


Report of the Directors

74 Semiconductor Manufacturing International Corporation Annual Report 2006

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.

(o) 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:

(i) relating to local legal, regulatory and/or taxation requirements and/or implications applicable to 

the relevant subsidiary and/or Eligible Participants; and/or

(ii) for the purposes of clari� cation, 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.
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The Company is committed to remaining an exemplary corporate citizen and maintaining a high level of 

corporate governance in order to protect the interests of its shareholders.

Corporate Governance Practices

In November 2004, the HKSE issued its report entitled the “Code on Corporate Governance Practices 

and Corporate Governance Report”, which subject to a grace period, has taken effect for accounting 

periods commencing on or after January 1, 2005. The HKSE’s Code on Corporate Governance Practices 

(the “CG Code”) as set out in Appendix 14 of the Listing Rules, which contains code provisions to which 

an issuer such as the Company, are expected to comply or advise as to reasons for deviations (the 

“Code Provisions”) and recommended best practices to which an issuer is encouraged to comply (the 

“Recommended Practices”). At the meeting of the Board on January 25, 2005, the Board approved the 

Corporate Governance Policy (the “CG Policy”) with effect from such date. The updated CG Policy, a copy 

of which can be obtained on the Company’s website at www.smics.com under “Corporate Governance”, 

incorporates all of the Code Provisions of the CG Code and many of the Recommended Practices.

In addition, the Company has adopted or put in place various policies, procedures, and practices in 

compliance with the provision of the CG Policy. None of the Directors is aware of any information which would 

reasonably indicate that the Company is not, or was not, during the financial period from January 1, 2006 to 

December 31, 2006, in compliance with the CG Policy.

Model Code for Securities Transactions by Directors of Listed Issuers

The Company has adopted an Insider Trading Compliance Program (the “Insider Trading Policy”) which 

encompasses the requirements of the Model Code as set out in Appendix 10 of the Listing Rules. The 

Company, having made specific enquiry of all Directors, confirms that all members of the Board have 

complied with the Insider Trading Policy and the Model Code throughout the year ended December 31, 

2006. The senior management as well as all officers, Directors, and employees of the Company and its 

subsidiaries are also required to comply with the provisions of the Insider Trading Policy.

The Board

The Board has a duty to the Company’s shareholders to direct and oversee the affairs of the Company in 

order to maximize shareholder value. The Board acting itself and through the various committees of the 

Board, actively participates in the determination of the overall strategy of the Company, the establishment 

and monitoring of the achievement, of corporate goals and objectives, the oversight of the Company’s 

financial performance and the responsibility for preparing the accounts, the establishment of corporate 

governance practices and policies, and the review of the Company’s system of internal controls. The 

management of the Company is responsible for the implementation of the overall strategy of the Company 

and its daily operations and administration. The Board has access to the senior management of the 

Company to discuss enquiries on management information.

The Board consists of nine Directors as at the date of the annual report. Directors may be elected or re-

elect to hold office until the expiration of their respective terms upon a resolution passed at a duly convened 

shareholders’ meeting by holders of a majority of the Company’s outstanding shares being entitled to vote 

in person or by proxy at such meeting. The Board is divided into three classes with no more than one class 

eligible for re-election at any annual general meeting of shareholders.
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Each class of Director will serve terms of three years. The Class I Directors were elected for a term of three 

years at the 2005 AGM (except Dr. Albert Y. C. Yu who was elected at the 2006 AGM). The Class II Directors 

were re-elected for a term of three years at the 2006 AGM. The Class III Directors will be re-elected at the 

AGM for a term of three years.

The following table sets forth the names, classes and categories of the Directors:

Name of Director Category of Director Class of Director

Yang Yuan Wang Chairman, Independent Non-executive Director Class III

Richard Ru Gin Chang President, Chief Executive Officer, Executive Director Class I

Henry Shaw
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(6) 2 of these meetings were attended by proxy. Mr. Jiang was elected as Director at the 2006 AGM.

(7) 1 of these meetings was attended by proxy

(8) 2 of these meetings were attended by proxy. Dr. Yu was elected as Director at the 2006 AGM.

Procedure regarding the Appointment of Directors

The standard procedures regarding the appointment of Directors, which was adopted by the Board on 

September 22, 2005, sets forth the process by which individuals are appointed as members of the Board. 

Under the policy, the Board will consider, among other factors, (i) the skills, qualifications and experience of 

the nominee, including other directorships held in listed public companies in the last three years and other 

major appointments; (ii) the nominee’s shareholdings in the Company; (iii) the independence of the nominee 

under United States and/or Hong Kong listing rules; and (iv) the impact with respect to the Company’s status 

as a “foreign private issuer” under the United States securities laws. The Board will then decide whether to 

appoint such nominee to fill a casual vacancy on the Board or to add the nominee to the existing Directors 

and to appoint such nominee into one of the three classes of directors as stipulated in the Articles of 

Association.

Board Committees

The Board has established the following principal committees to assist it in exercising its obligations. 

These committees consist of only Independent Non-executive Directors who have been invited to serve as 

members. The committees are governed by their respective charters setting out clear terms of reference.

Compensation Committee

As of December 31, 2006, the members of the Company's compensation committee (the “Compensation 

Committee”) were Ta-Lin Hsu (chairman of Compensation Committee), Tsuyoshi Kawanishi and Lip-Bu Tan. 

None of these members of the Compensation Committee has been an executive officer or employee of the 

Company or any of its subsidiaries. See “Connected Transactions” for a description of transactions between 

the Company and the members of the Compensation Committee.

The responsibilities of the Compensation Committee include, among other things:

• approving and overseeing the total compensation package for the Company's executive offi cers and 

any other offi cer, evaluating the performance of and determining and approving the compensation 

to be paid to the Company's Chief Executive Offi cer and reviewing the results of the Chief Executive 

Offi cer's evaluation of the performance of the Company's other executive offi cers;

• reviewing and making recommendations to the Board with respect to Director compensation, including 

equity-based compensation;

• administering and periodically reviewing and making recommendations to the Board regarding the 

long-term incentive compensation or equity plans made available to the Directors, employees and 

consultants;

• reviewing and making recommendations to the Board regarding executive compensation philosophy, 

strategy and principles and reviewing new and existing employment, consulting, retirement and 

severance agreements proposed for the Company's executive offi cers; and
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• ensuring appropriate oversight of the Company's human resources policies and reviewing strategies 

established to fulfi ll the Company's ethical, legal and human resources responsibilities.

In 2006, the Compensation Committee reviewed and approved the total compensation package for 

Richard Ru Gin Chang, who is the President and Chief Executive Officer of the Company and an Executive 

Director, as well as that of the other members of the management team of the Company. Based on the 

Compensation Committee’s review of the Company’s corporate goals for 2006 and comparable total 

compensation packages for presidents and chief executive officers of other publicly-listed companies in the 

same or a similar industry, the Compensation Committee awarded Richard Ru Gin Chang an emolument 

of US$348,968. In 2005, the Compensation Committee granted Dr. Chang fifteen million (15,000,000) 

options to purchase ordinary shares under the 2004 Stock Option Plan and awarded him two million 

(2,000,000) RSUs under the 2004 Equity Incentive Plan. As of December 31, 2006, none of such options 

have been exercised and 50% of such RSUs have vested.

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 both options will expire 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.

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.

In addition to reviewing the remuneration of the Non-executive Directors and the members of the Company’s 

management, the Compensation Committee reviewed:

(i) the remuneration policy for employees for the fi scal year 2006;

(ii) the profi t-sharing and bonus policies;

(iii) the long term compensation strategy, including a review of the issuance of the shares under the 

Option Plans;

(iv) the accounting treatment and fi nancial implications of the employees’ share options under U.S. GAAP; 

and
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(v) the attrition rate.

The Compensation Committee reports its work, findings and recommendations to the Board during each 

quarterly Board meeting.

The Compensation Committee meets in person at least on a quarterly basis and on such other occasions 

as may be required to discuss and vote upon significant issues affecting the compensation policy of the 

Company. The meeting schedule for a year is planned in the preceding year. The Company Secretary assists 

the chairman of the Compensation Committee in preparing the agenda for meetings and assists the 

Compensation Committee in complying with the relevant rules and regulations. The relevant papers for the 

Compensation Committee meeting were dispatched to Compensation Committee members in accordance 

with the CG Code. Members of the Compensation Committee may include matters for discussion in the 

agenda if the need arises. Upon the conclusion of the Compensation Committee meeting, minutes are 

circulated to the members of the Compensation Committee for their comment and review prior to their 

approval of the minutes at the following or a subsequent Compensation Committee meeting.

During the year ended December 31, 2006, the Compensation Committee held a total of five (5) meetings. 

Details of Directors’ attendance at the Compensation Committee are set forth below:

 Number of Meetings Attended Attendance Rate

Ta-Lin Hsu 5/5 100%

Tsuyoshi Kawanishi 4/5 80%

Lip-Bu Tan 5/5 100%

Average Attendance Rate  93%

Audit Committee

As of December 31, 2006, the members of the Audit Committee were Henry Shaw (co-chairman of Audit 

Committee), Lip-Bu Tan (co-chairman of Audit Committee) and Yang Yuan Wang. None of these members of 

the Audit Committee has been an executive officer or employee of the Company or any of its subsidiaries. 

See “Connected Transactions” for a description of transactions between the Company and the members of 

the Audit Committee. In addition to acting as Audit Committee member of the Company, Mr. Lip-Bu Tan, one 

of the members of the Audit Committee, currently also serves on the audit committee of three other publicly 

traded companies, namely SINA Corporation, Flextronics International Ltd. and Integrated Silicon Solution, 

Inc. In general and in accordance with section 303A.07(a) of the Listed Company Manual of the New York 

Stock Exchange, the Board considered and determined that such simultaneous service would not impair the 

ability of Mr. Tan to effectively serve on the Company’s Audit Committee.

The responsibilities of the Audit Committee include, among other things:

• making recommendations to the Board concerning the appointment, reappointment, retention, 

evaluation, oversight and termination of compensating and overseeing the work of the Company’s 

independent auditor, including reviewing the experience, qualifi cations and performance of the senior 

members of the independent auditor team and pre-approving all non-audit services to be provided by 

the Company’s independent auditor;
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• approving the remuneration and terms of engagement of the Company’s independent auditor;

• reviewing reports from the Company’s independent auditor regarding its internal quality-control 

procedures and any material issues raised in the most recent review or investigation of such 

procedures and regarding all relationships between the Company and the independent auditor;

• pre-approving the hiring of any employee or former employee of the Company’s independent auditor 

who was a member of the audit team during the preceding two years;

• reviewing the Company’s annual and interim fi nancial statements, earnings releases, critical 

accounting policies and practices used to prepare fi nancial statements, alternative treatments of 

fi nancial information, the effectiveness of the Company’s disclosure controls and procedures and 

important trends and developments in fi nancial reporting practices and requirements;

• reviewing the planning and staffi ng of internal audits, the organization, responsibilities, plans, results, 

budget and staffi ng of the Company’s Internal Audit Department (as defi ned and discussed below) and 

the quality and effectiveness of the Company’s internal controls;

• reviewing the Company’s risk assessment and management policies;

• reviewing any legal matters that may have a material impact and the adequacy and effectiveness of 

the Company’s legal and regulatory compliance procedures;

• establishing procedures for the treatment of complaints received by the Company regarding 

accounting, internal accounting controls, auditing matters, potential violations of law and questionable 

accounting or auditing matters; and

• obtaining and reviewing reports from management, the Company’s internal auditor and the Company’s 

independent auditor regarding compliance with applicable legal and regulatory requirements.

During 2006, the Audit Committee reviewed:

• the fi nancial reports for the year ended December 31, 2005 and the six month period ended June 30, 

2006;

• the quarterly earnings releases and any updates thereto;

• the report and management letter submitted by the Company’s outside auditors summarizing the 

fi ndings of and recommendations from their audit of the Company’s fi nancial reports;

• the Company’s budget for 2006;

• the fi ndings and recommendations of the Company’s outside consultants regarding the Company’s 

compliance with the requirements of the Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”);
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• the effectiveness of the Company’s internal control structure in operations, fi nancial reporting 

integrity and compliance with applicable laws and regulations in collaboration with the Internal Audit 

Department;

• the fi ndings of the Company’s Risk Management Committee (as defi ned and discussed below) which 

assesses risks relating to the Company and the compliance offi ce, which ensures compliance with the 

CG Code and Insider Trading Policy;

• the audit fees and other non-audit fees such as fees relating to transfer pricing, Sarbanes-Oxley 

compliance testing, for the Company’s outside auditors; and

• the Company’s outside auditors’ engagement letters.

The Audit Committee reports its work, findings and recommendations to the Board during each quarterly 

Board meeting.

The Audit Committee meets in person at least on a quarterly basis and on such other occasions as may be 

required to discuss and vote upon significant issues affecting the audit policy of the Company. The meeting 

schedule for a year is planned in the preceding year. The Company Secretary assists the co-chairmen of 

the Audit Committee in preparing the agenda for meetings and assists the Compensation Committee in 

complying with the relevant rules and regulations. The relevant papers for the Audit Committee meetings 

were dispatched to the Audit Committee in accordance with the CG Code. Members of the Audit Committee 

may include matters for discussion in the agenda if the need arises. Upon the conclusion of the Audit 

Committee meeting, minutes are circulated to the members of the Audit Committee for their comment and 

review prior to their approval of the minutes at the following or a subsequent Audit Committee meeting.

During the year ended December 31, 2006, the Audit Committee held a total of eight (8) meetings. Details 

of Directors’ attendance at the Audit Committee are set forth below:

 Number of Meetings Attended Attendance Rate

Henry Shaw 8/8 100%

Lip-Bu Tan(1) 8/8 100%

Yang Yuan Wang(2) 8/8 100%

Average Attendance Rate  100%

(1) 1 of these meetings was attended by proxy
(2) 4 of these meetings were attended by proxy

At each quarterly Audit Committee meeting, the Audit Committee reviews with the Acting Chief Financial 

Officer and the Company’s outside auditors, the financial statements for the financial period and the 

financial and accounting principles, policies and controls of the Company and its subsidiaries. In particular, 

the Committee discusses (i) the changes in accounting policies and practices, if any; (ii) the going concern 

assumptions, (iii) compliance with accounting standards and applicable rules and other legal requirements 

in relation to financial reporting and (iv) the internal controls of the Company relating to financial reporting. 

Upon the recommendation of the Audit Committee, the Board will approve the financial statements.
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Auditors’ Remuneration

The following table sets forth the aggregate audit fees, Sarbanes-Oxley compliance testing fee, audit-related 

fees, tax fees and all other fees we paid or incurred for audit services, audit-related services, tax services 

and other services rendered by our principal accountants during the fiscal year ended December 31, 2006.

 2006

Audit Fees $1,460,000

Audit-Related Fees –

Tax Fees $33,789

All Other Fees $85,597

Total $1,579,386

Internal Controls

In June 2004, the Public Company Accounting Oversight Board, or PCAOB, adopted rules for purposes of 

implementing Section 404 of the Sarbanes-Oxley Act. Pursuant to the Sarbanes-Oxley Act and the various 

rules and regulations adopted pursuant thereto or in conjunction therewith, the Company is required to 

perform, on an annual basis, an evaluation of the Company’s internal controls over financial reporting and, 

beginning in fiscal year 2006, to include management’s assessment of the effectiveness of the Company’s 

internal controls over financial reporting in the Company’s annual report on Form 20F to be filed with the 

United States Securities and Exchange Commission. Beginning in fiscal year 2006, the Company's external 

auditors are required to attest to such assessment.

The Board, through the Audit Committee which receives reports on at least a quarterly basis from the 

Internal Audit Department, is responsible to ensure that the Company maintains sound and effective internal 

controls. The Company’s system of internal control is designed to ensure the achievement of business 

objectives in operations, financial reporting integrity and compliance with applicable laws and regulations. 

The system of internal control is designed to manage, rather than completely eliminate, risks impacting the 

Company’s ability to achieve its business objectives. Accordingly, the system can only provide reasonable 

but not absolute assurance that the financial statements do not contain a material misstatement or loss.

The Company assists the Board with respect to its duty to identify, evaluate, and manage the significant 

risks faced by the Company. The Company implements the Board’s policies and procedures to mitigate 

such risks by (i) identifying and assessing the risks the Company faces and (ii) designing, operating and 

monitoring a system of internal controls to mitigate and control such risks. The Company has established 

an Internal Audit Department and the Risk Management Committee and other policies and procedures, for 

such purposes.

Internal Audit Department

Internal Audit Department works with and supports the Company's management team and the Audit 

Committee to evaluate and contribute to the improvement of risk management, control, and governance 

systems. On an annual basis, the Audit Committee will review and approve an annual internal audit plan, 

which is based on a risk assessment methodology, which assists in determining business risks and 

establishing appropriate audit frequencies.
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Based on this annual audit plan, the Internal Audit Department will audit the practices, procedures, 

expenditure and internal controls of the various departments in the Company. The scope of the audit 

includes:

• reviewing management’s control to ensure the reliability and integrity of fi nancial and operating 

information and the means used to identify, measure, classify, and report such information;

• reviewing the systems established or to be established to ensure compliance with policies, plans, 

procedures, laws, and regulations that could have a signifi cant impact on operations and reports, and 

determining whether the Company is in compliance;

• reviewing the means of safeguarding assets and, when appropriate, verifying the existence of assets;

• appraising the economy and effi ciency with which resources are employed;

• identifying signifi cant risks to the ability of the Company to meet its business objectives, 

communicating them to management and ensuring that management has taken appropriate action to 

guard against those risks; and

• evaluating the effectiveness of controls supporting the operations of the Company and providing 

recommendations as to how those controls could be improved.

In addition, the Internal Audit Department will audit areas of concern identified by the Risk Management 

Committee or conduct reviews and investigations on an ad hoc basis. In conducting these audits, the 

Internal Audit Department has free and full access to all necessary functions, records, properties and 

personnel.

After completing an audit, the Internal Audit Department furnishes the Company's management team 

with analysis, appraisals, recommendations, counsel, and information concerning the activities reviewed. 

Appropriate managers of the Company will be notified of any deficiencies cited by the Internal Audit 

Department, which will follow up with the implementation of audit recommendations. In addition, the Internal 

Audit Department will report their findings directly to the Audit Committee on at least a quarterly basis.

The Internal Audit Department has direct access to the Board through the co-chairmen of the Audit 

Committee. The Internal Audit Department may upon request meet privately with the Audit Committee, 

without the presence of members of the Company’s management or the independent accounting firm. The 

Internal Audit Department consists of members of the Company’s management team.
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Risk Management Committee

The Risk Management Committee identifies, analyzes, and assesses enterprise-wide risks, monitors the 

Company’s risk management efforts, and reports on the effectiveness of the Company’s enterprise risk 

management programs. The Risk Management Committee is responsible for developing the Company’s 

risk management strategy; establishing, reviewing, and approving policies and procedures to control risks 

as well as to prevent fraud; determining risk tolerances for measurement; preparing a risk management 

implementation plan and assigning responsibilities; and designing and preparing education and awareness 

programs and its implementation plans. Such risks can include without limitation, legal risks, credit risks, 

market risks, operational risks, environmental risks, and systemic risks. The Risk Management Committee 

consists of members of the Company’s management team, including three executive officers of the 

Company.

The Risk Management Committee reports to the Chief Executive Officer periodically, and to the Audit 

Committee on a quarterly basis. If requested, the chair of the Risk Management Committee will report to the 

Board on major issues of the enterprise risk management programs.

The Board, through the Audit Committee, has reviewed the effectiveness of the Company’s system of internal 

control and believes that the system of internal controls in place at December 31, 2006 and at the date of 

this annual report, is effective and adequate.

Disclosure Committee

The Disclosure Committee oversees all information disseminated by the Company, including regulatory 

filings and submissions made pursuant to the Exchange Act or the Listing Rules, being properly recorded, 

processed, summarized, and reported to the management of the Company to allow timely decisions 

regarding the required disclosure. Accordingly, the Disclosure Committee has established a disclosure policy 

and procedure, which establishes the procedures for the handling and disseminating of price-sensitive 

information.

With respect to the Company’s periodic filings pursuant to the Exchange Act or the Listing Rules, the 

Disclosure Committee identifies and communicates the extent and nature of all disclosures to be made 

in such filings, reviews the filings, with a particular focus on “Management’s Discussion and Analysis of 

Financial Conditions and Results of Operations”; reviews and discusses with the Chief Financial Officer 

whether the Company’s filings provide a fair representation of the Company’s financial condition, results of 

operation, and cash flows, assesses the materiality of specific events and developments to the Company; 

and reviews financial reporting issues that are significant to the Company and other material reporting 

matters.

The Disclosure Committee consists of members of the Company’s management team, including two 

executive officers of the Company.
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Compliance Office

The Compliance Office monitors the Company’s compliance under applicable corporate governance laws and 

regulations. In particular, the Compliance Office monitors and implements the Company’s anti-fraud policy 

and investigates any reported cases of breach; and monitors the Company’s compliance with the Code of 

Business Conduct and Ethics (as described and defined below) and the Insider Trading Policy. The anti-fraud 

policy sets forth the Company’s policy regarding the prevention, detection and management of fraud and fair 

dealing in matters pertaining to fraud. The Company has established an email address for the Compliance 

Officers and the Audit Committee, dedicated to respond to any allegations of fraud and breaches of the 

Code of Business Conduct and Ethics or the Insider Trading Policy of the Company. The Code of Business 

Conduct and Ethics provides employees with guidelines pertaining to proper behavior in the workplace and 

appropriate representation of the Company when outside the workplace. The Insider Trading Policy sets forth 

the policy and procedures governing the dealing in the Company’s securities by employees, including the 

Chief Executive Officer and members of the Company’s management, and members of the Board (and their 

associates).

On at least a quarterly basis, the Compliance Office will report to the Audit Committee regarding any 

breaches of any of these policies.

The Compliance Office consists of members of the Company’s management team, including an executive 

officer of the Company

Shareholder Rights

The Company’s shareholders may put forth proposals at an annual general meeting of the Company’s 

shareholders by written notice of those proposals being submitted by shareholders, addressed to the 

Company Secretary at the principal executive offices of the Company. In order for a shareholder to put a 

proposal before the Company’s shareholders, such shareholder must (a) be a member of record on both 

the date of giving of the notice by such shareholder and the record date for the determination of members 

entitled to vote at such meeting and (b) comply with the notice requirements, in each case, as specified in 

the Articles. The notice requirements include requirements regarding the timing of delivery of the notice as 

well as the contents of such notice. The detailed procedures for the notice requirements vary depending 

on whether the proposal constitutes an ordinary resolution or a special resolution or whether the proposal 

relates to a nomination for election of a Director. The procedures for shareholders to put forward proposals 

at an annual general meeting are available upon request of the Company Secretary.

Enquiries may be submitted to the Board by contacting either the Company Secretary at the principal 

executive offices of the Company or directly by questions at an annual general meeting or an extraordinary 

general meeting. Questions on the procedures for putting forward proposals at an annual general meeting 

may also be put to the Company Secretary by the same means.
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Shareholder Communications and Investor Relations

The Company and the Board recognizes the importance of maintaining open and frequent communications 

with its shareholders. At the 2006 AGM, the President of the Company, as well as the Company’s outside 

auditors, were present to answer questions from the shareholders. Together with this annual report, an 

annual general meeting circular is distributed to all shareholders within the prescribed time period required 

by the Listing Rules, notifying the shareholders about the AGM. The circular and the accompanying materials 

set forth the procedures for demanding and conducting a poll, including applicable notice requirements, and 

other relevant information relating to the proposed resolutions. Separate resolutions are proposed at these 

annual general meetings on each substantially separate issue, including the election of individual Directors. 

The Chairman reveals how many proxies for and against have been filed in respect to each resolution. The 

results of the poll are published in newspapers with circulation in Hong Kong and on the web sites of the 

Company and HKSE.

On the first business day after the 2006 AGM, which was held on May 30, 2006 at the Company’s 

headquarters in Shanghai, China, the results of the poll were published in two newspapers with circulation 

in Hong Kong and on the web sites of the Company and HKSE. During the 2006 AGM, the Company’s 

shareholders:

• received and considered the audited fi nancial statements and the reports of the Directors and 

Auditors of the Company for the year ended December 31, 2005;

• elected Albert Y. C. Yu as Class I Director to hold offi ce until 2008 AGM and authorized the Board to 

fi x his remuneration;

• re-elected Ta-Lin Hsu and Lip-Bu Tan as Class II Directors and elected Jiang Shang Zhou as Class II 

Director for terms of three years and authorised the Board to fi x their remuneration;

• re-elected Fang Yao as Class III Director to hold offi ce until 2007 AGM and authorised the Board to fi x 

his remuneration;

• re-elected Deloitte Tohmatsu as Auditors of the Company and authorised the Audit Committee to fi x 

their remuneration;

• approved the general mandate to Directors to allot, issue, grant, distribute, and otherwise deal with 

additional shares in the Company not exceeding 20% of the issued share capital of the Company as 

of the date of the 2006 AGM;

• approved the general mandate to Directors to repurchase shares in the Company not exceeding 10% 

of the issued share capital of the Company as of the date of the 2006 AGM;

• approved amendments to the 2004 Stock Option Plan;

• approved amendments to the 2004 EIP;

09	SMIC	Corp	Report.indd			93 4/26/07			8:50:08	AM



Corporate Governance Report

94 Semiconductor Manufacturing International Corporation Annual Report 2006

• approved amendments to the 2004 ESPP; and

• approved a standard form of stock option plan for subsidiaries of the Company.

A key element of effective communication with shareholders and investors is the timely dissemination of 

information relating to the Company. In addition to announcing annual and interim reports, the Company 

announces its quarterly financial results approximately one month after the end of each quarter. In 

connection with such announcement, the Company holds conference calls which are open and available 

to the Company’s shareholders. During these conference calls, the President and Chief Executive Officer 

and the Acting Chief Financial Officer report about the latest developments in the Company and answer 

questions from participants. The members of the Company’s Investor Relations Department and senior 

members of the Company’s management also hold regular meetings with equity research analysts and other 

institutional shareholders and investors.

In addition to the 2006 AGM and the above referenced conference calls, the Company’s shareholders were 

invited to gatherings in Hong Kong to meet members of the management of the Company.

A table setting forth information regarding the beneficial ownership as of December 31, 2006 of the 

ordinary shares, of each shareholder who is known by the Company to beneficially own more than 5% of the 

Company's outstanding shares, is contained on page 51.

The market capitalization of the Company as of December 31, 2006 was HK$18,617,084,027.6 (issued 

share capital of 18,432,756,463 ordinary shares at the closing market price of HK$1.01 per ordinary 

share). The public float as of such date was approximately 84.59%.

The AGM is scheduled to be held at the Company’s headquarters at 18 Zhangjiang Road, PuDong New Area, 

Shanghai, China 201203 on May 23, 2007 at 3:00 p.m. All shareholders are invited to attend.

Code of Business Conduct and Ethics

The Board has adopted a code of business conduct and ethics (the “Code of Conduct”) which provides 

guidance about doing business with integrity and professionalism. The Code of Conduct addresses issues 

including among others, fraud, conflicts of interest, corporate opportunities, protection of intellectual 

property, transactions in the Company’s securities, use of the Company’s assets, and relationships with 

customers and third parties. Any violation of the Code of Conduct is reported to the Compliance Office, which 

will subsequently report such violation to the Audit Committee.

US Corporate Governance Practices

Companies listed on the New York Stock Exchange must comply with certain corporate governance 

standards under Section 303A of the New York Stock Exchange Listed Company Manual. However, 

foreign private issuers such as the Company are permitted to follow home country practices in lieu of the 

provisions of Section 303A, except that such companies are required to comply with the rules relating to 

the audit committee. Please refer to the following website at http:/www.smics.com/website/enVersion/IR/

corporateGovernance.htm for a summary of the significant differences between the Company's corporate 

governance practices and those required of U.S. companies under New York Stock Exchange listing 

standards.
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Social Responsibility at SMIC

SMIC in the Community

SMIC has a tradition of supporting the communities in which we operate, both through the involvement of our 

employees and through philanthropic donations. SMIC has built extensive housing, education, and service 

communities near our manufacturing sites and has significantly helped the local communities to grow and 

prosper with us.

Support for Education

In addition to building kindergartens and schools for our employee’s children, SMIC is also dedicated to 

support education initiatives in impoverished areas in China. SMIC’s Chief Executive Officer, Dr. Richard 

Chang has helped to build dozens of schools in China’s inland provinces such as Yunnan and Gansu. SMIC 

also has supported Enyou Foundation’s Teacher Training Program for the past three years. SMIC provides 

accommodations, classrooms, volunteer teachers and staff, and other facilities in support of this training 

program aimed to empower rural educators with modernized teaching skills, methodologies and know-how.

Support for the Environment

As a reflection of SMIC's dedication to protecting the environment, SMIC achieved ISO14001 certification 

from the British Standards Institute in 2002. The ISO14001 is a voluntary international standard that 

establishes requirements for a world-class environmental management system. With this system in place, 

SMIC can ensure its responsible use of energy and materials through improvements in recycling, waste 

reduction and pollution prevention.
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SMIC goes through great lengths to recycle, reduce, and reuse energy and materials used in our 

manufacturing facilities and offices. Our manufacturing plants feature state of the art water recycling 

systems in which we have multiple applications to recycle and reuse wastewater. At every fab, we have 

wastewater treatment plants and up to 70% of wastewater can be recycled back into the fabs. The rest of 

the wastewater is reused in our office toilets and sprinkler systems. At our wafer fab in Beijing, we have large 

rain water collection facilities as well as air cooling systems to take advantage of the cold air in the winter 

to help cool the manufacturing facilities through renewable resources. In all office buildings, recycling bins 

are strategically located near bathrooms, walkways, and cafeterias to promote employee participation in 

recycling waste materials.

SMIC’s core belief in renewable energy is embedded directly in the future direction of our business as 

evidenced by our Fab 10 that is used to manufacture solar cell panels and modules. We believe that not 

only the solar power market will be beneficial to our business, but more importantly, we believe that we can 

contribute in aiding the migration to renewable energy sources through technological advances, increase in 

manufacturing capacity, and reduction of manufacturing costs.

Employee Well-Being

At SMIC, we focus on quality control and product innovation while placing emphasis on preventing 

environmental pollution, conserving energy and natural resources, protecting our human resources, and 

preventing property loss. We hope to improve employee well-being, protect the environment, and raise 

environmental protection, safety, and health (“ESH”) standards for all SMIC employees and the environment 

we operate in. Through continuous improvement, we strive to be environmentally responsible and aim to 

strengthen our operational risk management.

To achieve these goals, SMIC is committed to:

• ensuring employee health and safety and improving environmental quality for employees and lands we 

operate are the primary responsibilities of every SMIC manager;

• establishing a culture of ownership by distilling ESH values into each SMIC employee, process, 

product, and service;

• providing regular ESH training to increase employees' knowledge and communication levels;

• exploring and developing new technologies to reclaim, reduce, reuse and recycle;

• following ESH regulations and international protocols while fulfi lling customer requirements;

• strengthening new equipment and material auditing and change-management;

• communicating ESH regulations to all SMIC suppliers and contractors; and

• implementing preventative measures and emergency response capabilities to prevent accidents.
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Employee Health & Safety

SMIC's safety management philosophy is based on accident prevention and frequent safety audits. Accident 

prevention is achieved through:

• mandatory staff and vendor safety training;

• compliance of equipment and facilities to international safety standards set by: Semiconductor 

Equipment and Materials International (SEMI), National Fire Protection Association (NFPA) and Factory 

Mutual Research Corporation (FMRC);

• continuous improvement in service and product quality and reliability through the implementation of 

our PDCA (plan, do, check, act) steps, together with internal and external customer feedback;

• regularly scheduled safety audits that are performed in accordance with established world standards 

to achieve an AAA audit rating, OHSAS18001 internal audit, and self-check rules; and

• establishment of the Emergency Response Center to centralize emergency response at SMIC.
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At SMIC, we provide occupational health and hygiene management for the welfare of our employees. This 

includes the monitoring of indoor air quality (IAQ), illumination, radiation, noise, and drinking water.

In addition, we have on-site health surveillance and primary care services such as:

• 24-hour on-site health center services;

• medical emergency response & disaster planning;

• occupational physical examination and record keeping;

• general physical examination and record keeping;

• injury and illness case management;

• vaccination services; and

• international travel health program.

OHSAS18001 Certification

SMIC attained OHSAS18001 (Occupation Health and Safety Assessment Series) certification from 

the British Standard Institute in September 2003. The OHSAS18001 standard is a key component of 

a corporation's total health and safety management, and is based on international safety and health 

standards. It aims to reduce work environment risks, protect company assets, and provide employees a 

safer and healthier working environment.

With this certification, SMIC has achieved a new milestone in safety and risk management. By creating a 

safer and healthier environment for our employees, it exemplifies to our customers and investors that we are 

dedicated to lowering risk and building confidence and demonstrates our spirit of “continuous development 

and improvement”.

Employee Care

In addition to health and safety considerations for our employees, SMIC is also keen on taking care of our 

employees through on the job training and graduate degree opportunities, on-campus housing, social clubs 

and activities, employee athletic and recreational facilities, primary and secondary education for employee 

children, and numerous other facilities and services dedicated to enriching the lives of our employees and 

their families.
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Some notable facilities and programs include:

• graduate education and degree programs with Tongji University, Jiaotong University, Fudan University, 

and Shanghai University;

• more than 500 training classes offered within the Company annually;

• the Company’s living quarters features top-quality apartments and houses built by SMIC and rented or 

purchased by its employees;

• recreation facilities include: swimming pools, in-door gymnasiums, lighted tennis courts, 400m 

rubberized track, multi-use athletic fi elds, sauna rooms, ping-pong tables, pool tables, etc.;

• on-campus services: hair salon, massage parlor, supermarket, restaurants, cafes, bookstore, bakery, 

etc.;

• SMIC Private School: K-12 bilingual education on par with some of the leading international schools 

in Shanghai;

• SMIC Sports Day features a number of organized games and athletic competitions among SMIC 

employees and departments. The day is designed to foster teamwork and cooperation between a wide 

range of employees who might have not worked together on a daily basis;

• Senior Citizen Club: established to care for senior members of the SMIC family by providing arts and 

craft activities, fi eld trips, support groups and other recreational and educational activities; and

• Sports and Recreation Clubs: A number of clubs encouraging a healthy and active lifestyle. For 

example the SMIC Triathlon Club sends employee-athletes to a variety of events, ranging from the 

Shanghai International Marathon to triathlons to local road races.

10	SMIC	Social	Responsibility.in99			99 4/26/07			8:49:27	AM



Social Responsibility

100 Semiconductor Manufacturing International Corporation Annual Report 2006

Report by Management on Internal Control over Financial Reporting

The management of Semiconductor Manufacturing International Corporation (“SMIC”) is responsible for 

establishing and maintaining adequate internal control over financial reporting. SMIC’s internal control 

system was designed to provide reasonable assurance to our management and board of directors regarding 

the reliability of financial reporting and the preparation and fair presentation of financial statements issued 

for external purposes in accordance with generally accepted accounting principles.

All internal control systems, no matter how well designed, have inherent limitations and may not prevent 

or detect misstatements. Therefore, even those systems determined to be effective can only provide 

reasonable assurance with respect to financial reporting reliability and financial statement preparation and 

presentation.

SMIC management assessed the effectiveness of internal control over financial reporting as of December 

31, 2006. In making this assessment, we used the criteria set forth by the Committee of Sponsoring 

Organizations of the Treadway Commission (the COSO criteria) in Internal Control – Integrated Framework. 

Based on our assessment we believe that, as of December 31, 2006, our internal control over financial 

reporting is effective based on the COSO criteria.

SMIC’s independent registered public accounting firm, Deloitte Touche Tohmatsu, has issued an audit report 

on our assessment of internal control over financial reporting, which immediately follows this report.

March 29, 2007
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Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or improper 

management override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely 

basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are 

subject to the risk that the controls my become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial posi-

tion of the Company as of December 31, 2006, 2005 and 2004 and the results of its operations and cash flows for each of the 

three years in the period ended December 31, 2006, in conformity with accounting principles generally accepted in the United 

States of America. Also in our opinion, management’s assessment that the Company maintained effective internal control over 

financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria established in Internal 

Control – Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Furthermore, 

in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 

31, 2006, based on criteria established in Internal Control – Integrated Framework issued by the Committee of Sponsoring Organi-

zations of the Treadway Commission.

Deloitte Touche Tohmatsu

Certified Public Accountants

Hong Kong

April 24, 2007
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 December 31,

 Notes  2006  2005  2004

     (As Restated,  (As Restated,

     see Note 31)  see Note 31)

ASSETS

Current assets:

 Cash and cash equivalents  $ 363,619,731 $ 585,796,887 $ 607,172,570

 Short-term investments 6  57,950,603  13,795,859  20,364,184

 Accounts receivable, net of allowances

  of $4,048,845 in 2006, $1,091,340

  in 2005 and $1,105,165 in 2004 5  252,184,975  241,333,914  169,188,287

 Inventories 7  275,178,952  191,237,636  144,017,852

 Prepaid expense and other current assets   20,766,945  9,810,591  12,842,994

 Receivable for sale of manufacturing equipments   70,544,560  5,490,000  –

 Assets held for sale 8  9,420,729  –  1,831,972

 Total current assets   1,049,666,495  1,047,464,887  955,417,859

Land use rights, net 9  38,323,333  34,767,518  39,197,774

Plant and equipment, net 10  3,244,400,822  3,285,631,131  3,311,924,599

Acquired intangible assets, net 11  71,692,498  80,667,737  77,735,299

Deferred cost, net 24  94,183,034  117,728,792  –

Equity investment 12  13,619,643  17,820,890  –

Other long-term prepayments   4,119,433  2,552,407  –

Deferred tax assets 17  25,286,900  –  –

TOTAL ASSETS  $ 4,541,292,158 $ 4,586,633,362 $ 4,384,275,531

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

 Accounts payable 13 $ 309,129,199 $ 262,318,432 $ 364,333,613

 Accrued expenses and other current liabilities   97,121,231  92,916,030  76,399,187

 Short-term borrowings 15  71,000,000  265,481,082  91,000,000

 Current portion of promissory note 14  29,242,001  29,242,001  –

 Current portion of long-term debt 15  170,796,968  246,080,580  191,986,372

 Income tax payable   72,417  –  152,000

 Total current liabilities   677,361,816  896,038,125  723,871,172
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 December 31,

 Notes  2006  2005  2004

     (As Restated,  (As Restated,

     see Note 31)  see Note 31)

Long-term liabilities:

 Promissory note 14  77,601,657  103,254,436  –

 Long-term debt 15  719,570,905  494,556,385  544,462,074

 Long-term payables relating to license agreements 16  16,992,950  24,686,398  –

 Other long term liabilities   3,333,333  –  –

 Deferred tax liabilities 17  210,913  –  –

Total long-term liabilities   817,709,758  622,497,219  544,462,074

Total liabilities   1,495,071,574  1,518,535,344  1,268,333,246

Commitments 21

Minority interest   38,800,666  38,781,863  –

Stockholders’ equity:

 Ordinary shares, $0.0004 par value,

  50,000,000,000 authorised in 2006,

  2005 and 2004, shares issued and

  outstanding 18,432,756,463 in 2006,

  18,301,680,867 in 2005 and

  18,232,179,139 in 2004, respectively 18  7,373,103  7,320,673  7,292,872

 Warrants 19  32,387  32,387  32,387

 Additional paid-in capital   3,288,733,078  3,291,407,448  3,289,724,885

 Notes receivable from stockholders 19  –  –  (391,375)

 Accumulated other comprehensive income   91,840  138,978  387,776

 Deferred share-based compensation   –  (24,881,919)  (51,177,675)

 Accumulated deficit   (288,810,490)  (244,701,412)  (129,926,585)

Total stockholders’ equity   3,007,419,918  3,029,316,155  3,115,942,285

　TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY  $ 4,541,292,158 $ 4,586,633,362 $ 4,384,275,531

Net current assets  $ 372,304,679 $ 151,426,762 $ 231,546,687

Total assets less current liabilities  $ 3,863,930,342 $ 3,690,595,237 $ 3,660,404,359

The accompanying notes are an integral part of these consolidated financial statements.
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 Year ended December 31,

 Notes  2006  2005  2004

     (As Restated,  (As Restated,

     see Note 31)  see Note 31)

Sales 22 $ 1,465,322,867 $ 1,171,318,735 $ 974,664,696

Cost of sales 2  1,338,155,004  1,105,133,544  716,225,372

Gross profit   127,167,863  66,185,191  258,439,324

Operating expenses and income:

Research and development 2  94,170,750  78,865,306  74,113,116

General and administrative 2  47,364,533  35,700,768  54,038,382

Selling and marketing 2  18,231,048  17,713,228  10,383,794

Litigation settlement 24  –  –  16,694,741

Amortization of acquired intangible assets 2  24,393,561   20,946,051  14,368,025

Income from sale of plant and equipment 

 and other fixed assets 10  (43,121,929)  –  –

Total operating expenses (income), net   141,037,963  153,225,353   169,598,058

(Loss) income from operations 27  (13,870,100)  (87,040,162)  88,841,266

Other income (expense):

Interest income   14,916,323  11,355,972  10,587,244

Interest expense   (50,926,084)  (38,784,323)  (13,697,894)

Foreign currency exchange (loss) gain   (21,912,234)  (3,355,279)  8,217,567

Others, net   1,821,337  4,461,925  2,441,057

Total other (expense) income, net   (56,100,658)  (26,321,705)  7,547,974

(Loss) income before income tax   (69,970,758)  (113,361,867)  96,389,240

Income tax credit (expense) 17  24,927,744  (284,867)  (186,044)

Minority interest   (18,803)  251,017  –

Loss from equity investment 12  (4,201,247)  (1,379,110)  –

Net (loss) income before cumulative effect

 of a change in accounting principle   (49,263,064)  (114,774,827)  96,203,196

Cumulative effect of a change in accounting principle  3  5,153,986  –  –
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Consolidated Statements of Operations

 Year ended December 31,

 Notes  2006  2005  2004

     (As Restated,  (As Restated,

     see Note 31)  see Note 31)

Net (loss) income  $ (44,109,078) $ (114,774,827) $ 96,203,196

Deemed dividends on preference shares 29  –  –  18,839,426

(Loss) income attributable to holders of

  ordinary shares  $ (44,109,078) $ (114,774,827) $ 77,363,770

On the basis of net loss before accounting

 change per share, basic 20 $ (0.00) $ (0.01) $ 0.01

On the basis of net loss before accounting

 change per share, diluted 20 $ (0.00) $ (0.01) $ 0.00

Cumulative effect of an accounting change

 per share, basic and diluted 20 $ 0.00 $ – $ –

(Loss) income per share, basic 20 $ (0.00) $ (0.01) $ 0.01

(Loss) income per share, diluted 20 $ (0.00) $ (0.01) $ 0.00

Shares used in calculating basic (loss)

 income per share 20  18,334,498,923  18,184,429,255  14,199,163,517

Shares used in calculating diluted (loss)

 income per share 20  18,334,498,923  18,184,429,255  17,934,393,066

The accompanying notes are an integral part of these consolidated financial statements.
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