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The directors of CSMC Technologies Corporation (the “Directors”) are
pleased to submit their report together with the audited consolidated

financial statements for the Group for the year ended 31 December 2006.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities of the
principal subsidiaries are set out in note 19 to the consolidated financial
statements. The Company owns and operates the first and now one of
the largest open semiconductor foundries in China as measured by
operational capacity. The Group focuses on the semiconductor market
in China and is principally engaged in providing manufacturing services

mainly for analog and logic semiconductors.

An analysis of the Group’s performance for the year by geographical

segments is set out in note 5 to the Consolidated Financial Statements.

RESULTS AND APPROPRIATIONS

The results and appropriations of the Group are set out in the consolidated

income statement on page 102 to this Annual Report.

The Directors do not recommend the payment of a dividend for the

financial year ended 31 December 2006.

SHARE CAPITAL AND SHARE OPTIONS

Details of the movements in share capital and share options of the
company during the year are set out in note 14 and note 32 to the

consolidated financial statements respectively.

RESERVES

Movements in the reserves of during the year are set out in note 15 to

the Consolidated Financial Statements.

Distributable reserves of the Company at 31 December 2006 amounted
to US$108.12 million (2005: US$109.61 million).

£
=

EBLENMRARQRAES([ER]) M
RE2MANRE  ERAKEEE-F
ERFET A=+ HUEFENKERS
BMBERK -

FERK

ARAR—RREER AT - T2HWEAR
AR ER iﬁ’\ﬁﬁ‘%aﬁ&ﬁﬁﬂtﬁ19°$
AEARFEBEEREELE K LAEE
A REF K ﬁﬁ?&%#%%%ﬁﬁﬂziﬁ
mEIRTR  FIHRTELERTE
TERRENRBEEFEBREHRERS

ERRpm ) EO M ARERAFENE
BRI BN E M HmRMEES

EER

AEBNEERDE  AHRANERE
T102E MR ER -

EETRIZRMNEEC
T—HLEMRFENRS -

EES
= =<

~NE+—ZA

MRS R B A Hi

BRAARRRBRAR R N EBFE
D RIER AR A M RAR M 14K MIEE32

(R

RAFRANEBRFRANBEES - SR
AR ERMFEIS -

75/\:%7/\¢+ )EJ + = $ _JE)‘]
AR EEAE10,8128% T (2T R
£ :10,9618%=7T) °

—EENEFEEHRE  ANNUAL REPORT 2006

i

REPORT OF THE DIRECTORS

56



o
Ha

=3

g

e

REPORT OF THE DIRECTORS

57

CSMC TECHNOLOGIES CORPORATION

Report of the Directors EE € & &

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and equipment of the Group
and the Company are set out in note 7 to the Consolidated Financial

Statements.

PRINCIPAL PROPERTIES

The Group owns a parcel of land totaling 310,231.8 square meters in
the New District, Wuxi, Jiangsu Province, China. The Group is now
constructing fab buildings and facilities on such land. The Group also
rents five properties located in Wuxi and three properties located in
Beijing totaling approximately 35,000 square meters. Of the rented
properties, five properties (approximately 32,000 square meters) are used
for production and administration. The lease agreements for the
properties have been registered with the relevant land and housing
administration authorities. The other three rental properties totaling
approximately 3,000 square meters are used as dormitories for

employees.

PRE-EMPTIVE RIGHTS

There are no pre-emptive or similar rights under the Cayman Islands law
or the memorandum and articles of association of the Company which
would oblige the Company to offer new shares on a pro-rata basis to its

existing shareholders.

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the Group for

the last five financial years is set out on page 8 of this Annual Report.
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PURCHASE, SALE OR REDEMPTION OF LISTED B E - HEREBLO L THH o

SECURITIES %:[
The Board has resolved to exercise the power under a general mandate E =€ REFBEN T HERREF fg
granted by the shareholders in the 2005 annual general meeting to A SRR R AL EH) — AR MR ERE 0 AR A 2
repurchase the Company’s shares. The Board believes that the HI) - EF 2 HEEORMD A REH 8
repurchase is in the interests of the shareholders. Hzs o g
w
During the year ended 31 December 2006, the Company purchaseda ®HZ_ZZXF+_A=+—HILFE - E
total of 3,655,000 shares of the Company at an aggregate consideration N2 AR & B B 32 A LA B {E 1,432,000 ;
of HK$1,432,000 on the Stock Exchange and all of these shares were  JTEEE & 3,655,000/ N R BIAL D » FTE g
duly cancelled. Details were as follows: ZERMEENGTHE - BEFEIHIWN .
T
Number of
Shares Highest Lowest

Method of Month of Purchased Price/Share Price/Share Aggregate
Purchase Purchase BE BR #MK Consideration
BEAFX BEAHG BHEAR BEakE BRERE wRE
On the Stock Exchange January 3,395,000 HK$0.40 HK$0.385  HK$1,338,000
EERFEE —A

September 165,000 HK$0.385 HK$0.35 HK$60,000

LA

October 95,000 HK$0.36 HK$0.34 HK$34,000

+A
Total

ey 3,655,000 HK$0.40 HK$0.34  HK$1,432,000
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DIRECTORS

A summary of the Directors during the years is set out on page 39 of this

Annual Report.

In accordance with Article 95 and 112 of the Company’s Articles of
Association, Dr. Peter CHEN Cheng-yu, Mr. Mark HSUE Chi Nan and Mr.
Ralph Sytze YBEMA will retire at the forthcoming Annual General Meeting,

but being eligible, to offer themselves for re-election.

Mr. ZHU Jinkun and Mr. WANG Guoping who were appointed on 1
September 2006 shall hold office only until the 2006 Annual General
Meeting of the Company and shall then be eligible for re-election at that

meeting.

None of the Directors proposed for re-election has a service agreement
with the Company or any of its subsidiaries, which is not determinable
within 1 year without payment of compensation, other than statutory

compensation.

Mrs. Kum Loon OON, Mr. Mark HSUE Chi Nan and Mr. Ralph Sytze
YBEMA are Independent Non-Executive Directors. On 28 March 2007,
each Independent Non-Executive Director has provided a written
statement confirming of her/his independence to the Company. In
accordance with the Listing Rules, the Company assessed that each

Independent Non-Executive Director continues to be independent.

EHRLrENRBERA A

£
=

EE

FANESHANANFHREIE -

BERAAFNEREZMBIEISHEREE112
fi - BRIEF % & - 3T ar %k & R Ralph
Sytze YBEMAS £ R EERRAFRE
ERE - EMMEER  WHREEEET -

—REAFNE-AEEENRE AL
REBTRAE  CHREART-TEA
FEREAFAR  HMAEHE  ERR L
BRI -

MEEEIEREXNEECRARAK
HAEFIME QBRI Z AR E—FABAR
B ORERERIN) M F AR IENREE
] o

BeEZt - ST AL A KRalph Sytze
YBEMAX A BB IEHITES - N
TTLFE=ZA=Z+N\B ' BEBILIEWRT
EECRHEMER  BREDBUNSE
NAE] e RIEETARA - KRBT EEE
BUFRTESTSRBRISHB I



DIRECTORS’ SERVICE CONTRACTS

Each of the Executive Director has entered into a service contract with
the Company for an initial term of three years which shall continue
thereafter unless and until the Company or the Director serves a written
notice of termination three months in advance during the term of the
agreement or anytime thereafter. Particulars of the service contracts of
the Directors are in all material respects the same. The compensation of

the Executive Directors is subject to review each year.

None of the Non-Executive Directors (including the Independent Non-
Executive Directors) has entered into any service contract with the
Company. Pursuant to the letters of appointment of the Non-Executive
Directors (including the Independent Non-Executive Directors), the term
of appointment of each of such Directors is for three years commencing
from the date of appointment. The Company and Mrs. Kum Loon OON
subsequently agree that her appointment may be terminated with

immediate effect by either party.

None of the Directors proposed for re-election has a service agreement
with the Company or any of its subsidiaries, which is not determinable
within 1 year without payment of compensation, other than statutory

compensation.

DIRECTORS’ REMUNERATIONS

The emolument payable to each Executive Director is based on (i) his
relevant qualifications experience and expertise, (ii) his duties and
responsibilities undertaking to the Board and (iii) performance of the

Company. The current market situation will also be taken into accounts.

The emolument payable to each Non-Executive Director (including
Independent Non-Executive Director) is based on the responsibilities

and undertaking to the Board.

Details of the remuneration of the Directors are set out in note 22 to the

consolidated financial statements.
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DIRECTORS’ INTERESTS IN CONTRACTS

The Company entered into a consultancy agreement dated 1 August
2003 with Wiston Management Limited (“Wiston”), which is owned as to
50% by each of Peter CHEN Cheng-yu and Robert LEE Naii, both being

the Directors.

Under the consultancy agreement, the Company engaged Wiston to
recommend and to procure executives, as expatriate employees of
management grade within the Group, to provide managerial services to
the Company. The consultancy fees are subject to adjustment depending
on the number of executives providing services to the Group. All of the
consultancy fees charged by Wiston to the Company are to pay for the
remuneration of such executives for providing managerial services to
the Company. The agreement is for a term of three years and may be

terminated by either party on one month’s written notice.

Upon recruitment of an expatriate executive, the executive becomes a
“qualified consultant” under the Wiston consultancy agreement as well
as entering into an employment/service agreement with the Company.
The Company and the expatriate executive then agree on an
apportionment of the total remuneration payable to the executive between
a consultancy fee payable by Wiston and salary payable under his

employment/service agreement with the Company.

EHRLrENRBERA A
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DIRECTORS’ INTERESTS IN CONTRACTS (Cont'd)

The total remuneration payable to each executive is made after
negotiation between the Group and the individual executive by reference

to the market rate.

The Directors (including the Independent Non-Executive Directors)
regard these arrangements as part of the participating executives’
benefits, since they offer incentives to its employees. The arrangements
help reduce the salary cost of the Group since the net amount receivable
by the executives is increased with insignificant expense to the Group.
In view of the above, the Directors consider the arrangements to be in

the interests of the shareholders of the Company as a whole.

Except for those mentioned above, no contracts of significance in relation
to the Group’s business to which the Company, its holding company or
any other subsidiaries was a party, and in which any Director of the
Company had a material interest, whether directly or indirectly subsisted

at any time during the year ended 31 December 2006.

BIOGRAPHICAL DETAILS OF DIRECTORS AND
EXECUTIVE MANAGEMENT

Biographical details of Directors and executive management are set out

on pages 48 to 55 of this Annual Report.

EBERNEHNERE @

MBRTTRABRNOENS - bAKE
HERITRAEB2EMEEBRET -

EX(BREUIFNTES) RRELRY
RTRERE S2ETBRABRE &

LE 22 BE A BRI A 5% 18 A0 3 & AN S 3B N
THRABHERIA - EERASEHRA
SENAXMELTEKX - Bt - EFR
RELZHNARNARBIRAEENE

B LutES  RBE-_ZTTRF+ A=
T—RIEFERNEMAERE - WEFEER
BH > MZFAENYRNARE XL S B
BA - BARRR - EEEARREMREA
MEBARASER N7  URARFE
MEENETERAHERREEATE -

ESRUTEEBARNBE

EZNMTEREAEBNBEESE  B9H
MAFIRFEABELLHE o

—EENEFEEHRE  ANNUAL REPORT 2006

i

REPORT OF THE DIRECTORS

62



=

REPORT OF THE DIRECTORS

63

CSMC TECHNOLOGIES CORPORATION

Report of the Directors = = € 3] &

DIRECTORS’ AND KEY EXECUTIVES’ INTERESTS IN
SECURITIES

As at 31 December 2006, the Directors and the President of the Company
and their respective associates had the following interests and short
positions in the shares, underlying shares and debentures of the
Company and its associated corporations (within the meaning of Part
XV of the SFO) which had to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests and short positions which he was taken or deemed to have
under such provisions of the SFO) or which were required, pursuant to
section 352 of the SFO to be entered in the register of the Company
referred to therein or which were required, pursuant to the Model Code
for Securities Transactions by Directors of Listed Companies contained
in the Listing Rules, to be notified to the Company and the Stock

Exchange:

—  Shares of the Company allocated to the Directors under the
Equity Incentive Plan

As at 31 December 2006, particulars of outstanding shares allocated
but not exercised to Directors and their respective associates (as defined
in the Listing Rules) under the Equity Incentive Plan were as follows:

Director

===

Dr. Peter CHEN Cheng-yu BRIEFiH+
Mr. Robert LEE Naii EETE
Total @t

No options under the Share Option Scheme were granted to the Directors
as of 31 December 2006.

EHRLrENRBERA A

£
=

ESRERTBAEBRESR

RZBEZEXF+_A=1+—H AQAE
ERBHEEEESENMBEARRRAR
HEEEE (Ex RBH LHAEEKEXV
H)migt - HEROIESFFFERE
BEREAEEHIEXVEET7ESD EB LB
EARANRIRBMR(BEREZSFRAE
BHE B R EER RIS EE O
mIOAR) - IIREBFES KRB KHIZ352
RBBAZGH AT AR B &R
SRR ETARBIFTE M LM AR E S #ST
BHARZSHEESTAIESR - HAGRA A
RE RO ER RABAT

- RERGEBFAEIETFTEZFNR
a

R-ZZEZXNF+_A=+—8  REK®H
REASRNESRESSTANBEA(E
EZREMARA) HEELRTENE T
ROFBEAT

Outstanding
Shares allocated Approximate
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of interest in
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TR 2 =M
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2,330,000 0.09%
1,665,000 0.06%
3,995,000 0.15%
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DIRECTORS’ AND KEY EXECUTIVES’ INTERESTSIN EER T ETHRAENE5E o

A4 HH
SECURITIES (Contd) m () 5
Rl
i
—  Shares of the Company held by the Directors - EEFFHNARFARG 5
[72]
As at 31 December 2006, particulars of shares held by Directors and RZZZXF+_-_A=+—H @=Lk F 5
their respective associates (as defined in the Listing Rules), directly and S&EMWEEA T (EER EHRE) E#E é
indirectly, were as follows: MEEFENRDET E
T
Approximate 6
'_
percentage o
o
of interest in s
the Company
RARATF
Director Shares Held R NBH
Bx FiERAOEE B
Dr. Peter CHEN Cheng-yu PRIEFIH L 37,293,200 1.37%
Mr. Robert LEE Naii FHELSE 15,995,694 0.59%
Total HEt 53,288,894 1.96%
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DIRECTORS’ AND KEY EXECUTIVES’ INTERESTS IN
SECURITIES (Contd)

— Interests in Shares and underlying shares of CR Logic, a

substantial shareholder of the Company.

(a) Share options of CR Logic granted to the Directors

As at 31 December 2006, particulars of outstanding share options
granted but not exercised to Directors and their respective
associates (as defined in the Listing Rules) under CR Logic's share

option scheme were as follows:

Director

=2

Mr. ZHU Jinkun Kt
Mr. WANG Guoping FEIFEE
Mr. Ken ONG Thiam Kin FARRIEAE
Mr. YU Yu BIFEAE
Total wmEt

CSMC TECHNOLOGIES CORPORATION % B LR F H R 2 A
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Approximate
Outstanding percentage
Shares of interest
options granted in CR Logic
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6,100,000 0.22%
3,000,000 0.11%
4,500,000 0.16%
4,000,000 0.14%
17,600,000 0.63%




DIRECTORS’ AND KEY EXECUTIVES’ INTERESTSIN EER T ETHRAENE5E o

A4 HH
SECURITIES (Contd) e (4) w
$u
Notes: B 5 fﬂ{ﬁ
e
(1) The number of share options refers to the number of underlying shares of (1)  BEPHESN B 5 1R 15 5 M By S BB A i =1 81 2
CR Logic covered by the share options granted under the share option B R AR AT R O ZE D B BUE AR 8
schemes of CR Logic, particulars of which are set out in Note (2) below. BEE - FEHNTXHEQ) - &
a
(2)  Particulars of share options referred to in Note (1) above: (2) EXXHIFECFETILA BE AR RERE IS ¢ oS
i
Number of share options ©
BREHE o
o
Outstanding Outstanding &
asat as at 31
Exercise price 1 January, December,
per share 2006 Granted Exercised Cancelled Lapsed 2006
Date of SRTHEE RIBERE during during during during R-BEXE
Name grant (HK$) -A—H the year the year the year the year +=A=+—H
Bz REAH (%) HATE  RERRE  RERTE REREH  RERXX R AT
M. ZHU Jinkun 25/04/2001 0547 1,000,000 - — — — 1,000,000
ket 02/10/2002° 0570 800,000 - - - - 800,000
09/04/2003° 0479 2,800,000 - — — — 2,800,000
13/01/2004* 0906 1,500,000 - — — — 1500000
Mr. WANG Guoping 09/04/2003° 0.479 2,000,000 — — — — 2,000,000
TEFEE 13/01/2004° 0.906 1,000,000 — — — — 1,000,000
Mr. Ken ONG Thiam Kin -~ 25/04/2001 0.547 2,000,000 — — — — 2,000,000
IMREE 02/10/20022 0570 1,000,000 — — — — 1,000,000
09/04/20033 0.479 500,000 — — — — 500,000
13/01/2004° 0.906 1,000,000 — — — — 1,000,000
Mr. YU Yu 04/12/20018 0.790 1,500,000 — — — — 1,500,000
AFEE 02/10/20022 0570 1,000,000 — — — — 1,000,000
09/04/2003° 0.479 500,000 — — — — 500,000
13/01/2004° 0.906 1,000,000 — — — — 1,000,000
Notes: Fiy

1. fIEES AMEEME - 2Rla=F
T-FRZZTENFNMA=+AHAH
E-FT——FPUA=-+UHIHH
FLASTE o

1. The exercisable period is divided into 2 tranches exercisable during
the periods from 25 April, 2003 and 2004 to 24 April, 2011.

2. IEHSAE=ELHE  2RE=-Z
T=F —TTNFR-_ZTTRF
+A-BE-_ZE——E+A—HIt
HARS T AT IS -

2. The exercisable period is divided into 3 tranches exercisable during
the periods from 2 October, 2003, 2004 and 2005 to 1 October, 2012.

—ZTNEFERSE  ANNUAL REPORT 2006 B6
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DIRECTORS’ AND KEY EXECUTIVES’ INTERESTS IN
SECURITIES (Contd)

3. The exercisable period is divided into 3 tranches exercisable during
the periods from 9 April, 2004, 2005 and 2006 to 8 April, 2013.

4. The exercisable period during which the share options may be
exercised is from 13 January, 2004 to 12 January, 2014.

5. The exercisable period is divided into 3 tranches exercisable during
the periods from 13 January, 2005, 2006 and 2007 to 12 January,
2014.

6. The exercisable period is divided into 3 tranches exercisable during
the periods from 3 December, 2002, 2003 and 2004 to 3 December,
2011.

(b) Shares of CR Logic held by the Directors

As at 31 December 2006, particulars of shares held by Directors
and their respective associates (as defined in the Listing Rules),

directly and indirectly, were as follows:

Director

BEE

Mr. ZHU Jinkun ENC b e

Mr. ZHU Jinkun’s Spouse Kemid 2 i@
Mr. WANG Guoping FBFEAE

Mr. Ken ONG Thiam Kin TRREAE

Mr. YU Yu BIFEAE

Mr. YU Yu's Spouse BIF A 2 BLiS
Total 4t

CSMC TECHNOLOGIES CORPORATION % B LR F H R 2 A
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11fE -

TERS B=(E8HE - HRIE=-F
THE —TERFR-IZTLHF
—A+t=AZ=_FE—mF—A+=
HIEHAAR T LATT(E ©

TEMSR=EHRE - HHH_F
E-F —RE-FR-TENF
tZAZHEZZ——§+ZAR=
A LB T AATEE

EELSBENEBRALRG
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EREEFENEEA LT (EER L
MR EELHAEFEORO DM

T~

Approximate

percentage

of interest

in CR Logic

REBR

Shares Held FEZ MDY
FrERERE Bkt
2,370,000 0.086%
160,000 0.006%
1,108,000 0.040%
1,100,000 0.040%
100,000 0.004%
60,000 0.002%
4,898,000 0.178%




SUBSTANTIAL SHAREHOLDERS’ INTERESTS OF
THE COMPANY

So far as known to the Directors of the Company, as at 31 December
2006, shareholders (other than Directors or President of the Company)
who had interest or short positions in the shares or underlying shares of
the Company which would fall to be disclosed to the Company under
the provisions of Divisions 2 and 3 of Part XV of the SFO, or which were
recorded in the register required to be kept by the Company under section
336 of the SFO, or which are expected to be, directly or indirectly,
interested or deemed to be interested in 5% or more of the nominal
value of any class of share capital carrying rights to vote in all

circumstances at general meetings of the Company, were as follows:

Company Name
ARER

REERAATO ([REEH])
ERRODBRAFO ([EHRF)])
CRC Bluesky Limited™ (“CRCB”)

China Resources National Corpration® (“CRNC”)

China Resources Co., Limited™ (“CR Co”)

CRC Bluesky Limited (“CRCB”)

China Resources (Holdings) = (RE) BRAR
Company Limited™ (“CR Holdings”)

Splendid Time Investments Inc. (“Splendid”)

China Resources Logic Limited (“CR Logic”) EERHERLAO ([EEDH)

CRT (BVI) Limited® (“CRT") CRT (BVI) Limited® (“CRT")

China Resources Microelectronics EENET (ER) BRAAC
(Holdings) Limited® (“CR Microelectronics”)

Faithway Resources Limited® (“Faithway”)

o ([EEEE])

Splendid Time Investments Inc." (“Splendid”)

(IZ£BEMET))

Faithway Resources Limited® (“Faithway”)

FTERRAXRQFNER

BARABIEZEEMM  R_TTXRF+A
=+—8 ' BRER 7Hx1ﬁ‘ﬂ Rt
BEARBESFRPERIEXVEFE2RE
39 EE SR M AN A B #E 58 8 2 30K
B REEARFREIF LG KOS
3526 FE R Bt AT SR A 2 =k
WA KT EERHEERAENEER
HAEWAERPAEAERL TERARFRRE
R& R FEHERRIAR 2N E B 5 % 5 IA
EHRF (PEEARRFANES RER) &
mmT

Percentage

of Aggregate
Long Position
in Shares to
the Total Issued

Share Capital of

the Company

HERGER

BEERAR

Number of shares BRITRA
RAEE amELt
1,984,967,848 72.82%
1,984,967,848 72.82%
1,984,967,848 72.82%
1,984,967,848 72.82%
1,984,967,848 72.82%
1,984,967,848 72.82%
691,437,790 25.37%
691,437,790 25.37%
691,437,790 25.37%
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS OF
THE COMPANY (Contd)

Notes:

(1)

CRNC is a State owned enterprise which is the parent Company of CR Co,
a company incorporated in the PRC, which in turn is the parent company
of CRCB, a Company incorporated in the British Virgin Islands, which is in
turn the parent company of CR Holdings, a company Incorporated in Hong
Kong. Splendid, a company incorporated in British Virgin Islands, is
interested in one third or more of the voting power at general meetings of
CR Logic, a company incorporated in Bermuda and whose shares are
listed on the Stock Exchange. Each of CRNC, CR Co, CRCB, CR Holdings,
Splendid and CR Logic is deemed to be interested in the shares of the
company held by Faithway by virtue of Divisions 2 and 3 of Part XV of the
SFO.

Faithway is wholly owned by CR Microelectronics, a company incorporated
in the British Virgin Islands, which is in turn wholly owned by CRT, a company
Incorporated in the British Islands. CRT is wholly owned by CR Logic. Each
of Faithway, CR Microelectronics and CRT is deemed to be interested in
the shares of the company by virtue of Divisions 2 and 3 of Part XV of the
SFO.

MANAGEMENT CONTRACTS

Save the consultancy agreement as disclosed under the paragraph

headed “Directors’ Interest in Contracts”, no contracts concerning the

management and administration of the whole or any substantial part of

the business of the Company were entered into or existed during the

year.

CSMC TECHNOLOGIES CORPORATION
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MAJOR CUSTOMERS AND SUPPLIERS

The Group’s largest customer Wuxi China Resources Semico Co., Ltd.
constituted 12.2% of the Group’s revenue in 2006. The Group’s top five

customers constituted a total of 42.3% of revenue in 2006.

During the year, Wuxi China Resources Microelectronics Co., Ltd. was
the largest supplier constituting 21.9% of the Group’s purchases, and

46.8% of purchases were attributable to the Group's five largest suppliers.

Both Wuxi China Resources Semico Co., Ltd. and Wuxi China Resources
Microelectronics Co., Ltd. are subsidiaries of CR Logic. Save as
disclosed, none of the Directors or their respective associates or (as far
as the Directors are aware) any other shareholders owning more than
5% of the share capital of the Company were interested in any of the five

largest suppliers and customers of the Group.

BANK LOANS

Details of bank loans are set out in note 17 to the Consolidated Financial

Statements.

SHARE RELATED INCENTIVE PLANS

(1) Equity Incentive Plan

The Company adopted the Equity Incentive Plan (the “Plan”) on 8
May 2004 by way of ordinary resolution of shareholders. The
principal terms of the Plan, total plan amount as well as current

status is as follows:

(a) Objective of the Plan

The objective of the plan is to share the pride of ownership
among employees and to reward their performance and

contributions.
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SHARE RELATED INCENTIVE PLANS (Contd)

(1)

Equity Incentive Plan (Cont'd)

(b) Eligible Participants of the Plan

()

CSMC TECHNOLOGIES CORPORATION

The eligible participants of the Plan is any full time employee
of the Company or of any subsidiary and any Executive, Non-
Executive or Independent Non-Executive Directors of the
Company or of any subsidiary provided always that such
term shall exclude any person who has tendered his
resignation or who at the relevant time is working out his/her
period of notice pursuant to his/her employment contract or

otherwise.

Remuneration Committee

The Remuneration Committee, comprising Mr. Ken ONG
Thiam Kin (Chairperson), Mr. Mark HUSE Chi Nan and Mr.
Ralph Sytze YBEMA, has been delegated with the power to
administer the Plan. It will, among other things, approve (i)
the total number of shares (which number shall not exceed
the total plan amount mentioned in point (d)) to be allocated
to eligible participants of the Plan, and (ii) the respective
entitlements of the participants, in each case based on the

recommendation of the Executive Directors from time to time.
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SHARE RELATED INCENTIVE PLANS (Contd)

(1)

Equity Incentive Plan (Cont'd)

(d)

(e)

Total Plan Amount and Individual Limit

Total number of Shares which may be allocated and issued
under the Plan shall not exceed 15% of the total number of
Shares in issue from time to time. The initial total plan amount,
as approved by the shareholders on 8 May 2004 by way of
ordinary resolution, is fixed at 246,900,000 shares.

Total number of Shares which may be issued pursuant to the
Plan in any financial year shall not exceed 3% of the total
number of Shares in issue as at the close of business on the

last business day of the preceding financial year.

Total number of Shares issued and to be issued to any
selected employees in any 12 month period shall not exceed

1% of the total number of Shares in issue.

Granting and Vesting of the Shares Under the Plan

Among the total plan amount, as at 31 December 2006, a
collective of 164,659,469 shares had already been allocated
to the eligible participants by the Company and are subject to
a four-year vesting period from the date of allocate in which a
quarter of such number of shares will vest each year during
the four-year period. No amount is payable for acceptance of
allocation of shares by eligible participants and HK$0.078
per share is payable by eligible participants for subsequent
allotment of shares so vested. As at the date of annual report,
the total number of shares available for allocation under the
Plan is 82,240,531 which represents about 3.02% of the

issued share capital of the Company.
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. SHARE RELATED INCENTIVE PLANS (Contd) iz 5 R BT &l (s
HO
(1) Equity Incentive Plan (Cont'd) (1) REOEBTE (&
i (e) Allocating and Vesting of the Shares Under the Plan (e) WRiEEE7EHIRGKIKD
'm (contd) BB (&)
o
e}
5 Number of shares allocated
s PEHRGEE
0 Balances
E Balance as at 31
8 Exercise as at 1 December,
g price January, Allocated Exercised 2006
E per 2006 during during Lapsed —ZZXF
Date of share —ZZZEXF theyear the year during +=A
allocate s —H-—H FR FR theyear =1+—H
pad =k 1TEE ek 228 21T FREX =3
(HK$) ‘000 ‘000 ‘000 ‘000 ‘000
(&) TFix Fix Fix Fix Fix
Dr. Peter Chen 01/10/2003" 0.078 4,665 — 2,335 — 2,330
Cheng-yu,
FRIEF
Mr. Robert Lee Naii  01/10/2003" 0.078 3,332 — 1,667 — 1,665
=T
Mr. Tsai Nein-nan *  01/10/2003" 0.078 2,665 — 1,335 — 1,330
TR *
Management 01/10/20083" 0.078 52,633 — 20,998 5,486 26,149
and employees
EEEREER 26/01/2005°  0.078 19,124 — 8,066 4,321 6,737
02/01/2006° 0.078 — 12,300 6,668 — 5,632
06/05/20067 0.078 — 15,599 10,896 2,663 2,040
Total
st 82,419 27,899 51,965 12,470 45,883
* Resigned from Directorship on 1 September 2006 * RZBEZRFNA—BBHEES -
Notes: [Z 2
1. The weighted average closing price of the shares immediately 1. BETEZBRIERRRGEINE
before the date on which the options were exercised was YT E A0.4108 7T ©
HK$0.410.
2. The weighted average closing price of the shares immediately 2. BETEZBAARRRKGEINE
before the date on which the options were exercised was U E A0.408% 7T ©
HK$0.408.
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SHARE RELATED INCENTIVE PLANS (Contd)

(1)

2

Equity Incentive Plan (Cont'd)

(f)

()

Term of the Plan

The term of the Plan is for 10 years from the date of adoption
(8 May 2004), subject to early termination by way of ordinary
resolution of the shareholders of the Company in a general

meeting.

Interested Shareholders not Entitled to Vote
Interested shareholders must abstain from voting in any
general meeting of the Company where approval from

Shareholders is being sought for matters relating to the Plan.

Share Option Scheme

In addition to the Plan, the Company, as approved by its

shareholders on 27 May 2005 by way of ordinary resolution,

adopted Share Option Scheme (the “Scheme”). The principal terms

of the Scheme, total scheme amount as well as current status are

as follows:

(@)

Objective of the Scheme

The objective of the Scheme is to provide participants with
the opportunity to acquire proprietary interests in the
Company and to encourage participants to work towards
enhancing the value of the Company and its shares for the
benefit of the Company and its shareholders as a whole. The
Scheme provided the Company with a flexible means of either
retaining, incentivising, rewarding, remunerating,

compensating and/or providing benefits to the participants.
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SHARE RELATED INCENTIVE PLANS (Contd)

(2)

Share Option Scheme (Cont'd)

(b) Eligible Participants of the Scheme

()

CSMC TECHNOLOGIES CORPORATION

The eligible participants of the Scheme is any directors,
employees, advisors, consultants, distributors, contracts,
contract manufacturers, suppliers, agents, customers,
business partners, joint venture business partners, service
providers of any member of the Group who the Remuneration
Committee consider, in its sole discretion, have contributed

or will contribute to the Group.

Remuneration Committee

The Remuneration Committee, comprising Mr. Ken ONG
Thiam Kin (Chairperson) Mr. Mark HUSE Chi Nan and Mr.
Ralph Sytze YBEMA, has been delegated with the power to
administer the Scheme. It will, among other things, (i)
consider, in its sole discretion, the eligible participants (ii)
approve the total number of shares (which number shall not
exceed the total scheme amount) to be granted to eligible
participants of the Scheme, and (iii) approve the respective
entitlements of the participants, in each case based on the

recommendation of the Executive Directors from time to time.
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SHARE RELATED INCENTIVE PLANS (Contd)

()

Share Option Scheme (Cont'd)

(d) Total Scheme Amount and Individual Limit

The overall limit on the number of shares which may be issued
upon exercise of all outstanding options granted and yet to
be exercised under the Scheme and other share option
schemes of the Company and the shares which may fall to
be issued under the Equity Incentive Plan in aggregate must

not exceed 30% of the Shares in issue from time to time.

Shares which may be issued upon exercise of all options to
be granted under this Scheme and other share option
schemes of the Company shall not exceed 10% of the
aggregate of the Shares in issue as at the date of approval of

the Scheme by shareholders.

Total number of shares issued and to be issued upon exercise
of the options granted to each participant in any 12-month
period shall not exceed 1% of the total number of Shares in

issue.
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SHARE RELATED INCENTIVE PLANS (Contd)

(2)

CSMC TECHNOLOGIES CORPORATION

Share Option Scheme (Cont'd)

(e) Granting and Vesting of the Shares Under the Scheme

Among the total Scheme amount, as at 31st December, 2006,
a collective of 21,291,000 share options had already been
granted to the eligible participants by CSMC and are subject
to a four-year vesting period from the commencement of the
vesting date as approved by the Remuneration Committee
in which a quarter of such number of share options will vest
each year during the four-year period. HK$1 is payable upon
acceptance of an offer of option. The subscription price for
which share shall be no less than the higher of (i) the closing
price of the shares as stated in the daily quotations sheet
issued by the Stock Exchange on the date of grants, (ii) the
average closing price of the shares as stated in the daily
quotations sheet issued by the Stock Exchange for the five
business days immediately before the date of grant, and (iii)
the nominal value of a share. As at the date of annual report,
the total number of shares available for issue pursuant to the
Scheme is 243,921,198 which represents about 8.95% of the

issued share capital of the Company.
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SHARE RELATED INCENTIVE PLANS (Contd)

()

(Contd)

Management and
employees
EEENEE

Total

#Et

No shares were granted to the directors as at 31 December

Share Option Scheme (Cont'd)

Date of
grant

R AH

08/09/2006

—EETRF

NANE

2006 under the Scheme.
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(e) Granting and Vesting of the Shares Under the Scheme

(e) WRIFIBIKE BRI R
K1 58 ()

Number of share options granted

RTIHNEBREHE
Balances
Balance as at 31
Exercise asat1 December,
price January, Granted Exercised Lapsed 2006
per 2006 during during during —ZZXF
share ZZZXF theyear theyear the year +=A
#R —H-—H FR FR FRE =1+-—H
TEE ek 2t 217 P30 ek
(HK$) ‘000 ‘000 ‘000 '000 000
(B7m) F % F % F % Rk T
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SHARE RELATED INCENTIVE PLANS (Contd)

@)

Share Option Scheme (Cont'd)

(f)

Term of the Scheme

The term of the Scheme is for 10 years from the date of
adoption (27 May 2005), subject to early termination by way
of ordinary resolution of the shareholders of the Company in
a general meeting. The period during which an option can
be exercised is notified by the Board of the Company and in

any events shall not be later than ten years from the date of

CSMC TECHNOLOGIES CORPORATION

grant.

(g) Interested Shareholders not Entitled to Vote

Interested shareholders must abstain from voting in any

general meeting of the Company where approval from

Shareholders is being sought for matters relating to the

Scheme.

CONNECTED TRANSACTIONS

During the year ended 31 December 2006, the Group had the following

transactions, which would need to be disclosed as continuing connected

transactions in accordance with the requirements of the Listing Rules.

1. Storage and transportation of dangerous goods with

Wuxi Huajing Multi-Services Co., Ltd.

Upon listing of the Company, the Stock Exchange granted the

Company a conditional waiver from strict compliance with the

Listing Rules to the continuing connected transactions for the

provision of storage and transportation of dangerous chemical

goods by Wuxi Huajing Multi-Services Co., Ltd. (“Wuxi Services”),

which is a subsidiary of CR Logic to Fab 1.
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CONNECTED TRANSACTIONS (Contd)

1.

Storage and transportation of dangerous goods with
Wuxi Huajing Multi-Services Co., Ltd. (Cont'd)

The agreement was entered into between Fab 1 and Wuxi Services
on 12 December 2003, as supplemented by a supplemental
agreement dated 19 March 2004. Under the agreement, the service
fee is Rmb93,000 (US$11,232) per month for a term of three years
ending on 31 December 2006 (except the air conditioned storage

facilities which are leased for a term of five years).

The agreement and its supplemental agreement were substituted
by revised agreements dated 23 June 2005 and 4 April 2006. Under
the revised agreements, the service fee should not exceed
Rmb123,810 (US$15,545) per month for a term of one year ended
31 December 2006. Furthermore, if both sides of the revised
agreement have no exception as at 90 days before the expired

day, the revised agreement shall extend for the next year.

Fab 1 and Wuxi Services entered into a new agreement dated 1
July 2006 to take effect from 2 January 2007 for a term of three
years ending on 31 December 2009.

The annual cap for each of the three years ending 31 December
2006 is Rmb1,500,000 (US$188,338).

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb1,424,692 (US$178,883).
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CONNECTED TRANSACTIONS (Contd)

Lease of fab premises and supporting facilities with
China Resource Microelectronics Co., Ltd.

Upon listing of the Company, the Stock Exchange granted the
Company a conditional waiver from strict compliance with the
Listing Rules to the continuing connected transactions for the lease
of fab premises and supporting facilities from Wuxi China
Resources Microelectronics Co., Ltd (“Wuxi CR”) to Fab1. Wuxi

CR is a subsidiary of CR Logic.

The lease of the fab premises and supporting facilities is governed
by two agreements, both dated 1 March 2003, and a supplemental
agreement dated 6 June 2004, all between Fab 1 and Wuxi CR.

The rental is at a fixed sum subject to adjustment with reference to
changes in the prevailing market rates which may be caused by
any changes to the PRC national policies from time to time.
Furthermore, the parties may review the rental once every three
years and come to further agreement on adjustment (if any) in the
event of material changes to market conditions. The lease covers
the term of operation of Fab 1, which expires in July 2049, unless
otherwise terminated, and the lease will be automatically renewed
during the term of operation of Fab 1 at 20 year interval until 2049

or otherwise terminated.

The annual caps for each of the three years ending 31 December
2006 are Rmb9,500,000 (US$1,192,808).

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb9,120,999 (US$1,145,221).
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CONNECTED TRANSACTIONS (Contd)

3.

The Consultancy Agreement with Wiston Management
Limited

Upon listing of the Company, the Stock Exchange granted the
Company a conditional waiver from strict compliance with the
Listing Rules to the continuing connected transactions for
consultancy agreement between the Company and Wiston
Management Limited (“Wiston”), which is owned as to 50% by each
of Peter CHEN Cheng-yu and Robert LEE Naii, who are Executive
Directors of the Company and, accordingly, Wiston is a connected

person of the Company under the Listing Rules.

The consultancy agreement was entered into on 1 August 2003
for a term of 3 years. Under the agreement, the Company engaged
Wiston to recommend and to procure executives, as expatriate
employees of management grade within the Group, to provide
managerial services to the Company. The consultancy fees are
subject to adjustment depending on the number of executives
providing services to the Group. All of the consultancy fees charged
by Wiston to the Company are to pay the executives for providing
managerial services to the Company. The Company and Wiston
have entered into a new agreement dated 1 July 2006 to take effect
from 1 August 2006 to 30 June 2009. The terms of this new

agreement are largely similar to the existing agreement.

The annual caps for the three years ending 31 December 2006
are Rmb9,100,000 (US$1,099,472), Rmb10,000,000
(US$1,208,211) and Rmb 10,600,000 (US$ 1,330,923) respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb3,068,715 (US$385,304).
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CONNECTED TRANSACTIONS (Contd)

4.

CSMC TECHNOLOGIES CORPORATION

Wafer milling service provided by Wuxi CR Mirco-
Assemb Tech Ltd.

Upon listing of the Company, the Stock Exchange granted the
Company a conditional waiver from strict compliance with the
Listing Rules to the continuing connected transactions for wafer
milling service provided by Wuxi CR Mirco-Assemb Tech Ltd.
(“Micro-Assemb”), which is a subsidiary of CR Logic, to Fab 1.

The agreement was entered into by the parties on 11 February
2000, and was supplemented by a supplemental agreement dated
19 March 2004. Under the agreements, Micro-Assemb agreed to
provide wafer milling services to Fab 1 at various fixed rates for
different types of wafer milling as and when requested by Fab 1.
The fee payable by the Group to Micro-Assemb is calculated in
accordance with the agreed fixed rates having regard to the size
and number of wafers milled by Micro-Assemb. Fab 1 and Micro-
Assemb have entered into a new agreement dated 1 July 2006 to
take effect from 19 March 2007 to 31 December 2009. The terms

of this new agreement are largely similar to the existing agreement.

The annual caps for the above transactions for the 2 years ending
31 December 2006 were revised to be Rmb7,200,000
(US$869,912) and Rmb8,400,000 (US$1,054,693).

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb843,468 (US$105,905).
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CONNECTED TRANSACTIONS (Contd)

5.

New office lease agreement with Wuxi CR

Upon listing of the Company, the Stock Exchange granted the
Company a conditional waiver from strict compliance with the
Listing Rules to the continuing connected transactions for new office

lease agreement between Wuxi CR and Fab 1.

The agreement was entered into on 19 March 2004 and was
supplemented by a supplemental agreement dated 6 June 2004.
Under the said agreements, Fab 1 is required to pre-pay rent
(estimated to be Rmb 150,000 per month) for three years in the
sum of Rmb5,400,000 (US$652,434) by installments according to
the progress of construction of the new building. The pre-payment
will be offset against the monthly rental payable by Fab 1
commencing from the date of delivery of possession of the property.
Construction and decoration of the office building was completed
in mid 2005.

The annual cap for each of the three years ending 31 December
2006 is Rmb500,000 (US$60,411), Rmb2,000,000 (US$241,642),
Rmb2,000,000 (US$251,117) respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb 1,800,000 (US$226,006).
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CONNECTED TRANSACTIONS (Contd)

6.

CSMC TECHNOLOGIES CORPORATION

Supply and Sharing of utilities, energy and waste water
treatment with Wuxi CR

Upon listing of the Company, the Stock Exchange granted the
Company a conditional waiver from strict compliance with the
Listing Rules to the continuing connected transactions for supply
and sharing of utilities, energy and waste water treatment between
Wuxi CR and Fab 1.

The agreement was entered into on 6 May 1999 and was
supplemented by a supplemental agreement dated 19 March 2004
between Fab 1 and Wuxi CR, which is for a term of twelve years.
The rates are reviewed and negotiated between the parties annually
based on PRC public rates or the current market rates and
payments are made by the Group on a monthly basis in accordance

with detailed invoices rendered by Wuxi CR.

The annual caps for each of the three years ending 31 December
2006 are Rmb82,000,000 (US$9,907,330), Rmb 101,000,000
(US$12,202,931) and Rmb117,000,000 (US$14,690,372)

respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb98,556,425
(US$12,374,620).
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CONNECTED TRANSACTIONS (Contd)

7.

Wafer Processing Agreement with Wuxi China Resources
Semico Co., Ltd. (“Wuxi CR Semico”)

Upon listing of the Company, the Stock Exchange granted the
Company a conditional waiver from strict compliance with the
Listing Rules to the continuing connected transactions for wafer
processing services provided by Fab 1 to Wuxi CR Semico, which

is a subsidiary of CR Logic.

The agreement was entered into between the parties on 17 January
2004 as supplemented by a supplemental agreement dated 19
March 2004, for a term of 3 years expiring on 16 January 2007.
Under the agreements, the Company agreed to provide wafer
processing services to Wuxi CR Semico at market price for different
types of products required by Wuxi CR Semico. The fee payable
by Wuxi CR Semico to the Company is calculated in accordance
with the then agreed rates having regard to the size and number
of wafers processed by the Company. Fab 1 and Wuxi CR Semico
have entered a new agreement dated 1 July 2006 to take effective
from 17 January 2007 to 31 December 2009. The terms of this new

agreement are largely similar to the existing agreement.
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CONNECTED TRANSACTIONS (Contd)

7.

CSMC TECHNOLOGIES CORPORATION

Wafer Processing Agreement with Wuxi China Resources
Semico Co., Ltd. (“Wuxi CR Semico”) (Cont'd)

The Group continued to monitor the aggregate amount for its
continuing connected transactions and based on its internal review
and estimate of the demand for the Group’s wafer processing
services from Wuxi CR Semico. The annual caps for each of the
three years ending 31 December 2006 are Rmb126,000,000
(US$15,223,459), Rmb 164,000,000 (US$19,814,660) and
Rmb213,000,000 (US$26,744,011) respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb96,673,917
(US$12,138,255).

Wafer Processing Agreement with Shenzhen China
Resources Semico Microelectronics Co., Ltd.
(“Shenzhen CR Semico”)

Subsequent to the listing of the Company, the Stock Exchange
granted the Company a conditional waiver from strict compliance
with the Listing Rules to the continuing connected transactions for
wafer processing services provided by Fab 1 to Shenzhen CR

Semico, which is a subsidiary of CR Logic.
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CONNECTED TRANSACTIONS (Contd)

8.

Wafer Processing Agreement with Shenzhen China
Resources Semico Microelectronics Co., Ltd.
(“Shenzhen CR Semico”) (Cont'd)

The agreement was entered into between the parties on 6
December 2004, for a term of 3 years expiring on 5 December
2007. Under the agreement, the Company agreed to provide wafer
processing services to Shenzhen CR Semico at market price for
different types of products required by Shenzhen CR Semico. The
fee payable by Shenzhen CR Semico to the Company is calculated
in accordance with the then agreed rates having regard to the size
and number of wafers processed by the Company. Fab 1 and
Shenzhen CR Semico entered into a new agreement dated 1 July
2006 to take effective from 6 December 2007 to 31 December
2009. The terms of this new agreement are largely similar to the

existing agreement.

The Group continued to monitor the aggregate amount for its
continuing connected transactions and based on its internal review
and estimate of the demand for the Group’s wafer processing
services from Shenzhen CR Semico. The annual caps for each of
the three years ending 31 December 2006 are Rmb5,500,000
(US$664,516), Rmb19,900,000 (US$2,404,340) and
Rmb26,900,000 (US$3,377,530) respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb11,837,634
(US$1,486,318).
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CONNECTED TRANSACTIONS (Contd)

IC packaging & testing service

Subsequent to the listing of the Company, the Group has received
orders from certain customer, an independent third party, for wafer
processing and upon their request, the Group engaged China
Resources Semiconductor Co., Ltd. (“HK Semico”), a subsidiary
of CR Logic for IC packaging and testing. In order to formalize the
arrangement, CSMC-BVI and HK Semico entered into an
agreement dated 1 July 2006, which took effect from 1 January
2006 to 31 December 2008. Under the agreement, the Group
agreed to pay HK Semico at a price fixed in the agreement which
is subject to adjustment according to market price and subject to

further negotiation by both parties.

The Group continued to monitor the aggregate amount for its
continuing connected transactions and based on its internal review
and estimate of the demand for the Group’s packing and testing
services by HK Semico. The annual caps for the above transactions
for the 3 years ending 31 December 2008 are RMB5,547,000
(US$696,474); RMB5,500,000 (US$690,573) and
RMB5,500,000(US$690,573), respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb5,127,067 (US$643,748).
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CONNECTED TRANSACTIONS (Contd)

10. Wafer Processing agreement with CR PowTech

The Group had been receiving orders from CR PowTech (Shanghai)
Co., Limited (“CR PowTech”) for wafer processing since 2006. In
order to formalize the arrangement, Fab 1 and CR PowTech, a
subsidiary of CR Logic, entered into an agreement dated 1 July
2006, which took effect from 1 July 2006 to 30 June 2009. Under
the agreement, CR PowTech engaged Fab 1 wafer processing for
a term of three years, which may be terminated by either party on
90 days’ written notice. The agreement provides the basis on which
wafer processing services are to be provided by Fab 1 to CR
PowTech subject to the parties’ confirmation on the terms and
conditions of each purchase which are negotiated on a case by

case basis.

The Group continued to monitor the aggregate amount for its
continuing connected transactions and based on its internal review
and estimate of the demand for the Group’s wafer processing
services from CR PowTech. The annual caps for the above
transactions for the 3 years ending 31 December 2008 are
RMB4,842,000 (US$607,955); RMB7,263,000 (US$911,933) and
RMB11,298,000 (US$1,418,563), respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb1,827,523 (US$229,462).
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CONNECTED TRANSACTIONS (Contd)

11.

Wafer foundry services agreement with HK Semico

CSMC-BVI has been receiving orders from HK Semico in relation
to assistance on preparing for mass production of wafers and the
production of such wafers through Fab1. In order to formalise the
arrangement, CSMC-BVI entered into wafer foundry services
agreement dated 1 July 2006 and with HK Semico, which took
effect from 1 July 2006 to 30 June 2009. The pricing for production
of the wafers is to be reviewed from time to time and subject to

amendments.

The Group continued to monitor the aggregate amount for its
continuing connected transactions and based on its internal review
and estimate of the demand for the Group’s wafer processing
services from HK Semico. The annual caps for the above
transactions for the 3 years ending 31 December 2008 are
RMB 14,833,000 (US$1,862,413); RMB15,817,000 (US$1,985,963)
and RMB21,789,000 (US$2,735,799), respectively.

For the year ended 31 December 2006, the aggregate transaction
amount for the above amounted to Rmb12,285,382
(US$1,542,537).
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CONNECTED TRANSACTIONS (Contd)

The Independent Non-Executive Directors of the Group confirmed that

all connected transactions, to which the Group was a party during 2006:

1.

were entered into in the ordinary and usual course of business of

the Group;
were entered into on normal commercial terms; and

were in accordance with the relevant agreement governing them
on terms that are fair and reasonable and in the interests of the

Company'’s shareholders as a whole.

the amount of each connected transaction have not exceeded its

Caps.

The Independent Non-Executive Directors further confirm that:

the aggregate annual service fee under the agreements of storage
and transportation of dangerous chemical goods between Fab 1
and Wuxi Services did not exceed the maximum amount of
Rmb1,500,000 (US$188,338);

the aggregate annual lease fee for lease of the Fab 1 premise and
supporting facilities from Wuxi CR to Fab 1 did not exceed the
maximum amount of Rmb9,500,000 (US$1,192,808);

the aggregate annual consultancy fee under the consultancy
agreement between the Group and Wiston did not exceed the
maximum amount of Rmb 10,600,000 (US$1,330,923);

the aggregate annual wafer milling service fee for the wafer milling
service provided by Mirco-Assemb to Fab 1 did not exceed the
maximum amount of Rmb8,400,000 (US$1,054,693);
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CONNECTED TRANSACTIONS (Contd)

5. the aggregate annual leasing fee for the new office building from

Wuxi CR to Fab 1 did not exceed the maximum amount of

Rmb2,000,000 (US$251,117):

6. the aggregate annual transaction amount under the agreements
on supply and sharing of utilities, energy and waste water treatment

between Wuxi CR and Fab 1 did not exceed the maximum amount

of Rmb117,000,000 (US$14,690,372);

7. the aggregate annual wafer processing fee under the wafer
processing agreements between Wuxi Semico and Fab 1 did not
exceed the maximum amount of Rmb213,000,000 (US$26,744,011);

8. the aggregate annual wafer processing fee under the wafer
processing agreements between Shenzhen CR Semico and Fab 1

did not exceed the maximum amount of Rmb26,900,000

(US$3,377,530).

9.  the aggregate annual packaging & testing service fee under the

agreement between CSMC-BVI and HK Semico did not exceed

the maximum amount of Rmb5,547,000 (US$696,474);

10. the aggregate annual wafer processing fee under the agreement

between Fab 1 and CR PowTech did not exceed the maximum

amount of Rmb4,842,000 (US$607,955); and

11. the aggregate annual wafer foundry services fee under the
agreement between CSMC-BVI and HK Semico did not exceed
the maximum amount of Rmb 14,833,000 (US$1,862,413).

CSMC TECHNOLOGIES CORPORATION ZE B EEZREFR L A

Iff
Il

B3 &

10.

1.

R5 )

\\\\\\ EZERHE—REETHAEKRE
NEEREERAE  TBBAR
#2 000,0007T (251,117 7T) )
BR s

EIGERRE WAL ARBREHR
ERAMHZNE - R RI5KEEH
FETHFERHBE - THBAA
FR#117,000,0007T (14,690,372
7C) #) ERR

mGEBYRE WA A RE
kaTg%aaIETa’airg‘aa&IEﬁﬁ
#FE - T iBiB A K %213,000,0007T
(26,744,013 70) &89 LR 5

i

RINEE BB T B — BRPT AT S & B AR
IH#ETITHFERERIBRLL
% THBARK26,900,0007T
(3,377,630 L) LR -

FE BB B R S B REFTA]
YHHBZEETOFEHE ISR
BERBEE THBARYE
5,5647,0007T (696,474 7T) #J E R ©

—BREBY B MO EIET
NEERERTERETE  THiB

AR #4,842,0007T (607,95537T) ;
5

FEFBRAERER Y EEMET
YHHBBBETNFEERERIRYE
EREsE - THiBARY14,833,000
7t (1,862,413%70) W EMR °



CONNECTED TRANSACTIONS (Contd)

The auditors of the Group have reviewed the connected transactions
and confirmed to the Directors that during the financial year ended 31

December 2006, the continuing connected transactions:

1. the Transactions have been approved by the Board of Directors
and/or the waiver from strict compliance with certain requirements
of the Listing Rules, granted by the Stock Exchange on 14 June
2004 and/or the independent shareholders;

2. the pricing of the Transactions, on a sample basis, are in
accordance with the pricing policies of the Company as agreed

with the respective connected parties;

3. the Transactions, on a sample basis, have been entered into in
accordance with the relevant agreement governing the

Transactions; and

4. the amounts of the Transactions have not exceeded the relevant

caps.

The Company confirms that it has complied with the disclosure
requirements in accordance with Chapter 14A of the Listing Rules for
the year ended 31 December 2006.
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COMPLIANCE WITH THE CODE OF CORPORATE
GOVERNANCE PRACTICES OF THE LISTING RULES

In the opinion of the Directors, the Group has been in compliance with
the Code of Corporate Governance Practices of the Rules Governing
the Listing of Securities on the Stock Exchange of Hong Kong Limited
throughout the financial year. The Board acknowledges its responsibility
for the Group’s internal control systems and has assumed this
responsibility through formalized financial and legal procedures within

the Group, the Group’s auditors and the Audit Committee.

CORPORATE GOVERNANCE

Details of corporate governance are set out in the section headed

“Corporate Governance Report” on pages 36 to 47 of this annual report.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within
the knowledge of the Directors, the Directors confirm that the Company
has maintained during the year the amount of public float as required

under the Listing Rules.

DIRECTORS’ INTEREST IN COMPETING BUSINESS

Each of the Directors and their respective associates (as defined in the
Listing Rules) has confirmed that none of them had any business or
interest in companies that competes with the business of the Group or

any other conflict of interests with the interests of the Group.

SUBSEQUENT EVENTS

The Directors believe that there are no significant subsequent events to

be disclosed.
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The consolidated financial statements have been audited by ZBEBKESHAIESAOERLZSES i
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Peter CHEN Cheng-yu FE
Chairman BR IE F
Hong Kong, 28 March, 2007 a5 ZETEEF=-RA=+/)\H
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