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Focus on core business throughout transition period

. Investment Focus

Action

We believe SMIC will enter a transition period in 2018 due to the
faster than expected shift of the semiconductor industry’s growth
driver from smartphones to Al, auto and crypto currency. We think
SMIC’s new strategy of focusing on leading edge progress migration is
the right one to shorten the painful transition period due to
technological disadvantages.

Reasoning

Growth driver transition hurts SMIC’s short-term profitability: as we
saw from TSMC's recent results announcement, we think the global
semiconductor industry’s growth driver is transitioning from
smartphones to Al, crypto currency and auto. Regardless of structural
growth opportunities in China, SMIC is not immune from this global
trend, as most high computing chips use 14nm or above processes.

Focus on core businesses through transition period: SMIC revealed
progress in technological developments, including: 1) 14nm process
to start risk production in 1H19, six months ahead of schedule; 2) it
licensed mature technologies to a third party company in China to
monetize R&D assets; and, 3) CIS/NOR flash revenue increasing 30%
YoY in 2017 (SMIC will continue to invest in these two platforms to
support customers’ product upgrades).

Earnings forecast and valuation

We lower our 2018/19 revenue forecasts by 6%/9% and net profit
by 29%/40% to reflect its weaker than expected revenue growth and
rising R&D expenses for leading edge process developments. We thus
cut our target price by 21.9% to HK$12.50 (1.60x 2018e P/B) and
maintain our BUY rating on its strong earnings recovery from 2019.

Risks
Weaker than expected smartphone demand.
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Feb-2017 May-2017 Aug-2017 Nov-2017 Feb-2018
(USS mn) 2016A 2017A 2018E 2019E
Revenue 2,914 3,101 3,349 4,200

(+/-) 30.3% 6.4% 8.0% 25.4%
Net profit 377 180 136 254

(+/-) 48.6%  -52.3%  -24.5% 87.1%
EPS 0.07 0.03 0.03 0.05
BPS 0.82 1.01 1.00 1.05
DPS 0.00 0.00 0.00 0.00
CPS 0.19 0.22 0.21 0.22
P/E 16.9 35.8 49.2 26.3
P/B 1.5 1.2 1.2 1.2
EV/EBITDA 5.9 6.7 4.9 2.9
Dividend yield 0.0% 0.0% 0.0% 0.0%
ROAA 4.4% 1.6% 1.0% 1.5%
ROAE 9.6% 3.8% 2.6% 4.6%

Source: Wind, Bloomberg, company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Financial summary
Financial statement (USD mn) 2016A 2017A  2018E 2019E Financial ratios 2016A 2017A 2018E 2019E
Income statement Growth abilitv
Revenue 2,914 3,101 3,349 4,200 Revenue 30.3% 6.4% 8.0% 25.4%
COGS -2,064 -2,360 -2,578 -3,150 Operating profit 52.8% -63.2% -33.9% 128.2%
Selling expenses -192 -234 -251 -312 EBITDA 19.0% -2.7% 10.2% 17.0%
Administrative expenses 0 0 0 0 Net profit 48.6%  -52.3% -24.5% 87.1%
Other ops income (expense) 0 45 48 48 Profitability
Operating profit 339 125 83 188 Gross margin 29.2% 23.9% 23.0% 25.0%
Finance costs -12 9 4 28 Operating margin 11.6% 4.0% 2.5% 4.5%
Other income (expense) -18 -6 -10 -10 EBITDA margin 49.4% 45.1% 46.0%  43.0%
Profit before income tax 310 128 77 207 Net margin 12.9% 5.8% 4.1% 6.0%
Income tax 7 -2 -1 -3 Liquidity
Minority interest -60 -53 -60 -50 Current ratio 1.86 2.19 1.13 1.00
Net profit 377 180 136 254 Quick ratio 1.63 1.86 1.03 0.90
EBITDA 1,439 1,399 1,542 1,805 Cash ratio 1.07 0.96 0.68 0.67
Recurrent net income 377 180 136 254 Liabilities / assets 46.6% 43.6% 55.6% 63.1%
Balance sheet Net debt / equity 16.6% 21.9% netcash net cash
Cash and bank balances 2,126 1,838 3,587 5,946 Return
Trade and bill receivables 673 651 779 1,014 RoA 4.4% 1.6% 1.0% 1.5%
Inventories 464 623 564 886 RoE 9.6% 3.8% 2.6% 4.6%
Other current assets 420 1,057 1,057 1,057 Per-share data
Total current assets 3,684 4,169 5,988 8,903 EPS (USD) 0.07 0.03 0.03 0.05
Fixed assets and CIP 5,685 6,523 8,003 8,923 BPS (USD) 0.82 1.01 1.00 1.05
Intangible assets and others 747 1,226 1,446 1,446 DPS (USD) 0.00 0.00 0.00 0.00
Total non-current assets 6,432 7,749 9,449 10,369 Cash flow per share (USD) 0.19 0.22 0.21 0.22
Total assets 10,115 11,918 15437 19,272 Valuation
Short-term borrowings 687 441 124 155 P/E 16.9 35.8 49.2 26.3
Trade and bill payables 781 1,050 1,068 1,348 P/B 15 1.2 1.2 1.2
Other current liabilities 513 416 4,098 7,368 EV/EBITDA 5.9 6.7 4.9 2.9
Total current liabilities 1,981 1,907 5,290 8,871 Dividend yield 0.0% 0.0% 0.0% 0.0%
Long-term borrowings 2,338 2,872 2,872 2,872
Total non-current liabilities 2,731 3,290 3,290 3,290
Total liabilities 4,712 5,197 8,580 12,161
Share capital 4,151 5,233 5,369 5,623
Retained profit 0 0 0 0
Equity 4,151 5,233 5,369 5,623
Total liabilities & equity 10,115 11,918 15,437 19,272
Cash flow statement
Pretax profit 77 207 380 421
Depreciation & amortization 1,117 1,280 1,469 1,626
Change in working capital -315 134 -52 -277
Others 98 -485 -659 -588
Cash flow from operations 977 1,135 1,138 1,182
Capital expenditure -2,843 -2,386 -1,948 -2,200
Others 400 -331 0 0
Cash flow from investing -2,443 -2,717 -1,948 -2,200
Equity financing 18 343 0 0
Bank borrowings 1,766 634 2,559 3,376
Others 831 294 0 0
Cash flow from financing 2,615 1,272 2,559 3,376
Foreign exchange gain (loss) -28 22 0 0
Net changes in cash 1,121 -288 1,749 2,359

Source: Company data, CICC Research

Company description

Semiconductor Manufacturing International Corporation (SMIC) is one of the leading semiconductor foundries in the world and the largest and
most advanced foundry in mainland China. SMIC provides integrated circuit (IC) foundry and technology services at 0.35-micron to
28-nanometer. Headquartered in Shanghai, China, SMIC has a 300mm wafer fabrication facility (fab) and a 200mm mega-fab in Shanghai; a
300mm mega-fab in Beijing and a majority owned 300mm fab for advance nodes under development; and a 200mm fab in Tianjin and
Shenzhen.

Please read carefully the important disclosures at the end of this report
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4Q17 results review

For 4Q17, SMIC reported a 2.3% QoQ revenue increase but a 4.2ppt drop in GM, in line with its
guidance and our forecasts.

Figure 1: Quarterly results

(USS mn) 1Q17 2Q17 3Q17 4Q17 1Q18E
A A A A (Guidance)
Capacity & utilization
8-inch 226 229 233 229
12-inch mature 68 70 68 66
12-inch leading 19 23 28 29
Total (8-inch k wafer/month) 422 438 448 443
% chg QoQ 3.8% 3.9% 2.2% -1.2%
Utilisation 91.8% 85.7% 83.9% 85.8%
Turnover 793 751 770 787 down 10.1-12.1%
% chg QoQ -2.7% -5.3% 2.5% 2.3%
Wafer ASP 702 717 692 677
% chg YoY -2.4% 2.1% -3.4% -2.2%
COGS (572)  (557) (592)  (639)
Gross Profit 221 194 177 148
Non-GAAP Operating Expenses (165) (187) (184) (195)
Gov. Grants and others 21 14 30 49
EBITDA 312 287 260 258
% chg QoQ 13.9% -82% -9.3% -0.7%
Operating Income 77 22 23 3
% chg QoQ 58% -72% 5% -86%
Non-Operating Incomes (12) 15 7 (6)
Pretax income 65 36 30 (3)
% chg QoQ 314% -444% -17.1% -109.7%
Taxes (1) (3) 1 1
Net income 64 33 31 (2)
% chg QoQ 10.6% -48.1% -8.2% n.a.
Non-controlling interests 6 3 (5) 49
Net income to shareholders 70 36 26 48
% chg QoQ -32.9% -48.0% -28.6% 84.2%
Capex 727 782 451 499
Depreciation (235) (241) (243) (252)
% chg QoQ 9.2% 2.4% 0.8% 3.6%
Ratios (%)
Gross margin 27.8% 25.8% 23.0% 18.9% 10-12%
EBITDA margin 39.4% 382% 33.8% 32.8%
OPM 9.8% 2.9% 2.9% 0.4%
Pretax income 8.2% 4.8% 3.9% -0.4%
Net Income margin 8.8% 4.8% 3.4% 6.1%
ROE 6.3% 6.9% 5.0% 3.6%
BVPS (USS) 1.00 1.00 1.01 1.02

Source: Company data, CICC Research

Major positives

» Faster than expected process migration. During its conference call, SMIC management
highlighted that it will focus more on process migration, and expects 28nm HKC+ to enter
mass production in 1H18 (in line with its original guidance), and 14nm process to enter risk
production in 1H19 (originally guided for 2H19).

Please read carefully the important disclosures at the end of this report
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Major negative factors

» ASP declined 2.2% QoQ in 4Q17 regardless of product mix improvement. Revenue mix of
28nm process increased from 8.8% in 3Q17 to 11.3% in 4Q17. We think this reflects the
rising competition in both 12-inch mature nodes from domestic players (e.g. Huali) and
12-inch advanced nodes from TSMC.

» For 1Q18 guidance, SMIC guides 7-9% QoQ revenue growth including recognizing
USS$150mn of one-time technology licensing revenue. This implies 1Q18 wafer revenue will
decline by 10.1%-12.1% QoQ, weaker than its major peers, TSMC and UMC. We think this
reflects SMIC has higher revenue mix from Chinese smartphone customers.

» SMIC guides GPM including license revenue to increase to 25-27%. This implies 1Q18 GPM
(excluding licensing revenue) will decline to 10-12% in 1Q18.

» 2018 revenue growth guidance is weaker than expected: the company guides high single
digit revenue growth, including a US$150mn one-time technology license fee. This implies
low single digit revenue growth in 2018, lower than our original expectation of 15% YoY
revenue growth.

Figure 2: Quarterly performance vs. TSMC and UMC

1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18
A A A A A A A : (Guidance)

Revenue QoQ growth
TSMC 0.0% 9.0% 17.4% 0.7% -10.8% -8.6% 17.9% 10.1% down 8.7%
umcC 1.6% 7.5% 3.2% 0.4% -2.3% 0.3% 0.4% -2.8% flat
SMIC 4.0% 8.8% 12.3% 5.2% -2.7% -5.3% 2.5% 2.3% down 10.1-12.1%
GPM
TSMC 44.9% 51.5% 51.5% 51.5% 51.9% 50.8% 49.9% 50.0% 49.5-51.5%
umc 14.6% 22.4% 21.8% 22.9% 19.9% 18.0% 17.5% 17.2% low teens range
SMIC 24.2% 31.6% 30.0% 30.2% 27.8% 25.8% 23.0% 18.9% 10.0-12.0%
Utilization rate
TSMC 87.0% 93.0% NA NA NA NA NA NA NA
umMcC 82.0% 89.0% 88.0% ~90% 96.0% 96.0% 96.0% 90.0% ~90.0% range
SMIC 98.4% 97.9% 97.2% 96.5% 91.8% 85.7% 83.9% 85.8% NA

Note: SMIC guidance excludes one-time license fee of US5150mn. Source: company data, CICC Research

14/28nm process: better outlook on product map while limited profitability within near-term

The 28nm segment reported 31.3% sequential revenue growth and represented 11.3% of total
salesin 4Q17. In 2017, the 28nm segment contributed 7.9% of total sales. We expect the overall
28nm segment revenue to increase 46.0% to US$359mn in 2018, representing 10.7% of total
sales. Management plans to launch HKC+ in 1H18.

We believe SMIC’s Co-CEQ, Dr. Liang Mong Song will focus on 14nm FinFET development and
SMIC would roll out risk production for 14nm in 1H19, six months ahead of its original schedule.
Recently, SMIC announced it would receive cash contribution injection (total amount up to
USS$1.7bn) from China IC Fund and Shanghai IC Fund, to accelerate 14nm development. This
newly built up JV called SMIC South (SMSC) will mainly concentrate on developing 14/10/7nm
process and roll out mass production in 2019. During the analyst meeting, management states
they have already set R&D facilities for roughly 3.5kwpm at the initial stage. R&D capacity will
rise further to 6kwpm/9kwpm at phase two/three.

Please read carefully the important disclosures at the end of this report
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Figure 3: Revenue and capacity of leading nodes

Leading nodes (14/28nm) 1Q17 2Q17 3Q17 4Q17 1Q18E 2017A 2018E 2019E 2020E
Capacity 19 23 28 29 29 29 45 69 929
% chg QoQ 5.6% 21.1% 19.6% 5.5% 0.0% 61.1% 55.2% 53.3% 43.5%

Revenue 40 50 68 89 40 246 359 901 1,228
% chg QoQ 39.0% 25.0% 36.6% 31.3% -55.3% 434.1%  46.0% 150.9%  36.3%

% of total revenue 50% 6.6% 88% 11.3% 4. 7% 7.9% 10.7% 21.5% 23.9%

Source: company data, CICC Research

Figure 4: SMIC 12” fab overview

Wafer size Capacity (k wafer/mon)
Company Name Location Application (inch)  Fab Name Processnode 2017 2018E 2019E 2020E  changes
. Al/130-
SMIC Beijing Logic 12 Bl 00/65/55nm 43 46 46 46 46 0.0%
SMIC (Majority-Owned) Beijing Logic 12 B2 65/40/28/24nm 18 29 39 39 39 34.5%
SMIC Shanghai  Logic 12 S2 40/28nm 20 17 17 17 17 0.0% ~10
SMIC (50.1%, China IC Fund
27.04%, Shanghai IC Fund Shanghai  Logic 12 SMSC  14/10/7nm 10 25 n.a. 10
22.86%)
SMIC Beijing ~ Qualcomm 12 B3 6 20 35 na.
chips
SMmIC Shenzhen L9 €IS, 12 sz 3 5 15 3B 66.7%
PMIC...
Total 81 95 113 147 197 18.9%
Source: company data, CICC Research; Note: Iltems shaded in grey are under construction.
Figure 5: Product roadmap
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
28nm PolySiON 3011
28nm HKMG 1Q12
20nm Planar 2Q14
TSMe 16nm FinFET 4Q15
10nm FinFET 1Q17
7nm FinFET 1019
28nm PolySiON 4Q12
28nm HKMG 2Q13
22nm FD-SOI 2Q15
Samsung 20nm Planar 2Q14
14nm FinFET 1Q15
10nm FinFET 1Q17
7nm FinFET 1Q19
28nm PolySiON 2013
22nm FD-SOI 1Q14
GF 20nm Planar 4Q14
14nm FinFET 1Q15
10nm FinFET 3017
7nm FinFET 3019
22nm Planar 4Q11
Intel 14nm FinFET 2Q14
10nm FinFET 1Q17
7nm FinFET 1Q19
28nm PolySiON 2Q15
28nm HKMG 3Q18
SMIC 20nm Planar 3Q18
14nm FinFET 1H19
7nm FinFET 2020
Source: company data, CICC Research
Please read carefully the important disclosures at the end of this report
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Figure 6: SMIC’s current major focus on new technology platforms
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Source: company data, CICC Research; Note: 1) tick indicates in production; dot indicates major focus or in early production

12” mature node process: to provide with differentiated product platforms

Mature nodes (40-90nm) had flat QoQ growth in 4Q17, mainly due to: 1) inventory correction;
and, 2) product migration to leading nodes. SMIC has carried out a solid plan to fill up its idle
capacity with specialty memory (Nor Flash and Nand Flash for specialty usage), CIS and PMU.
During the analyst meeting, management stated that Nor Flash and CIS generated revenue
growth of +30% in 2017. After the 28nm HKC+ platform enters mass production in 1H18, SMIC
will migrate some products from the 40/45nm process to the leading nodes platform.

However, since there is fierce competition among mature node foundry players, we believe the
company will also confront violent cannibalization in ASP and margins. We predict revenue will

drop by 8.9% YoY to US$1.2bn in 2018, representing 36.1% of total revenue.

Figure 7: Revenue and capacity in mature nodes (40-90nm)

Mature nodes (40-90nm) 3Q17 4Q17
Capacity 68 70 68 66 63 66 68 78 98
% chg QoQ 79% 29% -29% -2.9% -4.5% 4.8% 3.0% 14.7%  25.6%
Revenue 343 331 325 326 268 1,325 1,208 1,475 1,946
% chg QoQ -6.3% -3.5% -1.9% 0.3% -17.8% 0.5% -8.9% 22.1% 31.9%
% of total revenue 43.3% 44.1% 422% 41.4% 31.4% 42.7% 36.1% 35.1% 37.8%

Source: company data, CICC Research

8” process: continuous stable growth from 2018

Revenue generated from 8” fabs slightly declined by 1.3% in 4Q17 but remained the largest sales
contributor, as it has been for the past two years. We believe this segment will continue to enjoy
stable annual growth in 2018.

Figure 8: Revenue and capacity in 8-inch fab (0.11um+)

8-inch (0.11um+) 1Q17 2Q17 3Q17 4Q17 1QI8E 2017A  2018E 2019E  2020E
Capacity 226 229 233 229 273 229 273 296 320
% chg QoQ 09% 13% 1.8% -1.7% 19.0% 2.2%  19.0% 8.6% 7.9%

Rewvenue 410 370 377 372 396 1,530 1,632 1,824 1,969
% chg QoQ 23% -9.7% 1.8% -1.3% 6.5% -1.2% 6.7% 11.7% 7.9%

% of total revenue 51.7% 49.3% 49.0% 47.3% 46.4% 49.3%  48.7%  43.4%  38.3%

Source: company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Earnings forecast and target price revision

We lower our 2018/19 revenue forecasts by 6.3%/9.4% to reflect the weaker than expected
demand of both 12-inch leading and mature processes. We think this reflects the impacts of
weaker than expected smartphone demand globally as well as loss of orders from major
customers due to product migration.

We lower our 2018/19 deprecation forecast by 7%/11% to reflect CAPEX decline in 2018; we
also cut our net profit forecasts by 29%/40% respectively to reflect weaker than expected
revenue growth and rising R&D expenses.

Figure 9: Forecast revision

2019E  2020E 2018E 2019E 2018E

Diff.

Capacity & utilisation

8-inch 224 229 273 296 320 284 309 -4% -4%
12-inch mature 63 66 68 78 98 73 83 -1% -6%
12-inch leading 18 29 45 69 99 41 65 10% 6%
Total (8-inch k wafer/mon) 406 443 527 627 763 541 641 -3% -2%
% chg QoQ 43% 9% 19% 19% 22% 22% 18%
Utilisation 96% 85% 76% 80% 78%
Turnover 2,914 3,101 3,349 4,200 5,143 3,573 4,635 -6.3% -9.4%
% chg QoQ 30% 6% 8% 25% 22% 15% 30%
Wafer ASP 708.5 704.9 680.2 683.2 703.0 671.6 711.6 1% -4%
% chg YoY 0.1% -0.5% -3.5% 0.4% 2.9% 4.7%  6.0%
COGS (2,064) (2,360) (2,578) (3,150) (3,806)
Gross Profit 850 741 771 1,050 1,337 857 1,159 -10.0%  -9.4%
Non-GAAP Operating Expenses (517) (730) (833) (1,056) (1,200)
Gov. Grants and others 7 114 144 194 194
EBITDA 1,063 1,117 1,190 1,459 1,791 1,307 1,823 -8.9% -20.0%
% chg QoQ 39% 5% 6% 23% 23% 17% 39%
Operating Income 339 125 83 188 332 119 404 -30.6% -53.3%
% chg QoQ 53% -63% -34% 128% 76%
Non-Operating Incomes (29) 3 (6) 18 48
Pretax income 310 128 77 207 380
% chg QoQ 34% -59% -40% 169% 84%
Taxes 7 2 @) 3) 5)
Net income 316 126 76 204 374
% chg QoQ 42% -60% -40% 169% 84%
Non-controlling interests 60 53 60 50 30
Net income to shareholder 377 180 136 254 404 192 426 -29.3% -40.4%
% chg QoQ 49% -52% -24% 87% 59% 7% 122%

Capex 2,695 2,458 1,948 2,200 2,000 2,300 2,200 -15% 0%
Depreciation (730) 971) (1,117) (1,280) (1,469) (1,201) (1,432) -7% -11%
% chg QoQ 39% 33% 15% 15% 15% 24% 19%

Gross margin 29.2% 23.9% 23.0% 25.0% 26.0% 24.0% 25.0% -1.0% 0.0%

EBITDA margin 36.5% 36.0% 355% 34.7% 34.8%
OPM 11.6% 4.0% 2.5% 4.5% 6.4%
Pretax income 10.6% 4.1% 2.3% 4.9% 7.4%
Net Income margin 12.9% 5.8% 4.1% 6.0% 7.9% 5.4% 9.2% -1.3% -3.2%
ROE 9.6% 3.8% 2.6% 4.6% 6.9%
BVPS (US$) 0.82 1.01 1.00 1.05 1.13

Source: company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 10: Forecast revision — segments

(US$ mn) 1Q17 2Q17 3Q17 4Q17 1QI18E 2017A 2018E 2019E  2020E
A A A A (CICC) (CIicc) (cicc) (ciceo)
Turnover 793 751 770 787 854 3,101 3,349 4,200 5,143
By Process
12-inch leading (14/28nm) 40 50 68 89 40 246 359 901 1,228
12-inch mature (40-90nm) 343 331 325 326 268 1,325 1,208 1,475 1,946
8-inch (0.11um+) 410 370 377 372 396 1,530 1,632 1,824 1,969
% chg QoQ
12-inch leading (14/28nm) 39.0% 25.0% 36.6% 31.3% -55.3% 434% 46% 151% 36%
12-inch mature (40-90nm) -6.3% -3.5% -1.9% 0.3% -17.8% 0% -9% 22% 32%
8-inch (0.11um+) 2.3% -97% 1.8% -1.3% 6.5% -1% 7% 12% 8%
Revenue mix
12-inch leading (14/28nm) 50 6.6% 8.8% 11.3% 4.7% 7.9% 10.7% 21.5% 23.9%
12-inch mature (40-90nm) 43.3% 44.1% 422% 41.4% 31.4% 42.7%  36.1% 35.1% 37.8%
8-inch (0.11um+) 51.7% 49.3% 49.0% 47.3% 46.4% 49.3% 48.7% 43.4%  38.3%

Source: company data, CICC Research

Our 2018/19 revenue and net profit forecasts deviate from market consensus by -3.2%/+5.0%
and +13.0%/+27.4% respectively due to us being more upbeat on the revenue ramp-up from
leading nodes.

Figure 11: CICC vs. Consensus

4Q17 1Q18E 2018E 2019E
Actual Consensus Diff Guidance CICC Consensus Guidance CICC Consensus CICC Consensus
827 -4.9% 777-793 854 821 4.0% +7-9% QoQ 3,349 4,200

24.4% -5.6%  18-20% 26.8% 22.7% 4.1% 25-27% 23.0% 25.0%
38 -91.5% 17 12 38.1% 83 188
42 14.5% 34 32 3.9% 136 254
0.009 0.008 15.6% 0.006 0.008 -21.4% 0.025 0.025 1.5% 0.047 0.093 -48.9%

Source: company data, CICC Research

We slightly lower P/B to 1.60x and cut our target price by 21.9% to HK$12.50 based on 2018e
BPS of USS$1.00. We think SMIC’s near-term revenue growth and business operations will remain
weak, but we believe it will regain substantial momentum once its idle capacity in mature nodes
are filled up and the profitability of leading nodes improve.

Please read carefully the important disclosures at the end of this report
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Figure 12: P/E band Figure 13: P/B band
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Figure 14: Valuations of comparable companies

WIND Company Price M/Caps P/E ROE = Price Change
Y € o)A 1]
TICKER 9-Feb USD mn 2017A 2018E 2017A 2018E 2018E 2018E
2330.TW  TSMC 232.50 215,067 17.7 15.8 3.9 3.5 23.4 11.5% - -10 -1 -3 28
2303.TW  UMC 14.05 6,009 18.6 20.3 0.8 0.8 4.2 -4.6% - -3 0 -11 23
0981.HK  SMIC 9.75 6,132 35.8 49.2 1.2 1.2 2.6 -27.1% - -12 -22 -30 -20
5347.TWO Vanguard International Semic 64.10 3,579 23.3 19.8 3.7 3.6 15.8 16.4% - -1 1 8 14
1347.HK Hua Hong 13.08 1,739 12.1 13.2 1.0 1.0 8.4 -8.3% - -15 -22 -18 55
Foundry-Average 215 23.7 2.1 2.0 10.9
Foundry-Median 18.6 19.8 1.2 1.2 8.4

Source: Wind, Bloomberg, CICC Research; Note: companies shaded in grey are under CICC coverage; all other companies use consensus forecast data.

Please read carefully the important disclosures at the end of this report
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Important legal disclosures

General Disclosures

This report has been produced by China International Capital Corporation Hong Kong Securities Limited (CICCHKS). This report is based on information available
to the public that we consider reliable, but CICCHKS and its associated company(ies)(collectively, hereinafter “CICC") do not represent that it is accurate or
complete. The information and opinions contained herein are for investors’ reference only and do not take into account the particular investment objectives,
financial situation, or needs of any client, and are not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Under no
circumstances shall the information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. Investors should make
their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and
particular needs. CICC does not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their tax, accounting, or legal
advisers regarding any potential investment. Neither CICC nor its related persons shall be liable in any manner whatsoever for any consequences of any reliance
thereon or usage thereof.

The performance information (including any expression of opinion or forecast) herein reflect the most up-to-date opinions, speculations and forecasts at the time
of the report’s production and publication. Such opinions, speculations and forecasts are subject to change and may be amended without any notification. At
different periods, CICC may release reports which are inconsistent with the opinions, speculations and forecasts contained herein.

The analysts named in this report may have from time to time discussed with our clients, including CICC salespeople, traders, and other professionals, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities discussed
in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any such trading strategies are distinct
from and do not affect the analysts' fundamental equity rating for such stocks as described herein.

CICC's salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and reach
different conclusions from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the different assumptions, views
and analytical methods of the persons who prepared them, and CICC is under no obligation to ensure that such other trading ideas or recommendations are
brought to the attention of any recipient of this report. CICC's asset management area, proprietary trading desks and other investing businesses may make
investment decisions that are inconsistent with the recommendations or opinions expressed in this report.

Unless stated otherwise, any performance data quoted represents past performance. Past performance is not a indicator of future performance. No representation
or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in this analysis which have resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

To the extent this material is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate
investment risk and is exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent
assessment of the opportunities and risks presented by a potential investment, market factors and other investment considerations.

This report is distributed in Hong Kong by CICCHKS, which is regulated by the Securities and Futures Commission. Queries concerning CICC Research from
readers in Hong Kong should be directed to our Hong Kong sales representatives. The CE numbers of SFC licensed authors of this report are disclosed by the
authors’ names on the cover page.

This report is distributed in Singapore only to accredited investors and/or institutional investors, as defined in the Securities and Futures Act, by China International
Capital Corporation (Singapore) Pte. Limited ("CICCSG”), which is regulated by the Monetary Authority of Singapore. By virtue of distribution by CICCSG to these
categories of investors in Singapore, disclosure under Section 36 of the Financial Adviser Act (which relates to disclosure of a financial adviser’s interest and/or its
representative’s interest in securities) is not required. Recipients of this report in Singapore should contact CICCSG in respect of any matter arising from or in
connection with this report. This report is not intended for and should not be distributed or passed on, directly or indirectly, to any other person in the jurisdiction
of Singapore.

This report is distributed in the United Kingdom by China International Capital Corporation (UK) Limited ("CICCUK"), which is authorised and regulated by the
Financial Conduct Authority. The investments and services to which this report relates are only available to persons of a kind described in Article 19 (5), 38, 47 and
49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. This report is not intended for retail clients. In other EEA countries, the report
is issued to persons regarded as professional investors (or equivalent) in their home jurisdiction.

This report will be made available in other jurisdictions pursuant to the applicable laws and regulations in those particular jurisdictions.

Continued on next page
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Special Disclosures
CICC does and seeks to do business with companies covered in CICC Research. As a result, investors should be aware that CICC and/or its associated persons may
have a conflict of interest that could affect the objectivity of this report.

Disclosures in relation to the Companies contained this report could be found at http://research.cicc.com/disclosure_en, or in the published latest
company-specific research.

Distribution of ratings is available at http://research.cicc.com/en/disclosure/general.xhtml.

Explanation of stock ratings: “"BUY” indicates analyst perceives absolute return of 20% or more over the next 6~12 months; “"HOLD" between +20% and -10%;
“SELL" -10% and below. Asterisk denotes coverage initiation or resumption.

Explanation of sector ratings: Analyst expects a sector rated “OVERWEIGHT” to outperform the market by 10% or more over the next 6~12 months,
“EQUAL-WEIGHT"” to end up between 10% below and 10% above the market, and "UNDERWEIGHT" to fall behind the market by 10% or more, over the next
6~12 months.

Copyright of this report belongs to CICC. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited
without CICC's written permission.

V160908
Editing: Dom FITZSIMMONS
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