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Dear Shareholders,

CSMC'’s vision and mission is to be the largest and lowest-cost
mainstream foundry in China through our continued focus targeting
demand for mainstream products in the Chinese semiconductor market
and our cost-efficient capital expenditure strategy. Since our founding,
we have chosen to stand apart from the pack with our mainstream focus,
and as the mainstream segment in China moves to below 0.5 micron
process technologies, we will be well-positioned to capture the growth

in that sector.

The year 2004 was another record-setting year for CSMC and a milestone
in the history of the Company. On 13 August 2004, we became a public
company when our shares were listed on the main board of the Hong
Kong Stock Exchange. | am proud of the combined efforts and
accomplishments of our Directors, management and our entire staff since
the Company’s founding, and if 2004 is any indication of CSMC'’s future,
it will be a bright future indeed.
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CSMC has produced another year of record-breaking turnover and profit
attributable to shareholders in 2004, extending yet again the Group’s
continuous profitability record now to five consecutive years. In view of
the solid results achieved in 2004, the Directors have recommended the
payment of a final dividend of HK$ 0.005 per share for the year ended
31 December 2004.

In November 2004, we also completed the remainder of the transfer of
the production line which we acquired from Chartered Semiconductor
in 2003, which will give us the platform to extend our current process
technology offering down to 0.35 micron and beyond. The transfer was
completed on schedule and represents the Company’s second on-time
transfer of a reconditioned equipment line (the first was completed in
2003). This success underscores the skill and experience which our
team has in executing our reconditioned equipment strategy. Even with
doubling our capacity in 2004, we were still able to maintain our capacity
utilization at 87% in 2004, which also demonstrates our ability to match

our growth with demand in our rapidly growing business.

Apart from the overall growth of the business in 2004, we will continue to
introduce more international customers and migrate to higher margin
non-logic processes in 2005. Many international IDMs are now seeking
to outsource their production to us because of our expanding process
technology offering and because they see the value in our China strategy.
By expanding into more non-logic processes, we can reach and serve a

wider customer base as well as boost our margins.
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We are currently in the process of building our Fab 2 shell in the New
District of Wuxi and expect to complete building construction in 2005.
Fab 2 will focus on 8-inch production with 0.35 micron to 0.25 micron
process technologies, in continuing our pursuit of China’s mainstream
segment. With the right strategic partner, we will be ready to ramp up

Fab 2 from shell construction phase to production phase.

As a result of domestic demand, the rate of growth of China’s
semiconductor industry is expected to continue to exceed that of the
global market. IC Insights estimates that sales of semiconductors in China
will reach US$80 billion by the end of 2010 as China increases its share
of total global semiconductor consumption to 30%. The semiconductor
industry historically is by nature a cyclical industry. Due to our strong
foothold in the China market, CSMC has been able to enjoy additional
buffer in its business stability and growth in the down cycles. Looking
ahead, we are currently preparing to meet the challenges from the
expected softening of the worldwide semiconductor industry in 2005.
We are cautiously optimistic that our mainstream technology strategy

will sustain us as it has in previous downturns.

Finally, I would again like to thank our shareholders and our Board for
their great support and our management, staff and business partners
for their contributions in generating yet another spectacular year for the
Company in 2004. | believe we have the right business model and
strategy, the right technologies and the right dedicated team to bring

the Group to greater heights in the coming years.
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Dr. Peter CHEN Cheng-yu

Chairman

Hong Kong, 15 March 2005
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