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IMPORTANT NOTICE

VI.

VIL.

VIl

XI.

The Board of Directors and senior management of the Company warrant that the content of this interim
report is true, accurate and complete and does not contain any false representations, misleading statements
or material omissions, and severally and jointly accept legal responsibility thereof.

Material risk alert

The Company has described in details the various risks it may face during its operations and the countermeasures in this
report. For further information, please refer to “V. Risk Factors” in “Section 3 Management Discussion and Analysis”
of this report.

All Directors of the Company attended the Board meeting.
This interim report has not been audited.

Zhou Zixue, the person-in-charge of the Company, Gao Yonggang, the person-in-charge of accounting affairs,
and Liu Chenjian, the head of the accounting department (person-in-charge of accounting), warrant the
truthfulness, accuracy and completeness of the financial report contained in this interim report.

Plan for profit distribution or plan to convert capital reserves into share capital as approved by the Board in
the reporting period
None

Any significant events such as special arrangements for corporate governance
Special arrangements for corporate governance: The Company is a red-chip enterprise

Risks associated with forward-looking statements

This report may contain, in addition to historical information, “forward-looking statements”. These forward-looking
statements are based on SMIC'’s current assumptions, expectations, beliefs, plans, objectives, and projections about future
events or performance. SMIC uses words like “believe”, “anticipate”, “intend”, “estimate”, “expect”, “project”, “target”,
“going forward”, “continue”, “ought to”, “may”, “seek”, “should”,”plan”, “could”, “vision”, “goals”, “aim", “aspire”,
“objective”, “schedules”, “outlook” and similar expressions to identify forward-looking statements, although not all
forward-looking statements contain these words. These forward-looking statements are necessary estimates reflecting
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 in the semiconductor industry, SMIC's reliance on
a small number of customers, 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, raw materials and software, availability of manufacturing capacity,
financial stability in end markets, orders or judgments from pending litigation, intensive intellectual property litigation
in the semiconductor industry, general economic conditions and fluctuations in currency exchange rates.

Any appropriation of fund by the controlling shareholder and its related parties for non-operating purpose
None

Any provision of external guarantee in violation of the stipulated decision-making procedure
None

Does it exist that more than half of the Directors cannot warrant the truthfulness, accuracy and completeness

of the interim report disclosed by the Company
No
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SECTION 1 DEFINITIONS

In this report, unless the context requires otherwise, the following expressions shall have meanings as follows:

Definitions of common terms

Company or SMIC for Semiconductor Manufacturing International Corporation

Group for the Company and its subsidiaries

SMIC Holdings for SMIC Holdings Corporation

SMIS or SMIC Shanghai for Semiconductor Manufacturing International (Shanghai) Corporation
SMIB or SMIC Beijing for Semiconductor Manufacturing International (Beijing) Corporation
SMIT or SMIC Tianjin for Semiconductor Manufacturing International (Tianjin) Corporation
SMIZ or SMIC Shenzhen for Semiconductor Manufacturing International (Shenzhen) Corporation
SMNC for Semiconductor Manufacturing North China (Beijing) Corporation
SMSC for Semiconductor Manufacturing South China Corporation

CICT for China Information and Communication Technology Group Co., Ltd.
Datang Holdings for Datang Telecom Technology & Industry Holdings Co., Ltd.

Datang HK for Datang Holdings (Hongkong) Investment Company Limited

China IC Fund for China Integrated Circuit Industry Investment Fund Co., Ltd.

Xinxin HK for Xinxin (Hongkong) Capital Co., Ltd.

Board for the board of directors of the Company

Director(s) for the director(s) of the Company

China or the PRC for the People’s Republic of China

CSRC for China Securities Regulatory Commission

SEHK, HKSE or Hong Kong Stock Exchange for The Stock Exchange of Hong Kong Limited

SSE for The Shanghai Stock Exchange
SSE STAR Market for Shanghai Stock Exchange Science and Technology Innovation Board
Hong Kong Listing Rules for the Rules Governing the Listing of Securities on The Stock Exchange of

Hong Kong Limited, as amended from time to time

IFRS for the International Financial Reporting Standards as issued by the
International Accounting Standards Board

CAS for the China Accounting Standards for Business Enterprises as issued by
the PRC Ministry of Finance

Ordinary Share(s) for the ordinary share(s) of US$0.004 each in the share capital of the
Company

A Share(s) for the Ordinary Shares issued by the Company on the SSE STAR Market

Hong Kong Share(s) for the Ordinary Shares issued by the Company on the Hong Kong Stock
Exchange

RMB or yuan for Renminbi Yuan

HK$ for Hong Kong dollars

reporting period or this period for the period from January 1, 2021 to June 30, 2021

corresponding period or previous period for the period from January 1, 2020 to June 30, 2020

All references in this report to silicon wafer quantities are to 8-inch wafer equivalents, unless otherwise specified. Conversion
of quantities of 12-inch wafers to 8-inch wafer equivalents is achieved by multiplying the number of 12-inch wafers by 2.25.
References to key process technology nodes, such as 0.35 micron, 0.18 micron, 0.13 micron, 90 nanometer, 65 nanometer, 45
nanometer, 28 nanometer and 14 nanometer include the stated resolution of the process technology, as well as resolutions down
to, but not including, the next key process technology node of finer resolution. For example, when we state “45 nanometer
process technology”, that includes 38 nanometer, 40 nanometer and 45 nanometer technologies.

The financial information in this report has been prepared in accordance with the provisions under the International
Financial Reporting Standard.
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BASIC CORPORATE INFORMATION

Name of the Company in Chinese
Chinese abbreviation

Name of the Company in English
English abbreviation

Legal representative of the Company®et®

Registered address of the Company

Office address of the Company

Postal code of the office address of the
Company

Website address

E-mail

Place of business in Hong Kong
Company Secretary

Secretary to the Board

e
SECTION 2 CORPORATE PROFILE AND PRINCIPAL FINANCIAL INDICATORS
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Semiconductor Manufacturing International Corporation
SMIC

Zhou Zixue

Cricket Square, Hutchins Drive, P.O. Box 2681, Grand Cayman, KY1
1111 Cayman Islands

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

http://www.smics.com/

ir@smics.com

Suite 3003, 30th Floor, No. 9 Queen’s Road Central, Hong Kong
Gao Yonggang

Guo Guangli

Authorized Representatives under Hong Kong
Listing Rules

Zhou Zixue, Gao Yonggang

Custodian of A Shares Shanghai Branch of China Securities Depository and Clearing

Corporation Limited

Hong Kong Share registrar Computershare Hong Kong Investor Services Limited, 17M Floor,

Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong

Note: The Company is registered in the Cayman Islands, which does not have the concept of a legal representative, though its person-
in-charge is Zhou Zixue.

[I. CONTACT PERSONS AND CONTACT METHODS

Secretary to the Board

Securities Affairs
Representative

Wen Jiehan
18 Zhangjiang Road, Pudong
New Area, Shanghai, PRC

(Domestic representative of the
information disclosure)

Guo Guangli
18 Zhangjiang Road, Pudong
New Area, Shanghai, PRC

Name
Contact address

Telephone 021-20812800 021-20812800
Fax 021-50802868 021-50802868
E-mail ir@smics.com ir@smics.com
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SECTION 2 CORPORATE PROFILE AND PRINCIPAL FINANCIAL INDICATORS

[II. INTRODUCTION TO CHANGES IN THE INFORMATION DISCLOSURE AND PLACE OF

INSPECTION
Newspapers selected by the Company for Shanghai Securities News, China Securities Journal, Securities Times
information disclosure and Securities Daily

Website designated by CSRC for publishing http://www.sse.com.cn
the interim report of the Company
Website designated by Hong Kong Stock http://www.hkexnews.hk
Exchange for publishing the interim report
of the Company
Place of inspection of the interim report Board Affairs Office, 18 Zhangjiang Road, Pudong New Area,
of the Company Shanghai, PRC

IV. INFORMATION ON THE COMPANY’S SHARES/DEPOSITORY RECEIPTS
() INFORMATION ON THE COMPANY’S SHARES

Information on the Company’s Shares

Stock exchange and board on which

Class of shares shares are listed Stock abbreviation Stock code

A Shares SSE STAR Market oooo 688981

Hong Kong Shares Main Board of the Hong Kong Stock SMIC 00981
Exchange

Note: ADR programme has terminated on March 4, 2021 (US Eastern Time).

V. PRINCIPAL ACCOUNTING DATA AND FINANCIAL INDICATORS OF THE COMPANY
(1) PRINCIPAL ACCOUNTING DATA
in USD’000
Six months ended

06/30/21 as

compared with

06/30/21 06/30/20 06/30/20 (%)
Revenue 2,447,751 1,843,375 32.8
Profit attributable to owners of the Company 846,679 202,133 318.9

Profit for the reporting period attributable to
owners of the Company, net of non-recurring

profit or loss 362,659 82,631 338.9
Net cash from operating activities 1,502,981 407,548 268.8
Earnings before interest, tax, depreciation and

amortization (“EBITDA") 1,759,057 839,273 109.6

06/30/21 as

compared with

06/30/21 12/31/20 12/31/20 (%)
Equity attributable to owners of the Company 16,060,987 14,875,206 8.0
Total assets 32,172,694 31,320,575 2.7

(I1) PRINCIPAL FINANCIAL INDICATORS

Six months ended
06/30/21 as

compared with

06/30/21 06/30/20 06/30/20 (%)

Gross margin 26.8% 26.2% Increased by 0.6

percentage point

Net margin 33.7% 9.6% Increased by 24.1

percentage points

EBITDA margin 71.9% 45.5% Increased by 26.4

percentage points

Basic earnings per share $0.11 $0.04 175.0

Diluted earnings per share $0.11 $0.04 175.0

Basic earnings per share, net of non-recurring $0.05 $0.01 400.0
profit or loss

Weighted average return on equity 5.5% 3.4% Increased by 2.1

percentage points

Weighted average return on equity, net of non- 2.3% 1.3% Increased by 1.0

recurring profit or loss percentage points

Percentage of R&D investment to revenue 12.2% 17.6% Decreased by 5.4

percentage points

|
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VI. DISCREPANCIES IN ACCOUNTING DATA UNDER DOMESTIC AND FO

ACCOUNTING STANDARDS

() DISCREPANCIES IN NET PROFIT AND NET ASSETS ATTRIBUTABLE TO OWNERS OF THE
COMPANY IN THE FINANCIAL REPORT DISCLOSED UNDHERE INTERNATIONAL FINANCIAL
REPORTING STANDARDS (“IFRS”) AND UNDER THE CHINA ACCOUNTING STANDARDS FOR
BUSINESS ENTERPRISES (“CAS”

In USD’000
Net profit attributable to Net assets attributable to
owners of the Company owners of the Company
Six months Six months
ended 06/30/21 ended 06/30/20 06/30/21 12/31/20
Prepared in accordance with CAS 812,421 195,833 16,060,987 15,174,594
Adjustments to items and amounts
prepared in accordance with IFRS:
The equity interest in an associate being
passively diluteé 34,258 - - -
Perpetual subordinated convertible
bonds® - - - (299,388)
The equity method on one-quarter-lag
basis to pick up the investment income
or losg¥ — 6,300 - -
Prepared in accordance with IFRS 846,679 202,133 16,060,987 14,875,206

Notes:

1) Under CAS, gains or losses arising from dilution of investments in associates and joint ventures should be recorded in equity while
adjusting the carrying amount of the long-term investment. Under IFRS, gains or losses of which should be recorded in profit or
loss, while adjusting the carrying amount of the long-term investment.

(2) Under CAS, perpetual subordinated convertible bonds are listed in the column of other equity instruments and incorporated into
the equity attributable to owners of the Company. Under IFRS, perpetual subordinated convertible bonds are not included in the
equity attributable to owners of the Company.

(3) For the six months ended June 30, 2020, given the financial information of the associates can be obtained in a timely manner, in
the preparation of IFRS financial statements, the Company chose to recognize the investment income or loss and OCI based on
accounting data of investees in the same accounting period as the Company’s to eliminate the accounting treatment difference
between IFRS and CAS.

VII.NON-RECURRING PROFIT OR LOSS ITEMS AND AMOUNTS
In USD’000

Six months

ended 06/30/21

Gain on disposal of property, plant and equipment and assets classified as held-for-sale 19,204
Government funding 167,592
Gain on disposal of a subsidiary and some shares of an associate 265,561
Gain arising on financial assets at FVPL 15,380
Share of gain arising on financial instruments at FVPL of investment using equity method 39,849
Others (24)
Impact on non-controlling interests 20,887
Effects of income tax (44,429)
Total 484,020

According to Interpretative Announcement No. 1 [2008] of the Information Disclosure of the Companies Public Offering

Securities — Non-recurring Profit or Loss as issued by CSRC, non-recurring profit or loss refers to the profit and loss

arising from various transactions and events that have no direct relationship with the normal business of a company and

that are related to the normal business operation due to its special nature and contingency with affecting the statements
users to make a correct judgment on the company’s operating performance and profitability.
VIIIEBITDA

In USD’000
Six months ended

06/30/21 06/30/20

Net profit for the period 824,029 176,954
Finance costs 55,842 36,378
Depreciation and amortization 881,286 595,572
Income tax expense (2,100) 30,369
EBITDA 1,759,057 839,273
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SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

INDUSTRIAL OVERVIEW AND PRINCIPAL BUSINESSES DURING THE REPORTING

PERIOD
()  PRINCIPAL BUSINESS, MAJOR PRODUCTS OR SERVICES

The Company, one of the leading foundries in the world, is the most advanced and the largest foundry with the most
comprehensive semiconductor manufacturing services in the Chinese Mainland. The Company principally provides its
customers with integrated circuit (IC) wafer foundry services and supporting services on process nodes from 0.35 micron
to 14 nanometer based on different process technology platforms. The Company has mass production capability on diverse
technology platforms such as logic IC, power/analog, high-voltage driver, embedded non-volatile memory, non-volatile
memory, mixed signal/RF, and CMOS image sensor, etc. The Company is able to provide both IC foundry services and
supporting services to customers in various application fields.

In addition to the IC foundry business, the Company is also committed to creating a platform-based ecological service
model, providing customers with one-stop supporting services in design services, IP support, photomask manufacturing,
etc., while enhancing the collaborations of upstream and downstream semiconductor industry chain so as to provide a
full range of integrated solutions to our customers with the partners in all links of the industry chain.

(I) MAJOR BUSINESS MODEL
1. Profit model

The Company is mainly engaged in IC foundry business based on multiple technology nodes and diverse technology
platforms, as well as supporting services such as design services and IP support, photomask manufacturing, etc.

2. R&D model

The Company has formed a complete and efficient innovation mechanism, and established a comprehensive R&D
management system. With a professional and dedicated R&D team, the Company has established comprehensive R&D
procedures and advanced supporting systems. With continuous R&D investments in mature technologies, advanced
technologies and specialty technologies, the Company has solidified its technical foundation, established its technical
thresholds and ensured the success of transferring projects from R&D to production. The R&D procedures principally
include seven stages, namely project selection, feasibility assessment, project establishment, technology research and
development, technology qualifications, product qualifications and production, each stage possessing a strict review
procedure.

3. Procurement mode

The Company mainly purchases materials, parts, equipment and technical services for IC foundry business and supporting
services from its suppliers. In order to improve productivity and enhance cost control, the Company has established a
procurement management system. The Company has a mature supplier management system and a relatively comprehensive
security system for supply chain management. It has built mechanisms for supplier access, supplier assessment and
evaluation, and supplier capability development and improvement. While maintaining long term collaboration with
our major suppliers, the Company continues to take into account the introduction and cultivation of new suppliers to
strengthen the sustainability and safety of the supply chain.

4. Production mode

The Company plans production capacity based on market demand and determines production schedule, the details of
which are as follows:

(1).  Small batch trial production: The customer designs the products according to the design rules provided by the
Company. After the design is completed, the Company conducts a small batch trial production based on customers’
requirements for such product.

(2). Risk production: The samples from the small batch trial production are packaged, tested and functionally verified.
If they meet the market requirements, the product can enter into the risk production stage. The stage of risk
production mainly includes product yield improvement, product process improvement and production capacity
expansion.

(3). Mass production: After the risk production is completed and the above mentioned delivery indicators are within
customer specifications, the product can enter into the mass production stage. In the mass production stage, the
sales department confirms with customer on the purchase order quantity. The production planning department
arranges production based on customer order requirements, tracks production progress, and provides customers
with production progress reports.

smic 2021 interim Report



SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

5. Marketing and sales model

The Company adopts various marketing methods and actively expands customer base through multiple channels. After
the Company forms a cooperative relationship with customers, the Company will maintain direct communication channels
with customers and enable solutions to meet their needs. Through market research, the Company actively contacts and
visits target customers, recommend processes and services linked to customer needs and launches a series of customer
development activities. The Company also establishes cooperative relations with customers through collaborations with
design service companies, IP suppliers, EDA manufacturers, packaging and testing manufacturers, industry associations
and various IC industry promotion centers. The Company conducts promotion activities and acquires customers by hosting
technical seminars and participating in various professional exhibitions, summits, and forums in the semiconductor
industry. Some customers contact the Company for direct cooperation through public channels such as the Company’s
website and word-of-mouth communication. The Company’s sales team executes orders with customers, and provides
IC wafer foundry services and relevant supporting services to the customers according to the requirements of the order.
Upon completion of manufacturing, the product will be delivered to customers or the downstream packaging and testing
manufacturers designated by customers.

The Company has established the current foundry model based on the factors such as market supply and demand
situation, upstream and downstream development, the Company’s principal business, major products, core technologies,
and its own development stage. During the reporting period, the aforementioned key factors of business model had no
significant changes.

(111) INDUSTRY OVERVIEW
1. Development stage, basic features and major technical thresholds of the industry

IC foundry is at the core of the IC industry chain, it is a business model of IC manufacturers. Benefiting from the growing
demands for loT, cloud computing, big data and other related products, the IC foundry has become a fundamental and
leading industry to support economic and social development. Its development has become one of the core indicators
to measure the technology development level, impacting the progress of social informatization.

In the first half of 2021, the tensions of global geographical and trading relations remained tight, the epidemic in some
countries and regions continued to spread, the overseas supply chains encountered capacity limitations due to a number
of companies being affected by natural disasters and accidents. Moreover, panic stocking in the supply chain and a slow
capacity expansion of the worldwide foundry have led to a global semiconductor supply shortage. On the other hand,
loT, cloud computing, big data, Artificial Intelligence (“Al"), driver assistance, robots, unmanned aerial vehicles (“UAV")
and other application fields will continue to grow, the relevant end market will continue to have a strong demand, which
further intensify the capacity shortage situation in the global semiconductor industry.

Regarding the domestic industry development, the epidemic was brought under control in a relatively short time in 2020.
In 2021, the domestic semiconductor industry supply risk was mitigated due to the countrywide vaccination program
adopted widely in the domestic population. Meanwhile, accelerating the formation of coordinated advancement of
domestic telecommunication infrastructures, equipment manufacturing and the other multiple sectors, the PRC IC industry
continued to maintain a significant growth in the first half of the year.

The IC foundry industry is highly technology-intensive, talent-intensive and capital-intensive. It has rigorous requirements
and implementation standards for the manufacturing environment, energy, raw materials, equipment and quality
management system. With higher demand arising from diversified application fields of IC products, the supporting
services from wafer foundries have become an additional advantage in attracting customers. On the whole, with more
diversified application fields of IC products arising, the technical thresholds of wafer foundries will continue to rise.

smic 2021 interim Report
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SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

2. Analysis on the industry position of the Company and its changes

SMIC, one of the leading foundries in the world, is the most advanced and the largest foundry with the most comprehensive
semiconductor manufacturing services in the Chinese Mainland. According to the ranking of pure-play foundries in
terms of global sales in 2020 as published by IC Insights, SMIC ranks 4th globally and 1st among the enterprises in the
Chinese Mainland.

3. Development of new tech_nologies, new industries, new sectors and new models as
well as future trends during the reporting period

IC manufacturing is conducted by using high-precision equipment, and has, after decades of development, developed
from 0.35 micron CMOS process at the beginning of this century to the nanometer-level FinFET process. By following
Moore’s Law, the most advanced manufacturing process for mass production of IC in the world has reached 5 nanometer,
and 3 nanometer technology is expected to be launched in the market around 2022.

In recent years, with the continual introduction of emerging applications, specialty technologies have gradually become an
integral part of broad market demand in addition to logic IC. Specialty technologies mainly include CMQOS image sensor,
fingerprint sensor, specialty memory, embedded non-volatile memory, power discrete, analog and power management IC,
high voltage, radio frequency and micro electro-mechanical systems, etc. The devices of specialty technologies are usually
characterized by relatively low R&D expenses, independent on advanced equipment and advanced technologies, and are
broader in product variants. Specialty technologies have been drawing attentions from the global leading foundries, and
have become an important development opportunity for semiconductor industry.

CORE TECHNOLOGIES AND R&D PROGRESS
()] CORE TECHNOLOGIES, ADVANCEMENT AND THEIR CHANGES DURING THE REPORTING

For advanced technology progress, the development of multiple derivative platforms are carrying out as planned, steadily
engaging with customers, and achieving the goal of diversified product portfolio.

Meanwhile, the research and development of SMIC's specialty process technology is progressing smoothly. Multiple
technologies have entered mass production. 55nm and 40nm high voltage display driver integrated circuit (HVDDIC)
platforms have entered risk production, and other projects such as special storage technologies and image sensing
technologies are also progressing steadily in terms of their development.

(1) R&D ACHIEVEMENTS DURING THE REPORTING PERIOD
List of intellectual property rights obtained during the reporting period

Increase during the period Accumulative number
Number of Number of Number of Number of
applications rights obtained applications rights obtained
Invention patents 330 373 15,846 10,382
Utility model patents - 1 1,772 1,766
Layout design rights - - 94 94
Total 330 374 17,712 12,242

(1) ANALYSIS OF R&D COSTS
In USD’000
Six months ended

06/30/21 as

compared with

06/30/21 06/30/20 06/30/20 (%)
Expensed R&D costs 299,325 324,485 -7.8
Capitalized R&D cost - - -
Total R&D cost 299,325 324,485 -7.8
Total R&D costs as a percentage of revenue 12.2% 17.6% Decreased by 5.4

percentage points
Capitalized percentage of R&D costs - - -
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SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

(IV) R&D PROJECTS

No.

1 FINFET derivative
technology platform
development

Name of project

2 22nm ultra low-power
(ULP) platform

3 28nm Radio Frequency
(RF) technology
platform

4 28nm high voltage
display driver
integrated circuit
(HVDDIC) technology
platform

5 40nm high voltage
display driver
integrated circuit
(HVDDIC) technology
platform

6 eFlash

Progress or milestone
achievements

Proposed objectives

The development of multiple Based on the FinFET

derivative platforms are
carrying out as planned,
steadily engaging with
customers, and achieving
the goal of diversified
product portfolio.

The electrical property of
devices have matched
the targets. The devices
designs have been
completed; the processes
validation has commenced,
and the original process
has been frozen.

Based on the 28HKC+
platform, various RF
devices have been
provided with optimized
performances, the process
has been frozen and the
customer verifications have
commenced.

general process platform,
a series of derivative
application platforms

to be developed,

device performance to
be further optimized

and integration to be
improved, to meet

the needs of various
applications.

To complete platform

development, engage
customers, and realize
mass production.

To complete platform

development, engage
customers, and realize
mass production.

Based on 28HKC+ platform, To complete platforms

the middle-voltage and
high-voltage devices
development have been
completed; compared with
40nm HVDDIC technology
platform, the SRAM areas
are smaller in sizes and
larger in volumes, capable
of providing solutions for
high-end display.

Products accreditations for
multiple products from
multiple customers have
been completed, and the
risk production stage have
been established.

The performance
development and reliability
verification of 40nm eFlash
common platform have
been completed based on
the ESF3 structure, V1.0
process design tool kit
has been launched, the
first batch of customers
have been introduced
for products design. The
risk production has been
established.

including a full set

of low-, middle- and
high-voltage devices,
provide large-volume
SRAM, and lower power
consumption to adapt to
various high-end display
technical needs.

To complete research and

development, engage
customers, and enter the
risk production.

To develop more types of

applications memory
macros, such as

ULPs, and high-speed
applications, to introduce
more customers. To
continuously optimize
process, process tool kit
and IP.

Technology
positioning

Domestic
leadership

Domestic
leadership

Domestic
leadership

Domestic
leadership

Domestic
leadership

Domestic
leadership

Specific application
prospects

Mainly applied to
consumer electronics.

Mainly applied to
various loT products
to meet needs for
smartphones, digital
TVs, set-top boxes,
image processors,
wearables and
consumer electronics,
etc.

Mainly applied to
household networks,
routers, WIFI, mobile
terminal equipment
communication and
other applications.

Mainly applied to
AMOLED display
drivers for high-end
smart phone.

Mainly applied to
AMOLED display
drivers for smart
phones.

Applied to smart cards,
industrial controls
and loT, etc.

-
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SECTION 3 MANAGEMENT DISCUSSION AND A

Progress or milestone

achievements

The establishment of 65nm
NOR and 55nm NOR
process technology
platforms and production
lines have been completed.

No. Name of project

NOR Flash memory
process

8 NAND Flash memory

process

The high-quality, high-
reliability and low-
volume solid state
memory products have
been provided, the
mass production of
38nm NAND products
have been realized;
the multiple customers
engagements and
products accreditations
for self-developed 24nm
SLC technology have
been completed and mass
production has been
established.

90nm BCD technology The performance
platform development and

reliability verifications of

middle- and low-voltage
devices in the first stage
of 90nm BCD platform
have been completed;

The development of

V1.0 process design tool

kit has been launched;

The first batch of

customers products for

product design has been
introduced and it has been
ready to enter the small
batch trial production.

9

A
NALYSIS

Technology
positioning

Domestic
leadership

Proposed objectives

To continuously promote
optimization of process
technology platforms,
further improve
product performances,
reduce the costs and
enhance marketing
competitiveness. To
develop the next
generation of NOR
technology platform.

To begin customer
engagement and
mass production for
24nm NAND Flash
while promoting the
development of the next
generation of 1XNAND
platforms.

Domestic
leadership

Domestic

To complete platforms
i leadership

including middle-

and high-voltage
applications, align with
the development trends
of intelligent chips of
power management, and
gradually expand into
other various analog
applications.

waw

Specific application
prospects

Applied to consumer
electronics, such as
Bluetooth, WIFI, set-
top boxes, and other
products.

The products are mainly
applied to embedded
systems.

Applied to high-
end smart power
management, audio
frequency amplifiers,
smart motor drivers,
etc.

(V) R&D STAFF

Basic information

Number of R&D Staff of the Company

Number of R&D staff as a percentage of the total wor
Company

Total compensation of R&D staff (USD'000)

Average compensation of R&D staff (USD'000)

06/30/21

1,785
kforce of the
11.2%
35,558
20

Six months ended

06/30/20
2,419
15.8%

46,144
19

Education level

Education level

Number of persons

Percentage (%)

Doctorate 222 12.4
Master 944 52.9
Bachelor 355 19.9
Junior college and below 264 14.8
Total 1,785 100.0
Age structure
Age group Number of persons Percentage (%)
Aged below 30 674 37.8
Aged 30-40 843 47.2
Aged above 40 268 15.0
Total 1,785 100.0

Note: R&D staff includes R&D department staff and technical staff engaged in research-related technical support. The number of R&D
personnel in this reporting period decreased compared with the previous period, mainly due to some research personnel have been
transferred to production and operation positions, and the impact of the disposal of a subsidiary, SJ Semiconductor Corporation.

'
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SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

ANALYSIS ON THE CORE COMPETITIVENESS DURING THE REPORTING PERIOD
() ANALYSIS ON CORE COMPETITIVENESS

The Company continued to strengthen its core competitiveness during the reporting period:

1. Advantages in R&D platforms

The R&D center of the Company simultaneously carries out mature process refinement and advanced technology
development based on the overall strategies and oriented by customer needs. The specialty technologies continuously
extend from the mature process and advanced technologies continue to develop derivative application platforms.
Meanwhile, we ensure the R&D stage of a project is fully benchmarked for the technical needs of subsequent mass
production, effectively assure the product quality and reliability, and shorten the cycle from research to production to
meet customer needs for product innovations and rapid evolutions.

2. Advantages in R&D team

Through years of IC R&D practices, the Company has established a high-quality core management team and a professional
core R&D team. The core members of the R&D team comprises of domestic and overseas senior experts with many years
of R&D and management experience in the industry.

3. Advantages in rich product platforms and well-known brands

The Company has long been focusing on the development of IC process technologies for 20 years. It has successfully
developed diverse technology nodes ranging from 0.35 micron to 14 nanometer, which are applied in various technology
platforms. The Company owns mass production capability on many technology platforms, such as logic IC, power/analog,
high-voltage driver, embedded non-volatile memory, non-volatile memory, mix signal/RF, and CMOS image sensor, etc.
The Company is able to provide both IC foundry services and supporting services to customers in the application fields
of smart phone, smart home, consumer electronics and other areas. Through long-term cooperation with domestic and
overseas renowned customers, the Company has formed prominent brand effects, and obtained sound industry recognition.

4. Well-established intellectual property systems

The Company has accumulated many core technologies in the IC field with well-established intellectual property system.
As of June 30, 2021, the Company had 12,148 patents in total, including 10,382 invention patents. In addition, the
Company also had 94 layout design rights of IC.

5. Internationalized and supply chain layout

Consistently focusing on having a globalized layout in accordance with the concept of having globalized operations at all
times, the Company has formed a relatively optimized corporate governance structure, established an internationalized
management team and talent team, and set up service bases and a business network that spans the globe. Meanwhile,
we have set up marketing offices in the United States, Europe, Japan and Taiwan, China, as well as a representative
office in Hong Kong, China, further expanding the markets and quickly responding to customer needs. The Company
pays great attention to the strategic partnerships with upstream and downstream enterprises of the IC industry chain,
enhances supply chain integration and layout capability, and constructs a compact IC ecosystem, in order to provide
customers with comprehensive one-stop IC solutions.

6. Sound quality management systems

The Company has established a comprehensive and sound quality management system through continuously enlarging
quality management scope vertically and horizontally. Currently, the Company has obtained many accreditations, such
as the Information Security Management System Accreditation (IS027001), Quality Management System Accreditation
(IS09001), Environmental Management System Accreditation (ISO14001), Occupational Health and Safety Management
System Accreditation (OHSAS18001/ISO45001), Quality Management System Accreditation for Automotive Industry
(IATF16949), Quality Management System Accreditation for Telecommunication Industry (TL9000), Hazardous Substance
Process Management System Accreditation (QC080000), Greenhouse Gas Emission Inventory Accreditation (1ISO14064),
Energy Management System Accreditation (ISO50001), and the Road Vehicles — Functional Safety Accreditation (1IS026262),
etc.
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SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

(I1) OCCURRENCE OF EVENTS SERIOUSLY IMPACTING THE CORE COMPETITIVENESS, IMPACT
ANALYSIS AND COUNTERMEASURES DURING THE REPORTING PERIOD

On October 4, 2020, the Company made an announcement on a letter issued by the Bureau of Industry and Security
of the U.S. Department of Commerce to certain suppliers in accordance with section 744.21(b) of the U.S. Export
Administration Regulations (“EAR"), pursuant to which, SMIC was designated as one of “Military End User”. Certain
exports of U.S. equipment, parts and raw materials would be further restricted by the EAR, and an export license should
be applied for in advance before the items could be supplied to SMIC. In response to the export restriction, the Company
immediately conducted a preliminary exchange with the Bureau of Industry and Security and assessed the impact of the
export restriction on the Company’s production and business activities.

On December 18, 2020 U.S. Eastern Standard Time (“EST"”), the Company noted that the U.S. Department of Commerce
included the Company and some of its subsidiaries and an associate company in the “Entity List” on the grounds of
protecting U.S. national security and foreign policy interests. This designation requires suppliers of items that are subject
to the EAR to apply for licenses before supplying such items to the Company. For items uniquely required for production
at 10 nanometers and below (including extreme ultraviolet technology), the license review policy of a “presumption of
denial” will be applied by the U.S. Commerce Department. Looking forward to the second half of 2021, this matter
has brought uncertain risks to the Company’s performance. The Company will continue to communicate with relevant
agencies of the U.S. Governments, actively take all feasible measures as appropriate, seek solutions and try best to
minimize the adverse effects.

DISCUSSION AND ANALYSIS ON BUSINESS

In the first half of 2021, the epidemic recurred, the new business formats including stay-at-home-economy, online-
education, cloud-tour, and smart-community etc., accelerated the market growth of internet of everything, and boosted
more market opportunities for the IC industry. At present, the momentum of IC market is supported by three major
factors: 1) Steady stock demand from conventional market; 2) Incremental demand from the emerging product markets;
3) Incremental demand from localized manufacturing facilitated by worldwide industry landscape shift. The incremental
build-up of these demand and the shutdown in many places in the world caused by the pandemic, have resulted in
capacity short-supply in semiconductor manufacturing, bottleneck issues of peripheral chip services and other problems,
and lengthen the procurement cycle-times of the overall IC supply chain. Meanwhile, geographical trade tension remains,
under the rapidly growing global markets, the Company still faces uncertainty in operational continuity and capacity
expansion. During the reporting period, the company made more efforts, continued to innovate, and exceeded original
revenue expectations of the first half of 2021.

During the reporting period, the Group recorded total revenue of US$2,447.8 million, representing a year-on-year growth
of 32.8%. In particular, the wafer revenue amounted to US$2,239.7 million, representing 91.5% of the total revenue and
a year-on-year growth of 33.5%. The revenue from photomask manufacturing, testing and other supporting technical
services amounted to US$208.1 million, representing 8.5% of the total revenue and a year-on-year growth of 25.5%.

From the perspective of regions, revenue from each region recorded growth for the period, among which the revenue
from business in the Chinese Mainland and Hong Kong, China accounted for 59.6% of the total revenue, representing a
year-on-year increase of 23.9%; the revenue from business in North America accounted for 25.3% of the total revenue;
and the revenue from business in Eurasia accounted for 15.1% of the total revenue.

In respect of application segments, the revenue from consumer electronics accounted for 23.0% of wafer revenue,
representing a year-on-year increase of 72.8%; the revenue from smart phone accounted for 33.2% of wafer revenue;
the revenue from smart home accounted for 13.1% of wafer revenue; and the revenue from other applications accounted
for 30.7% of wafer revenue.

By technology, the revenue from 90nm and below accounted for 61.4% of wafer revenue, representing a year-on-year
increase of 43.6%. In particular, the revenue from 55/65nm technology accounted for 31.2%, representing a year-on-year
increase of 33.1%; and the revenue from FinFET/28nm increased to 11.1%, representing a year-on-year increase of 75.9%.
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SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

V.

RISK FACTORS
() RISK OF CORE COMPETITIVENESS
1. The R&D risk

The IC foundry industry in which the Company operates is a technology-intensive industry. IC foundry involves the
comprehensive application of dozens of disciplines in science, technology and engineering, and has the characteristics
of fast process technology iteration, large capital investment, and long R&D cycle, among others. Over the years, the
Company has insisted on independent R&D and further consolidated its independent core intellectual property rights.

The IC foundry requires relatively high technical content, early technical demonstration, continuous ongoing R&D in
later stages, and long cycle times. If the Company fails to keep up with the frontier needs of the industry in the future
and fails to correctly identify the direction of R&D, deviations may occur in process technology positioning. In addition,
as the R&D process of new technology is relatively complicated, time-consuming and more costly, there is uncertainty.
If the Company fails to launch a cost-effective technology platform that meets market needs in a timely manner, the
Company’s competitiveness and market share may decline, thereby affecting the Company’s sustainability.

In addition, the R&D of new technology platform requires huge capital investment. During the reporting period and
the corresponding period of the previous year, the R&D expenses of the Company amounted to US$299.3 million and
US$324.5 million, respectively, representing 12.2% and 17.6% of the revenue, respectively. If the Company’s investment
in technology R&D in the future is insufficient to support the need for technology upgrades, the Company’s technology
may be overtaken or replaced, which will adversely affect the Company’s sustained competitiveness.

2. The risk of shortage or loss of technical talents

The IC foundry industry is also a talent-intensive industry. IC wafer foundry involves the integration of thousands of
processes and dozens of professional disciplines, and requires relevant talents to have solid professional knowledge and
long-term technical precipitation. Besides, the extremely high requirements for process coordination and error control
in each link require relevant talents to have strong comprehensive capabilities and experience accumulation. Excellent
R&D personnel and engineering and technical personnel are an important foundation for the Company to improve
competitiveness and maintain development.

For many years, the Company has attached great importance to the scientific management of human resources, formulated
a more reasonable talent policy and salary management system, and implemented multiple incentive measures, including
share incentive, for outstanding talents, which played a positive role in retaining and attracting technical talents. With the
strong support of national policies in recent years, the number of IC companies has been growing rapidly, resulting in a
relatively huge gap between the supply and demand of outstanding technical talents in the industry, and the competition
for talents is becoming increasingly fierce. If the Company has a large number of outstanding technical R&D personnel
leave and the Company is unable to identify experienced technical personnel in a short period of time, the Company's
R&D progress may be affected, which has an adverse impact on the Company’s sustained competitiveness.

3. The risk of technical leakage

The Company attaches great importance to the protection of core technologies. It has formulated a series of strict
and complete confidentiality systems including the information security protection system, and signed confidentiality
agreements with relevant technical personnel to make strict competition restrictions upon their departure to ensure the
confidentiality of core technologies. However, due to the limitations of technical secret protection measures, the mobility
of technical personnel and other factors beyond our control, the Company is exposed to the risk of core technology
leakage. The occurrence of any of the above may weaken the Company’s technical advantages to a certain extent and
has adverse effects.

4. Iteration risk of technology upgrade in the foundry field

The rich terminal application scenarios of integrated circuits determine the differences in the mainstream technology
nodes and processes of chip products in various subdivisions, and the technological iteration and corresponding market
demand changes rapidly. If the technology iteration of the foundry lags significantly behind the process requirements
of product application, it will not be able to meet the needs of the market and customers.
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SECTION 3 MANAGEMENT DISCUSSION AND ANALYSIS

(1) OPERATING RISKS
1. The risk of continuous and large investment in the Company’s R&D and production

The IC foundry industry is a capital-intensive industry. In order to continuously upgrade the existing technology platform
to maintain market competitiveness, and ensure sufficient production capacity to meet order production requirements
and improve core competitiveness, the Company has to make continuous large investments. During the reporting period
and corresponding period of the previous year, payments for fixed assets, intangible assets and other long-lived assets
were US$1,365.4 million and US$1,396.9 million respectively; R&D expenses were US$299.3 million and US$324.5 million
respectively. In the future, if the Company fail to generate sufficient profit from operations or financing is restricted, our
investment will be reduced, which in turn may have an adverse impact on the Company’s competitiveness.

2. The risk of high customer concentration

The Company has a relatively high customer concentration due to the relatively high market concentration in the
downstream industry of IC foundry during the reporting period and corresponding period of previous year. Revenue
contribution from the top five customers represented 33.3% and 44.4% of the total revenue, respectively. The Company
has established a relatively stable cooperative relationship with major customers by virtue of its advantages in R&D
strength, product quality, capacity support and service response, however, if there are material issues in the operations of
major customers in the future, the Company’s performance stability and sustained profitability will be adversely affected.

3. The risk of supply chain

The IC foundry industry has high requirements for raw materials, parts, equipment, etc. There is a limited number of
qualified suppliers for certain important raw materials, parts, core equipment, etc, and the majority of which are located
outside China. In the future, if there is a shortage of supply or a significant increase in the prices of the important raw
materials, parts, core equipment, etc, required by the Company, or there are trade frictions between the country and/
or region the suppliers are located and China, diplomatic conflicts, wars, etc, which, in turn, affect the approval for the
export license required for the corresponding raw materials, parts, equipment, etc, and if the Company fails to identify
effective alternatives in time, the Company’s production, operation and sustainability will be adversely affected.

(111) INDUSTRY RISKS
1. The risk of changes in industry policies

As the foundation and core of the information industry, the IC industry is a strategic industry for national economic
and social development. The state has successively issued a series of policies including the “Notice of the State Council
on Launching Several Policies to Further Encourage the Development of the Software Industry and Integrated Circuit
Industry” (00 0000000000000 00000D0000000O0000O0O00O0)(GuoFa[2011]No. 4)and “Notice
of the State Council Regarding Certain Policy for Promoting the High-quality Development of the Integrated Circuit (I1C)
Industry and Software Industry in the New Era” (000 0000000000000 O0D0O0OODOOOOOOOOOOOO
00 000) (Guo Fa [2020] No. 8) which provide more support for IC companies in taxation, investment and financing,
research and development, import and export, talents, intellectual property rights, markets application, international
cooperation, etc. In the future, any material unfavorable changes in relevant industrial policies will adversely affect the
Company's development.

2. Competition in the foundry market is fierce. Compared with industry leaders, the
Com e;n};]has the risk of a relatively large technological gap and a relatively low
market share

With the continuous emergence of new application fields such as Internet of Things, artificial intelligence and cloud
computing, the hot areas for the development of the chip industry are constantly enriched, and the broad market prospects
and relatively favorable industrial policies have attracted many domestic and foreign IC-related companies entering the
IC foundry industry, which may further intensify market competition.

In the future, if the Company fails to develop and introduce the latest manufacturing process technology in time, or
launches a process platform that can better meet customer needs, the Company’s competitive advantage will be weakened
and the Company’s operating results will be adversely affected.
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(IV) MACRO-ENVIRONMENTAL RISKS
1. The macroeconomic fluctuations and industry cyclical risks

The Company mainly provides customers with IC foundry and supporting services based on multiple technology nodes
and different process platforms. It has a wide range of downstream applications. Products and services cover many
important economic fields including smart phone, smart home and consumer electronics, etc.

Affected by global macroeconomic fluctuations, industry prospect, etc, the IC industry has a certain cyclical nature.
Therefore, the development of the IC industry is closely related to the overall development of the macro economy. If the
macro-economy fluctuates greatly or remains at a low point for a long time, the market demand of the IC industry will
also be affected; in addition, the fluctuation and downturn of downstream market demand will also lead to decline in the
demand for IC products, which will in turn affect the profitability of IC foundry corporates. The macroeconomic environment
and the overall fluctuation of the downstream market may have a certain impact on the Company’s operating results.

2. The risk of the COVID-19 affecting the normal operations

At the beginning of 2020, the outbreak of COVID-19 had affected most countries and regions around the world to varying
degrees. In response to the epidemic, the Company has formulated an effective emergency prevention and control plan
for the epidemic and implemented various protective measures to ensure safe production while fighting the epidemic.
So far, the epidemic has not yet caused significant adverse effects on the Company’s operations.

However, the reduction of international flights and the shortage of transportation capacity have made the delivery cycle
of equipment, parts and material longer. The increase in transportation prices will increase the Company’s subsequent
procurement costs. The requirement of personnel quarantine also restricts the supplier's engineers from providing
multinational technical supporting services. Therefore, in the future, if the epidemic cannot be controlled in a timely
and effective manner on a global scale or recurs, the Company remains exposure to the risk of supply disruption. In
addition, factors such as the number of flights, shipping time, and freight may also have a certain adverse effect on the
Company’s export sales.

3. The risk of trade friction

During the reporting period and corresponding period of previous year, business revenue contribution from countries and
regions outside of the Chinese Mainland and Hong Kong, China represented 40.4% and 36.1%, respectively. Meanwhile,
most of the Company’s major suppliers are overseas companies.

The ongoing trade friction between China and the United States continues to bring greater challenges to economic
globalization, and the U.S. has strengthened restrictions and/or supervision on Chinese corporates in many fields. These
factors collectively affect the Company’s operations to a certain extent.

On December 3, 2020, U.S. Eastern Standard Time (“EST”), the U.S. Department of Defense placed the Company on
the “Communist Chinese Military Companies List”. Any transaction on the publicly traded securities, and any securities
that are derivative of such securities of the Company by any U.S. person is restricted.

On December 18, 2020, EST, the U.S. Department of Commerce added the Company and its certain subsidiaries and
an associated company to the “Entity List” on the grounds of U.S. national security and foreign policy interests. This
designation requires suppliers of items that are subject to the U.S. Export Administration Regulations “"EAR"” to apply
for licenses before supplying such items to the Company. In particular, for items uniquely required for production at 10
nanometers and below (including extreme ultraviolet technology), the license review policy of a “presumption of denial”
will be imposed by the U.S. Department of Commerce.

On June 3, 2021, EST, an executive order was issued by Biden, restricting Americans from investing in “Chinese Military
Industrial Complex Companies”. Any transaction on the publicly traded securities, and any securities that are derivative
of such securities of the Company by any U.S. person is restricted.

Affected by the above events, the Company may not be able to obtain investment from U.S. persons in the future, as
financing channels are limited, and there is uncertainty for the Company to obtain production related items subject to
the EAR.

In the future, if the trade friction between the United States and the other countries or regions and China continues to
escalate, such as in the form of heightened import and export restrictions, increased tariffs or establishment of other
trade barriers, the Company may face risks such as shortages in production materials including equipment, raw material,
parts and accessories, etc, as well as customer loss, which will set limits to the Company’s production, result in reduced
orders and increased costs, and consequently adversely affect the Company's business and operations.
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4. The risk of adjustment of U.S. export control policies

At present, economic globalization has encountered ups and downs, multilateralism has been hit, and the international
financial market has remained turbulent. In particular, the Sino-US economic and trade frictions have adversely affected
the operations of some enterprises and market expectations.

In May 2019, the U.S. Department of Commerce added certain Chinese companies to the “Entity List”; in May and
August 2020, the U.S. Department of Commerce revised the “Foreign Direct Product Rule”. According to the revised
rules, certain semiconductor related equipment and technology subject to the EAR may not be used to manufacture
products for certain customers before obtaining export licenses from the U.S. Department of Commerce.

The Company adheres to international operations, consciously abides by applicable laws and regulations of relevant
countries and regions in which its production and operational activities are involved, and has stricted to the principle
of operating business in compliance with the aforementioned laws and regulations since its establishment. However,
the U.S. enhanced export controls targeting Chinese high-tech companies may restrict the wafer foundry and related
supporting services provided by the Company to certain customers, and the Company may face limited production and
reduced orders, which may adversely affect the Company’s business development and operating performance.

5. The risk of exchange rate fluctuations

The functional currency of SMIC and its subsidiaries is mainly U.S. dollars, and some transactions are denominated in
RMB and foreign currencies such as Euro and Japanese Yen. Monetary items in foreign currencies are converted into the
functional currency for bookkeeping at the spot exchange rate on the balance sheet date to form exchange differences.
The Company’s exchange gains were US$1.4 million and US$3.8 million respectively during the reporting period and
corresponding period of previous year. The Company has adopted foreign-currency forward exchange contracts, cross
currency swap contracts, etc to hedge against exchange rate fluctuations. However, if the exchange rate of local and
foreign currency fluctuates significantly as a result of the changes in domestic and foreign economic environment, political
situation, monetary policy and other factors in the future, there remains the risk of exchange loss of the Company.

(V) FINANCIAL RISKS
1. The risk of further increase in depreciation of the Company in foreseeable future

As of the end of the reporting period, the total carrying amount of the Company’s construction in progress was
US$2,946.8 million, accounted for 9.2% of the total assets. The Company will further expand its production capacity
in the future, and will increase the amount of construction in progress within a certain period of time. As the projects
under construction reaches their intended usable status and are transferred to fixed assets, the Company would expose
to the risk of further increase in depreciation in a certain period of time.

2. The risk of lower gross profit margin

During the reporting period and the corresponding period of last year, the Company’s comprehensive gross profit margin
was 26.8% and 26.2%. In the future, if there are adverse changes in the overall condition of the integrated circuit
industry, demand from domestic and foreign customers falling under expectations which may affect the sales and prices
of the Company’s products, sharp rise of the price of major raw materials, the acceleration of the Company’s production
capacity expansion, the expansion of advanced process production line which may lead to significant increase of the
ratio of depreciation to revenue in certain period of time, and other adverse circumstances, the Company may expose
to the risk of gross profit margin fluctuations in a certain time in the future.

3. The risk of financial performance fluctuations

During the reporting period and the corresponding period of last year, the Company’s revenue was US$2,447.8 million
and US$1,843.4 million, respectively. The Company’s net profit attributable to owners of the Company was US$846.7
million and US$202.1 million, respectively. The Company’s net profit attributable to owners of the Company (net of
non-recurring profit or loss) were US$362.7 million and US$82.6 million, respectively.

In the future, if the Company continues to incur high capital expenditures and R&D investment, it will lead to a
corresponding increase in depreciation and R&D expenses. Once the Company’s investment fails to bring expected returns
in the short term, or there are changes in the macroeconomic environment, industry cycles, and industry competition,
the Company may expose to the risk of financial performance fluctuations.

4. The risk of changes in tax preferential policies

During the reporting period, SMIS, SMNC and SMIZ are entitled to a 15% preferential corporate income tax rate of 15%
for high-tech enterprise; SMIT is currently in the preferential period of corporate income tax entitlement for integrated
circuit manufacturing enterprises with the “five-year exemption and five-year half rate” and is entitled to the preferential
corporate income tax rate of 12.5%; SMIB is currently in the preferential period of corporate income tax entitlement for
integrated circuit manufacturing enterprises with the “ten-year exemption” and is entitled to the preferential corporate
income tax rate of 0%.

In the future, if the above preferential tax policies change or the above subsidiaries no longer meet the relevant
qualifications, it will have an adverse impact on the future income tax expense of the Company.
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5. The risk of impairment on assets

As a capital-intensive corporate, the Group has a relatively large scale of fixed assets. As of the end of the reporting
period, the carrying amount of fixed assets and construction in progress accounted for 37.6% of total assets. In the
future, if there is a sharp decline in the market price of assets in the period and the decline is remarkably greater than
the expected decline due to the passage of time or normal use, or the economic, technological or legal environment
where the Company is in, and the market where the asset is located experience significant changes in the period or in
the near future, or the market interest rates or other market investment return rates have increased in the period, which
affects the Company’s calculation of the discount rate applicable for the calculation of the net present value of future
cash flows of the assets, it may cause insufficient asset utilization, termination of use or early disposal of assets, or cause
recoverable amount of assets to be lower than the carrying amount, resulting in impairment, which may adversely affect
the Group’s income statement in the period.

During the reporting period, the Company’s major customers are well-known integrated circuit design companies and
IDM companies at home and abroad, with large scale, high credit standards, and good payment record. Although the
Company’s major customers are currently less likely to have bad debts, if there are adverse changes in the business
conditions of some customers in the future, the Company may still expose to the risk of bad debt losses caused by the
uncollectible accounts receivable.

With the growth of the Company’s sales, the inventory balance at the end of each period has also been trending up.
In the future, if market demand changes such that the selling price of part of the inventory fails to cover the cost, the
Company will expose to the risk of an increase in inventory provision.

(V1) INTERNAL CONTROL MANAGEMENT RISK
1. The risk of no controlling shareholder and de facto controller

During the reporting period, every single shareholder of the Company held less than 30% of the Company’s shares. As of
June 30, 2021, the Company’s largest shareholder CICT and its related stakeholders and the second largest shareholder
Xinxin HK held 11.71% and 7.81% of the Company’s shares respectively. There are currently 15 Directors on the Board.
The number of Directors nominated by each shareholder is lower than one-half of the total number of Directors, no
single shareholder may decide the selection of more than half of members of the Company’s Board or has significant
impact on the resolutions of the general meeting through actually controlling the voting rights of the Company’s shares,
and there is no associated relationship or concerted action among the major shareholders of the Company. Therefore,
the Company has no controlling shareholder and de facto controller.

The relative dispersion of the Company’s shareholdings makes it possible for the Company to become the target of
takeover in the future, which will lead to changes in the Company’s control, and may in turn impact on the Company’s
business development and management.

2. Management and control risks brought by the Company’s many subsidiaries

As of June 30, 2021, the Company has a total of 27 subsidiaries, including 18 domestic subsidiaries and 9 overseas
subsidiaries, distributed in multiple countries and regions. In the future, if a subsidiary exposes to operating, compliance,
tax and other risks, it may have an adverse impact on the Company’s operating performance.

Some of the Company’s holding subsidiaries are sino-foreign joint ventures. and their dividend distributions shall be
approved by more than two-thirds of all directors. Therefore, the Company cannot unilaterally decide on some major
matters such as the dividend distribution.

(VIl) LEGAL RISK

1. Therisk of differences between the Company’s current corporate governance structure
and that of the listed companies subject to the applicable laws, regulations and
regulatory documents in the PRC

The Company was established under the Companies Act of the Cayman Islands. In accordance with the Circular of the
General Office of the State Council on the Guidance of Pilot of Domestic Offering of Shares or Depositary Receipts by
Innovative Companies from CSRC(OD 0000000000 0O0OOOOOO0OOOOOOOODOOOOOODOOOOOO
00 0) (Guo Ban Fa [2018] No. 21), the pilot red-chip companies’ equity structure, corporate governance, and operation
specifications may be governed by laws and regulations such as the Company Law of the place of incorporation overseas.
As a red-chip company registered in the Cayman Islands, the Company is required to comply with the Companies Act of
the Cayman Islands and the Articles of Association, and has enhanced the corporate governance system and operation
specifications in accordance with the requirements of listing rules in the PRC. Our protection of investors’ rights and
interests are generally no less exacting than legal requirements in the PRC. However, in certain corporate governance
arrangements, such as the system of the supervisory committee, the procedures and systems for mergers, divisions,
acquisitions, the procedures and systems for liquidation and dissolution, there will be certain differences when compared
with the general A Share listed companies registered in the PRC.
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VI.

2. The risk of dispute and litigation

The IC foundry industry where the Company is operated is a key link in driving the integration of the IC industry, and the
Company has a relatively large scale of operations and a large number of customers and suppliers. In its future business
development process, the Company cannot rule out disputes and lawsuits with third parties such as customers, suppliers,
etc. due to matters such as intellectual property rights and contract performance that may consume the Company’s
manpower, material resources and distract management efforts. The Company may be exposed to the risk of losing the
lawsuit, which may in turn adversely affect the Company’s operations.

As of the publication date of this report, the Company’s pending litigations and arbitrations which are relatively large
include: 1) PDF SOLUTIONS, INC. initiated an arbitration on a series of technical service agreements signed with SMIC
New Technology Research & Development (Shanghai) Corporation (“SMIC New Technology”); 2) the announcement
dated December 15, 2020 in relation to the litigation states that the Company and certain of its Directors are listed as
defendants. It seeks unquantified financial compensation for alleged violations of sections 10(b) and 20(a) of the United
States (“U.S.”) Securities Exchange Act of 1934 and Rule 10b-5 promulgated thereunder by the U.S. Securities and
Exchange Commission, which prohibit certain misrepresentations and omissions in connection with the purchase or sale
of securities, in respect of certain statements or documents published by the Company.

MAIN OPERATION RESULTS DURING THE REPORTING PERIOD

In the first half of 2021, the Group recorded a revenue of US$2,447.8 million and net profit attributable to owners of
the Company of US$846.7 million.
() ANALYSIS OF PRINCIPAL BUSINESSES
1. Analysis of changes in relevant items in the financial statements
In USD’000
Six months ended

06/30/21 as

compared with

06/30/21 06/30/20 06/30/20(%)
Revenue 2,447,751 1,843,375 32.8
Cost of sales (1,792,625) (1,361,201) 31.7
Gross profit 655,126 482,174 35.9
Research and development expense (299,325) (324,485) (7.8)
Sales and marketing expenses (12,032) (10,913) 10.3
General and administrative expenses (99,935) (133,612) (25.2)
Other operating income, net 418,776 99,665 320.2
Finance costs, net 52,800 37,370 N/A
Other gains, net 21,407 30,342 (29.4)
Share of gain of investment accounted for using
equity method 85,318 27,604 209.1
Net cash from operating activities 1,502,981 407,548 268.8
Net cash used in investing activities (4,104,346) (2,064,579) 98.8
Net cash (used in) from financing activities (75,708) 2,569,233 N/A

(1) Revenue

The Group's revenue increased by 32.8% from US$1,843.4 million for the corresponding period to US$2,447.8 million for the reporting
period, primarily due to the increase in wafer shipment and average selling price. The number of wafer shipments increased by 16.2%
from 2.8 million 8-inch wafer equivalents for the corresponding period to 3.3 million 8-inch wafer equivalents for the reporting period.
The average selling price, calculated as the wafer revenue divided by total shipments of the wafers, increased from US$590 per wafer
for the corresponding period to US$678 per wafer for the reporting period.

(2) Cost of sales

Cost of sales increased by 31.7% from US$1,361.2 million for the corresponding period to US$1,792.6 million for the reporting period,
primarily due to the increase in the volume of wafer shipments and product-mix change.

(3) Gross profit

Gross profit increased by 35.9% from US$482.2 million for the corresponding period to US$655.1 million for the reporting period,
primarily due to the increase in wafer shipments, average selling price and product-mix change.

(4) Profit from operations for the period

Profit from operations increased from US$112.0 million profit for the corresponding period to US$662.4 million profit for the reporting
period, primarily due to the combined effect of the changes of revenue, cost of sales and gross profit mentioned above, and the below
following changes:

Research and development expenses was US$324.5 million for the corresponding period, compared to US$299.3 million for the reporting
period. The change was mainly caused by the decrease of R&D activities for the reporting period.

Sales and marketing expenses were US$10.9 million for the corresponding period, compared to US$12.0 million for the reporting period.
General and administrative expenses decreased from US$133.6 million for the corresponding period to US$99.9 million for the reporting

period. The change was primarily due to the effectively controlled 12-inch wafer fab in Shanghai commenced mass production from June
2020 and no initial expenses prior to mass production occurred in the reporting period.
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Other operating income, net increased from US$99.7 million for the corresponding period to US$418.8 million for the reporting period.
The increase was mainly due to the net proceeds of US$231.4 million from the disposal of a subsidiary for the reporting period. The
income recognized in relation to government funding increased from US$99.7 million for the corresponding period to US$167.6 million
for the reporting period.

(5) Net profit for the period

Finance costs, net includes interest income, finance costs and foreign exchange gain. The change of finance costs, net was mainly due
to the increase in interest income for the reporting period.

The decrease in other gains, net for the reporting period was mainly due to the decrease in the gain of the fair value change of the
investments in equity securities invested by the Group recognized as financial assets at fair value through profit or loss.

The change in share of gain of investment accounted for using equity method was due to the investment income and passively diluted
equity income of associates for the reporting period. Certain associates of the Group are investment funds with a number of investment
portfolios. The gain on the equity investment of associates was a result of the fair value change of the portfolios and the increase in the
operating income of certain associates in the reporting period.

The Group had a net profit of US$824.0 million for the reporting period, compared to a net profit of US$177.0 million for the corresponding
period, representing an increase of 365.7%, which was mainly due to the impact of the factors described above.

(6) Cash flow

Cash and cash equivalents decreased by US$2,677.1 million for the reporting period. These cash and cash equivalents were held in the
form of U.S. dollars, Japanese Yen, Euro and RMB.

Net cash generated from operating activities increased from US$407.5 million for the corresponding period to US$1,503.0 million for the
reporting period, primarily due to the increase in received cash from sales of goods.

Net cash used in investing activities was US$4,104.3 million for the reporting period, primarily attributable to purchases of plant and
equipment and the net cash outflow from selling and payments for financial assets and partially deducted by the proceeds from disposal
of a subsidiary.

Net cash used in financing activities was US$75.7 million for the reporting period, which was primarily due to the net cash outflow from new

financing and repayments of bank borrowings, and partially deducted by the proceeds from the capital contribution of minority interests.

2. Analysis of revenue

Principal businesses by region
Percentage of revenue of principal businesses

Six months ended

By region 06/30/21 06/30/20

North America 25.3% 23.5%

The Chinese Mainland and Hong Kong, China 59.6% 63.9%

Eurasia @ 15.1% 12.6%
Notes:

(1) Presenting the revenue to those companies whose headquarters are in North America, but ultimately selling and shipping the
products to their global customers.
(2) Excluding the Chinese Mainland and Hong Kong, China.

Analysis on wafer revenue
Percentage of revenue from wafers

Six months ended

By application 06/30/21 06/30/20
Smart phone 33.2% 47.5%
Smart home 13.1% 16.0%
Consumer electronics 23.0% 17.8%
Others 30.7% 18.7%

Percentage of revenue from watfers
Six months ended

By technology nodes 06/30/21 06/30/20
FiNFET/28 nm 11.1% 8.4%
40/45 nm 15.5% 15.2%
55/65 nm 31.2% 31.3%
90 nm 3.6% 2.2%
0.11/0.13 micron 5.9% 5.4%
0.15/0.18 micron 29.2% 33.2%
0.25/0.35 micron 3.5% 4.3%
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3. LIQUIDITY AND CAPITAL SOURCES
(1) Net debt

In USD’000
06/30/21 12/31/20
Borrowings 4,943,882 5,290,833
Lease liabilities 261,764 245,270
Bonds payable 597,312 596,966
Convertible bonds 1,957 11,131
Medium-term notes 232,082 229,217
Total debt 6,036,997 6,373,417
Cash and cash equivalents (7.179,067) (9,826,537)
Restricted cash — current (218,564) (575,258)
Financial assets at FVPL — current® (7,219) (111,477)
Financial assets at amortized cost® (8,046,641) (4,445,238)
Net debt (9,414,494) (8,585,093)

Notes:
(1) Mainly include wealth investment product and structured deposits.
(2) Mainly include bank time deposits over three months.

At the end of the reporting period, the Group’s outstanding debts amounted to US$6,037.0 million, and primarily consisted
of guaranteed or secured bank loans of US$1,626.5 million, unsecured nor unguaranteed bank loans of US$3,317.4
million, lease liabilities and bonds payable. Debt due within one year amounted to US$507.2 million.

Details of the debt arrangements are detailed in Note 25 to the condensed consolidated financial statements.

(2) Capital expenditures and funding sources

The Group’s planned 2021 capital expenditures are approximately US$4.3 billion, the majority of which will be spent on
production expansion in mature processes, with a small amount to be spent on advanced processes, civil engineering
for new joint ventures in Beijing and others.

The Group's actual expenditures may differ from its planned expenditures for a variety of reasons, including factors
such as changes in its business plan, market conditions, equipment prices, or customer requirements. The Group will
closely monitor the global economy, the semiconductor industry, the demands of its customers, and its cash flow from
operations and will adjust its capital expenditure plans upon approval by the Board as necessary.

The primary sources of capital of the Group include cash generated from operations, bank borrowings and debt or
equity issuances, capital injections from minority interests and other forms of financing. Future acquisitions, mergers,
strategic investments, or other developments may also require additional financing. The amount of capital required
to meet the Group’s growth and development targets is difficult to predict in the highly cyclical and rapidly changing
semiconductor industry.

(3) Expenditure commitments

At the end of the reporting period, the Group had expenditure commitments of US$338.8 million for facilities construction
obligations, US$3,393.0 million to purchase machinery and equipment and US$21.7 million to purchase intangible assets.

(4) Exchange rate and interest rate risks

The Group's revenue, expense, and capital expenditures are primarily transacted in U.S. dollars. The Group also enters
into transactions in other currencies that results in the Group being primarily exposed to changes in exchange rates for
the Euro, Japanese Yen, and RMB. Additionally, the Group entered into or issued several RMB denominated loan facility
agreements, short-term notes and medium-term notes and several RMB denominated financial assets at amortized cost
that results in the Group being exposed to changes in the exchange rate for the RMB. The Group strives to minimize
these risks by using foreign-currency forward exchange contracts and cross currency swap contracts.

The Group's exposure to interest rate risks relates primarily to the Group’s long-term loans, which the Group generally
assumes to fund capital expenditures and working capital requirements. The risk is managed by the Group by maintaining
an appropriate mix between fixed and floating rate borrowings, and by the full use of interest rate swap contracts and
Cross currency swap contracts.

Details of the Group’s exchange rate risk and interest rate risk are set out in Note 31 to the condensed consolidated
financial statements.

() EXPLANATION ON SIGNIFICANT CHANGE IN PROFITS ARISING FROM NON-PRINCIPAL
BUSINESSES
In USD’000

Percentage of : If there is any
Items Amount net profits (%) Explanation for the cause sustainability

Other operating income- 231,382 Primarily due to the disposal
disposal of a subsidiary of a subsidiary during the
reporting period

Other operatinc}; income- 167,593 20.3  Primarily due to the No
government funding recognized income of
overnment project
unds received during the
reporting period
Share of gain of 85,318 10.4  Primarily due to the No
investment accounted investment income and

for using equity method passively diluted equity
income of the associates for

the reporting period
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(111) ANALYSIS ON ASSETS AND LIABILITIES
1. Assets and liabilities

The closing
balance to

The opening  06/30/21 as

balance to compared

the total with

assets 12/31/20

12/31/20 (%) (%)

575,258 (62.0)

the total
assets
06/30/21 (%)

218,564

Restricted cash-
current

Financial assets 7,219 0.0 111,477 0.4 (93.5)
at fair value
through profit
or loss-current

Trade and other 996,076 3.1 975,927 3.1 2.1
receivables

Financial assets at 4,628,937 14.4 2,806,517 9.0 64.9
amortized cost-
current

Deferred tax assets 36,967 0.1 24,900 0.1 48.5

Financial assets at 3,417,704 10.6 1,638,721 5.2 108.6
amortized cost-
non-current

Borrowings-current 399,358 1.2 1,260,057 4.0 (68.3)

Derivative financial 15,924 0.1 120,577 0.4 (86.8)
instruments (net
liabilities)

Contract liabilities 783,830 2.4 181,425 0.6 332.0

Current tax 5,782 0.0 17,579 0.1 (67.1)
liabilities

Medium-term - - 229,217 0.7 (100.0)
notes-non-
current

Medium-term 232,082 0.7 - - N/A
notes-current

Deferred tax 17,753 0.1 - - N/A
liabilities

Perpetual - - 299,388 1.0 (100.0)
subordinated
convertible
securities

In USD’000

Explanations

Decrease mainly due to
the use of government
fundings and decrease
in pledge of deposits for
the reporting period.

Decrease in structural
deposits for the
reporting period.

Increase mainly due to
the increase in wafer
revenue for the reporting
period, partially
deducted by the return
of value-added tax to be
deducted.

Increase mainly due to the
increase in new bank
deposits with more than
3 months.

Increase due to the
increase in deductible
temporary difference
that cannot be used to
offset for the reporting
period.

Increase due to the
increase in new bank
deposits with more than
1 year.

Decrease due to the
repayment of short-term
loans and long-term
loans matured within
1 year.

Decrease due to the
settlement and the
change in fair value
of cross currenc
swap contracts for the
reporting period.

Increase in prepayments
relevant to business
activities for the
reporting period.

Decrease mainly due to
the payment of accrued
income tax expense for
the previous year.

Decrease due to the
reclassification of the
medium-term matured
within 1 year notes to
medium-term notes-
current.

Increase due to the
reclassification of the
medium-term matured
within 1 year notes to
medium-term notes-
current.

Increase due to the
increase in the taxable
temporary difference
that cannot be used to
offset for the reporting
period.

Decrease due to the
conversion of perpetual
subordinated convertible
securities for the
reporting period.
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2. Major assets subject to restriction by the end of the reporting period
(1) Assets pledged as security

At the end of the reporting period, buildings, machinery and equipment and land use right with a carrying amount of
approximately US$173.7 million have been mortgaged to secure borrowings of the Group. The Group is not allowed to
pledge these assets as security for other borrowings or to sell them to other entities.

(2) Restricted cash

At the end of the reporting period, restricted cash comprise government project fundings of US$127.0 million and bank
time deposits of US$207.7 million pledged for letter of credit and borrowings.

3. Other explanations
(1) Capital management

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

The Group manages its capital through new share issues and share buy-backs, and through the issue of new debt or
the redemption of existing debt, and reviews the capital structure on a interim basis. The gearing ratio at the end of
the reporting period was as follows:

In USD’'000
Gearing ratio 06/30/21 12/31/20
Net debt (9,414,494) (8,585,093)
Equity 22,781,631 21,681,738
-41.3% -39.6%

(2) Capitalized interest

Interest is capitalized when incurred 