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DEFINITIONS

In this annual report, unless the context otherwise requires, the following terms shall have the meanings set out below.

“Annual General Meeting”
or “AGM”

“Board”

“China Integrated Circuit”

“China” or “the PRC”

“Company” or “our Company”

“Company Secretary”
“Director(s)”

EERSH

“Executive Director(s)”

“Grace Cayman”

“Grace Shanghai”

an annual general meeting of the Company to be held on 9 May 2019 at 2:00 p.m.
at the Kowloon Shangri-La Hong Kong, 64 Mody Road, Kowloon, Hong Kong;

the board of Directors of the Company;

China Integrated Circuit Industry Investment Fund Co., Ltd., a company
incorporated in the PRC on 26 September 2014; its shareholders include the
Ministry of Finance, the enterprises in the Integrated Circuit Industry Cluster,
large-scale state-owned enterprises, certain financial institutions and private
enterprises. It mainly focuses on the manufacturing of semiconductor wafers and
takes into account the upstream and downstream links covering wafer and IC
design, package test, equipment and materials et alia;

the People’s Republic of China, but for the purpose of this annual report and for
geographical reference only and except where the context otherwise requires,
references in this annual report to “China” and the “PRC” do not include Taiwan, the
Macau Special Administrative Region and Hong Kong;

Hua Hong Semiconductor Limited, a company incorporated in Hong Kong with

limited liability on 21 January 2005 and, except where the context otherwise

requires, all of its subsidiaries, or where the context refers to the time before it

became the holding company of its present subsidiaries, its present subsidiaries;

the company secretary of the Company;

the director(s) of the Company;

earnings per share;

the executive director(s) of our Company;

Grace Semiconductor Manufacturing Corporation, an exempted company with

limited liability incorporated in the Cayman Islands on 5 October 1999 and a

wholly-owned subsidiary of our Company;

Shanghai Grace Semiconductor Manufacturing Corporation (/& 7= ) ¥ & & &
a

#EAMR/AT]), a company incorporated in the PRC on 20 December 2000 and
wholly-owned subsidiary of our Company. It was deregistered on 3 August 2018;
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“Group”

“HHGrace”

“HHNEC”

“HKS"

“Hong Kong”

“Huahong Group”

“Huahong Real Estate”

“Huahong Technology
Development”

“HH-Wuxi”

“Independent Non-Executive
Director(s)”

DEFINITIONS

our Company and our subsidiaries or, where the context so requires, in respect
of the period before our Company became the holding company of our present
subsidiaries (or became such associated companies of our Company), the business
operated by such subsidiaries or their predecessors (as the case may be);

Shanghai Huahong Grace Semiconductor Manufacturing Corporation (_E/&ZH 7 /)
FEpERlE AR A R]), a company incorporated in the PRC on 24 January 2013 and
a wholly-owned subsidiary of our Company;

Shanghai Hua Hong NEC Electronics Co., Ltd. (E/BZFEYWNECE T AR A A), a
company incorporated in the PRC on 17 July 1997 and a wholly-owned subsidiary
of our Company. It was deregistered on 3 August 2018;

Hong Kong dollars, the lawful currency of Hong Kong;
the Hong Kong Special Administrative Region of the PRC;

Shanghai Huahong (Group) Co., Ltd. (£ /8 % (% E) A R A 7)), a company
incorporated in the PRC on 9 April 1996 as Shanghai Hua Hong Microelectronics
Co., Ltd. and renamed as Shanghai Huahong (Group) Co., Ltd. in 1998, and a
controlling shareholder of our Company;

Shanghai Huahong Real Estate Co., Ltd. (E/8ZFE I FE X ER A A, a company
incorporated in the PRC on 28 October 2011 and a wholly-owned subsidiary of
Huahong Technology Development;

Shanghai Huahong Technology Development Co., Limited (/8 R ZERERE A
A]), a connected person, a company incorporated in the PRC on 10 May 2010, and
a company 50% held by and consolidated with Huahong Group and 50% held by
HHGrace;

Hua Hong Semiconductor (Wuxi) Limited, a company incorporated in the PRC
on 10 October 2017. Upon such incorporation, HH-Wuxi was held as to 100% by
HHGrace, a wholly-owned subsidiary of the Company, and will continue to be held
as to 51.0% by the Group following the completion of the transactions under the
JV Agreement and the Capital Increase Agreement, of which 22.2% will be held
directly by the Company and 28.8% will be held indirectly by the Company through
HHGrace; China Integrated Circuit and Wuxi Xi Hong Lian Xin will hold 29.0% and
20.0% of HH-Wuxi, respectively;

the independent non-executive director(s) of our Company;
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DEFINITIONS

“INESA”

“JV Agreement”
“Listing Rules”
“Merger”

“NEC”

“Non-Executive Director(s)”

“QST”

“RMB”

“SAIL”

“SFC”

“SFO”

“Shanghai Huali”

“Shareholders”

“Stock Exchange”

“Wuxi Xi Hong Lian Xin”

INESA (Group) Co., Ltd. (£ /8 & E(& E)HE R A 7l), formerly known as INESA
Holding Group (_E/AHES RS E B R 2 7)), a state-owned company incorporated
in the PRC in December 1993, and a controlling shareholder of our Company;

the JV Agreement dated 3 January 2018 entered into by the Company, HHGrace,
HH-Wuxi, China Integrated Circuit and Wuxi Xi Hong Lian Xin;

the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited, as amended or supplemented from time to time;

the merger of Grace Cayman and Hua Hong Semiconductor (Cayman) Inc., an
exempted company established by the Company in the Cayman Islands;

NEC Corporation, a company incorporated in Japan and founded in 1899 as
Nippon Electric Company, Limited;

the non-executive director(s) of our Company;

QST Corporation (/W ERHEHBRAF]), a company incorporated in the PRC on
13 September 2012 and a connected person;

Renminbi, the lawful currency of the PRC;

Shanghai Alliance Investment Ltd (/88 & B R A F]), a company incorporated
in the PRC on 26 September 1994, a controlling shareholder of our Company and a
major shareholder of Huahong Group;

the Securities and Futures Commission of Hong Kong;

the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong), as
amended or supplemented from time to time;

Shanghai Huali Microelectronics Co., Ltd (E/&ZEHMEFHRZAF]), a company
incorporated in the PRC on 18 January 2010 and a connected person;

holders of ordinary shares in the capital of the Company;
The Stock Exchange of Hong Kong Limited; and
Wuxi Xi Hong Lian Xin Investment Co., Ltd., a professional investment company

incorporated in the PRC on 19 December 2017, jointly established by municipal
and district-level state-owned enterprises.
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KEY FINANCIALS
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LETTER TO SHAREHOLDERS

Dear Shareholders,

Performance of the Company in 2018 was phenomenal, our best year ever thanks to the efforts of all employees and
shareholders as well as the support from our suppliers and customers. Leveraging our differentiated technologies, we
took full advantage of opportunities made possible by the explosive demand for semiconductors, especially in China.
We used our innovative manufacturing technologies to benefit from and support the global semiconductor supply
chain. All members of the Group worked in tandem to make the year a success.

Revenue, gross margin and net profit for the year all hit new highs: Revenue grew to US$930 million, an increase of
15.1%; gross margin came in at 33.4%, an increase of 0.3 percentage point; net profit amounted to US$186 million, or
20% of revenue, an increase of 27.8%; return on equity was 10.2%, an increase of 1.1 percentage points. Hua Hong
was once again one of the best performers in the pure-play semiconductor foundry market.

As of the end of 2018, the Company had been profitable for 32 consecutive quarters, and our annual wafer shipments
surged to over two million for the first time — a CAGR of 9.5% from 1.4 million wafers when we listed the Company in
Hong Kong in 2014. We attained a monthly production capacity of 174,000 wafers in 2018, with an annual utilization of
99.2%.

We stayed true to our originality and remained subtlety in all fronts. Based on our corporate strategy of specialty
technology, rapid growth and high margin, the Company continued to improve the competitiveness of its technology
platforms, such as embedded non-volatile memory (eNVM), discrete, analog and power management (PM), logic and
radio frequency SOI (RF SOI).

Our highly reliable and cost-effective 90nm embedded memory technology is key to the Company’s success for
new-generation smart card ICs. In 2018, shipments of bank-card ICs achieved a yearly increase of more than 100% —
a record new high.

Power discrete technology was implemented more intensively by various end-market segments in 2018, which
drove our discrete revenue to increase by 41% year-on-year. As the world’s first 200mm pure-play foundry with
FS (Field-Stop) - IGBT mass production technology, we took the lead in promoting the development of green energy,
new energy vehicles, industrial automation and other industries.

Power management, as applied to motor drivers, fast chargers and DC-DC converters in the consumer, computer and
industrial markets, can be extended into the automotive market. We launched the second-generation process platform
for 0.18um BCD with considerable pride as in terms of performance and technology it is at least on par with the
leading provider in the industry.

Going forward the Company will focus on the Internet of Things (loT), automotive electronics, 5G and other emerging
markets where our unique processes have been well regarded and in significant demand. We will relentlessly build
on these opportunities in order to continue to excel in the years to come. In 2019, the Company will increase Capex
in research and development to further optimize existing eNVM platforms, introduce more cost-efficient IGBT, improve
0.18um RF-SOI, and continue to develop 90nm BCD technologies.

6 HUA HONG SEMICONDUCTOR LIMITED



LETTER TO SHAREHOLDERS

In parallel with successfully growing our 200mm wafer business in 2018, we have moved Hua Hong Semiconductor
(Wuxi) Limited (“HH-Wuxi”) forward smoothly according to plan. The construction of the building and clean room is
expected to be completed by the end of the second quarter 2019, with commencement of equipment move-in during
the second half of the year, and risk production of 300mm-wafers in the fourth quarter 2019. As the Wuxi fab comes
on-line, it will provide relief for our constrained capacity and offer enhanced means to meet the ever-increasing
demand of our customers for sophisticated, high-tech technological solutions based on our platforms, paving the way
for the Company’s next strategic level.

The Company attaches great importance to technological innovation. In 2018, this was recognized in our ranking
fourth in “China’s Top 100 Enterprises in Innovation Capabilities”. We apply this innovation and excellence with
determination and readiness in a bold journey to prosperity together with you, our shareholders, who place full trust
and unquestioning faith in us. With continuous efforts to optimize our offerings, technology portfolios and production
capacities, we justifiably believe that the Company will brave through all challenges and achieve more remarkable
results in the future.

In the years to come, all of our extraordinary employees, of whom we are so proud, will stick to mission, fulfill
responsibilities, celebrate our achievements and set a course mastering the challenges ahead, ever watching the
compass through the storms and resolutely embarking with you on a continuing journey of discovery to even higher
ground.

Mr. Suxin Zhang
Chairman and Executive Director

Mr. Yu Wang
President and Executive Director

Hong Kong
28 March 2019
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CORPORATE INFORMATION

Corporate Culture

We empower our customers
through continuous innovation

Missi
Creating value for shareholders,
customers and employees through

collaboration, innovation and being
a good corporate citizen

Disruptive Innovation, Confidence,

Initiative and Teamwork

MICQNRUCTOR LIMITED



Board of Directors

Executive Directors
Suxin Zhang (Chairman)
Yu Wang (President)

Non-Executive Directors
Jianbo Chen

Yuchuan Ma (resigned on 26 September 2018)

Takayuki Morita
Jun Ye

Yang Du (appointed on 7 November 2018)

Independent Non-Executive Directors

Stephen Tso Tung Chang
Kwai Huen Wong, JP
Long Fei Ye

Company Secretary
Xiaojun Wang (Solicitor)

Authorized Representatives
Yu Wang
Xiaojun Wang (Solicitor)

Audit Committee

Stephen Tso Tung Chang (Chairman)
Long Fei Ye

Jun Ye

Remuneration Committee

Kwai Huen Wong, JP (Chairman)
Long Fei Ye

Jianbo Chen

Nomination Committee
Suxin Zhang (Chairman)
Kwai Huen Wong, JP
Long Fei Ye

Website

www.huahonggrace.com

Auditor

Ernst & Young

Certified Public Accountants
22nd Floor, CITIC Tower

1 Tim Mei Avenue, Central
Hong Kong

CORPORATE INFORMATION

Legal Advisor

Herbert Smith Freehills
23/F, Gloucester Tower
15 Queen’s Road Central
Hong Kong

Principal Banks

Shanghai Pudong Development Bank Shanghai Branch
No. 12, Zhongshan East 1st Road
Shanghai, PRC

Industrial and Commercial Bank of China Shanghai Branch
No. 9, Pudong Avenue

Pudong New Area

Shanghai, PRC

China Construction Bank Shanghai Branch
No. 900, Lujiazui Ring Road

Pudong New Area

Shanghai, PRC

Bank of Communications Shanghai Branch
No. 188, Yincheng Middle Road
Shanghai, PRC

China Development Bank Shanghai Branch
No. 68, Puming Road
Shanghai, PRC

China Construction Bank Corporation Hong Kong Branch
28/F, CCB Tower, 3 Connaught Road, Central
Hong Kong

Bank of Communications Co., Ltd. Hong Kong Branch
20 Pedder Street, Central
Hong Kong

China Development Bank Jiangsu Branch
No. 232, Middle Jiangdong Road
Nanjing, Jiangsu, PRC

Agricultural Bank of China Wuxi Xinwu Subbranch
No. 26, Hefeng Road

Xinwu District

Wuxi, Jiangsu, PRC
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CORPORATE INFORMATION

Share Registrar
Tricor Investor Services Limited
Level 22, Hopewell Centre

183 Queen’s Road East
Hong Kong

Registered Office
Room 2212, Bank of America Tower

12 Harcourt Road, Central
Hong Kong

Principal Place of Business and Head
Office

288 Halei Road
Zhangjiang Hi-Tech Park
Shanghai 201203, PRC

Stock Code

1347

10 HUA HONG SEMICONDUCTOR LIMITED



DIRECTORS AND SENIOR MANAGEMENT TEAM

Mr. Suxin Zhang, aged 55, was appointed on 11 March 2016 as an Executive Director and chairman of our Company
and a member of and chairman of the nomination committee of the Company. He is currently chairman and secretary
of the communist party of Huahong Group, chairman of Shanghai Huali Microelectronics Co., Ltd. (/8% MET
ABRAR]), chairman of Shanghai Huali Semiconductor Manufacturing Co., Ltd. (/&% HERBEREEFR A R),
legal representative and chairman of Hua Hong Semiconductor (Wuxi) Limited. Mr. Zhang has extensive experience
in hi-tech strategic development, energy strategy research and the power equipment industry. Mr. Zhang held
various positions, including president of Shanghai Turbine Co., Ltd., executive vice president of Shanghai Electric
Power Generation Group, chairman of Siemens Gas Turbine Parts Co., Ltd., executive director of Shanghai Electric
Group Company Limited, vice president of Shanghai Electric (Group) Corporation, secretary of the communist party
and general manager of Shanghai Jingiao (Holdings) Limited, chairman and secretary of the communist party of
Shanghai Jingiao Export Processing Zone Development Co., Ltd. and deputy director of both the Shanghai Municipal
Development and Reform Commission and the Administration Commission of Shanghai Zhangjiang Hi-Tech Industrial
Development Zone. Mr. Zhang graduated from Tsinghua University with a bachelor's degree in engineering, and is a
professor-level senior engineer.

Mr. Yu Wang, aged 46, has been an Executive Director and president of our Company since February 2012. He is
currently director and general manager of Hua Hong Semiconductor (Wuxi) Limited. He started his career at Shanghai
Hua Hong Microelectronics Co., Ltd. in 1997. From January 1998 to October 2003, he served as the financial
department manager and director of HHNEC. From October 2003 to March 2010, Mr. Wang served as vice president
and chief financial officer of HHNEC, during which period he contributed to the setup from construction to production
of the first 200mm wafer semiconductor production line in Mainland China. In March 2010, Mr. Wang joined Grace
Shanghai first as vice president and was subsequently appointed president in September 2010. As president, he was
instrumental in the successful consummation of the Merger and restructuring of HHNEC and Grace Shanghai. Mr.
Wang holds a bachelor’'s degree in international trade and a master’s degree in international finance from Shanghai
University of Finance and Economics.

Mr. Jianbo Chen, aged 54, has been a Non-Executive Director of our Company since February 2012. Mr. Chen is also
vice president of Huahong Group, vice chairman of Shanghai Huahong Technology Development Co., Ltd., a director
of Shanghai Huali Microelectronics Co., Ltd., a director of Shanghai Huali Semiconductor Manufacturing Co., Ltd. and
a director of Hua Hong Semiconductor (Wuxi) Limited. Mr. Chen joined Huahong Group in 2005, and successively held
various positions, including deputy general manager of Shanghai Science and Technology Investment, the general
manager of Shanghai Zhangjiang (Group) Co., Ltd., the deputy director of the Leaders’ Office of Shanghai Zhangjiang
Hi-Tech Park, president of the Shanghai Integrated Circuit Research & Development Center Limited and chairman of
Shanghai Huahong Jitong Smart System Co., Ltd. (Stock Code: 300330.SZ). Mr. Chen obtained a bachelor's degree
in electronics engineering, a master's degree in electromagnetics and microwave technology, a doctorate degree
in communications and electronics systems from Shanghai Jiao Tong University, and a master's degree in business
administration from China Europe International Business School.
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DIRECTORS AND SENIOR MANAGEMENT TEAM

Mr. Yang Du, aged 41, has served as a Non-Executive Director of the Company since November 2018. Mr. Du joined
China Development Bank on August 2005. From 2005 to 2014, Mr. Du held various positions in China Development
Bank, including manager of the large corporate client department in the head office, deputy head of the customer
division in Henan Branch, and head of the project development and business innovation division in the business
development department of the head office. Mr. Du has served as chief operating director of Sino IC Capital Co., Ltd.
(FENIREEEARE T A7) since December 2014 and general manager of Shanghai Branch of Sino IC Capital since
October 2015. Mr. Du is also director of Shanghai Integrated Circuit Industry Investment Fund Co., Ltd. (/85K EE
EEREESWMH AR AT, Shanghai Integrated Circuit Industry Investment Fund Management Co., Ltd. (E/85%KE
KEFKEESEE AR AR, Shanghai Huali Semiconductor Manufacturing Co., Ltd. (/8% HEK B REGR A7)
and Shanghai Xinshuo Investment Management Co., Ltd. (/& /5448 & EIRBR A A]). In addition, Mr. Du serves as
legal representative, Chairman and general manager of Sino IC Leasing Co., Ltd. (Z@EHEER ST A F).

Mr. Du successively obtained a degree of Bachelor of Arts in Chinese Language, Literature, an MBA degree and a
degree of Master of Financial Management respectively from Fudan University, Nagoya University of Commerce &
Business and University of Salford in Manchester of England, and obtained the Senior Economist qualification in 2015.

Mr. Yuchuan Ma, aged 53, acted as a Non-Executive Director of the Company from September 2014 to September
2018.

Mr. Takayuki Morita, aged 59, has been a Non-Executive Director of our Company since July 2009. Mr. Morita joined
NEC in April 1983. From 1983 to 2011, he held various positions in NEC, including manager of the international
planning division, and senior vice president and executive general manager of the corporate business development
unit. Mr. Morita is currently the senior executive vice president and the Chief Financial Officer at NEC and has held this
position since June 2018. He also served as an auditor at Japan Aviation Electronics Industry Ltd from 24 June 2008
to 26 June 2012. He currently has board representation in NEC as well as in Japan Aviation Electronics. Mr. Morita
graduated with a bachelor’s degree in law from the University of Tokyo.

Mr. Jun Ye, aged 46, has been a Non-Executive Director of our Company since February 2012. Mr. Ye has more than
20 years of experience in finance and investment. Mr. Ye has successively held various positions in Shanghai Alliance
Investment Ltd., including manager of the investment banking division and the business development division, general
manager assistant and deputy general manager since 1996 and general manager since May 2018. Mr. Ye is also
a director at Huahong Group, Shanghai Huali, Bank of Shanghai and Sino-US United MetLife Insurance Company
Limited. Mr. Ye also serves as the chairman of Shanghai Zhaoxin Semiconductor Co., Ltd. and Sino Therapeutics
Inc. Mr. Ye obtained a bachelor's degree in industrial and international trade and a master’'s degree in business
administration from Shanghai Jiao Tong University.
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DIRECTORS AND SENIOR MANAGEMENT TEAM

Mr. Stephen Tso Tung Chang, aged 70, is an Independent Non-Executive Director of our Company. Mr. Chang has
extensive experience in accounting, auditing and financial management. He was a certified public accountant in
Hong Kong and a member of the Hong Kong Society of Accountants from 1978 to the end of 2003. Mr. Chang was
also a fellow member of the Institute of Chartered Accountants in England and Wales since January 1983, and he
held various positions at Ernst & Young starting in 1976. He became a management committee member of Ernst &
Young in 1989 and was actively involved in establishing and monitoring the firm’s internal control and risk management
policy and procedures. Prior to his promotion to managing partner of the professional services department, he was
chairman of Ernst and Young’s audit and advisory business services for four years. He was a partner of Ernst and
Young and the chairman of Ernst and Young China and Hong Kong prior to his retirement in 2003. He is a member
of the Investment Committee of Shanghai Fudan University Education Development Foundation and Fudan University
Education Development Foundation (overseas). He is also an independent non-executive director of three Hong Kong
listed companies, China Cinda Asset Management Co., Ltd. (stock code: 1359.HK), Kerry Properties Limited (stock
code: 683.HK), and China Life Insurance Company Ltd. (stock code: 2628.HK). He was formerly an independent
non-executive director of China Pacific Insurance (Group) Co., Ltd. (stock codes: 601601.SH and 2601.HK). Mr. Chang
obtained a bachelor’s of science degree in food science and chemistry from the University of London.

Mr. Kwai Huen Wong, BBS, JP, aged 67, is an Independent Non-Executive Director of our Company. Mr. Wong had
served as the PRC managing partner of two international law firms for 15 years. Prior to that, he had worked for the
Lands Department, Department of Justice and Legislative Council of the Hong Kong SAR Government for a total
of 10 years. He was appointed as member of Airport Authority Hong Kong, Hospital Authority and the Competition
Commission from 2011 to 2018. He was the chairman of the Hong Kong International Arbitration Centre, the president
of the Law Society of Hong Kong and the chairman of the Hong Kong Institute of Directors. He is presently one
of the deputy chairmen of Hong Kong Inland Revenue Board of Review, the chairman of Hong Kong Copyright
Tribunal, the director of the Hong Kong Mortgage Corporation Limited, the Independent Non-executive Director of
China International Marine Containers (Group) Co., Ltd. (stock codes: 000039.SZ and 2039.HK), Vinda International
Holdings Limited (stock code: 3331.HK), China QOilfield Services Limited (stock codes: 2883.HK and 601808.SZ), NWS
Holdings Limited (stock code: 659.HK). In addition, he is the honorary lecturer, external examiner and professor at The
University of Hong Kong, The Chinese University of Hong Kong, City University of Hong Kong and Hong Kong Shue
Yan University. Mr. Wong holds a Bachelor of Arts degree from The Chinese University of Hong Kong and a Bachelor
of Law degree from the University of London.

Mr. Long Fei Ye, aged 77, is an Independent Non-Executive Director of our Company. Mr. Ye held various positions
in the Shanghai Municipal Government. Mr. Ye was relocated to Hong Kong in 1991, and served until 1995 as the
chief executive of the “Shanghai Desk”, which was a cooperation arrangement for promoting Shanghai between the
Shanghai government and Arthur Andersen & Co. He then joined Kerry Holdings Limited in 1995, and served as the
chairman and deputy chairman of Shangri-La Asia Limited from October 2000 to August 2003 and August 2003 to
March 2007, respectively. He was an advisor to Shangri-La Asia Limited from March 2007 to February 2018. Mr. Ye
obtained a bachelor's and master’s degree, both in physics from Fudan University.
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DIRECTORS AND SENIOR MANAGEMENT TEAM

Senior Management
As of the date of this report, the Company’s senior management includes:

Mr. Suxin Zhang, aged 55, was appointed as an Executive Director and Chairman of our Company on 11 March 2016.
For more information about Mr. Zhang’s past experience and academic background, see the section headed “Directors
and Senior Management Team — Board of Directors”.

Mr. Yu Wang, aged 46, is an Executive Director and the president of our Company. For more information about Mr.
Wang'’s past experience and academic background, see the section headed “Directors and Senior Management Team
— Board of Directors”.

Mr. Wei Xu, aged 61, is an executive vice president of our Company and is responsible for manufacturing and
engineering, human resources, administrative, and security management of our Group. Mr. Xu participated in the
startup of HHNEC in July 1997 and made significant contributions to the set-up of the first 200mm wafer semiconductor
production line in Mainland China. He has since held various positions at HHNEC in manufacturing, technology and
quality control. From June 2012 to October 2013, Mr. Xu was the acting president of HHNEC. Prior to joining HHNEC,
Mr. Xu worked with Wuxi Huajing Electronics Group. Mr. Xu graduated from Xi'an Jiaotong University majoring in
semiconductor physics and devices with a bachelor's degree in engineering. He further enrolled in post-graduate
studies at Tsinghua University, and he is a professor-level senior engineer.

Mr. Heng Fan, aged 57, is an executive vice president of our Company and is responsible for Sales and Marketing.
Prior to joining our Group at the end of 2014, Mr. Fan was director and president of Shanghai Huahong Jitong Smart
System Co. Ltd from 2003 to 2014. Before this, he held various positions including research analyst/deputy director
of Shanghai Institute of Microsystem and Information Technology, Chinese Academy of Science, and vice president
of Shanghai Huahong Integrated Circuit Co. Ltd. Mr. Fan received his bachelor’s degree in microelectronics from
the Electronic Engineering Department of Fudan University and his master’s degree in Semiconductor Physics and
Semiconductor Device Physics from Shanghai Institute of Microsystem and Information Technology, Chinese Academy
of Science.

Mr. Daniel Yu-Cheng Wang, aged 56, is an executive vice president of our Company and oversees finance,
information technology, listed company affairs, and international human resources for our Group. He joined Grace
Shanghai in April 2001 and played a central leadership role in each stage of Grace Shanghai’s development and in the
preparation for and implementation of the Merger and the successful initial public offering of the Company. Mr. Wang
has been secretary of the Board of the Company since February 2012. Prior to joining Grace Shanghai, Mr. Wang
worked at LS| Logic Corporation in San Jose, Silicon Valley, California from August 1995 to March 2001 as the division
controller in the broadband entertainment division. Before joining LS| Logic Corporation, Mr. Wang was employed by
Franklin Templeton Investments in the U.S. Mr. Wang obtained a bachelor’s of science degree in industrial engineering
and operations research from the College of Engineering, University of California, Berkeley, and a master’s of business
administration in finance and banking from the University of San Francisco.
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DIRECTORS AND SENIOR MANAGEMENT TEAM

Dr. Weiran Kong, aged 55, is an executive vice president of our Company and is in charge of technology
development. He joined Grace Shanghai in March 2003 and has 20 years’ experience in the semiconductor industry,
with a proven track record of driving innovations in the area of NOR Flash, Logic and embedded Flash. Before joining
Grace Shanghai, Dr. Kong was based in the U.S. and has worked for Sun Microsystems, Inc., LS| Logic Corporation
and ISSI. He obtained a bachelor’s degree in physics from Nankai University in Tianjin and graduated with a master’s
of science degree in electrical engineering and a doctorate degree in applied physics from Oregon Graduate Institute
of Science & Technology in the U.S.. Dr. Kong holds 13 U.S. patents, 54 PRC patents and co-authored over 20
technical papers.

Mr. Weiping Zhou, age 52, joined the Company at the beginning of 2018 as an executive vice president and is
responsible for manufacturing and security management. Prior to joining the Company, Mr. Zhou was the executive
vice president of Shanghai Belling Corporation Limited, the general manager of Ningbo Shanshan Ulica Solar
Technology Developing Company Limited, the general manager of Shanghai Belling Microelectronics Manufacturing
Company Limited, the deputy secretary to the communist party committee, president, chief executive officer, secretary
to the communist party committee and vice president of Advanced Semiconductor Manufacturing Corporation Limited.
Mr. Zhou graduated from East China Normal University with a bachelor’s degree in solid state electronic technology,
and subsequently obtained a master’s degree in business administration from Fudan University.

Dr. Qi Li, aged 56, is a vice president of our Company and is currently responsible for purchasing, logistics, testing,
quality assurance, and planning. Dr. Li has over 20 years of professional working experience and joined Grace
Shanghai in January 2003. Prior to that, he was the senior engineering manager at Applied Materials, Inc., in the
U.S. from 1995 to 2002. Dr. Li received a bachelor's degree in physics from Peking University and his master’s and
doctorate degrees in physics from the University of Maryland.

Dr. Steven Lin, aged 57, is a vice president of our Company and currently leads regional sales for North America and
Japan. He worked in various non-volatile memory technology development roles at several leading semiconductor
companies in the U.S. and joined Grace Shanghai in August 2006. Dr. Lin received his doctorate degree in electrical
engineering from the California Institute of Technology.

Mr. Bill Lin, aged 50, is a vice president of our Company and is currently responsible for our Fab 3 operations. He
has over 20 years of working experience in the semiconductor industry and joined Grace Shanghai in August 2000.
Before joining Grace Shanghai, he worked for Texas Instruments-Acer Inc. (later merged with Taiwan Semiconductor
Manufacturing Company Limited) from 1995 to August 2000. Mr. Lin received his master's degree in chemical
engineering from the National Taiwan University of Science and Technology (previous known as National Taiwan
Institute of Technology).
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Mr. Mirko Sonntag, aged 42, is a vice president of our Company and is currently responsible for the Company’s sales
operations and customer service in Europe. His expertise encompasses demand and supply chain planning and
business operations, with a strong foundation in business development. Mr. Sonntag joined Grace Shanghai in October
2008. Prior to that, he worked at Infineon Technologies AG in Germany. Mr. Sonntag obtained a diploma in process
engineering and economics from the University of Applied Sciences Berlin and School of Economics Berlin, Germany.

Ms. Ying Chen, aged 46, is a vice president of our Company and currently responsible for general administration,
corporate image communication, compliance and listed company affairs. Ms. Chen joined Grace Shanghai in April
2001 and has 20 years of administrative experience. Prior to this, Ms. Chen worked at Shanghai Fudan Forward
Science and Technology Co., Ltd.. Ms Chen graduated from Fudan University with a bachelor’s degree in law, and
subsequently obtained a master’s degree in business administration from Renmin University of China and is a senior
economist.

Mr. Guangping Hua, aged 52, is a vice president of our Company and is currently responsible for our Fab 1
operations. He has over 20 years of working experience in the semiconductor industry and joined HHNEC in July
2007. Before joining HHNEC, Mr. Hua has worked for Chartered Semiconductor Manufacturing Limited (Singapore)
and Advanced Semiconductor Manufacturing Corporation Limited. Mr. Hua graduated from Tsinghua University with a
master’s degree in microelectronics engineering.

Mr. Liang Yao, aged 54, is a vice president of our Company and is currently responsible for our Fab 2 operations. He
has nearly 30 years of working experience in the semiconductor industry and joined HHNEC in August 1997. Before
joining HHNEC, he worked for China Huajing Electronics Group Co., Ltd. from 1987 to October 1996. Mr. Yao received
his bachelor’'s degree in metal materials studies from Nanjing Institute of Technology.

Mr. Lihua Ni, aged 50, is a vice president of the Company and Factory Director of HH Fab 7. He joined HHGrace in
May 2018. Prior to joining the Company, Mr. Lihua Ni successively worked for Wuxi Huajing Group Co., Ltd. (5% &
£ E/~d]), Shanghai Hua Hong Microelectronics Co., Ltd., Shanghai Hua Hong NEC Electronics Co., Ltd., and acted
as a department manager at Shanghai Xinjin Semiconductor Fabrication Co., Ltd., department head at Shanghai Hua
Hong NEC Electronics Co., Ltd. and deputy factory director at Shanghai Huali Microelectronics Co., Ltd. He graduated
from Xidian University, with a Bachelor of Engineering degree, and obtained a Master of Engineering degree from

Shanghai Jiao Tong University.
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Company Secretary

Mr. Xiaojun Wang, aged 64, was our joint Company Secretary from June 2014, and has been appointed as our
Company Secretary since June 2016. He is a practicing solicitor admitted in the PRC, Hong Kong and England and
Wales. He joined The Stock Exchange of Hong Kong Limited in 1992 and worked at Richards Butler, Peregrine Capital
Limited and ING Barings Securities (Hong Kong) Limited. In 2001, he established X. J. Wang & Co. that was merged
with Jun He Law Offices in 2009. He is currently a partner of Jun He Law Offices. From 2011 to 2012, Mr. Wang
was a managing director of CCB International (Holdings) Limited. He was an independent non-executive director
of Guangzhou Shipyard International Company Limited (stock codes: 317.HK and 600685.SH) from 2005 to 2011.
From 2008 to 2014, Mr. Wang served as an independent non-executive director of NORINCO International Company
Limited (stock code: 000065.SZ). He was an independent non-executive director of Yanzhou Coal Mining Company
Limited (stock codes: 1171.HK, 600188.SH and YZC) from 2011 to 2017. Mr. Wang also serves as an independent
non-executive director of OP Financial Investments Limited (stock code: 1140.HK), China Aerospace International
Holdings Limited (stock code: 31.HK), and Livzon Pharmaceutical Group Inc. (stock codes: 1513.HK and 000513.5Z).
Mr. Wang obtained a bachelor’'s degree in laws from the Renmin University of China and a master of laws degree from
the Chinese Academy of Social Sciences.

ANNUAL REPORT 2018 17



CORPORATE GOVERNANCE REPORT

18 HUA HONG SEMICONDUCTOR LIMITED



CORPORATE GOVERNANCE REPORT

The Board is pleased to present this corporate governance report for the year ended 31 December 2018.

Corporate Governance Practices

The Company diligently practices good corporate governance and has established corporate governance procedures
that comply with the principles in the Corporate Governance Code (the “Code”) as set out in Appendix 14 to the
Listing Rules.

Compliance with the Code Provisions

During the year ended 31 December 2018, the Company complied with the Code.

Securities Transactions by Directors

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (the“Model
Code”) as set out in Appendix 10 to the Listing Rules as its own code of conduct regarding securities transactions by
Directors. The Company has made specific enquiries with all of the Directors, each of whom has confirmed that he
has, throughout the year ended 31 December 2018, complied with the required standards set out therein.

Board of Directors

The Board is entrusted with the overall responsibility of managing the business and affairs of the Company. It has the
ultimate responsibility for the day-to-day management of the Company, which is delegated to the chairman and the
management.

The nine-member Board currently comprises two Executive Directors, Mr. Suxin Zhang (chairman) and Mr.Yu Wang
(president); four Non-Executive Directors, Mr. Jianbo Chen, Mr. Takayuki Morita, Mr. Jun Ye and Mr. Yang Du (appointed
on 07 November 2018); and three Independent Non-Executive Directors, Mr. Stephen Tso Tung Chang, Mr. Kwai Huen
Wong, JP and Mr. Long Fei Ye. More details of the Directors are disclosed on pages 11 to 13 of this annual report. The
Company publishes and maintains on its website and on the Stock Exchange website an updated list of the Directors
identifying their roles and functions.

Each of the Non-Executive Directors of the Company is appointed for a specific term of three years and is subject to

re-nomination and re-election by the Company in general meetings unless previously terminated in accordance with
the terms and conditions of the relevant letter of appointment or director’s service contract.
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The Board meets regularly throughout the year. All Directors are given the opportunity to put items on the agenda
for regular Board meetings. All Directors have access to the Company Secretary to ensure that all Board procedures
and rules and regulations are followed. Full minutes of Board meetings are kept by the Company Secretary and
are available for inspection on reasonable notice. Any Director may, in furtherance of his duties, take independent
professional advice where necessary at the expense of the Company.

The Board is responsible for setting the strategic direction and policies of the Group and supervising management.
Some functions are reserved by the Board, including, inter alia, the monitoring and approval of material transactions;
matters involving a conflict of interest with a substantial shareholder or a Director of the Company; the approval of
the quarterly, interim and final results; other disclosures to the public or regulators; and the internal control system.
Decisions relating to such matters shall be subject to formal decisions of the Board. Matters not specifically reserved to
the Board and necessary for the daily operations of the Company are delegated to management under the supervision
of the respective Director(s) and the leadership of the chairman.

The roles of the chairman and the president are separate. The chairman is responsible for the overall management and
operations of the Company and for proposing and reviewing the corporate directions and strategies of the Company.
The chairman is responsible for formulating business strategies and provides leadership to the Board, ensuring
effective running of the Board, including that all appropriate issues are discussed by the Board in a timely manner. The
chairman ensures that all Directors are properly briefed on issues arising at Board meetings and all Directors receive
adequate, complete and reliable information.

The president is responsible for the day-to-day management of the Company’s business and operations as well as the
implementation of the Company’s business strategies.

During the year ended 31 December 2018, the Board at all times complied with Rules 3.10(1), (2) and 3.10A of the
Listing Rules relating to the appointment of at least three Independent Non-Executive Directors representing at least
one-third of the Board; one of the Independent Non-Executive Directors is required to possess appropriate professional
qualifications or accounting or related financial management expertise. Each of the Independent Non-Executive
Directors has made an annual confirmation of independence pursuant to Rule 3.13 of the Listing Rules. The Company
is of the view that all Independent Non-Executive Directors meet the independence guidelines set out in Rule 3.13 of
the Listing Rules and are independent in accordance with the terms of the guidelines.

Directors’ and Officers’ Liabilities Insurance
Appropriate insurance cover has been arranged by the Company to cover potential liabilities of Directors and officers

of the Company regarding legal actions against said Directors and officers of the Company and its subsidiaries, arising
out of corporate activities of the Company.
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Board Operation

During the year ended 31 December 2018, the Board held five Board meetings. The attendance record of each
Board member at Board meetings as well as meetings of the audit committee, the nomination committee and the
remuneration committee is set out below:

Audit Nomination Remuneration
Board committee committee committee
meetings meetings meetings meetings
Executive Directors
Suxin Zhang 5 N/A 1 N/A
Yu Wang 5 N/A N/A N/A
Non-Executive Directors
Jianbo Chen B N/A N/A 1
Yuchuan Ma (Note 1) 4 N/A N/A N/A
Takayuki Morita B N/A N/A N/A
Jun Ye 3 3 N/A N/A
Yang Du (Note 2) 1 N/A N/A N/A
Independent Non-Executive Directors
Stephen Tso Tung Chang 5 5 N/A N/A
Kwai Huen Wong, JP 5 N/A 1 1
Long Fei Ye 5 5 1 1

Note 1: Mr. Yuchuan Ma resigned as a Non-Executive Director of the Company on 26 September 2018.

Note 2: Mr. Yang Du was appointed as a Non-Executive Director of the Company on 7 November 2018. Mr. Yang Du attended the
Board meeting held on 8 November 2018.

During the year ended 31 December 2018, the Company held one extraordinary general meeting on 14 February 2018
to approve and adopt the investment and construction plan of the Company for HH-Wuxi.

In place of physical meetings, the Board may circulate written resolutions for approval by the relevant members of the
Board except for matters where a substantial shareholder or a Director has a conflict of interest that the Board has
determined to be material, in which case, the matter shall be dealt with by a physical Board meeting (rather than a
written resolution) to comply with Article A.1.7 of the Code.

The Board, having considered the attendance records of the Directors, is satisfied that each Director spends sufficient
time performing his responsibilities.
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Continuous Professional Development

Directors shall keep abreast of their responsibilities as Directors and of the conduct, business activities and
development of the Company.

Under Code Provision A.6.5, the Directors should participate in appropriate continuous professional development
programs to develop and refresh their knowledge and skills to ensure that their contribution to the Board remains
informed and relevant. During the year ended 31 December 2018, all Directors were provided with timely updates
on the Company’s performance, financial position, prospects, and materials on new or salient changes to laws and
regulations applicable to the Group, to enable the Board as a whole and each Director to discharge their duties.
Internally-facilitated briefings for the Directors will be arranged in the next financial year and reading material on
relevant topics will be issued to the Directors where appropriate. All Directors are encouraged to attend relevant
training courses at the Company’s expense.

The participation by each Director in continuous professional development for the year ended 31 December 2018 is
set out below:

Reading materials relating to rules
Name of Director and/or attending trainings

Suxin Zhang (Chairman)
Yu Wang (President)
Jianbo Chen

Yang Du

Takayuki Morita

Jun Ye

Stephen Tso Tung Chang
Kwai Huen Wong, JP
Long Fei Ye

AV VN N N N N NN

Remuneration Committee

The remuneration committee of the Company (the “Remuneration Committee”) currently comprises one Non-Executive
Director, Mr. Jianbo Chen, and two Independent Non-Executive Directors, Mr. Kwai Huen Wong, JP and Mr. Long
Fei Ye. The chairman of the Remuneration Committee is Mr. Kwai Huen Wong, JP. The roles and functions of the
Remuneration Committee include the determination of the specific remuneration packages of all Executive Directors
and senior management, including benefits in kind, pension rights and compensation payments, and making
recommendations to the Board in connection with the remuneration of the Non-Executive Directors. The Remuneration
Committee should consider factors such as the salaries paid by comparable companies, employment conditions
elsewhere in the Group and the desirability of performance-based remuneration. A copy of the terms of reference
of the Remuneration Committee is available from the Company’s website and the Stock Exchange’s website. The
Remuneration Committee shall meet at least once a year.

During the year ended 31 December 2018, one meeting of the Remuneration Committee was held to review the share
option scheme of the Company which was approved by an extraordinary general meeting of the Company held on 1

September 2015.

Details of the emoluments of the Directors are set out in note 8 to the Financial Statements.
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Nomination Committee

The nomination committee of the Company (the “Nomination Committee”) currently comprises one Executive Director,
Mr. Suxin Zhang, and two Independent Non-Executive Directors, Mr. Kwai Huen Wong, JP and Mr. Long Fei Ye. The
chairman of the Nomination Committee is Mr. Suxin Zhang. The role and function of the Nomination Committee are
to review the structure, size and composition of the Board, make recommendations on any proposed changes to
the Board to complement the Company’s corporate strategy, with due regard to the board diversity policy, identify
individuals suitably qualified to become Board members, select or make recommendations to the Board on the
selection of individuals nominated for directorships, assess the independence of Independent Non-Executive Directors
and make recommendations to the Board on the appointment or re-appointment of Directors and succession planning
for Directors, in particular the chairman and the president, and monitor the implementation of the board diversity policy
and review such policy, as appropriate, to ensure its effectiveness. The Nomination Committee has established a
specific written committee charter which deals clearly with its authority and duties. A copy of the terms of reference of
the Nomination Committee is available from the Company’s website and the Stock Exchange’s website. The Nomination
Committee shall meet at least once a year.

During the year ended 31 December 2018, one meeting of the Nomination Committee was held.

Pursuant to the articles of association of the Company (the “Articles”), any person appointed as a Director to fill a
casual vacancy of the Board shall hold office only until the next following annual general meeting of the Company and
shall then be eligible for re-election at the relevant general meeting and any Director appointed as an addition to the
existing Board shall hold office only until the next annual general meeting of the Company and shall then be eligible for
re-election at the relevant general meeting. Every Director shall be subject to retirement by rotation at least once every
three years and shall be eligible for re-election in accordance with the Articles. The Articles also allow for removal of a
Director by an ordinary resolution.

Auditor’s Remuneration

During the year ended 31 December 2018, the remuneration paid and payable to the auditors of the Company, Ernst
& Young, for the provision of audit services and non-audit related services to the Company was US$0.50 million
and US$0.11 million, respectively. Details of significant non-audit related services include tax and risk management
advisory services.
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Audit Committee

At least one of the members of the audit committee of the Company (the “Audit Committee”) has appropriate
professional qualifications or accounting or related financial management expertise as required under the Listing
Rules. None of the members of the Audit Committee was a former partner of the Company’s existing external auditors
within one year immediately prior to the dates of their respective appointments. All members have appropriate skills
and experience in reviewing financial statements as well as addressing significant control and financial issues of
the Company. The Board expects the members of the Audit Committee to exercise independent judgement and
delegates the responsibilities of the corporate governance functions to the Audit Committee in order to comply with the
requirement of the Code.

The Audit Committee of the Company currently comprises one Non-Executive Director, Mr. Jun Ye, and two
Independent Non-Executive Directors, Mr. Stephen Tso Tung Chang and Mr. Long Fei Ye. The chairman of the Audit
Committee is Mr. Stephen Tso Tung Chang. The primary duties of the Audit Committee include the reviewing of
the Company’s financial reporting system, the nature and scope of audit review as well as the effectiveness of the
system of internal control procedures and risk management. The Audit Committee is also responsible for making
recommendations in relation to the appointment, reappointment and removal of the external auditors, and the
reviewing and monitoring of the independence and objectivity of the external auditors. In addition, the Audit Committee
discusses matters raised by the external auditors and regulatory bodies to ensure that appropriate recommendations
are implemented. A copy of the terms of reference of the Audit Committee is available from the Company’s website
and the Stock Exchange’s website. The Audit Committee shall meet at least twice a year. Reference is also made to
the revised terms of reference of the Audit Committee dated 29 December 2015, which came into effect on 1 January
2016.

During the year ended 31 December 2018, the Audit Committee held five meetings and a majority of the committee
members were present at the meetings. In these meetings, the Audit Committee reviewed and approved the
Company’s financial statements for each of the four quarters of 2018, the six months ended 30 June 2018 and for the
year ended 31 December 2018.

Summary of the Board Diversity Policy
The Board adopted a board diversity policy (the “Policy”) in compliance with Code provision A.5.6 on 1 January 2019.

The Policy aims to set out the approach to achieve diversity on the Board and does not apply to diversity in relation to
the employees of the Company, nor the board and the employees of any subsidiary of the Company. The Company
sees increasing diversity at the Board level as an essential element in maintaining the Company’s competitive
advantage. In designing the Board’s composition, Board diversity will be considered from several aspects, including
without limitation, differences in the talents, skills, regional and industry experience, background, gender, age and
other qualities of the members of the Board, in order to maintain an appropriate range and balance of talents, skills,
experience and background on the Board. In recommending candidates for appointment to the Board, the Nomination
Committee will consider candidates on merit against objective criteria and with due regard for the benefits of diversity
on the Board. In 2019 the Nomination Committee will discuss and agree on the measurable objectives for achieving
diversity on the Board and recommend them to the Board for adoption. At any given time, the Board may seek to
improve one or more aspects of its diversity and measure progress accordingly. The Company aims to maintain an
appropriate balance of diversity perspectives of the Board that are relevant to the Company’s business growth.
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Corporate Governance Functions
The Board is responsible for performing the functions set out in provision D.3.1 of the Code.

The Board reviewed the Company’s corporate governance policies and practices, the training and continuous
professional development of Directors and senior management, the Company’s policies and practices on compliance
with legal and regulatory requirements, the compliance with the Model Code, and the Company’s compliance with the
Code and disclosure in this Corporate Governance Report.

Investor Relations

The Company maintains a website at www.huahonggrace.com with information and updates on the Company’s
business developments and operations, list of Directors and their role and function, constitutional documents, terms of
reference of the Board and its committees, procedures for nomination of Directors for election, Shareholder rights and
communication policy, corporate governance practices, announcements, circulars and reports released to the Stock
Exchange and other information. Information on the Company’s website will be updated from time to time.

Company Secretary

The Company Secretary, Mr. Xiaojun Wang, is responsible to the Board for ensuring that the Board procedures are
followed and that the Board activities are efficiently and effectively conducted. He is also responsible for ensuring that
the Board is fully appraised of the relevant legislative, regulatory and corporate governance developments relating to
the Company and facilitating the induction and professional development of Directors.

The Company Secretary reports to the chairman and the president, plays an essential role in the relationship between
the Company and its Shareholders, and assists the Board in discharging its obligations to Shareholders pursuant to
the Listing Rules.

During the year ended 31 December 2018, Mr. Xiaojun Wang attended relevant professional seminars to update his
skills and knowledge and has complied with Rule 3.29 of the Listing Rules to take no less than 15 hours of relevant
professional training.

Shareholder Rights

The Company uses several formal channels to ensure fair disclosure and comprehensive and transparent reporting of
its performance and activities. These include quarterly, interim and annual reports, announcements and circulars.

The general meetings of the Company are a primary forum for communication between the Shareholders and the
Board. The Company encourages its Shareholders to attend and participate in general meetings to ensure a high
level of accountability and to keep Shareholders informed of the Company’s strategy and goals. The chairman of the
Board, other Board members and the chairmen of all the Board committees, or in their absence, other members of the
respective committees, are available to answer any questions from the Shareholders.
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Procedures for Shareholders to Convene an Extraordinary General Meeting

Extraordinary general meetings may be convened by the Directors on requisition of Shareholder(s) holding not less
than one-twentieth of the paid-up capital of the Company or by such Shareholder(s) who made the requisition (the
“Requisitionist(s)”) (as the case may be) pursuant to sections 566 to 568 of the Companies Ordinance (Chapter 622
of the laws of Hong Kong) (the “Companies Ordinance”). The objects of the meeting must be stated in the requisition
which must be signed by the Requisitionist(s) and deposited at the registered office of the Company. Shareholders
should follow the requirements and procedures as set out in sections 580 to 583 of the Companies Ordinance for
convening an extraordinary general meeting.

Procedures for Putting Forward Proposals at Shareholders’ Meetings and Directing
Enquiries from Shareholders to the Board

Shareholders may at any time send their written requests, proposals, enquiries and concerns to the Company for the
attention of chairman of the Board or the Company Secretary whose contact details are as follows:

288 Halei Road, Zhangjiang Hi-Tech Park, Shanghai 201203, China
Tel: (86) 21 38829909

Fax: (86) 21 50809999

Email: IR@hhgrace.com

Voting by Poll
Pursuant to Rule 13.39(4) of the Listing Rules, any vote of Shareholders at a general meeting must be taken by poll.

Risk Management and Internal Monitoring
Risk Management and Internal Monitoring Objectives

Risk Management Objective
From a compliance perspective, the Company has implemented the provisions of the Corporate Governance Code
issued by the Hong Kong Stock Exchange to ensure the compliance with relevant requirements in a timely manner.

From the perspective of operations, the management team well understands the risks that may be confronted by the
Company as it undertakes future development. Therefore, risk management objective of the Company is to identify
and assess risks and take appropriate countermeasures to evade a risk entirely if possible, otherwise to manage these
risks to reduce their impact and keep them under control. The Company has constructed a robust risk control system
working on a continuous basis, established a risk management platform, clarified risk management mechanicians,
improved UP a risk map and carried out an annual risk evaluation. We have developed a concise, scientific, practical
and efficient risk management and control model in line with the Company’s specific, evolving circumstances.
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Internal Control System Objective

The Company’s internal control system has fully implemented the requirements for a risk management framework as
set out by COSO (Committee of Sponsoring Organizations of the Treadway Commission) as well as the guidelines of
Hong Kong Institute of Certified Public Accountants for risk management. We refined the three tiers of risk map in the
processes and formed risk-oriented internal control evaluation by considering the Company’s ongoing operational
circumstances and business characteristics. The objective is to evaluate the effectiveness and applicability of our
internal monitoring system and provide reasonable guarantees for the effectiveness of the Company’s operating
activities, the reliability of financial reports, and compliance with laws and regulations.

Risk Management and Internal Monitoring System

To ensure our risk management work develops efficiently and forms a long-term mechanism, the Company has
established a risk management monitoring system comprising “three lines of defense”. It covers the roles and duties of
many different aspects as follows:

1st Line of Defense Business Departments

e Establish and maintain various departmental risk management mechanisms;
e Ongoing collection of risk data while performing day-to-day department tasks;
e Assist Risk Management Level in carrying out risk management work, including

providing necessary documents and samples, identify major risks related to the
department, and determine major risk countermeasures;

2" Line of Defense Risk Management Level

e Formulate/revise the Company’s risk management systems and provisions, and
submit them to the Company’s business management team and the Audit Committee
for deliberation;

e Set/update standardized risk management language terms to assure common
understanding of the risk management process, with timely acceptance and
implementation among relevant risk management departments;

e Based on annual risk assessment results, define the major risk factors and relevant
response responsibilities, organize and guide each department in making and
implementing response plans for major risks in its area, and follow up on the
Implementation;

3" Line of Defense Internal Audit Level

e Independently inspect and supervise risk management activities conducted by the
Business Departments and the Risk Management Level, and evaluate whether the
Company’s risk management mechanism is implemented effectively and efficiently;

e Urge departments or agencies to rectify problems discovered during the auditing
process, and monitor the ongoing status of the rectification work;

e Report the auditing results to the Company’s Audit Committee.
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Risk Management and Internal Monitoring Statement

The Board designated the Internal Auditing Department to perform the internal auditing function and granted it
full independent responsibility and authority. The internal auditors audited the effectiveness of the Company’s risk
management and internal monitoring system every half year according to the approved auditing scope and in
accordance with the provisions in C.2 of the Corporate Governance Code, and no material deficiency was found.

Based on audits by the Internal Auditing Department, the Board believes that the Company’s risk management and
internal monitoring system is trustworthy and operates effectively. However, one must recognize that the Company’s
risk management and internal monitoring framework can only manage rather than completely eliminate risks that may
affect the Company’s ability to accomplish its business objectives. Therefore, it provides a reasonable but not an
absolute guarantee for the avoidance of serious risk-related impact.

General

The Directors acknowledge their responsibility in preparing the Company’s financial statements for each financial
period to give a true and fair view of the state of affairs of the Company and in accordance with statutory requirements
and applicable accounting standards. In preparing the financial statements for the year ended 31 December 2018, the
Directors have selected suitable accounting policies and applied them consistently, made judgments and estimates
that are prudent, fair and reasonable and prepared the financial statements on a going concern basis.

The responsibilities of the auditors with respect to the financial reporting are set out in the Independent Auditors’
Report on pages 167 and 174 of this annual report.

On behalf of the Board
Mr. Suxin Zhang
Chairman
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The Directors present herewith the 2018 annual report and the audited financial statements of the Company for the
period from 1 January 2018 to 31 December 2018 (the “Financial Statements”).

Principal Activities

The Company remained a pure-play 200mm-wafer foundry throughout 2018. As mentioned in the Letter to
Shareholders above, and further elucidated in this Directors’ Report below, the Company expects to begin delivering
products on 300mm wafers from the 4th quarter of 2019. We focus on providing wafer manufacturing services to our
customers based on our own differentiated semiconductor technologies. The activities of our principal subsidiaries are
set out in note 1 to the Financial Statements (Page 183-184).

Business Review

Revenue Analysis

Revenue of the Company in 2018 was US$930.3 million (a new record high), an increase of 15.1% over 2017. 2018
was also the seventh consecutive year of increasing gross profit and the fourth consecutive year of keeping gross
margin above 30%. According to the forecast of IHS, a renowned American market research organization, among the
top ten pure-play foundries, the Company is the only one that has maintained a high revenue growth rate of more than
10% for three consecutive years, from 2016 to 2018.

The Company’s achievements in 2018 were driven by an increasing demand for consumer, industrial and automotive
electronics, enabled by our technological innovations, continuous optimization of product mix and expansion of our
production capacity.

Revenue by service

YoY YoY

2018 2018 2017 2017 Change Change

US$’°000 % US$'000 % US$'000 %

Semiconductor wafers 911,435 98.0% 790,680 97.8% 120,755 15.3%

Others 18,833 2.0% 17,468 2.2% 1,365 7.8%

Total 930,268 100.0% 808,148 100.0% 122,120 15.1%

° In 2018, 98.0% of our revenue was from the sale of semiconductor wafers.

Revenue by customer

YoY YoY

2018 2018 2017 2017 Change Change

US$’°000 % US$'000 % US$'000 %

Systems and Fabless companies 721,334 775% 622,027 77.0% 99,307 16.0%

IDMs 208,934 22.5% 186,121 23.0% 22,813 12.3%

Total 930,268 100.0% 808,148 100.0% 122,120 15.1%

e Revenue from systems and fabless companies accounted for 77.5% in 2018, an increase of 16.0% over 2017.
Our revenue growth is mainly from the fabless customer base in China.

° Revenue from IDMs accounted for 22.5%, an increase of 12.3% over 2017.
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Revenue by geography

YoY YoY

2018 2018 2017 2017 Change Change

US$°000 % US$'000 Y% US$'000 %

China 525,795 56.4% 446,699 55.2% 79,096 17.7%
United States 161,428 17.4% 141,356 17.5% 20,072 14.2%
Other Asia 117,963 12.7% 95,853 11.9% 22,110 23.1%
Europe 70,660 7.6% 64,792 8.0% 5,868 9.1%
Japan 54,422 5.9% 59,448 7.4% (5,026) (8.5)%
Total 930,268 100.0% 808,148 100.0% 122,120 15.1%

o In 2018, China remained our largest market, with 17.7% increased revenue over 2017.
The growth was primarily from discrete, smart card chips and MCU.

e  Revenue from United States increased by 14.2% over 2017, mainly from super-junction MOSFET, general MOSFET
and MCU.

e Revenue from Other Asia increased most rapidly, an increase of 23.1% from 2017, chiefly from MCU, general
MOSFET and super-junction MOSFET.

e  Revenue from Europe increased by 9.1% over 2017, principally from general MOSFET.

° Revenue from Japan decreased by 8.5%, mainly due to the decrease in MCU business.

Revenue by technology type

YoY YoY

2018 2018 2017 2017 Change Change

US$°000 % US$'000 % US$'000 %

eNVM 361,341 38.7% 312,040 38.6% 49,301 15.8%
Discrete 310,488 33.4% 220,923 27.3% 89,565 40.5%
Analog & PM 142,131 15.3% 150,791 18.7% (8,660) (5.7)%
Logic & RF 94,549 10.2% 95,905 11.9% (1,356) (1.4)%
Standalone NVM 21,261 2.3% 26,515 3.3% (5,254)  (19.8)%
Others 498 0.1% 1,974 0.2% (1,476)  (74.8)%
Total 930,268 100.0% 808,148 100.0% 122,120 15.1%

° In 2018, eNVM was our largest source of revenue, with an increase of 15.8% compared to 2017, mainly from
financial card chips and MCU.

e Revenue from discrete increased dramatically by 40.5% driven by general MOSFET, super-junction MOSFET and
IGBT.

e  Revenue from Analog & PM declined slightly, mostly due to capacity adjustments.
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Revenue by technology node

YoY YoY

2018 2018 2017 2017 Change Change

US$°000 % US$'000 % US$'000 %

<0.13um 331,521 35.6% 270,650 33.5% 60,871 22.5%
0.15um & 0.18um 131,300 14.1% 139,226 17.2% (7,926) (5.7)%
0.25um 15,482 1.7% 16,802 2.1% (1,320) (7.9)%
>0.35um 451,965 48.6% 381,470 47.2% 70,495 18.5%
Total 930,268 100.0% 808,148 100.0% 122,120 15.1%

Revenue from 0.13um and below technology nodes increased rapidly by 22.5%, accounting for 35.6% of our
revenue in 2018, mainly from smart card chips and MCU.

Revenue from the 0.35um and above technology nodes ranked second in growth rate by 18.5%, pushing revenue

contribution to 48.6%, mainly from discrete.

Revenue from 0.15um & 0.18um declined, mainly due to the Company’s capacity tunings and supply chain

inventory adjustments.

Revenue by end market

YoY YoY

2018 2018 2017 2017 Change Change

US$’000 % US$'000 % US$'000 %

Consumer Electronics 598,031 64.3% 558,168 69.0% 39,863 71%
Industrial & Automotive Electronics 187,930 20.2% 105,164 13.0% 82,766 78.7%
Communications 99,777 10.7% 105,586 13.1% (5,809) (5.5)%
Computing 44,530 4.8% 39,230 4.9% 5,300 13.5%
Total 930,268 100.0% 808,148 100.0% 122,120 15.1%

compared to 2017, driven mainly by increases in discrete and MCU.

chips, discrete and MCU.

Revenue from Computing increased by 13.5%, accounting for 4.8% of our revenue.

Communications accounted for 10.7% of revenue, mainly from smartphone-related chips.
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Consumer Electronics accounted for the largest share of the Company’s revenue in 2018, an increase of 7.1%

Revenue from Industrial & Automotive increased dramatically by 78.7%, mainly driven by increase of smart card
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Capacity and Capacity Utilization

Fab (In thousands of wafers per month) 2018 2017 YoY Change
Fab1 65 63 2
Fab?2 59 By 2
Fab3 50 48 2
Total monthly wafer fabrication capacity 174 168 6
Capacity Utilization 99.2% 98.1% 1.1%

e  Strong market demand significantly enabled the higher capacity utilization rate of 99.2%.

Wafer shipments
In thousands of wafers 2018 2017 YoY Change
Wafer shipments 2,016 1,869 7.9%

o In 2018, the Company’s wafer shipments increased by 7.9%, an important source of revenue growth.

Revenue from Research and Development

To provide cost-effective technologies and services to our customers, we are committed to research, development,
innovation and optimization of differentiated technologies, primarily focused on eNVM, discrete, analog & power
management as well as logic & RF solutions. In 2018, we achieved remarkable results from our investment in research,
development and constant innovation.

The eNVM-related technology platform was our largest revenue source in 2018, predominantly smart card chips and
MCUs. Our 90nm eNVM new-generation technology for bank card ICs, with significant reduction in IP size, greatly
enhances the competitiveness of the products of our customers and is also a major growth point for our eNVM platform
and a key source of revenue over the next few years. The Company’s MCU solution lucratively covers mainstream
Non-Volatile Memory technologies such as eFlash, OTP, MTP and EEPROM.

In 2018, more than 100 new products of MCU were launched on our 0.11um eNVM technology platform, leading to
another major growth point. Our 95nm 5V MCU technology platform was also further improved, and we optimized
EEPROM, eFlash, OTP and other IPs, which are expected to increase our revenue in coming years.

Mainstream discrete technologies such as general MOSFET, Deep-Trench super-junction MOSFET (DT-SJNFET) and
IGBT, achieved the most rapid revenue growth in 2018, increasing our revenue by 41% and shipments by 16%. Among
them, medium- and high-voltage discrete technologies accounted for more than 50% of our discrete revenue, with
revenue growth of more than 100% compared to 2016, and so shall be a major focus of the Company’s research and
development for revenue optimization.
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Additionally, in 2018, our discrete technologies achieved remarkable success in the automotive electronics market.
Our general MOSFETs are employed in automotive body stabilization systems (Electronic Stability Program, ESP), and
IGBTs are utilized in inverters for electric vehicles and as a reliable platform for automotive electronic power devices.
We developed new-generation discrete technologies such as super-junction (SJ) MOSFET Generation I, RC-IGBT and
SJ-IGBT, which will continue to contribute to our future revenue growth well beyond 2018.

As the third largest revenue source of the Company, Analog and Power Management technology platforms covers
voltages range from 5V to 700V and technology nodes from 0.5um to 90nm. Capturing the high integration and
intelligence trend of power management, and based on our own 0.35um BCD technology, the Company planned for
and invested substantial research and development resources in 0.18um, 0.11um and 90nm BCD technologies.

In 2018, the Company successfully launched its second generation 0.18um BCD technology, verified and put
into mass-production various chips used in motor drivers, fast chargers and DC-DC converters. Regarding the
automotive electronics market, the Company completed verification of the 0.18um BCD process and some selected
automotive-level IPs. We will conduct full verification on a variety of IPs that have the potential to contribute high-quality
revenue in the future.

The Company initiated research and development of a 55nm logic technology and related IPs in 2018 in order to
accelerate the operation, risk production and substantial sales revenue at HH-Wuxi and is expected to introduce
customers in the second half of 2019. In the meantime, the Company launched research and development of a flash
cell for 55nm embedded flash memory technology and completed functional verification, laying a solid foundation for
mass production. HH-Wuxi is not only an upgrade of the Company’s capacity, but a new stage and new milestone in
our development history that can enrich our technology portfolios to better serve domestic and foreign semiconductor
IC design companies. HH-Wuxi will inherit the success of the Company in differentiated technologies.

New Technologies

In addition to the major platforms above, the Company continued to expand into new differentiated technologies.
The intrinsic value of the entire RF market continues to increase as the industry expands with growing demand for
smartphone protocols, including 2G to 5G mobile communications, WLAN, Bluetooth, GPS and the Beidou global
navigation satellite system.

In 2018, the Company developed a domestic-leading 0.13um Radio Frequency (RF) SOI technology targeting the

radio frequency front-end module (RF FEM), including the RF switch, the antenna tuner, the low noise amplifier and the
integrated module. Currently undergoing customer verification, it is expected to be put into mass production in 2019.
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Outlook for 2019

Economy

The semiconductor industry fundamentally develops in line with the trend of the global economy. According to the
forecast from “World Economic Outlook” issued by the IMF in January 2019, the global economy will remain stable
this year despite various uncertainties, with a growth rate of around 3.5%, while China will retain growth rates above
6%. According to forecasts from a number of market research institutions, the global semiconductor industry will
realize a CAGR of more than 6% during the period from 2017 to 2022, and its growth rate will exceed that of the global
economy in 2019.

The global wafer foundry industry is expected to hold steady a growth rate higher than that of the overall
semiconductor industry, driven by increasing demand for more end-use application derivatives, the boom of integrated
circuit design companies and the trend that IDMs will continue to entrust manufacturing to wafer foundries.

Core Competitiveness

As the core competitiveness of the Company, differentiated technologies will remain our long-term research and
development direction. In 2019, regarding research and development of 200mm differentiated technologies, we
will further optimize existing 95nm and 90nm embedded nonvolatile memory technologies, so as to provide smaller
memory cells, IP macros and more streamlined technology for high-density smart card and high-end MCU markets.
We will enhance high voltage discrete technologies such as the next-generation IGBT and super-junction MOSFET. In
addition to the higher power density and lower losses required for power devices, we will refine developing intelligent
IGBT technology for integrated on-chip sensors and new thermal dissipation IGBT technology with higher reliability.

We will improve power management technology, optimize 0.18um BCD technology to meet automotive electronics
specifications, integrate 0.11um embedded flash memory with BCD technology to provide solutions on intelligent
power management chips, and develop 90nm BCD into a world-class technology. We will further optimize 0.13um
RF-SOI to meet the global market demand for mobile RF Front End Modules. In addition to improving existing 200mm
technology as described above, considering the strong demand from global discrete markets, the Company plans to
ramp up its monthly production capacity for 200mm wafers by approximately 20,000 wafers, mainly for power discrete,
in the next two years, so as to further meet customer and market demand.

Looking forward to 2019

We will maintain our dreams as opportunities arise and keep compass orientation on the horizon in the face of
challenges. The Group will build on its record success to achieve even more remarkable results. We will constantly
strive for excellence and complete the HH-Wuxi project on schedule, possibly early, in a nearly perfect and satisfactory
manner, so as to radiate into and drive the development of local industries and create economic synergies.

We will continue to concentrate on scientific and technological research and development and take an example in

differentiated innovation. We will deepen strategic cooperation, fully support industrial ecological construction, and
promote synergy and win-win cooperation along the global IC manufacturing supply chain.
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Management Discussion and Analysis

Financial Performance

2018 2017 Change
US$’000 US$'000
Revenue 930,268 808,148 151 %
Cost of sales (619,114) (540,971) 14.4 %
Gross profit 311,154 267,177 16.5 %
Other income and gains 43,613 24,394 78.8 %
Fair value gain on an investment property 247 89 177.5 %
Selling and distribution expenses (7,771) (7,232) 7.5 %
Administrative expenses (122,323) (108,673) 12.6 %
Other expenses (11,106) (10,712) 3.7 %
Finance costs (2,203) (2,178) 1.1 %
Share of profit of an associate 9,444 9,622 (1.8)%
Profit before tax 221,055 172,487 28.2 %
Income tax expense (35,447) (27,225) 30.2 %
Profit for the year 185,608 145,262 27.8 %
Attributable to:
Owners of the parent 183,158 145,262 26.1 %
Non-controlling interests 2,450 - 100.0 %

Explanation of items with fluctuation over 5% in 2018

Revenue
Revenue rose to an all-time high of US$930.3 million, an increase of 15.1% over 2017, primarily due to higher demand
for general MOSFET, bank card ICs, MCU, super-junction MOSFET and IGBT products.

Cost of sales
Cost of sales was US$619.1 million, 14.4% higher than 2017, primarily due to increased wafer shipments and
increased depreciation and labor costs.

Gross profit
Gross profit was US$311.2 million, 16.5% higher than 2017, primarily due to increased average selling prices, partially
offset by increased depreciation and labor costs.

Other income and gains
Other income and gains were US$43.6 million, 78.8% higher than 2017, primarily due to fair value gains on financial
assets at fair value through profit or loss and increased interest income.

Fair value gain on an investment property
Fair value gain on an investment property reflect a gain in valuation on the investment property. As the appraised value
in 2018 remained stable compared to 2017 the fair value gain was relatively small.

Selling and distribution expenses

Selling and distribution expenses were US$7.8 million, 7.5% higher than 2017, primarily due to increased labor
expenses.
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Administrative expenses
Administrative expenses were US$122.3 million, 12.6% higher than 2017, chiefly due to increased labor, professional
expenses, and impairment provisions.

Income tax expense
Income tax expense was US$35.4 million, 30.2% higher than 2017, primarily due to increased taxable profit.

Profit for the year

As a result of the cumulative effect of the above factors, profit for the year increased to US$185.6 million from
US$145.3 million, 27.8% higher than 2017. Net profit margin increased from 18.0% to 20.0%.

Financial Status

31 December 31 December Change
2018 2017
US$’000 US$'000

Non-current assets
Property, plant and equipment 773,180 733,462 54 %
Investment property 171,225 179,586 (4.7)%
Investment in an associate 64,005 SIS 11.2 %
Available-for-sale investments - 215,864 (100.0)%
Equity investments designated at fair value through

other comprehensive income 208,357 - 100.0 %
Other non-current assets 87,432 38,385 127.8 %
Total non-current assets 1,304,199 1,224,874 6.5 %
Current assets
Inventories 129,629 51578 12.2 %
Trade and notes receivables 176,797 112,372 57.3 %
Due from related parties 10,800 46,988 (77.0)%
Prepayments, other receivables and other assets 12,479 10,074 23.9 %
Financial assets at fair value through profit or loss 667,033 - 100.0 %
Restricted and time deposits 337 193,530 (99.8)%
Cash and cash equivalents 777,000 374,890 107.3 %
Total current assets 1,774,075 853,432 107.9 %
Current liabilities
Trade payables 79,470 68,124 16.7 %
Due to related parties 5,838 10,885 (46.4)%
Other current liabilities 239,890 197,079 21.7 %
Interest-bearing bank borrowings 4,371 60,751 (92.8)%
Total current liabilities 329,569 336,839 (2.2)%
Net current assets 1,444,506 516,593 179.6 %
Non-current liabilities
Interest-bearing bank borrowings 26,227 82, 1E0) (18.4)%
Deferred tax liabilities 18,146 14,123 28.5 %
Total non-current liabilities 44,373 46,262 (4.1)%
Net assets 2,704,332 1,695,205 59.5 %
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Explanation of items with fluctuation over 5% from 31 December 2017 to 31 December 2018

Property, plant and equipment
Property, plant and equipment increased from US$733.5 million to US$773.2 million, mainly as a result of the
construction of the 300mm project.

Investment in an associate
Investment in an associate increased from US$57.6 million to US$64.0 million, primarily due to profit shared from the
associate in 2018.

Available-for-sale investments
Available-for-sale investments under HKAS 39 were transferred to equity investments designated at fair value through
other comprehensive income under HKFRS 9 after 1 January 2018.

Other non-current assets
Other non-current assets increased from US$38.4 million to US$87.4 million, primarily due to increased prepaid land
lease payments and advanced payments for technology development agreements.

Inventories
Inventories increased from US$115.6 million to US$129.6 million, primarily due to increased wafer demand from
customers.

Trade and notes receivables
Trade and notes receivables increased from US$112.4 million to US$176.8 million, primarily due to higher revenue and
re-classes from due from related parties.

Due from related parties
Due from related parties decreased from US$47.0 million to US$10.8 million, primarily due to re-classes to trade and
notes receivables.

Prepayments, other receivables and other assets
Prepayments, other receivables and other assets increased from US$10.1 million to US$12.5 million, primarily due to
increased VAT deductible tax.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss representing financial products including principal guaranteed
structured deposits and wealth management products purchased from banks, amounting to approximately US$667.0
million. No such classification was made in 2017.

Restricted and time deposits

Restricted and time deposits decreased from US$193.5 million to US$0.3 million, due to payout from investment in time
deposits.
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Cash and cash equivalents

Cash and cash equivalents increased from US$374.9 million to US$777.0 million, mainly due to (i) proceeds of
US$1,279.4 million from disposals of financial assets at fair value through profit or loss, (i) US$565.0 million of equity
injection to HH-Wuxi, (iii) US$404.0 million proceeds from issue of shares, (iv) US$274.4 million generated from
operating activities, (v) US$191.3 million from investment in time deposits, and (vi) US$10.3 million of interest income.
This was offset by (i) investment in financial assets at fair value through profit or loss of US$1,959.6 million, (ii) capital
investments of US$238.6 million, (iii) repayments of bank borrowings of US$60.6 million, (iv) dividend payments of
US$41.1 million, and (v) interest payments of US$2.3 million. Additionally, there was a negative adjustment of US$20.1
million due to RMB depreciation.

Trade payables
Trade payables increased from US$68.1 million to US$79.5 million, primarily due to re-classes from due to related
parties.

Due to related parties
Due to related parties decreased from US$10.9 million to US$5.8 million, primarily due to re-classes to trade payables.

Other current liabilities
Other current liabilities increased from US$197.1 million to US$239.9 million, primarily due to increased payables for
capital expenditures.

Interest-bearing bank borrowings
Total interest-bearing bank borrowings decreased from US$92.9 million to US$30.6 million, due to repayments of bank
borrowings.

Deferred tax liabilities

Deferred tax liabilities, largely comprising withholding tax accrued for dividend distribution, increased from US$14.1
million to US$18.1 million, primarily due to the accrual of dividend withholding tax in 2018, partially offset by (i) a
reversal of dividend withholding tax accrued for prior years and (ii) the tax paid for 2017 dividends.
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Cash Flow
2018 2017 Change
US$’000 US$'000

Net cash flows generated from operating activities 274,400 258,300 6.2 %
Net cash flows used in investing activities (717,239) (197,003) 264.1 %
Net cash flows generated from/(used in) financing activities 865,010 (41,096) (2,204.9)%
Net increase in cash and cash equivalents 422,171 20,201 1,989.9 %
Cash and cash equivalents at beginning of the year 374,890 341,255 9.9 %
Effect of foreign exchange rate changes, net (20,061) 13,434 (249.3)%
Cash and cash equivalents at end of the year 777,000 374,890 107.3 %

Net cash flows generated from operating activities
Net cash flows generated from operating activities reached new high of US$274.4 million, an increase of 6.2% from
2017, mainly due to higher revenue.

Net cash flows used in investing activities

Net cash flows used in investing activities were US$717.2 million, primarily attributed to (i) US$1,959.6 million for
investment in financial assets at fair value through profit or loss, and (i) US$238.6 million for capital investments, offset
by (i) proceeds of US$1,279.4 million from disposals of financial assets at fair value through profit or loss, (ii) US$191.3
million from investment in time deposits, and (iii) US$10.3 million of interest income.

Net cash flows generated from financing activities

Net cash flows generated from financing activities were US$865.0 million, including (i) US$565.0 million of equity
injection to HH-Wuxi, (i) US$404.0 million proceeds from issue of shares, offset by (i) repayments of bank borrowings
of US$60.6 million, (ii) dividend payments of US$41.1 million, and (iii) interest payments of US$2.3 million.

Net increase in cash and cash equivalents

As a result of the cumulative effect of the above factors, cash and cash equivalents increased from US$374.9 million
as of 31 December 2017 to US$777.0 million as of 31 December 2018.
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Financial Risks

Foreign currency risk

We are exposed to foreign exchange risks, arising primarily from sales or purchases by HHGrace in US$ rather than
in the subsidiary’s functional currency, which is RMB. As of 31 December 2018, if the US dollar had strengthened or
weakened against the RMB by five percent, with all other variables held constant, our profit before tax for the year
would have been approximately US$26.8 million higher or lower.

Credit risk

We trade only with recognized and creditworthy third parties and related parties. It is our policy that all customers
who wish to trade on credit terms are subject to credit verification procedures. In addition, receivable balances are
monitored on an ongoing basis, and our exposure to bad debts is not significant.

Our maximum exposure to credit risk in relation to our financial assets are: the carrying amounts of cash and cash
equivalents, trade and notes receivables, financial assets included in prepayments, deposits and other receivables,
amounts due from related parties and restricted and time deposits included in the consolidated statement of financial
position. We have no other financial assets which carry significant exposure to credit risk.

Liquidity risk

To meet liquidity requirements in the short and long term, our policy is to monitor regularly the current and expected
liquidity requirements to ensure that we maintain sufficient reserves of cash and adequate committed lines of funding
from major financial institutions.

Capital management
Our primary objectives of capital management are to safeguard our ability to continue as a going concern and to
maintain healthy capital ratios to support our business and maximize shareholders’ value.

We manage our capital structure and make adjustments in light of changes in economic conditions. To do this, we may
adjust the dividend payment to shareholders, return capital to shareholders or issue new shares. We are not subject
to any externally imposed capital requirements. No changes were made in the objectives, policies or processes for
managing capital during the year.

40 HUA HONG SEMICONDUCTOR LIMITED



DIRECTORS’ REPORT

Gearing Ratio

Details of the gearing ratio are set out in note 36 to the Financial Statements.

Results

The results of the Group for the year ended 31 December 2018 and the state of affairs at that date are set out in the
Financial Statements on pages 175 to 295 of this report.

Final Dividends

The Directors recommend the payment of a final dividend of HK$31 cents per share for the year ended 31 December
2018. Subject to shareholders’ approval at the forthcoming AGM, the proposed final dividend will be payable on
Wednesday, 26 June 2019 to the shareholders whose names appear on the register of members of the Company on
Friday, 17 May, 2019.

Dividend Policy

Subject to the approval of the Shareholders and the requirements of law, it has been decided that the Company
will pay dividends to the Shareholders for the year of 2015 and onwards if the Group is profitable, the operations
environment is stable and there is no significant investment made by the Group. It is intended that the average of
dividends paid in three consecutive years will be no less than 30% of the average distributable net profit of these three
years. The remaining net profit will be used for the development and operations of the Group.

This dividend policy will continue to be reviewed from time to time and there can be no assurance that dividends will

be paid in any amount for any given period. In the event that the Board recommends a dividend, the form and amount
will depend on the assessment by the Directors of the factors affecting the Group from time to time.

Bank Loans and Other Borrowings

The particulars of bank loans and other borrowings of the Group as at 31 December 2018 are set out in note 25 to the
Financial Statements.

Financial Summary

A summary of the published results and of the assets and liabilities of the Group for the past five financial years is set
out on page 296. This summary does not form part of the audited financial statements.
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Property, Plant and Equipment

Details of additions and other movements during the year ended 31 December 2018 in the property, plant and
equipment and investment property of the Group are set out in notes 13 and 14 to the Financial Statements.

In addition, details of the investment property are set out below:

Location Type of Use Term of Lease Group’ s Interest Gross Floor Area
(sq.m.)

Portions of 9 buildings Industrial use Held under a land use 100% 91,563.11

No.818 Guo Shou Jing Road right for a term expiring

Zhangjiang Hi-Tech Park on 8 March 2051

Pudong New Area
Shanghai, PRC

Share Capital and Share Option Scheme

Details of movement in the share capital of the Company during the year ended 31 December 2018 are set out in note
28 to the Financial Statements. The movements include the automatic inclusion of the amount standing to the share
premium account into the share capital as from 3 March 2014 in accordance with section 37 of Schedule 11 to the new
Hong Kong Companies Ordinance (Cap. 622), as part of the transition to the no-par value regime.

A share option scheme (the “Share Option Scheme”) was approved by an extraordinary general meeting of the
Company held on 1 September 2015. A summary of the Share Option Scheme is as follows:

Purpose of the Share Option Scheme: The purpose of the Share Option Scheme is to attract, retain and
provide incentives to the Participants (defined below), to provide them
with the opportunity to obtain Shares of the Company and to link their
interests closely to the operating results and share performance of the
Company with the view to increasing the value of the Company.

Participants: The participants of the Share Option Scheme (“Participants”)
include (1) existing Executive and Non-Executive Directors of any
member of the Group; or (2) senior management and key managerial
and technical personnel having a direct impact on the results of
operations and sustainable development of any member of the Group,
subject always to any limits and restrictions specified in the Share
Option Scheme, but shall not include any Independent Non-Executive
Directors.
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Maximum entitlement of each participant:

Minimum period, if any, for which
an option must be held before
it can be exercised:

The amount payable on application
or acceptance of the Share Option
and the period within which
payments or calls must be made
or loans for such purposes
must be paid:

Remaining life of the Share
Option Scheme:

DIRECTORS’ REPORT

If the total number of Shares allotted and which may fall to be allotted
upon exercise of all the share options (“Share Options”) granted
and to be granted (including exercised, cancelled and outstanding
Share Options) to a Participant in any 12-month period in aggregate
exceeds 1% of the issued share capital of the Company at the time,
no further grant of Share Options shall be given to such Participant.
Share Options may be granted to a Participant in excess of the
individual limit of 1% in any 12-month period only with the approval
of the Shareholders in general meeting. No Share Option shall be
granted to any person who holds over 5% of Shares which carry
voting rights on the Grant Date (as defined in the Share Option
Scheme) unless such grant is approved by shareholders in general
meeting.

Two years unless otherwise stated in the grant notice of the Share
Option.

HK$1.00 is to be paid by each grantee as consideration for the grant
of Share Option within 28 days from the date of offer.

The Share Option Scheme shall be valid and effective for a period of
seven (7) years commencing on the date of adoption and will expire
on 1 September 2022.

As at the date of this report, the total number of shares available for issue under the Share Option Scheme is
52,419,361 shares, representing approximately 4.1% of the total number of shares in issue.

Share Options Granted under the Share Option Scheme

On 4 September 2015, the Company granted 30,250,000 share options (the “2015 Options”) to subscribe for up to a
total of 30,250,000 ordinary shares of the Company to certain individuals under the Share Option Scheme. Details of

the 2015 Options are as follows:
Date of grant:
Exercise price of options granted:

Number of options granted:

Validity period of the options:

Vesting period of the options:

4 September 2015
HK$6.912

30,250,000 (representing 2.36% of the issued shares of the Company
as at 31 December 2018).

From 4 September 2015 to 3 September 2022 (seven (7) years), both
dates inclusive.

One third of the options shall vest on each of 4 September 2017, 4
September 2018 and 4 September 2019.
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The exercise price of HK$6.912 per Share represents a premium of 0% over the higher of (i) the closing price of
HK$6.87 per Share as stated in the daily quotation sheets issued by the Stock Exchange on the date of the grant; and
(i) the average closing price of HK$6.912 per Share as stated in the daily quotation sheets issued by Stock Exchange
for the five trading days immediately preceding the date of grant.

On 24 December 2018, the Company granted 34,500,000 share options (the "2018 Options") to subscribe for up to a
total of 34,500,000 ordinary shares of the Company to certain individuals under the Share Option Scheme. Details of
the 2018 Options are as follows:

Date of Grant: 24 December 2018

Exercise price of options granted: HK$15.056

Number of options granted: 34,500,000

Validity period of the options: From 24 December 2018 to 23 December 2025 (seven (7) years),

both dates inclusive

Vesting period of the options: For employees at or above the level of the vice president of the
Company (together with Directors), one fourth of the 2018 Options
shall vest on each of 24 December 2020, 24 December 2021, 24
December 2022 and 24 December 2023; for the other employees of
the Company, one third of the 2018 Options shall vest on each of 24
December 2020, 24 December 2021 and 24 December 2022

The exercise price of HK$15.056 per share represents the higher of (i) the closing price of HK$14.440 per share as
stated in the daily quotation sheets issued by the Stock Exchange on the date of the grant; (ii) the average closing
price of HK$15.056 per share as stated in the daily quotation sheets issued by the Stock Exchange for the five
business days immediately preceding the date of grant; and (iii) the face value of the share.

Among the 2015 Options and 2018 Options, 988,000 and 680,000 share options were granted to the Directors of the
Company, respectively, subject to their acceptance.
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Details of the movements in the share options during the year ended 31 December 2018 are as follows:

Number of share options
Exercise
Cancelled  Cancelled  Cancelld  Exercised  Cancelled Lapsed price
Name or category Grantedat  Grantedat  duringthe  duringthe  duringthe  duringthe  duringthe  during the At Exercise period of share
of participants 04.09.2015 24122018  year2015  year2016  year 2017 period period period 31122018  of share options options
Directors

Mr. Yu Wang 869,000 - - - 200,000 - - 669,000  04.09.2017-03.09.2022  HK$6.912
600,000 - - - 600,000  24.12.2018-23.12.2025 HK$15.056
Mr. Takayuki Morita 119,000 - - - - - - 119,000 04.09.201703.09.2022 HK$6.912
80,000 - - - 80000  24.12.2018-23.12.2025 HK$15.056
Other employees 29,262,000 (130,000)  (1,458,000) (1,188,399) 3,782,639 (753,995) (600) 18,084,362  04.09.2017-03.09.2022 HK$6.912
33,820,000 - - 33820000  24.12.2018-23.12.2025 HK$15.056

In aggregate 30,250,000 34,500,000 (130,0000 (14580000 (1,188,399) 3982639 (753,995) (600) 53,372,362

*

The fair value of equity-settled share options granted during the year were US$21,681,000, which was estimated as at the date

of grant, using a binomial model. The value of the options is subject to the limitation of the binomial model and a number of
assumptions which are subjective and uncertain. Changes in such assumptions could materially affect the value of the options.

Save as disclosed above, the Company has not adopted any other share option scheme during the year ended 31

December 2018.

Reserves

Details of movements in the reserves of the Group during the year ended 31 December 2018 are set out in the
consolidated statement of changes in equity on page 179 and 180 of this report.
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Continuing Connected Transactions and Connected Transactions

Continuing Connected Transactions
The Group disclosed in the prospectus of the Company dated 3 October 2014 a series of continuing connected
transactions relating to Huahong Zealcore, QST, INESA, Shanghai Huali, Huahong Real Estate and Shanghai Huajin
Property Management Co., Ltd. (Huajin Property Management). Certain details of such transactions are summarized
in the table below. In respect of such transactions the Company had applied for and the Stock Exchange had granted
a waiver from, among others, strict compliance with the announcement and independent shareholders’ approval
requirement (as the case may be). Details of such continuing connected transactions of the Group together with
certain other continuing connected transactions of the Group conducted during 2018 are as follows:

Unit: US$'000
Actual Proposed
Transaction Transaction Annual
Transaction Date Parties to the Transaction Connected Relationship Transaction Amount2018  Caps 2018
(1) 1 January 2018 Huahong Zealcore (as purchaser)  Huahong Zealcore is 90.66% held by  Sales agreement between the Company as 4,99 12,600
and a subsidiary of Huahong Group, the ~ seller and Huahong Zealcore as purchaser
The Company (as seller) Company s controlling shareholder. in relation to the sales of IC and other
semiconductor products to Huahong
Zealcore.
) 1 January 2018 QST (as purchaser) QST was 36.36% held by SAIL, the Sales agreement between the Company 1607 7200
Company” s controling shareholder, of as seller and QST as purchaser in relation
The Company (as seller) which 27.27% interest was held directly o the sales of IC and other semiconductor
by SAIL and 9.09% interest was held  products to QST.
directly by the Company.
() 1 January 2018 Huahong Zealcore (as seller) Huahong Zealcore is 90.66% held by  Purchase agreement between Huahong 651 725
and a subsidiary of Huahong Group, the ~ Zealcore as seller and the Company as
The Company (as purchaser) Company s controling shareholder. purchaser in relation to the purchase of
materials used in the manufacturing process
of the Group" s semiconductor products.
(4 1 January 2018 INESA (on behalf of tself and it INESA s the Company” s contralling  Purchase agreement between INESA as 2,391 2,800

subsidiaries) (as seller)

The Company (as purchaser)
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Transaction

Connected Relationship

Transaction

Actual
Transaction
Amount 2018

Proposed
Annual
Caps 2018

()

Transaction
Date Parties to the Transaction
25February  Shanghai Huali (as lessee)
2010
(together with  The Company (as lessor)
supplemental
agreements
dated 10 June
2011 and
25 July 2014)
15February  Shanghai Huali (as lessee)
2017
HHGrace (as lessor)
10 January Huahong Real Estate (as lessor)
2013
The Company (as lessee)
1 January 8 Huajin Property Management

(as property manager)

The Company (as purchaser)

Shanghai Huali is 50.23% owned by
SAIL, the Company’ s controlling
shareholder.

Shanghai Huali is 50.23% owned by
SAIL, the Company”s controlling
shareholder.

Huahong Real Estate is a wholly-owned
subsidiary of Hua Hong Technology
Development, a company 50% held by
and consolidated with Huahong Group,
our controlling shareholder, and 50%
held by HHNEC.

Huajin Property Management is a
wholly-owned subsidiary of Hua Hong
Technology Development, a company
50% held by and consolidated with
Huahong Group, our controlling
shareholder, and 50% held by HHNEC.

Lease agreement between Shanghai Huali as
lessee and the Company as lessor in relation
to the factory premise situated at Hill 2, 13th
street, Zhangjiang Hi-Tech park, Pudong
New Area, Shanghai, PRC leased by the
Company to Shanghai Huali for their 300mm
wafer production line. The total gross floor
area leased was 96,099.2 square meters.

Lease agreement between Shanghai Huali
as lessee and HHGrace as lessor in relation
fo certain clean rooms with total gross floor
area of 820 square meters and related utility
services and materials to be provided by
HHgrace to Shanghai Huali

Lease agreement between Huahong Real
Estate as lessor and the Company as
lessee in relation to the dormitory premises
situated at Hua Hong Innovation Park, Nong
2777, Jinxiu Road East, Pudong New Area,
Shanghai, PRC (Dormitory Premises) rented
by the Company from Huahong Real Estate
for use as staff quarters for the Company” s
employees. The total gross floor area rented
was 17,412.87 square meters.

Property management agreement between
Huajin Property Management as property
manager and the Company as contractor
in relation to the engagement of Huajin
Property Management by the Group to
provide property management service for the
Dormitory Premises.

12,686

762

1670

220

13137

5076

1941

299
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The Board (including the Independent Non-Executive Directors) has reviewed the continuing connected transactions
as described above and confirmed that such transactions did in fact continue in 2018:

(i) inthe ordinary and usual course of business of the Company;

(i) either on normal commercial terms or, if there are no sufficient comparable transactions to judge whether they
are on normal commercial terms, on terms no less favourable to the Company than terms available to or from (as
appropriate) independent third parties; and

(iii) in accordance with the relevant agreements on terms that are fair and reasonable and in the interests of the
Shareholders of the Company as a whole.

The auditors of the Company have confirmed in a letter to the Board that, with respect to the aforesaid continuing
connected transactions of 2018:

(iy  nothing has come to their attention that causes the auditors to believe that the disclosed continuing connected
transactions have not been approved by the Company’s Board;

(i) for transactions involving the provision of goods or services by the Group, nothing has come to their attention
that causes the auditors to believe that the transactions were not, in all material respects, in accordance with the
pricing policies of the Company;

(iii) nothing has come to their attention that causes the auditors to believe that the transactions were not entered into,
in all material respects, in accordance with the relevant agreements governing such transactions; and

(iv) with respect to the aggregate amount of each of the continuing connected transactions, nothing has come to their
attention that causes the auditors to believe that the disclosed continuing connected transactions have exceeded
the maximum aggregate annual value disclosed in the Prospectus in respect of each of the disclosed continuing
connected transactions.

Related Party Transactions

During the year ended 31 December 2018, the Group entered into certain transactions with parties regarded as “related
parties” under the applicable accounting standards. Details of the related party transactions entered into by the Group
during the year ended 31 December 2018 are disclosed in note 33 to the financial statements. Save as disclosed in
the paragraph headed “Connected Transactions” in this annual report, the other related party transactions disclosed in
note 33 were not regarded as connected transactions or were exempt from reporting, announcement and shareholder
approval requirements under the Listing Rules.
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Annual General Meeting

The AGM will be held on Thursday, 9 May 2019.

Closure of Register of Members

For determining eligibility of Shareholders to attend and vote at the 2018 AGM

Latest time to lodge transfer documents for registration 4:30 p.m. on 3 May 2019
Closure of Register of members 06 to 09 May 2019 (both dates inclusive)
Record date 09 May 2019

For determining entitlement of Shareholders to the proposed final dividend

Latest time to lodge transfer documents for registration 4:30 p.m. on 15 May 2019
Closure of Register of members 16 to 17 May 2019 (both dates inclusive)
Record date 17 May 2019
Payable date 26 June 2019

In order to be eligible to attend and vote at the Annual General Meeting, and the entitlement of the aforementioned
proposed final dividend, unregistered holders of shares of the Company should ensure all share transfer forms
accompanied by the relevant share certificates must be lodged with the Company’s branch share registrar in Tricor
Investor Services Limited, at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong Kong for registration no later
than the aforementioned latest time.

Directors and Directors’ Service Contracts
The Directors of the Company during the year and up to the date of this report were:

Executive Directors:
Mr. Suxin Zhang (Chairman)
Mr. Yu Wang (President)

Non-Executive Directors:
Mr. Jianbo Chen

Mr. Yang Du

Mr. Takayuki Morita

Mr. Jun Ye

Independent Non-Executive Directors:
Mr. Stephen Tso Tung Chang

Mr. Kwai Huen Wong, JP

Mr. Long Fei Ye
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Each of the Directors of the Company is appointed for a specific term of three years and is subject to re-nomination
and re-election by the Company in general meeting unless previously terminated in accordance with the terms and
conditions of the relevant letter of appointment or director’s service contract.

Mr. Jianbo Chen, Mr. Stephen Tso Tung Chang and Mr. Long Fei Ye will retire by rotation from office as Directors at the
Annual General Meeting, and Mr. Jianbo Chen, Mr. Stephen Tso Tung Chang and Mr. Long Fei Ye, being eligible, will
offer themselves for re-election pursuant to the articles of association of the Company.

None of the Directors proposed for re-election at the Annual General Meeting has a service contract which is not
terminable by the Group within one year without payment of compensation, other than statutory compensation.

The Company has received annual confirmation of independence from each of the existing Independent Non-
Executive Directors in accordance with Rule 3.13 of the Listing Rules. The Company considers that all the Independent
Non-Executive Directors are independent in accordance with the Listing Rules.

Profiles of Directors and Senior Management

Profiles of Directors and senior management of the Group are set out on pages 11 to 17 to this report.

Highest Paid Individuals and the Remuneration of the Directors and Senior
Management

Details of the Directors’ remuneration and the five individuals with highest emoluments are set out in notes 8 and 9
respectively of the consolidated financial statements in this annual report.

Interests of the Directors and the Chief Executive in Shares and Underlying
Shares of the Company

As at 31 December 2018, save as disclosed below, none of the Directors nor the chief executive of the Company had
any interests and short positions in the shares, underlying shares or debentures of the Company or any associated
corporation (within the meaning of Part XV of SFO), as recorded in the register kept under section 352 of the SFO, or
as otherwise notified to the Company and the Stock Exchange pursuant to the Model Code contained in the Listing
Rules.

Number of underlying Approximate

shares held in long percentage of

Name of Director Capacity position™ interests
Mr. Yu Wang Beneficial owner 1,269,000 0.10%
Mr. Takayuki Morita Beneficial owner 199,000 0.02%

Notes:

(1) Long position in the underlying shares of the Company under share options granted pursuant to the Share Option Scheme.
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Interests of Directors in Competing Business

During the year, none of the Directors of the Group had any interests in a business which competes, either directly, or
indirectly, with the business of the Company