceed in aggregate 30 per cent. of the issued and outstanding
Subsidiary Shares of the relevant subsidiary in issuance from time to time.

(g) Individual Limit

The total number of Subsidiary Shares underlying Stock Options or other options granted by the relevant subsidiary to a Participant (including
both exercised and outstanding Stock Options) in any twelve-month period may not exceed at any time one per cent. (1%) (or 0.1 per cent. in the
case of an independent non-executive Director of the Company) of the then issued and outstanding Subsidiary Shares unless otherwise allowed
under the Listing Rules.

(h) Exercise of Option

A Stock Option shall vest, and be exercised, in accordance with the terms of the Subsidiary Plan, the relevant Award Document and any rules
and procedures established by the Subsidiary Committee for this purpose. However, the term of each Stock Option shall not exceed ten years
from the date of grant, provided that any Incentive Stock Option granted to a Ten Percent Holder shall not by its terms be exercisable after the
expiration of five (5) years from the date of grant.

(i) Director Options
Each Non-Employee Director may be granted Stock Options to purchase Subsidiary Shares on the terms set out in the relevant Award
Document.

The directors shall exercise all authority and responsibility with respect to Stock Options granted to directors subject to the requirements of the
Listing Rules.

All Non-Employee Directors Stock Options shall only vest provided that the director has remained in service as a director through such vesting
date. The unvested portion of a Stock Option granted to a director shall be forfeited in full if the director s service with the Company or the
relevant subsidiary ends for any reason prior to the applicable vesting date.
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Following termination of a Non-Employee Director s service on the Board, such Non-Employee Director (or his or her estate, personal
representative or beneficiary, as the case may be) shall be entitled to exercise those of his or her Stock Options which have vested as of the date
of such termination within 120 days following such termination.

(j) Termination or lapse of Option
A Stock Option shall terminate or lapse automatically on:

(1)  the expiry of ten years from the date of grant;

(ii) the termination of a Participant s employment or service with the Company for a reason set out in sub-paragraph (1) below;

(iii) save as to any contrary directions of the Subsidiary Committee with the prior approval of the Board of Directors of the Company, in
the event of a complete liquidation or dissolution of the relevant subsidiary, all Stock Options outstanding at the time of the
liquidation or dissolution shall terminate without further action by any person;

(iv) the sale or other divestiture of a subsidiary, division or operating unit of the Company (where the Participant is employed by such
subsidiary, division or operating unit); and

(v) termination of the service relationship with a service provider (where the Participant is a service provider of the Company or its
subsidiaries).

(k) Rights are personal to Participant

A Stock Option is personal to the Participant and shall be exercisable by such Participant or his Permitted Transferee (as defined below) only.
An option shall not be transferred other than by will, by the laws of descent and distribution or pursuant to a domestic relations order. The
Subsidiary Committee may also, at its discretion and subject to such terms and conditions as it shall specify, permit the transfer of a Stock
Option for no consideration to a Participant s family members or to a trust or partnership established for the benefit of such family members
(collectively Permitted Transferees ). Any Stock Option transferred to a Permitted Transferee shall be further transferable only by will or the
laws of descent and distribution or, for no consideration, to another Permitted Transferee of the Participant.

(I) Termination of employment or service
If a Participant s employment or service with the relevant member(s) of the Group is terminated for the following reasons:

(i)  the failure or refusal of the Participant to substantially perform the duties required of him or her as an employee or officer of, or
service provider to, the relevant member(s) of the Group;

(i) any material violation by the Participant of any law or regulation applicable to any business of any relevant member(s) of the Group,
or the Participant s conviction of, or a plea of nolo contendae to, a felony, or any perpetration by the Participant of a common law
fraud against any relevant member(s) of the Group; or

(iii)
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any other misconduct by the Participant that is materially injurious to the financial condition, business or reputation of the Group,
then all Stock Options granted to the Participant, whether or not then vested, shall immediately lapse.
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The Subsidiary Committee may permit any Incentive Stock Option to convert into a Non-Qualified Stock Option as of a Participant s termination
of employment for purposes of providing such Participant with the benefit of any extended exercise period applicable to Non-Qualified Stock
Options when the contract of employment of the holder of Incentive Stock Option terminates.

(m) Change in control of the Company

The Subsidiary Committee must seek the prior approval of the Board of Directors of the Company and may, subject to such prior approval by
the Board of Directors of the Company, specify at or after the date of grant of a Stock Option the effect that a Change in Control (as defined in
the Subsidiary Plan) will have on such Stock Option. The Subsidiary Committee may also, subject to such prior approval by the Board of
Directors of the Company, in contemplation of a Change in Control, accelerate the vesting, exercisability or payment of Stock Options to a date
prior to the Change in Control, if the Subsidiary Committee determines that such action is necessary or advisable to allow the participants to
realise fully the value of their share options in connection with such Change in Control.

(n) Change in the capital structure of the Company

In the event of an alteration in the capital structure of the relevant subsidiary (which includes a capitalisation issue, reduction of capital,
consolidation, sub-division of Subsidiary Shares, or rights issue to purchase Subsidiary Shares at a price substantially below market value), the
Subsidiary Committee may equitably adjust the number and kind of Subsidiary Shares authorised for issuance in order to preserve, the benefits
or potential benefits intended to be made available under the Subsidiary Plan. In addition, upon the occurrence of any of the foregoing events,
the number of outstanding Stock Options and the number and kind of shares subject to any outstanding Stock Option and the purchase price per
share under any outstanding Stock Option shall be equitably adjusted so as to preserve the benefits or potential benefits intended to be made
available to Participants.

(0) Period of the Subsidiary Plan

The form of the Subsidiary Plan shall be approved by the shareholders of the Company and of the relevant subsidiary respectively, and shall
become effective upon its approval by the Subsidiary Board in accordance with the terms thereof. Each Subsidiary Plan shall remain in force for
a period of ten years commencing on the date of Subsidiary Board approval of the relevant Subsidiary Plan.

(p) Amendments and Termination

The Subsidiary Plan may be changed, altered, amended in whole or in part, suspended and terminated by the Subsidiary Board, subject to such
prior approval by the Board of Directors of the Company, at any time provided alterations or amendments of a material nature or any change to
the terms of the Stock Options granted, or any change to the authority of the Subsidiary Board or the Subsidiary Committee in relation to any
alteration to the terms of the Subsidiary Plan, must be approved by the shareholders of the Company, unless such change, alteration or
amendment takes effect automatically under the terms of the Subsidiary Plan. For the avoidance of doubt, any change, alteration or amendment
pursuant to the exercise of any authority granted under a Subsidiary Plan shall be deemed to take effect automatically under the terms of the
relevant Subsidiary Plan. Any change, alteration or amendment must be in accordance with the requirements of the Listing Rules or permitted by
the Hong Kong Stock Exchange.
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The Subsidiary Board may, subject to prior approval by the Board of Directors of the Company, at any time and from time to time make such
changes, alterations or amendments to the Subsidiary Plan as may be necessary or desirable, including (without limitation) changes, alterations
or amendments:

(1) relating to local legal, regulatory and/or taxation requirements and/or implications applicable to the relevant subsidiary and/or
Eligible Participants; and/or

(i) for the purposes of clarification, improvement or facilitation of the interpretation, and/or application of the terms of the Subsidiary
Plan and/or for the purposes of improving or facilitating the administration of the Subsidiary Plan, and other changes, alterations or
amendments of a similar nature.
If the Subsidiary Plan is terminated early by the Subsidiary Board, subject to prior approval by the Board of Directors of the Company, no
further Stock Options may be offered but unless otherwise stated in the Subsidiary Plan, Stock Options granted before such termination shall
continue to be valid and exercisable in accordance with the Subsidiary Plan.

(q) Voting and dividend rights
No voting rights shall be exercisable and no dividends shall be payable in relation to Stock Options that have not been exercised.

(r) Cancellation of Stock Options

If the relevant subsidiary is or becomes a public company (within the meaning of the Hong Kong Code on Takeovers and Mergers), then in the
case of a Change in Control of the relevant subsidiary, Stock Options granted but not exercised may not be cancelled unless an offer or proposal
in respect of the Stock Options has, where applicable, been made pursuant to Rule 13 of The Hong Kong Code on Takeovers and Mergers and
the Hong Kong Securities and Futures Commission has consented to such cancellation.

(s) Ranking of Subsidiary Shares

The Subsidiary Shares to be allotted upon the exercise of a Stock Option will be subject to the articles of association (or equivalent constitutional
document) of the relevant subsidiary for the time being in force and will rank pari passu with the Subsidiary Shares in issue on the date of such
allotment.

The Subsidiary Plans will be administered by the relevant Subsidiary Committees and no other trustee is expected to be appointed in respect of
any Subsidiary Plan.

As of December 31, 2006, none of the subsidiaries of the Company has adopted the Subsidiary Plan.
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Outstanding Share Options
Details of the Stock Option Plans and the Stock Option Plan are as follows:

2001 Stock Option Plan

Weighted
Average
Weightddlosing
AveragePrice
Onti of
prions Closing Pﬁk@l_'es
0llmmedlately
Lapsed Sharesbefore
immediateRPtes
Due to before Dates
Repurchase on
Exercise Options Options of Ordinary Options Options Options on which
No. of Outstanding Exercised Cancelled Outstanding thRtionS were
Date Period during Options Price as of Lapsed  Shares During  During as of Options v&%ﬂted
which Per Share During  During Exercised
Name/Eligible Employees Granted Rights Exercisable Granted (USD) 1/1/06 Period Period* Period Period 12/31/06  (USD) (USD)
Kawanishi, Tsuyoshi 11/7/2002 7/11/2002 7/10/2012 500,000 $ 0.05 500,000 500,000 $ $0.07
Kawanishi, Tsuyoshi 15/1/2004 1/15/2004 1/14/2006 1,000,000 $ 0.10 1,000,000 1,000,000 $ $0.33
Service Providers 26/9/2002 9/26/2002 9/25/2012 50,000 $ 0.05 50,000 50,000 $ $0.03
Service Providers 15/7/2003 7/15/2003 7/02/2005 20,000 $ 0.05 20,000 20,000 $ $0.14
Service Providers 15/1/2004 1/15/2004 3/01/2005 4,100,000 $ 0.10 100,000 100,000 $ $0.14
Senior Management 24/9/2001 9/24/2001 9/23/2011 1,450,000 $ 0.01 $ $0.03
Senior Management 10/4/2002 4/10/2002 4/09/2012 1,350,000 $ 0.02 1,350,000 1,350,000 $0.13 $0.05
Senior Management 24/4/2003 4/24/2003 4/23/2013 1,500,000 $ 0.05 1,500,000 50,000 1,450,000 $ $0.14
Senior Management 15/1/2004 1/15/2004 1/14/201410,700,000 $ 0.10 2,450,000 395,000 2,055,000 $0.13 $0.14
Senior Management 16/2/2004 2/16/2004 2/15/2014 900,000 $ 0.25 900,000 900,000 $ $0.33
Others 15/1/2004 1/15/2004 1/14/2014 4,600,000 $ 0.10 2,500,000 2,500,000 $ $0.35
Others 16/2/2004 2/16/2004 2/15/201412,300,000 $ 0.25 7,380,000 7,380,000 $ $0.35
Employees 28/3/2001 3/28/2001 3/27/201189,385,000 $ 0.01 7,084,000 140,000 712,500 1,605,500 5,338,500 $0.13 $0.03
Employees 1/4/2001 4/1/2001  3/31/2011 2,900,000 $ 0.01 $ $0.03
Employees 2/4/2001 4/02/2001 4/01/2011 2,216,000 $ 0.01 330,000 14,000 316,000 $0.13 $0.03
Employees 16/4/2001 4/16/2001 4/15/2011 575,000 $ 0.01 35,000 35,000 $ $0.03
Employees 25/4/2001 4/25/2001 4/24/2011 600,000 $ 0.01 $ $0.03
Employees 28/4/2001 4/28/2001 4/27/2011 60,000 $ 0.01 42,000 42,000 $ $0.03
Employees 7/5/2001  5/7/2001 5/6/2011 1,650,000 $ 0.01 $ $0.03
Employees 14/5/2001 5/14/2001 5/13/2011 1,597,000 $ 0.01 25,000 25,000 $ $0.03
Employees 15/5/2001 5/15/2001 5/14/2011 95,000 $ 0.01 35,000 35,000 $ $0.03
Employees 24/5/2001 5/24/2001 5/23/2011 35,000 $ 0.01 $ $0.03
Employees 1/6/2001 6/01/2001 5/31/2011 80,000 $ 0.01 40,000 40,000 $ $0.03
Employees 1/7/2001 7/1/2001  6/30/2011 745,000 $ 0.01 69,000 69,000 $ $0.03
Employees 10/7/2001 7/10/2001 7/09/2011 20,000 $ 0.01 $ $0.03
Employees 15/7/2001 7/15/2001 7/14/2011 1,045,000 $ 0.01 570,000 148,000 422,000 $0.14 $0.03
Employees 16/7/2001 7/16/2001 7/15/2011 2,220,000 $ 0.01 128,000 40,000 88,000 $0.15 $0.03
Employees 20/7/2001 7/20/2001 7/19/2011 20,000 $ 0.01 14,000 14,000 $0.16 $0.03
Employees 27/7/2001 7/27/2001 7/26/2011 50,000 $ 0.01 50,000 50,000 $ $0.03
Employees 30/7/2001 7/30/2001 7/29/2011 140,000 $ 0.01 100,000 100,000 $ $0.03
Employees 1/8/2001 8/01/2001 7/31/2011 195,000 $ 0.01 94,000 20,000 74,000 $ 0.14 $0.03
Employees 7/8/2001 8/07/2001 8/06/2011 20,000 $ 0.01 20,000 20,000 $ $0.03
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Name/Eligible Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees
Employees

Date

Granted
15/8/2001
20/8/2001
24/9/2001
28/9/2001
24/1/2002
24/1/2002
10/4/2002
10/4/2002
11/4/2002
28/6/2002
28/6/2002
28/6/2002
11/7/2002
11/7/2002
11/7/2002
26/9/2002
26/9/2002
9/1/2003
10/1/2003
22/1/2003
1/4/2003
15/4/2003
24/4/2003
15/7/2003
10/10/2003
5/1/2004
15/1/2004
15/1/2004
16/2/2004
16/2/2004

No. of

Options
ExerciseOUtStandi“g
Options Price as of
Period during which Per Share
Rights Exercisable Granted (USD) 1/1/06
8/15/2001  8/14/2011 100,000 $ 0.01 100,000
8/20/2001  8/19/2011 20,000 $ 0.01 20,000
9/24/2001  9/23/2011 99,158,500 $ 0.01 37,555,200
9/28/2001  9/27/2011 50,000 $ 0.01 50,000
1/24/2002  1/23/2012 47,653,000 $ 0.01 32,438,500
1/24/2002  1/23/2012 7,684,500 $ 0.02 3,663,640
4/10/2002  4/09/2012 1,315,000 $ 0.01 65,000
4/10/2002  4/09/2012 47,349,000 $0.02 29,560,800
4/11/2002  4/10/2012 4,100,000 $ 0.01 2,100,000
6/28/2002  6/27/2012 930,000 $ 0.01 900,000
6/28/2002  6/27/2012 39,740,000 $ 0.02 26,404,200
6/28/2002  6/27/2012 18,944,000 $0.05 12,498,000
7/11/2002 7/10/2012 250,000 $ 0.01
7/11/2002  7/10/2012 1,700,000 $ 0.02 750,000
7/11/2002 7/10/2012 2,780,000 $ 0.05 80,000
9/26/2005 9/25/2012 5,770,000 $ 0.02 3,586,000
9/26/2005  9/25/2012 65,948,300 $ 0.05 41,408,350
1/09/2003  1/08/2013 53,831,000 $0.05 36,358,700
1/10/2003  1/09/2013 720,000 $ 0.05 720,000
1/22/2003  1/21/2013 1,060,000 $ 0.05 1,060,000
4/01/2003  3/31/2013 18,804,900 $ 0.05 14,899,138
4/15/2003  4/14/2013 550,000 $ 0.05 550,000
4/24/2003  4/23/2013 58,838,000 $ 0.05 34,443,350
7/15/2003  7/14/2013 59,699,900 $ 0.05 36,063,000
10/10/2003 10/09/2013 49,535,400 $ 0.10 30,874,460
1/05/2004  1/04/2014130,901,110 $0.10 95,612,366
1/15/2004  1/14/2014 12,885,000 $ 0.10 9,554,000
1/15/2004  1/14/2014 300,000 $ 0.25
2/16/2004  2/15/2014 14,948,600 $ 0.10 5,724,100
2/16/2004  2/15/2014 76,954,880 $0.25 60,674,235

Options
Lapsed
During
Period

1,216,000

290,000
8,240

442,000
31,000

441,000
2,012,970
2,903,100

2,368,192

884,600
4,093,430
3,229,370
8,458,445

375,000

215,650
10,737,755

Options
Lapsed Due
to Repurchase

of Ordinary
Shares
During
Period*

504,000

52,500

Weightéightec
Averagkverage
Closing Puditeg Pri
of of
SharesShares
immedintelgdiate
before before
Dates Dates
on on
which which

Options  Options Options Option®ptions
Exercised Cancelled Outstanding were were
During During asof Exercis@anted
Period Period 12/31/06  (USD) (USD)
100,000 $ $0.03
20,000 $ $0.03
12,376,000 23,963,200 $ 0.14 $0.03
50,000 $ $0.03
13,462,000 18,686,500 $ 0.14 $0.03
1,685,750 1,969,650 $0.14 $ 0.03
20,000 45,000 $0.14 $0.05
11,242,500 18,318,300 $ 0.13 $ 0.05
2,100,000 $ $0.05
900,000 $0.14 $0.06
8,728,200 17,234,000 $ 0.13 $ 0.06
2,811,000 9,656,000 $0.13 $0.06
$ $0.07
750,000 $ $0.07
80,000 $ $0.07
950,000 2,195,000 $0.13 $0.08
8,739,580 30,655,800 $ 0.13 $0.08
4,330,600 29,125,000 $0.13 $0.10
720,000 $ $0.10
1,060,000 $ $0.10
1,366,162 11,164,784 $ 0.14 $ 0.14
550,000 $ $0.14
2,463,050 31,095,700 $ 0.14 $ 0.14
2,607,460 29,362,110 $0.13 $0.17
1,374,950 26,270,140 $ 0.13 $0.29
7,871,780 79,276,141 $0.14 $0.33
450,000 8,729,000 $ 0.14 $0.33
$ $0.33
146,250 5,362,200 $0.14 $0.33
49,936,480 $ $0.33

Options to purchase ordinary shares issued to new employees generally vest at a rate of 10% upon the second anniversary, an additional 20% on
the third anniversary and an additional 70% upon the fourth anniversary of the vesting commencement date. Beginning in January 2004, options
to purchase ordinary shares issued to then-existing employees generally vest at a rate of 25% upon the first, second, third, and fourth

anniversaries of the vesting commencement date.

The Company has not issued stock options under the 2001 Stock Option Plans since the completion of the Global Offering.

Semiconductor Manufacturing International Corporation Annual Report 2006 77

89



Edgar Filing: SEMICONDUCTOR MANUFACTURING INTERNATIONAL CORP - Form 6-K

2001 Preference Share Plan

Weightdighted
Averagkverage
Closing Puiireg Price
of of
SharesShares
immedintaiydiately
before before
Options Dates Dates
. Lapsed Due on on

Opt10n§ to Repurchase which which

No. of Exerciseoutsmndmg Options of Ordinary Options Options Options Option®ptions
Price as of Lapsed Shares Exercised Cancelled Outstanding were were

Date Period during which  Options Per Share During During During  During as of Exercis@ranted
Name/Eligible Employees Granted Rights Exercisable Granted (USD) 1/1/06 Period Period* Period Period 12/31/06 (USD) (USD)
Service Providers 11/7/2002  7/11/2002 7/10/2012 462,000 $ 0.11 202,000 202,000 $ $0.14
Service Providers 26/9/2002  9/26/2002  9/25/2012 50,000 $0.11 50,000 50,000 $ $0.15
Employees 24/9/2001  9/24/2001 9/23/2011254,098,700 $0.11 25,865,800 24,000 1,751,600 24,090,200 $0.14 $0.11
Employees 28/9/2001  9/28/2001 9/27/2011 50,000 $0.11 50,000 50,000 $ $0.11
Employees 3/11/2001 11/03/2001 11/02/2011 780,000 $ 0.35 617,500 70,000 547,500 $ $0.11
Employees 24/1/2002  1/24/2002  1/23/2012 58,357,500 $ 0.11 8,523,190 150,590 150,000 928,450 7,444,150 $0.14 $0.12
Employees 10/4/2002  4/10/2002  4/09/2012 51,384,000 $ 0.11 6,294,800 129,000 25,000 1,503,000 4,662,800 $0.14 $0.13
Employees 28/6/2002  6/28/2002 6/27/2012 63,332,000 $0.11 15,723,500 157,000 150,000 2,654,000 12,912,500 $0.14 $0.14
Employees 11/7/2002  7/11/2002 7/10/2012 4,530,000 $ 0.11 805,000 805,000 $ $0.14
Employees 26/9/2002  9/26/2002  9/25/2012 73,804,800 $0.11 17,995,090 842,770 75,000 2,418,000 14,734,320 $0.13 $0.15
Employees 9/1/2003  1/09/2003  1/08/2013 12,686,000 $ 0.11 2,157,000 14,000 906,000 1,237,000 $0.12 $0.17

Options to purchase preference shares issued to new employees generally vest at a rate of 10% upon the second anniversary, an additional 20%
on the third anniversary and an additional 70% upon the fourth anniversary of the vesting commencement date. Employees may early exercise
their options to purchase preference shares. If an employee early exercises 100% of his or her options, the options vest at a rate of 25% upon
each first, second, third, and fourth anniversary of the vesting commencement date. Furthermore, in this case, if the employee remains employed
by the Company and the Company has completed its initial public offering as of the third anniversary of the vesting commencement date, all
options shall vest.

The options to purchase preference shares converted into options to purchase ordinary shares immediately prior to the completion of the Global
Offering.
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2004 Stock Option Plan
Options
ExerciseOutstanding
No.of  Price as of
Date Period during which Options Per Share

me/Eligible Employees Granted Rights Exercisable Granted (USD) 1/1/06
ior Management 18/3/2004  3/18/2004 3/17/2014 150,000 $ 0.35 150,000
ers 18/3/2004  3/18/2004 3/17/2014 20,000 $ 0.35 20,000
ployees 18/3/2004  3/18/2004 3/17/2014 49,949,700 $ 0.35 40,155,400
hard Chang 7/4/2004  4/07/2004 4/06/2014 100,000 $ 0.31 100,000
ployees 25/4/2004  4/25/2004 4/24/2014 22,591,800 $ 0.28 19,140,350
ers 27/7/2004  7/27/2004  7/26/2014 200,000 $ 0.20 200,000
ployees 27/7/2004  7/27/2004  7/26/2014 35,983,000 $ 0.20 29,131,000
vanishi, Tsuyoshi 10/11/2004  11/10/2004 11/09/2009 500,000 $ 0.22 500,000
ployees 10/11/2004 11/10/2004 11/09/2014 52,036,140 $0.22 41,553,810
Lin Hsu 10/11/2004 11/10/2004  11/09/2009 500,000 $ 0.22 500,000
1-Pon Jou 10/11/2004 11/10/2004 11/09/2009 500,000 $ 0.22 500,000
ry Shaw 10/11/2004 11/10/2004  11/09/2009 500,000 $ 0.22 500,000
-Bu Tan 10/11/2004 11/