* Continuation of Moody’s Rating on Chartered Semiconductor Manufacturing, Limited:

In accordance with Moody's GRI rating methodology, the Company ratings reflect the combination of the following inputs: 

- Baseline credit assessment of 5 (on a scale of 1-6, where 1 represents lowest credit risk) 

- Aaa/stable local currency rating of Temasek Holdings Pte Limited

- Medium dependence 

- Medium support 

The baseline credit assessment of 5 reflects the Company’s key credit strengths: 

(1) its position as one of the major players in the global foundry industry; 

(2) strategic initiatives to improve breakeven utilization level and cost structure; and 

(3) its partnership with IBM which narrows its technology migration gap and improves product diversity. 

At the same time, the baseline credit assessment reflects these key credit challenges: 

(1) exposure to cash flow volatility in the semiconductor industry; 

(2) its high capital requirements for technology migration and competitiveness enhancement; 

(3) execution risks for strategic initiatives; and 

(4) its highly leveraged balance sheet and negative FCF limit financial flexibility. 

Moody's says that the Medium dependence reflects the Company's export-oriented business nature, which means that it does not solely depend on the state of domestic economy. On the other hand, it also reflects the company's previous reliance on financial support from Temasek. 

The Medium support reflects Chartered Semiconductor’s importance within Temasek, which through its wholly owned subsidiary Singapore Technologies Semiconductors Pte Limited, owns approximately 60.1% of the Company's issued shares. 

Moreover, Chartered Semiconductor participates in the more important front-end foundry segment of the semiconductor industry, which in turn contributed to 14% of total manufacturing output in Singapore during 2004. We believe Temasek is supportive to the Company's strategy and is ready to offer support, if needed. Other forms of on-going support include tax exemptions, land concessions and R&D training grants from the government. 

The company's state-of-the-art 12-inch fab (Fab 7) commenced commercial shipment in June 2005, instead of July 2005 as earlier anticipated. Such production involves 90 nanometer (nm) processing technology and capacity will be boosted further down the road. 

The Chartered/IBM joint development technology platform essentially improves the competitiveness of the company by accelerating technology migration, widening product diversity and improving customer reach. According to its current technology roadmap, the program will extend through to the next generation of processing technology; that is to 65nm and 45nm. Such a course of development will transform Chartered into one of the frontrunners in processing technology by 2007. 

On the other hand, the rating reflects Moody's concern about the cash flow volatility and high capital requirements of the semiconductor industry. Chartered Semiconductor is expected to incur heavy capex going forward and Moody's expects the company to generate negative FCF (free cash flow) for the next 3-4 years. Although the Company has undrawn credit facilities available, it may still need to rely on additional external funding sources. This would be partially mitigated by its liquidity policy of maintaining cash and credit facilities equal to 9-12 months of capex spending. 

Furthermore, Moody's regards Chartered Semiconductor as exhibiting a relatively leveraged balance sheet, with Debt/Cap to remain at a high level of around 60% going forward. While Moody's notes the company treats its proposed issuance of approximately USD250 million worth of hybrid instruments (convertible preference shares and amortizing bonds) as equity from an accounting perspective, we classify it under Basket A (100% debt-like), which has little credit impact on its already highly leveraged ratios. Moody's also notes the subordinated status of the convertible preference shares, which provides a loss-absorption cushion for the proposed senior notes and amortizing bond. 

Moody's notes that the Company has formulated a set of strategic initiatives, focusing mainly on cost competitiveness and improving customer reach. Although it has demonstrated top-line growth for the past 2 years, one key aim is to achieve a position of sustained profitability and over the longer-term to attain FCF generation. 

Although these initiatives will help raise competitiveness in the long run, associated execution risks -- such as delays in technology development and yield improvement -- are apparent. At the same time, we consider that the ability of management to build momentum for these initiatives could eventually translate into credit strengths overtime. 

The ratings could experience upward pressure, if (1) there is a continual demonstration of the successful execution of its strategic initiatives, such that breakeven utilization is lowered to reach the mid-60% range; (2) a narrowing of the technology migration gap becomes apparent along with subsequent development into 65nm and 45nm processing technology without delays; and (3) the ability to generate positive FCF over the silicon cycle. 

On the other hand, the ratings could experience downward pressure, if (1) the company is unable to secure funding to sustain its capex plans for the next 3-5 years; (2) evidence of a lowering of Temasek's willingness and ability to offer financial support, or a significant reduction of its controlling stake; or (3) widening of the technology migration gap with its peers occurs due to material delays in processing technology development. 

Chartered Semiconductor Manufacturing Limited is one of the world's top dedicated semiconductor foundries, and offers leading-edge technologies down to 90nm, enabling today's system-on-chip designs. 

