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CHAPTER TWO LETTER FROM THE CHAIRPERSON
oo O0oooao

Looking back at 2020, the pandemic of pneumonia caused by novel
coronavirus (“COVID-19") became the world’s biggest “black swan”
event which caused significant impact on global economy. Facing
such unprecedented challenge, China has taken proactive measures
to prevent and control the pandemic under the general keynote of
seeking progress while maintaining stability, built a new development
pattern with the main focus of facilitating the national economic cycle,
promoting high-quality development and deepening supply-side reform,
and continued to support the “three critical missions” of mitigating
major risks, conducting targeted poverty alleviation and controlling
pollution, making China the only major economy in the world to achieve
positive economic growth in 2020. For environmental protection
industry, the Chinese government unswervingly pushed forward the
national strategy of building an ecological civilisation and introduced
a series of major policies such as the “Guiding Opinions on Building
a Modern Environmental Management System (00000000
Jo0DO0O00000D0O", which created great potential for ecological
and environmental management and imposed higher requirements
on environmental protection enterprises. In an environment
where challenges and opportunities coexisted, Kunming Dianchi
Water Treatment Co., Ltd. (the “Company” or “Dianchi Water”)
positioned itself as a comprehensive service provider of ecological
and environmental protection and management with international
operation, adopted the technology and innovation driven approach,
firmly promoted standardised management, made accurate judgement
on national strategies and new environmental policies, identified
the potential in ecological protection and management that aligned
with the macroeconomic development, and utilised the dual-platform
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CHAPTER TWO LETTER FROM THE CHAIRPERSON

In 2020, in the context of increasingly complex internal and external
environments, the Company adhered to the strategic guideline of
“unitary domination with diversified development”. After years of
hard work, the Company extended its industrial chain from municipal
wastewater treatment to rural micro-polluted water and industrial
wastewater treatment, as well as water resources protection and
running water sectors in the upstream and reclaimed water and sludge
recycling in the downstream and the derived solid waste treatment and
heat and power supply industries, with operations gradually expanding
to atmospheric pollution treatment, soil restoration, clean energy
development and other areas of “Macro Environmental Protection”.
During the year, to fight the COVID-19 pandemic, the Company
implemented prevention and control measures with concerted
efforts, and recorded zero confirmed or suspected case among 1,360
employees in 75 production units. In addition, the Company was
granted the “4th Yunnan Provincial People’s Government Quality
Award (0 0 O 0O OO0 OO DO OO)" and the project of “Key
Technology and Application for Enhancement of Wastewater Treatment
Efficiency and Recycling of Industrial Wastewater (0 0 0 0 O 00O O
0000O0O0u0oogooogoaogag)”jointly conducted with Tsinghua
University and other colleges won the first prize of the Science and
Technology Award of China Association of Circular Economy in 2020.

In terms of main business, the Company’s wastewater treatment
output and capacity utilisation rate maintained a steady increase
in 2020 with market presence expanded from Kunming to Yunnan,
Sichuan, Guizhou, Hunan, Anhui, Zhejiang, Jiangsu and Fujian in
China and Laos in Southeast Asia. Reclaimed water and running
water businesses also maintained steady growth with industry leading
operation management. With over 30 years of experience in operation
and management of wastewater treatment plants, the Company has
established an experienced and professional management team
with the quality of effluent water standing among the top in China.
The energy consumption for treatment of one ton of water is 20%
lower than national average level of the industry and the per capita
wastewater treatment capacity was approximately three times the
industry average.
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CHAPTER TWO LETTER FROM THE CHAIRPERSON
god oogogoo

In terms of technological innovation, the leading function of
technological innovation has become increasingly prominent and
application of innovative achievements has accelerated. The Company
adhered to the idea of “facilitating corporate development with
technology, talent and culture”, encouraged technological innovation,
and maintained over 45% growth in number of employees with
innovative efforts in the past two years, reflecting strong innovation
vitality, and the number of patents obtained maintained over 20%
annual growth since 2017. Benefiting from the application of innovative
achievements, in addition to reducing production costs and enhancing
efficiency, the Company has consolidated its leading operation and
management level and good reputation in the market. The continuous
improvement in technological innovation has become an important
driving force for the Company’s high-quality development.

In terms of investment and financing, leveraging the advantages of
dual platform of international and domestic financing, the Company
continuously innovated financing methods, optimised the capital
structure and controlled financing costs to provide sufficient capital
guarantee for the Company’s business development, and maintained
financial stability and good credit standing. In terms of investment, the
Company adhered to the principles of steady progress and prudent
investment and captured development opportunities by completing
the acquisition of equity interest of Putian Huake Environmental and
Kunming Dongchuan Guozhen and winning the bid for the project in
Yingjiang County, Dehong Prefecture in Yunnan Province during the
year. The Company also accelerated the vertical business expansion in
the environmental protection industry chain and successfully secured
the Kunming Domestic Waste Sanitary Landfill Project, thereby further
facilitating the horizontal and external business expansion. In addition,
the Company implemented the forestry substrate soil resource
utilisation project to further facilitate the integrated and collaborative
development of wastewater treatment, reclaimed water and running
water supply, sludge disposal, recycling and solid waste treatment
industries and promote the rapid development of the Company’s
second venture.
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CHAPTER TWO LETTER FROM THE CHAIRPERSON

2020 was the concluding year for China’s goal of comprehensively
building a moderately prosperous society and the “13th Five-Year
Plan”. As the largest municipal wastewater treatment enterprise
in Yunnan Province, the PRC, the Company is one of the major
enterprises implementing the PRC’s strategic goal to treat pollutants
at Dianchi Lake, and has made contribution to maintaining the overall
water quality of Dianchi Lake at grade IV in 2020. The Company has
advanced technology and experience in watershed management,
and injects fresh “blood” into once-dry rivers through comprehensive
water environment management measures and eco-utilisation of
high-quality reclaimed water. The Company currently possesses the
recycling technology to turn sledge into resources, and has launched
the first phase of the demonstration project of utilisation of sludge from
Kunming Municipal Wastewater Treatment Plant for forestry substrate
soil resource.

PROSPECTS

2021 is the opening year of the “14th Five-Year Plan”, and China’s
economy maintains a long-term stable trend with favorable momentum.
Wastewater treatment upgrade and transformation remains as a key
task under the “14th Five-Year Plan” for key watershed ecological
and environmental protection. With the continuous implementation of
national strategies and plans such as the “Belt and Road” initiative,
the “Yangtze River Economic Belt” and the “Western Development
Strategy” as well as the increasing efforts in supporting Yunnan’s
provincial policies of promoting green energy and green food and
becoming a healthy lifestyle destination, 2021 will be critical for the
Company to continue to explore its endogenous momentum and seize
the benefits from environmental protection policies.
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Facing the uncertain global economy and the beneficial policies 0000000 O0OO0OOOOOOOOOOOOOO
for environmental protection industry, the Company will closely ooooOO0ooO0OoOOobDOoOoooobDOooOoo
follow the direction of industry policies, continue to expand its oo0ooooooDoOoOooOooOoooooooan
core business of wastewater treatment, actively carry out business 000000 O0O000OO0OO0O0O0OOOOCOCOOOGO
mergers and acquisitions, and further consolidate the businesses 0000000 DoDDooOoOoO0Oo0oooooo0an
in upstream and downstream of the industry chain such as water 0oo0oDo0oo0oOooDDODOoOoOO0ooOOoDOoODODODOOOn
000000 oOO0OoO0O0oO0ooUoooOooOooo
O00ooOo0oDOO0O0oO0oOooOUoOOoOOoDOoOoODO
0O0o0oO0oOo0ooooOoOoooooooOoo
0oo0oo0oo0oo0ooO0ooOooOooooOoo
000000000000 0O0O0O0ODoUDOOD
ooooooooo0ooOooOooOooooOoon
O0ooo0ooOO0OoOoODOOOU0OOOOOOO
00ooO0o0oooo0oo0ooOooOoooopoooo
OooooooooooooOooooooao
00o000D0DooOoDooUOoooOoooooao
ooooooo

source protection, running water supply, high-quality reclaimed water
supply, comprehensive watershed management, sludge recycling,
mine restoration and solid waste treatment and disposal. Leverage
its advantages in capital, technology and management as an industry
leading enterprise in the region, the Company will continue to explore
its endogenous potential, expand the market share, and consolidate its
development foundation. In addition to carrying out risk prevention and
internal control, the Company will continue to facilitate the in-depth
implementation of the innovation driven development strategy and
accelerate the market-oriented reform, transformation and upgrade of
the Company with the support from favorable policies, technological
innovation and market operation. It will also adjust its investment

Oo0Oo0oooooOoooogoao

strategies, optimise the investment portfolio, establish a diversified
investment system based on standardised management, expand
the industry chain, and strengthen post-investment management,
thereby achieving rapid investment growth. In terms of financing and
financial control, the Company will continue to strengthen management
of receivables, prevent relevant risks, carry out financing activities
based on the needs of business development, and continue to release
financing potential of the Company to support the Company’s business
development.

ooobooOooOO0oO0oDbOOoDOOooOOooooDOo
ocoooOoOoOooOoooooocO0ooooooao
oooooOooOOoOOoCcOoOOoOoooooOooOooOoaon
oooooooooooo

Last but not least, we would like to take this opportunity to express our
sincere gratitude to the Company’s management and all employees
for their hard works and prominent contributions in the past year. We

O 0o g

would also like to extend our most heartfelt thanks to all shareholders,
investors, partners, and friends from various sectors of the society for
their long-term support to the Company!

Guo Yumei ood
Chairperson oon
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“Articles of Association”

oooooo

“Board” or “Board of Directors”

ooooo

“China” or “PRC”

oooo

“Company” or “Issuer”

ooooooooooo

“Controlling Shareholder”

oooooo

“Director(s)”

gooo

“Domestic Shares”

opoooo

For identification purpose only
oooo

CHAPTER THREE DEFINITIONS
oood 0o

the articles of association of the Company

ooooogno

the Board of Directors of the Company

oooooao

the People’s Republic of China

ooooogno

Kunming Dianchi Water Treatment Co., Ltd* (00 0 000 OO0 0OOO),
a joint stock company established in Yunnan Province, the PRC with limited
liability on 23 December 2010 in accordance with PRC laws, and, if the context

requires, including its predecessors and subsidiaries

Oo0ooOooOOoo0OO0oO0OO0oO0oO0oocO0oO0oO0000O0ez010012023000
goooo0ooOoODoOOOoOOoOOoOoOooooooObOOoOoOooooooooan

has the meaning ascribed thereto in the Listing Rules and refers to Kunming
Dianchi Investment Co. Ltd.* (0 O O O O O O O O O O O), a company
established in Yunnan Province, the PRC with limited liability on 13 October
2004

ooo0oODOoOoOooOooODDOOoOooOoO0oODOOoOOoOoO0ODOOO0Onan?2oo4
glo01wLB0000000000000000

director(s) of the Company

ooooo

ordinary shares in the share capital of the Company, with a nominal value of
RMB1.00 each, which are subscribed for and paid up in Renminbi by PRC

nationals and/or PRC incorporated entities

gooooOooOoOoDoOO0oO0ooCCOO0O0ODOODOODOUOODOOOD
oooo0oo0OoOOoO0oOoOoOoooooao
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CHAPTER THREE DEFINITIONS
god dog

“Group”, “we”, “us” or “our” or
“our Group”
oooooooooo O
“H Share”
oHOO O

“HK$” or “Hong Kong dollars” or
“HK dollars”

gooo O

“Hong Kong Stock Exchange” or
“Stock Exchange”

oooooOOoOOoooooo a0

“Yunnan Reclaimed Water”

oooooo O

“Kunming Dianchi Logistics”

obooooogo O

the Company and its subsidiaries

ooooooDoOoo

overseas listed foreign shares in the share capital of the Company with a
nominal value of RMB1.00 each, which are subscribed for and traded in HK
dollars and are listed on the Hong Kong Stock Exchange

gooooODoOoooooOoOocOoleo00ODODOOOOOOOOOOOOan
oooooODoDoOOoOOoOO0oO

Hong Kong dollars, the lawful currency of Hong Kong

oooooooao

The Stock Exchange of Hong Kong Limited, a wholly-owned subsidiary of Hong
Kong Exchanges and Clearing Limited

goooooooOoOOoOOOoOOoO0oOoooobODOOODOOOoDOoooooo

Yunnan Reclaimed Water Industry Co., Ltd* (0 0O 0O O OO0 OO0 00) a
limited liability company incorporated in the PRC and a subsidiary directly
owned by the Company

ooooOooooDODOoOOoOoO0oooODoOoOOoooOoDbODOoOooooboooooan
ooooooao

Kunming Dianchi Logistics Co. Ltd* (0 0 0 OO0 0O 00O 0O O), alimited
liability company incorporated in the PRC and a subsidiary directly owned by
the Company

gooooOooooDODoOOoooooOoOOoOoooODODooOooOooDooooo0oan
OooooooDoOOoODo
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“Hongyu Thermal Power”

opoooo

“Zhaotong Water

opboooo

“Leshan Water”

gopboooo

“Dongda Ciwu”

opoboooo

“Kunming Dianchi Investment”

oboooogo

CHAPTER THREE DEFINITIONS
god o

Liuyang Hongyu Thermal Power Co., Ltd* (0 0 O O O O 0D 0O 0O 0O 0O), a
limited liability company incorporated in the PRC and a subsidiary directly
owned by the Company

gooooOoooDbOOoOOobDOooOoDOOOO0oOoOoOOOoOoOoDOobOOoOooOoon
oooooooo

Zhaotong Dianchi Water Treatment Co., Ltd* (0 O 0 OO0 O O O O 0O), a
limited liability company incorporated in the PRC and a subsidiary directly
owned by the Company

gooooO0oO0ooDOOoOO0o0oOooDoOOoOO0oOooDODOOoOooOoobDboOoOoonon
oooo0oooao

Leshan Debei’ao Water Treatment Co., Ltd* (0 0O 0 O 0O 0 O 0O 0O O O),
a limited liability company incorporated in the PRC and a subsidiary directly
owned by the Company

goooooooDOOoOOobDOoOoODOOOO0oOoOoODODOOoOOoODOobOOoOo0OnDn
oooooooo

Zhuji Dongda Ciwu Water Treatment Co., Ltd* (U 0D 00 0000 O0O0ODO
0 O 0), a limited liability company incorporated in the PRC and a subsidiary
directly owned by the Company

go0ooDooO0oO0ooDOOoOO0oOoOoDOOOoO0OO0oOoooODoOOoOooOoDbDOoOOoOoooD
oooooDoOoOOoOoOoOood

Kunming Dianchi Investment Co., Ltd* (0 0O 0 O 0O 0O 0000 O0O) a
company established in Yunnan Province, the PRC with limited liability on 13
October 2004, which is the Controlling Shareholder of the Company

00000000000 D0000D02004010013000000000
OooooooODOoOOoOOO0OO0OO0O0ooao
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“Kunming Bus”

oooooo O
“Kunming DIG”
oooooooooo O

“Xindu Investment”

opoooo a0

“Kunming SASAC”

opboooooo a0

Kunming Bus Group Co., Ltd* (0 0 0 000 0O O O O O O), formerly known
as Kunming Bus Corporation, a wholly state-owned limited liability company
incorporated in China on 11 March 1982, and a third party independent from
the Company and its connected person(s)

oooo0OO0oO0O0OOOO0OO0O0O0OOCOOOD0ODOO0OOCOOOOO0OO019820
30110 000000000000 00O0OCOCDOOOOOOOOODOO
oooooooano

Kunming Development Investment Group Co., Ltd* (D 0D 000 0O 00O 0OO
0 0O), a company with limited liability incorporated in the PRC on 27 January
2010

OooooOOoO0OO0ODO0OO0OO0OO0OO0OO0OO0OO02010010270 000000000
ooooao

Kunming Xindu Investment Co., Ltd.* (O O O O O O O O O O), a wholly
state-owned limited liability company incorporated in China on 27 May 2005

O0DOO0OO0OO0ODOOODOODOz200505027y00000O00O0DOOOO
ooooooao

the State-owned Assets Supervision and Administration Commission of the
Kunming People’'s Government (0 0 0 00000000 OCOOOOOO),
a government agency that performs investor’s responsibilities, supervises and
manages the state-owned assets of the enterprises under the supervision of
the Kunming municipal government (excluding financial enterprises), shoulders
the responsibility of supervising the preservation and increment of the value
of the state-owned assets of the supervised enterprises, and is responsible
for drafting local laws and regulations on the management of the state-owned
assets

gooooooobDOoOooooDoOoOoOoooooooDoDoobooOoooon
ooo0oooobOoO0o0oo0ooO0oOmooOOoOoo0ooOoODoO0ooOoOoOooooOoan
oboocooooocooOoOooOoOoocOobOOobOooOoOobOocOobOOoOooOoOonn
ooao
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“Latest Practicable Date”

opboooogo

“Listing”

oooo

“Listing Rules” or “Hong Kong
Listing Rules”

opopoooOOoooooooOooOooo

“Non-competition Agreement”

oooooooooo

“Prospectus”

gooocooo

“Reporting Period”

opoooo

“RMB” or “Renminbi”

goooo

“Shareholder(s)”

oooo

CHAPTER THREE DEFINITIONS
god o

1 April 2021, being the latest practicable date for the inclusion of certain
information and data in this annual report prior to its publication

20210401000 000000D0O0OOOCODOOOODODOODOOODO
oo

Listing of the H Shares on the Hong Kong Stock Exchange

HOOOOODOOOO

the Rules Governing the Listing of Securities on the Hong Kong Stock
Exchange, as amended, supplemented or otherwise modified from time to time

goooooODOOoOOOCOOOOOOO0ObDOoOooooooDbODoOOO

the non-competition agreement entered into between the Controlling
Shareholder and the Company dated 25 April 2016

O0oO0oO0O0OD0ODDOO0OO0COO0OO0002016040250000000000

the prospectus of the Company dated 24 March 2017 in relation to the initial
public offering and the Listing of H Shares on the Stock Exchange

0002017030240 00 000C00O00OHOOCOOODODODODOOOO
ooao

the year of 2020 (1 January 2020 to 31 December 2020)

20200 OO 20200 10 10 0O 20200 120 3100

the lawful currency of the PRC

oooooao

holder(s) of the shares of the Company

oooooooao
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CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS
oo oO0oooao

“BOO” Build-Own-Operate, a project model in which an enterprise undertakes the
financing, design, construction of wastewater treatment or water supply
facilities, which are owned by the enterprise, and has the right to operate such
facilities in the concession period, during which the enterprise can charge
service fees based on the supplied treated wastewater or tap water to cover its
costs of investment, operation and maintenance and obtain reasonable returns,
according to the concession agreement entered into by the enterprise and the
government

0 BOOO O 0000000 00O0OU0O0O0DOoOO0O0O0ODO0DO0OO0OU0DDODO0DODOODOOODOODOO
0000000000000 O0U00o0D0oD0D0O0ODD0DOoDOoOUOoODDODOoDOoOUOoOO
ooo0ooooooooO0oOoOoOO0OoO0OOoOO0OO0OOoOoOO0OOODOOoOO0ODOO
ooooU0ooo0ooOU0OOoOO0oOoDDOO0OO0OO0OOODUOOODDODOOODOOODO
oooooooo

“BOT” Build-Operate-Transfer, a project model whereby, pursuant to a concession
agreement entered into by an enterprise and the government, the government
grants to the enterprise the rights to undertake the financing, design,
construction, operation and maintenance of wastewater treatment or water
supply facilities in a concession period, during which the enterprise can charge
service fees based on the supplied treated wastewater or water to cover its
costs of investment, operation and maintenance and obtain reasonable returns
while, upon the expiration of the concession period, the relevant facilities will
be transferred back to the government at nil consideration

0BOTO | oo obddooodb bbb bUoUobUooo
oo boouobtoooobtouo0ooD b0 oDbuUuooodg
goooodooooooooooobobbboo0o0o0U0ogUooUoooad
000000 DO0DO0O0O0D0D0OoOooDoDoOOoOoOoooDoOoOooooooad
0OoOoooOoooOoOooooooa

“BT” Build and Transfer, a project model whereby an enterprise undertakes the
financing, design and construction of a facility for the proprietor for certain fees
to be paid during and upon the completion of the construction

OBTO O 00o00oO0oO0OO0O0O0DO0OO0O0OCO0OUOOCODO0D0ODODDODUODOOODDODDOOOO
0000000000000 0o0oDoOoDoOoDoOooao

“CAGR” compound annual growth rate, which is the annual growth rate over a specified

period of time longer than one year
oooocoooo O 00o0o0oo0ooooooooooooooooao
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“COoD”

0 cobd

“pre-trial operation”

opooooo

“TOO”

gToono

CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS
god oodd

Chemical Oxygen Demand, the corresponding mass concentration of oxygen
for the amount of oxidant consumed when strong oxidant is used to deal with a
given water sample and is measured with mg/L. It has different ways according
to the oxidising agent, such as potassium permanganate (expressed as COD,
also known as CODmn) and potassium dichromate (expressed as CODcr)
0000000000000 O0oO0oO0oOO0ooooOooooooOooao
0o0o0o0o0o00oo0Do0O0o0oO0D0DOU0O0O00O0OO0U0DDOOOoOcobd
OooOoocobmnOD 00 OO0 OOOCODero OO

a stage in the project construction process as prescribed by the PRC
government in accordance with the Provisions on Municipal Projects Design
Budget Estimate Making, Jian Biao [2011] No. 1) issued by the Ministry of
Housing and Urban-Rural Development where a facility under construction
is tested for its operational functionality and further developed to qualify for
regulatory approvals and enter commercial operation
0000000000000 0D0D0DMO0oUOo0DO0DO00D0DO0oDU0DODO0DoDOmO
O[zo11lc0 000000000 OO0DDOOOO0OOO0DODODOOoODOO
I o A o A R I A R W R

Transfer-Own-Operate, a project model whereby an enterprise purchases
completed wastewater treatment or water supply facilities from the government
and undertakes the operation of such facilities owned by the enterprise in
the concession period, during which the enterprise can charge service fees
based on the supplied treated wastewater or tap water to cover its costs
of investment, operation and maintenance and obtain reasonable returns
according to the concession agreement entered into by the enterprise and the
government
00-00-0000000000OU0DODODDODO0OU0DO0DO0DUODDODODDODODUDOO
ooooooOoooo0oooO0ooOo0ooOoOooOO0OOoOOoOoOoOooOoOo
oooooooOoO0oooOOoO0DO0DOooOO0OU0OODOO0DO0DODOODOOOO
0000000000 o0ooU0oooU0ooooUooOUOooOooDUDO
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CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS

god oogod

“ToT”

oToTO

“utilisation rate”
ooooo

“wastewater treatment”

oooooo

Transfer-Operate-Transfer, a project model whereby, pursuant to a concession
agreement entered into by an enterprise and the government, the government
grants to the enterprise the property rights or operation rights of constructed
wastewater treatment or water supply facilities in the concession period,
during which the enterprise can charge service fees based on the supplied
treated wastewater or tap water to cover its costs of investment, operation
and maintenance and obtain reasonable returns while, upon the expiration
of the concession period, the relevant facilities will be transferred back to the
government at nil consideration

0000000000000 0O0D0D00oDODU0ODODU0DO0ODU0ODUODUODUODO
0o0oooo0o00o0oO0o0O0ooO0oO0ooO0ooOO0ooOoOooOooooOooOooao
ooooU0oooooO0oooOoO0OoOoDoOoO0ooOOoDOooOoUooOOoDOoOoOoDoDO
0OooOooo0oooO0oO00oDooOoU0ooOO0oOoDoODDoDOoDoOoOoOoooOooODoDO
O00oooooooooooUooOoo

the actual volume of water supplied, or wastewater treated divided by the
designed volume of water supplied or wastewater treated for a given period
goobobooo0obooobuo0oobuoobobboUobbuoonb

use of physical, chemical and biological methods to remove pollutants from
wastewater or to turn pollutants into innoxious substances before discharging it
into a water body or reclaiming it for reuse
oooo0ooo0ooOO0OOoO0OODODO0OOO0OODODOOOOOODOODODODO
gooobooooobooboboooobooboobooboo
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CHAPTER FIVE SUMMARY OF OPERATING AND FINANCIAL DATA

Ood O0O0o0oooooaf

The following table sets out our key operating and financialdataforthe 0000000000 O0OOOOOCOOOOOO
periods or as of the dates indicated:

SUMMARY OF OPERATING DATA

Capacity ("000 m® per day)
Wastewater treatment
Reclaimed water supply
Running water supply

oooooooo
oooao
ooooano
ooooano

ooo
oooooad
As at 31 December
0120 310

2020 2019 2018 2017 2016
20200 20190 20180 20170 20160
1,970 1,830 1,827 1,807 1,544
213 52 52 52 44
131 116 116 64 56

Volume ("000 m? per period

oooooo

For the year ended 31 December
00120310000
2020 2019 2018 2017 2016
20200 20190 20180 20170 20160

indicated) ooooo
Wastewater treatment oooo 657,499 622,842 616,844 550,872 517,911
Reclaimed water supply ooooano 31,177 11,736 8,825 6,883 5,846
Running water supply ooooano 14,863 14,801 12,957 8,998 4,749
For the year ended 31 December
00120310000

2020 2019 2018 2017 2016
20200 20190 20180 20170 20160

Utilisation Rate ooag
Wastewater treatment oooao 92.0% 93.7% 92.9% 93.9% 92.8%
Reclaimed water supply ooooao 53.4% 61.8% 46.5% 36.3% 36.3%
Running water supply gooooao 31.9% 35.0% 30.6% 38.5% 26.7%

aw ép .be® 2020 ES
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CHAPTER FIVE  SUMMARY OF OPERATING AND FINANCIAL DATA
gbod oboogbobodd

SUMMARY OF OPERATING RESULTS BY SEGMENT

Wastewater treatment
— Revenue
— Gross profit
— Gross profit margin

Water supply
— Revenue
— Gross profit
— Gross profit margin

Others
— Revenue
— Gross profit
— Gross profit margin

oooao
ooao
ooao
oooano

ooao
ooao
oooao

ooo
ooao
oooao

2020
20200

RMB’000
ooooo

1,276,466
558,256
43.7%

260,986
53,420
20.5%

381,971
67,501
17.7%

gbooooooao

For the year ended 31 December
00120310000

2019
20190

RMB’000
ooooo

1,213,810
514,145
42.4%

304,857
57,622
18.9%

314,875
66,157
21.0%

2018
20180

RMB’000
ooooo

1,159,075
480,070
41.4%

115,254
8,372
7.3%

155,458
40,592
26.1%

2017
20170

RMB’000
oooon

1,037,163
446,773
43.1%

68,520
4,233
6.2%

118,142
49,484
41.9%

2016
20160

RMB’000
ooooo

765,906
386,938
50.5%

62,366
3,292
5.3%

86,653
35,251
40.7%
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CHAPTER FIVE SUMMARY OF OPERATING AND FINANCIAL DATA
gbod obogoobdadd

SUMMARY OF CONSOLIDATED STATEMENTS OF O0OOO0OODOODOO
COMPREHENSIVE INCOME

Year ended 31 December
00120310000
2020 2019 2018 2017 2016
20200 20190 20180 20170 20160
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ooooo ooogoo ogoooo ooooo ooood

Revenue oo 1,919,423 1,833,542 1,429,787 1,223,825 914,925
Operating profit oooo 429,524 569,692 469,723 443,317 390,621
Profit before tax oooo 415,481 438,150 415,221 372,425 326,871
Income tax expenses ooooao (65,053) (68,072) (65,494) (58,336) (51,193)
Profit for the year oooo 350,428 370,078 349,727 314,089 275,678
Other comprehensive income/ ooooooo

(loss) oooo 13,290 871 3,282 (1,847) -
Total comprehensive incomefor O O0O00OOOOO

the year 363,718 370,949 353,009 312,242 275,678

SUMMARY OF CONSOLIDATED BALANCE SHEET ubobabdabd

As at 31 December

0120 310
2020 2019 2018 2017 2016
20200 20190 20180 20170 20160

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ooooo oooono gOoOoooo oooono ooooo

Assets od
Total assets gooad 10,496,492 9,576,255 7,442,063 6,024,811 4,603,491
Liabilities oooao

10,496,492

aw ép .be® 2020 ES 21
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

oo Oooooood

A. OPERATING ENVIRONMENT

In 2020, the world economy was significantly impacted by the
COVID-19 that swept through the world, resulting in entrenched
economic downturn. In the face of the sudden outbreak of COVID-19,
rising protectionism, global economic decline and other challenges,
China bounced back amid adversities and became the only major
economy in the world to achieve positive economic growth in 2020,
recording a historic breakthrough in its Gross Domestic Product (GDP).
Despite the fact that the global economic growth may continue to be
hindered by COVID-19 in 2021, with the gradual vaccination and a
series of economic policies implemented by different countries, global
economic activities are expected to gradually recover.

Since the 18th CPC National Congress, ecological advancement has
always been a key task of national governance of China. With the
comprehensive and in-depth implementation of ecological system
reform, ecological environment protection has undergone historic and
comprehensive changes. Governments at different levels attached
great importance to ecological advancement construction with
unprecedented efforts made in deepening awareness, strengthening
pollution control, frequently issuing relevant regulations, strictly
carrying out law enforcement and inspection and rapidly improving the
environment, which delivered remarkable results in the construction of
ecological advancement. As China accelerates the implementation of
the ecological advancement construction strategy and fully carries out
ecological and environmental protection, the environmental protection
industry is now in a period of in-depth reform and adjustment which
brings strategic opportunities. Instead of the extensive development
model in the past, the water industry is entering a new stage of
pursuing high-quality development. The wastewater treatment industry
in which the Company’s main business operates is relatively stable
and less susceptible to the fluctuations of the economic cycle, and the
industry policy orientation and investment environment of the industry
maintained a generally positive and favourable trend. In addition,
the strengthening supervision also created demand for optimisation
and upgrade of facilities as well as enhancement of standards and
efficiency, thereby bringing development opportunities for the industry.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

We enjoy exclusive rights to provide wastewater treatment services
to Kunming and other regions of China. Such concession rights are
beneficial for the Company to continue to maintain and consolidate
its operating advantages and competitive edge in the water market in
Yunnan Province. Leveraging our concession-based business model,
technology, the capability of project implementation, and expansion of
service regions, we have achieved stable income and steady business
growth, which laid a promising foundation for us to consolidate
upstream and downstream industrial chains such as water resources,
watershed management, sludge recycling and utilisation, and develop
market segments such as industrial wastewater treatment.

1. Overview of Wastewater Treatment Industry

In recent years, China has put greater emphasis on ecological
environment management and included such topic in its national
strategies. The government has issued a series of policies, such as
the “Guidance on Improving the Policy on Wastewater Treatment Fee
Charging Mechanism in Yangtze River Economic Zone 00O 0 O O O
0000000000000 O0O0DO0OO0OO0OoOaoOoDT, the “Action
Plan for Protection and Restoration of Yangtze River 0 0O O O O
OO0O0O0OOD0OGQOOD0OoD” the “Implementation Plan for Improving the
Weakness of Urban Domestic Wastewater Treatment Facilities 0 O
000000000000 0000O0O00O0D”and the “Guidance
on Promoting Rural Domestic Wastewater Treatment 0 0 O O O O
0000000000 OoD”. Benefiting from the continuous policy
support, the water infrastructure improved continuously in recent years,
and the wastewater treatment volume in cities, counties and towns
continued to increase. At the same time, the relevant policies and
market development also imposed higher development requirements
on the industry, and promoted the transition from size growth to pursuit
of higher quality and efficiency and high-quality development. With the
requirements of high-quality development, competition in the industry
was further intensified and formed a pattern of survival of the fittest
where challenges and opportunities coexist for sizable enterprises
with established foundation. Opportunities come from the huge
development potential of the industry driven by favourable policies and
market conditions, which created merger and acquisition opportunities
in upstream and downstream of the industry chain. These enterprises
may capture new market shares by leveraging their own advantages
in business operation, technology and financing. Challenges lie in
the abilities of these enterprises to effectively integrate the existing
business, new market business as well as upstream and downstream
business in the industry chain to meet the demand of high-quality
development of the market.
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CHAPTER SIX  MANAGEMENT DISCUSSION AND ANALYSIS

god oboogobogbd

2021 is the opening year of the “14th Five-Year Plan”. As the demand
for economic and social development further increased, especially after
the outbreak of COVID-19, the society has increasing demand and
higher requirements for ecological environment and public health and
safety, therefore ecological environment protection will become one of
the focuses of the “14th Five-Year Plan” and long-term development.
As the main approach of ecological environment management,
wastewater treatment industry will have huge potential in investment
and development of upgrade and transformation, rural environmental
management, intelligent water services and watershed management.

2. Overview of Reclaimed Water Industry

At present, China is still in preliminary stage for utilisation of
reclaimed water with insufficient development and low level of
utilisation. However, as an alternative and complementary resource
to conventional water resources, reclaimed water can be widely
applied in ecological water recharge, agricultural irrigation, industrial
production, municipal miscellaneous use and recharge of groundwater,
thereby improving the imbalance between water supply and demand.
In January 2021, the National Development and Reform and nine
governmental departments including the Ministry of Science and
Technology, the Ministry of Industry and Information Technology,
the Ministry of Finance and the Ministry of Ecology and Environment
jointly issued the “Guidance on Promoting Recycling and Utilisation
of Wastewater Resources 0 0 0 0 0000 O0Q0OODOOODOOO
0 0)” to make general plans to fully promote recycling and utilisation of
wastewater resources by setting various goals including: by 2025, the
national wastewater collection efficiency will be significantly improved,
the wastewater treatment capacity in counties, towns and cities can
basically meet the needs of local economic and social development,
and the upgrade and improvement of wastewater treatment in areas
with sensitive water environment will be completed; the reclaimed
water utilisation rate of water-scarce cities at prefecture level and
above with exceed 25%, and that of Beijing-Tianjin-Hebei area will
exceed 35%; the reuse of industrial water and utilisation of livestock
and poultry manure and fishery tailwater resources will be significantly
improved; and the policy system and market mechanism for
wastewater resource utilisation will be basically established. By 2035,
China will form a pattern of systematic, safe, environmentally friendly
and cost-effective utilisation of wastewater resources.

20210000 000O0COODOOOOOODOOOO
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

3. Overview of Municipal Water Supply Industry

In recent years, the steady and rapid development of China’s national
economy and the increasing urbanisation have become an important
basis for the continuous development of the water supply industry
and the increasingly strong demand for water. The comprehensive
production capacity of municipal water supply and the investment in
municipal water supply facilities and municipal water supply pipelines
also showed a steady growth trend.

With the national promotion of water conservation, water resource
recycling and reuse, the price adjustment of municipal water supply
also showed a trend linking to relevant policies. In Yunnan Province,
the PRC, the relocation of manufacturing industry to China’s western
provinces and the accelerated urbanisation in these regions are
expected to boost the growth of urban population and GDP, which in
turn will increase the demand for municipal running water supply. The
government highly values the development of running water supply
in western China. Driven by the state policies, the water treatment
services industry is expected to see huge market opportunities
and potential in the future. Wastewater treatment, reclaimed water
and water supply industry will benefit from the rapidly accelerating
urbanisation in China and the Chinese government’s policy supporting
the environmental protection industry.

4. Impact of the COVID-19 Pandemic

The outbreak of COVID-19 that has been spreading around the world
since 2020 has caused extensive impact on the health and economy
of the world. Facing the challenges from the pandemic, the Group
prioritised the continuous provision of reliable and high-quality services
to the customers to guarantee that, during the pandemic, the quality
of wastewater treatment, reclaimed water and running water supply
fulfilled relevant standards, while ensuring the safety and health of
the employees. During the Reporting Period, all wastewater treatment
plants, reclaimed water supply facilities and running water supply
facilities of the Company maintained normal operation, and wastewater
treatment volume was basically the same as the same period of
previous year. During the Reporting Period, the COVID-19 pandemic
did not cause any material and adverse impact on the Group’s
operation, finance or future plan.
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Affected by the pandemic, the Group’s construction projects were
temporarily suspended in the first quarter of 2020 at the request of
the local government. For locations of the projects requiring labor and
materials, various measures were adopted such as suspension of work
and production as well as restrictions on movement of personnel and

O o0oOooOgooao

materials logistics, etc. which indirectly affected the actual construction

OoOoooOoood

progress of the projects. Throughout the Reporting Period, relevant
projects have been effectively implemented according to the
established plan, and therefore the postponement of commencement
of construction at the first quarter of the year did not have any material
adverse effect on the progress of the Company’s projects.

oooooooOoOOoOCcOoOoOooooooaon
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Moreover, as the main business of the Company is water treatment,
revenue is mainly generated from the local governments. To combat
the pandemic with unremitting effort, the fiscal expenditures of the
local governments are prioritised for pandemic prevention and control,

from local government. With the effective and ongoing implementation

OoOooo0Oo0ooad
OoOoooOoooad

of pandemic prevention and control measures and the continuous
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progress made in vaccine research and development and vaccination,
China’s economy is recovering at a faster pace. As such, we are of
the view that the pandemic of COVID-19 will not have a significant and
adverse impact on the Company’s cash flow, production and operation.

B. DEVELOPMENT STRATEGY AND PROSPECTS B. obobogooao

After the outbreak of COVID-19 pandemic and the resulted global
economic recession in 2020, the world economy is gradually recovering
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with active implementation of fiscal policies and vaccination in different
countries. However, under the long-lasting impact of COVID-19, the

[N w8 =] [0
o] o [ [ ([]

world economy will undergo a series of changes such as structural

O (3] (23] )
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adjustment, industrial chain restructuring and changes in growth
momentum and models, and there is uncertainty in the recovery of the

world economy.

r
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As the world’s second largest economy, China’s economy managed
to achieve positive growth in 2020 with effective pandemic prevention
and control measures and proactive and pragmatic fiscal policies. With
the accelerated formation of a new development landscape based on
domestic cycle and mutual support between domestic and international
cycles, as well as soild monetary policies that focus more on flexible
and appropriate operation, the domestic economy will continue to
recover at a rapid pace.

2020 is the concluding year for China’s goal of comprehensively
building a moderately prosperous society and the “13th Five-Year
Plan”, and is also a critical year for pollution prevention and control.
During the “13th Five-Year Plan” period, the development of the
environmental protection industry gradually shifted to high-quality
development in a faster pace. The Proposal of the CPC Central
Committee on Formulating the 14th Five-Year Plan for National
Economic and Social Development and the Long-Range Objectives
Throughthe Year2035 00 00000000000 OOOOOO
000000000 D0ODODODOODOQOOOCOOD (the “Proposal”)
imposed higher requirements on development of the environmental
protection industry during the “14th Five-Year Plan” period. The
Proposal stated that China shall take multiple measures to promote
high-quality economic development and high-level protection of the
ecological environment, deepen the efforts in pollution prevention and
control, continue to carry out pollution prevention and control activities
and continuously improve the environment. China shall also persist
in management of the system of landscapes, forests, fields, lakes
and grasses to improve the quality and stability of the ecosystem. It
shall fully improve the resource utilisation efficiency, and facilitate the
overall management, scientific allocation, comprehensive conservation
and recycling and reuse of resources. With the release of the “14th
Five-Year Plan” for ecological environmental protection, the scale
of investment in ecological environmental protection will continue to
remain at high level in the future, creating new growth opportunities for
the environmental protection industry.
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Under the guidance of key national strategic plans such as the “Yangtze
River Economic Belt”, the “Western Development Strategy” and the
“14th Five-Year Plan and the Outline of Long-Range Objectives
Through the Year 2035 “ of Yunnan Province, the Company will firmly
support the “three critical missions” of China and the plan of Yunnan
Province to become a leader in ecological civilisation construction,
uphold the development concept of “unitary domination with diversified
development” and strive to improve its abilities in comprehensive
management of the ecological environment and ecological civilisation
construction. The Company enjoys exclusive rights to provide
wastewater treatment services to Kunming and other regions of China.
In the future, on top of continuous development in our existing business
market, we will closely follow the direction of the industry policies and
further enhance our comprehensive services by making comprehensive
investment in the upstream and downstream of the industry chain in
various sectors such as watershed management, high-quality reclaimed
water supply, sludge resource utilisation, mine restoration and solid
waste treatment and disposal, so as to better meet the requirements
of high-quality development of the environmental protection industry in
the future and seize the market benefits of high-quality development.
For development of investment and financing business, the Company
will follow the changes in economic development and environmental
policies, adopt prudent investment and financing strategies, and make
appropriate and flexible adjustments to ensure that all resources
can be utilised to maximum efficiency. In terms of management
of sustainable corporate development, we will continue to explore
our internal growth drivers, continuously stimulate the potential of
the Company in technological innovation, talent team construction
and enhancement of management quality and efficiency to ensure
sustainable and high-quality development of the Group's business.

C. BUSINESS REVIEW

We principally adopt the TOO, TOT and BOT project models, with
a focus on the TOO model. For the year ended 31 December 2020,
our TOO projects contributed to 49.3% of our total revenue. Our TOT
projects contributed to 6.6% of our total revenue and our BOT projects
contributed to 25.2% of our total revenue. We also adopt the BOO and
BT project models for some of our projects.
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For the TOO and TOT models, we acquire concessions to operate
existing facilities at agreed prices from the relevant local governments.
For the BOT model, we finance, construct and operate our own
facilities. After the expiration of the relevant concessions, we either
obtained new concessions from or transferred the relevant facilities
back to the relevant local governments, depending on project types.
As of 31 December 2020, we had a total of 49 plants (41 wastewater
treatment plants and 8 running water plants) under concession
agreements, of which 44 plants were in operation and 5 plants were
under construction. Among the 44 plants in operation, 14 were TOO
projects, 22 were TOT projects, 6 were BOT projects and 2 were BOO
projects.

During the Reporting Period, the utilisation rate of our facilities was
above the industry average and the volume of wastewater treated was
maintained at a high level. For the year ended 31 December 2020,
the total volume of wastewater treated was 657.5 million m® with an
average facility utilisation rate of 92%.

Wastewater Treatment Projects

As of 31 December 2020, we had a total of 37 wastewater treatment
plants in operation (including 14 in Kunming and 23 in other areas
of China), with a total wastewater treatment capacity of 1.97 million
m? per day. We also had 4 wastewater treatment plants under
construction in Yunnan Province, the PRC and in Laos, respectively.
With our technologically advanced facilities, independently developed
patents and strong management skills, we were able to maintain low

costs while providing high quality wastewater treatment services. As
of 31 December 2020, 91% of our designed wastewater treatment
capacity reached the National Class | Category A discharge standard.
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In addition, we provided operation management services to 31 facilities
under entrustment with a designed total wastewater treatment capacity
of 0.5 million m? per day.

During the Reporting Period, the Company entered into new contracts
for the Rural Wastewater Comprehensive Treatment Project in Xishan
District, Kunming (0 O 0 OO0 OO0 O0OO0OOO0QOOOOAO),the
Luquan County Municipal Wastewater Collection and Treatment Project
(0 D0DO0DOOO0O0O0O00000)and the Rural Habitat Environment
Treatment Project in Yingjiang County, Dehong Prefecture (O O O O
Oo0o0O0oo0O0O00O0ooao).Inadditon, we also acquired 100%
equity interest in Kunming Dongchuan Guozhen Sewage Treatment
Co,Ltd (0ODDOOO0OODOOOODODOOOO) and Putian Huake
Environmental Protection Engineering Co. Ltd. (0 O O 0 O O O O
0 0O 0O 0O O) through equity acquisition, which further expanded the
business market of the Company.

Reclaimed Water Business

For our reclaimed water business, as of 31 December 2020, we had 10
of our wastewater treatment plants producing reclaimed water, with a
total designed daily production capacity of 213,000 m®. Customers of
our reclaimed water include commercial and industrial establishments,
enterprises and public institutions in Kunming. During the Reporting
Period, reclaimed water supply was 31,176,512 m?, representing an
increase of approximately 166% compared with 2019.

Since the 19th CPC National Congress, China has introduced
various measures to promote water conservation among the general
public, improve the overall utilisation of water resources, develop a
water-saving production model and lifestyle, ensure national water
security and facilitate high-quality development. Meanwhile, with
China’s regulation on classified water usage, reclaimed water began
to show significant economic benefits and cost competitiveness and
are widely promoted and used for industrial production, municipal
miscellaneous use and ecological water recharge. During the
Reporting Period, our reclaimed water supply increased significantly in
line with the increase in demand for urban river recharge and municipal
miscellaneous use. We have wastewater treatment plants in a number
of regions across the country, which lay a solid foundation for the
development of our reclaimed water business in those regions, and
we will continue to promote the development of our reclaimed water
business in accordance with local policies and market demand and
supply conditions.
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Running Water Business

For our running water business, as of 31 December 2020, we had
7 running water plants in the PRC, and 1 running water plant under
construction. During the Reporting Period, the supply of running
water remained basically the same as the year of 2019. We expect
that following the urbanisation and the construction of water supply
facilities, the running water business will grow further.

D. MAJOR RISKS

The operational risks facing the Group are mainly capital-intensive
characteristics of the industry, requirements of water quality standards
and other force majeure events.

Capital-intensive characteristics of the industry

We are engaged in wastewater treatment, reclaimed water supply
and running water supply projects, which typically require significant
initial cash outlays and have long payback periods. On average, the
investment payback periods for our projects range from five to ten
years. If we fail to obtain financing or refinancing for such projects in
the amounts required, we may need to finance these projects from our
internal resources, which may strain our resources for other corporate
purposes. Additionally, we may fail to properly perform our obligations
in respect of these projects as a result of a funding shortage, which
may lead to a reduction in our returns and may even lead to the loss of
our initial capital investments.
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We are required to make substantial capital investments during
the initial phases of our projects. These investments are primarily
dependent on the funds we raise in our global offering and bank loans
and corporate bonds to finance. For the year ended 31 December
2020, our total interest-bearing liabilities amounted to RMB4,966.9
million, representing an increase of 8.8% from RMB4,566.4 million in
2019. As of 31 December 2020, our net gearing ratio, calculated as net
debt divided by total capital, was 49.6%.
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We expect to continue to utilise bank loans and corporate bonds to
finance a portion of our investments in our projects. The interest rate of
bank loans is mainly affected by the quoted market rate of RMB loans
issued by the National Interbank Funding Center each month. The
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increase in the quoted interest rate of RMB loans in the loan market
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may increase our total interest expense on RMB borrowings.
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Requirements of water quality standards oad

Our wastewater treatment, reclaimed water supply and runningwater OO0 00000 O0O00O0OCOODODOOOOO
supply facilities are built to treat wastewater and raw water to specified oo0ooooOOoO0ooOOoDoDoUooDOoboooDoOoao
quality standards. The quality of our treated wastewater and supplied oo0oooooDpDooODooOoOoOoooooooan
reclaimed and running water depends on the level of pollution of the 0o0oo0oDoOooDoo0DoooDoooooDOo0Oan
inflow of wastewater into our facilities and normal operation ofour OO OO 0O0O0OCOOOOOOCOOOOOOOO
facilities. We are subject to risks of unknown or undiscovered inflow oooo0oDoDOoO0oooDoDOoOo0ooDOoOOooOoOoDOoOaon
of wastewater into our equipment that exceeds our treatmentcapacity OO0 00000 O 0O0OO0OO0OOCOODODOOOOO
or defects or compatibility problems with our equipment. We cannot ooooOO0ooO0OoDoOOobDOooOooobDOooOoo
assure that we will always be able to timely discover and repair 0o0oooooDDOooO0ooOoOooooooooan
malfunctioning equipment or any other problems with our treatment oobooooOO0OoO0oDbOoOobDoooboOoooao
process or facilities. In these instances, our facilities may notbe 00000000 OCOOOOCOOOOOOOO
able to treat wastewater or raw water in compliance with the relevant 0oo0oo0oOo0oDOoDOoOoOO0oOoOOoDOoODODOOoOOO
regulatory and contractual standards, which could result in us being oooopoooOO0o0oOoooDOoUOooooDOoOoooOoaOo
subject to claims from our customers or governmental sanctions, and oo0ooo0ooOOoO0ooOOoDoDoOooDOoboooDoOoao
could lead to the suspension of our operations pending rectification oodoDoooooDDoDoOoOoOooDOoOooooooan

as well as reputational damage. In addition, the incoming wastewater Oooooooooog
or raw water to be treated by our facilities may contain pollutants

exceeding the types and quantity of pollutants we contemplated during

the design and construction of the facilities which will adversely affect

our operating costs, deterioration of our facilities and effluent quality.
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Force majeure events

Any future occurrence of force majeure events, natural disasters or
outbreaks of pandemics may restrict business in the areas affected
and adversely affect our business and results of operations. These
risks include damage to facilities, equipment and structures caused
by natural disasters such as heavy rainfall, extremely high or low
temperatures and lightning strikes, resulting in interruption of
production operation and damage to facilities and equipment, as well
as the global outbreak of COVID-19 since 2020. The Company has
formulated contingency plans to respond to unexpected force majeure
events and conducts emergency drills in daily operation to enhance the
ability of the Company and its employees to respond to such events,
and procures relevant materials and conducts safety inspections before
the onset of the rainy season in places where it operates to reduce the
impact of such force majeure events on the Company.

E. FINANCIAL REVIEW

1. Consolidated Results of Operations

Our revenue increased by RMB85.9 million, or 4.7%, to RMB1,919.4
million for the year ended 31 December 2020, from RMB1,833.5
million for the year ended 31 December 2019. Gross profits increased
by RMB41.3 million, or 6.5%, to RMB679.2 million for the year ended
31 December 2020, from RMB637.9 million for the year ended
31 December 2019. During the Reporting Period, revenue from
wastewater treatment services, reclaimed water and running water
supply and other segments accounted for 66%, 14% and 20% of the
total revenue, respectively.
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The following discussion addresses the principal trends thathave 000000000000 OO0OOOOOOOO
affected our results of operations during the Reporting Period. The oooooooDoDoOOoOOoOoOOoOooooo
following table sets out our consolidated results of operations for the

periods indicated:

For the year ended 31 December
00120310000

2020 2019

20200 20190

RMB’000 RMB’000

ooooo ooooo

Revenue oo 1,919,423 1,833,542
Cost of sales oooad (1,240,246) (1,195,618)
Gross profit oo 679,177 637,924
Selling expenses oooad (13,703) (13,140)
Administrative expenses oooad (151,365) (126,082)
Research and development expenses ocooo (7,398) (5,719)
Net impairment losses on financial assets OobD0oooDoooono (26,671) (8,829)
Other (expenses)/income — net Oooocmoooao (42,845) 86,512
Other losses ocooo (7,671) (974)
Operating profit ocooo 429,524 569,692
Finance income oooao 71,789 61,408
Finance costs ocooo (85,520) (192,709)
Finance costs — net ooooocoao (13,731) (131,301)
Share of results of associates oooooooooo (312) (241)
Profit before tax gooad 415,481 438,150
Income tax expenses ocoooao (65,053) (68,072)
Profit for the year ocooo 350,428 370,078
Other comprehensive income oooooo 13,290 871
Total comprehensive income for the year copoooooao 363,718 370,949

34 2020 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
god 0bdooogobd

a. Revenue

Our revenue increased by RMB85.9 million, or 4.7%, to RMB1,919.4
million for the year ended 31 December 2020 from RMB1,833.5 million
for the year ended 31 December 2019, primarily due to:

. Our revenue from wastewater treatment business increased
by RMB62.7 million or 5.2% from RMB1,213.8 million for the
year ended 31 December 2019 to RMB1,276.5 million for
the year ended 31 December 2020. In particular, wastewater
treatment operating income increased by RMB86.4 million,
which was mainly due to the change in value added tax
rate and the increase in wastewater treatment volume; the
construction income decreased by approximately RMB35.2
million, which was mainly due to the decrease in investment
for the Environmental Protection Project of Haitou Village of
Qingshuihai Nature Reserve in Xundian County and other
projects as compared to 2019; and the finance income
increased by approximately RMB11.5 million.

. Our revenue from water supply segment decreased by
RMB43.9 million or 14.4% from RMB304.9 million for the
year ended 31 December 2019 to RMB261.0 million for the
year ended 31 December 2020, which was mainly due to the
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b. Cost of sales b.

Our cost of sales increased by RMB44.6 million, or 3.7%, to ooao
RMB1,240.2 million for the year ended 31 December 2020, from onoao
RMB1,195.6 million for the year ended 31 December 2019. Details are ooo

OO0o000002zo01901203100000
1,195,660 0 O O O O O 020200 120 31
ob000D1124020 000000000

as follows: 4460 0003.7%000000

. Our cost of sales for wastewater treatment segment increased .
by RMB18.5 million, or 2.6%, to RMB718.2 million for the year
ended 31 December 2020, from RMB699.7 million for the
year ended 31 December 2019, which was mainly due to the
increase in wastewater treatment volume during the Reporting
Period.

. Our cost of sales for water supply segment decreased by -
RMB39.6 million, or 16.0%, to RMB207.6 million for the year
ended 31 December 2020, from RMB247.2 million for the
year ended 31 December 2019, which was mainly due to the
decrease in construction cost resulting from the decrease in
water supply construction business of the Company.

. Our cost of sales for other segments increased by RMB65.8
million, or 26.5%, to RMB314.5 million for the year ended
31 December 2020, from RMB248.7 million for the year ended
31 December 2019. In particular, the entrusted management
costs increased by approximately RMB32.0 million resulting
from the increase in business volume of entrusted management
services; the construction cost increased by approximately
RMB46.7 million resulting from the continuous construction
of BT projects such as the Project of Reconstruction and
Expansion of Yijiu Road in Jiuxiang Tourism Town of Yiliang
County. In addition, the thermal power cost decreased by
approximately RMB11.5 million resulting from the decrease in
demand for electricity from the nearby customers of Hongyu
Thermal Power who were affected by the pandemic during the
first quarter of 2020.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

(e} Gross margin

Our gross profit increased by RMB41.3 million, or 6.5%, to RMB679.2
million for the year ended 31 December 2020, from RMB637.9 million
for the year ended 31 December 2019, which was mainly due to
the increase in gross profit from wastewater treatment segment of
RMB44.2 million, decrease in gross profit from water supply segment
of RMB4.2 million and increase in gross profit from other segments of
RMB1.3 million.

Our gross margin increased by 0.6% from 34.8% for the year ended
31 December 2019 to 35.4% for the year ended 31 December 2020,
which was mainly due to the increase in gross margin of wastewater
treatment segment and water supply segment, partially offset by the
decrease in gross margin of other segments.

. Our gross profit from wastewater treatment segment increased
by RMB44.2 million, or 8.6%, to RMB558.3 million for the year
ended 31 December 2020, from RMB514.1 million for the
year ended 31 December 2019. Our segment gross margin
increased by 1.3% from 42.4% for the year ended 31 December
2019 to 43.7% for the year ended 31 December 2020, which
was mainly due to the higher gross margin of the wastewater
service of Zhaotong Water during the current period, and
the increase in finance income resulting from the official
commercial operation of the Zhaotong Central City Second
Sewage Treatment Plant and Dongchuan District Sewage
Treatment Plant.

. Our gross profit from water supply segment decreased by
RMB4.2 million, or 7.3%, to RMB53.4 million for the year ended
31 December 2020, from RMB57.6 million for the year ended
31 December 2019. Our segment gross margin increased by
1.6% from 18.9% for the year ended 31 December 2019 to
20.5% for the year ended 31 December 2020.
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. Our gross profit from other segments increased by RMB1.3 = 0O00O0O0oooOo0oDo0Doo20190 120 31
million, or 2.0%, to RMB67.5 million for the year ended ooO0OoDO0oOoDes200 00 DOODOO
31 December 2020, from RMB66.2 million for the year ended 20200120310 0000 000e67.500
31 December 2019. Our segment gross margin decreased goo0o0O0O0013000020% 000
by 3.3% from 21.0% for the year ended 31 December 2019 O000O00O0D00020190 12031000
to 17.7% for the year ended 31 December 2020, which was 0 021.0%0 OO0 0O 020200120310 0O
mainly due to the lower overall gross margin for the year 00017.7%00 0 0 3.3%00 0O 0O 0O 2020
resulting from the decrease in demand for electricity from the ooooocoooboooooogoooao
nearby customers of Hongyu Thermal Power who were affected oooobDOoooDOoooooooooao
by the COVID-19 pandemic during the first quarter of 2020; ooooOopooocOoooOoooOooOoO
and the lower gross margin of construction service due to the ooooooao

fact that BT projects such as the Project of Reconstruction and
Expansion of Yijiu Road in Jiuxiang Tourism Town of Yiliang
County were at the construction stage.

d. Selling expenses

Our selling expenses increased by RMBO0.6 million, or 4.6%, to
RMB13.7 million for the year ended 31 December 2020, from RMB13.1
million for the year ended 31 December 2019.

e. Administrative expenses

Administrative expenses increased by RMB25.3 million, or 20.1%,
to RMB151.4 million for the year ended 31 December 2020, from
RMB126.1 million for the year ended 31 December 2019, which
was mainly due to the increase in benefit expense for administrative
employees of RMB18.4 million and increase in depreciation and rental
expense of RMB5.4 million.

f. Research and development expenses

Research and development expenses increased by RMB1.7 million, or
29.8%, to RMB7.4 million for the year ended 31 December 2020, from
RMB5.7 million for the year ended 31 December 2019.

g. Net impairment losses on financial assets

Impairment losses on financial assets increased by RMB17.9 million
from RMB8.8 million for the year ended 31 December 2019 to RMB26.7
million for the year ended 31 December 2020, which was mainly due
to the increase in provision for losses that need to be recognised for
trade receivables and amounts due from customers for construction
contracts and an impairment loss of RMB26.7 million was provided for
financial assets during the Reporting Period.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

h. Other (expenses)/income — net

Our other (expenses)/income — net decreased by RMB129.3 million,
or 149.5%, to other expenses of RMB42.8 million for the year ended
31 December 2020, from other income of RMB86.5 million for the
year ended 31 December 2019, which was mainly due to the fact
that the Company entered into the RMB foreign exchange currency
swap transaction confirmation agreement with Hang Seng Bank to
hedge the foreign exchange fluctuation risk arising from the foreign
currency borrowings obtained from international syndicates in
March to June 2019 (with principal amounts of US$170,000,000 and
HK$1,015,000,000, respectively), and in 2020, the change in fair value
of the assets under such agreement incurred losses of RMB130.9
million (the exchange gain of RMB131.7 million for the same period
from the corresponding foreign liabilities of such agreement due to
foreign exchange fluctuation was recognised in finance cost for the
period).

i. Other losses

Our other losses increased to other losses of RMB7.7 million for the
year ended 31 December 2020, from other losses of RMB1.0 million
for the year ended 31 December 2019, which was mainly attributable
to the penalty of RMB6.6 million payable by Leshan Water for breach
of construction contract in 2020.

J. Operating profit

As a result of the foregoing factors, our operating profit decreased
by RMB140.2 million, or 24.6%, to RMB429.5 million for the year
ended 31 December 2020, from RMB569.7 million for the year ended
31 December 2019. Our operating margins for the years ended
31 December 2020 and 2019 were 22.4% and 31.1%, respectively.

K. Finance income

Our finance income increased by RMB10.4 million, or 16.9%, to
RMB71.8 million for the year ended 31 December 2020, from RMB61.4
million for the year ended 31 December 2019, primarily due to an
increase in interest income from borrowings to related parties.

god 0bdooogobd

h. Ooooooooooon

I I A 0y R O {0 Re I I 74
0310000000000O0O08650000
00002020012031000 0000000
004280 00000000012930000
1495% 0000000000000 00000
0000000000000 D0OO0O00O0D?2019
o3gded0O0O0OD0OO0OO0COO0OO0OO0OmOOOOn
170,000,0000 O O 1,015,000,0000 OO0 OO OO
obOo00z2020000 00000000000
oo0oo0oO0o00b0110se0O0O0OOO0OO0OO0OOOOOnDn
N A 3 4
oooooooooooom

|

N

oooooooboozo1901203100000
oooooOoDD0Oi1o00000000O0A0DO?20200 120
31 000000000000y y0 000000
gz202000000000000660000000
oooooo

j oooo

00DO00O00000DO0ODOO0O00aO?2019012
03100000000569.70000000OD0
20200120310 0 000 0 0 0429500 00
000000140200 00246%00 0000
20200 120 310 0 20190 12031000000 0O
000000224%0 31.1%0

777
B [

0000000000201901203100000
oo00e6140 00000 0020200120310 0
ooooOo0O0Ov7is0000D0O0OO0O0O00O010400
00169%00000000000000000
ooo

39



40

CHAPTER SIX  MANAGEMENT DISCUSSION AND ANALYSIS

god oboogobogbd

I Finance costs

Our finance costs decreased by RMB107.2 million, or 55.6%,
to RMB85.5 million for the year ended 31 December 2020, from
RMB192.7 million for the year ended 31 December 2019, primarily due
to the exchange gain of RMB131.7 million from the foreign currency
borrowings obtained by the Company from international syndicates
in March to June 2019 due to change in foreign exchange in 2020
(the loss of RMB130.9 million for the same period from the fair value
change of the RMB foreign exchange currency swap transaction
confirmation agreement between the Company and Hang Seng Bank
was recorded in other expenses).

m. Profit before income tax

As a result of the foregoing factors, our profit before income tax
decreased by RMB22.7 million, or 5.2%, to RMB415.5 million for the
year ended 31 December 2020 from RMB438.2 million for the year
ended 31 December 2019.

n. Income tax

We incurred income tax expenses of RMB68.1 million for the year
ended 31 December 2019 and RMB65.1 million for the year ended
31 December 2020 at effective tax rates of 15.5% and 15.7%,
respectively. Our effective tax rate remained basically the same as
last year. The effective tax rate was slightly higher than 15% due to
the expiry of the preferential tax treatment for some of our wastewater
treatment facilities and the fact that certain subsidiaries are not eligible
for the preferential 15% corporate income tax rate under the “Western
Development Policy”.

o. Total comprehensive income

As a result of the foregoing factors, our total comprehensive income
decreased by RMB7.2 million, or 1.9%, to RMB363.7 million for the
year ended 31 December 2020 from RMB370.9 million for the year
ended 31 December 2019.

2. Liquidity and Capital Resources

Our primary uses of cash are for investing in, constructing, operating
and maintaining our wastewater treatment and water supply facilities.
To date, we have funded our investments and operations principally
with bank loans, cash generated from our operations, equity
contributions and issuance of debt instruments.
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The following table sets out our cash flows for the years indicated: oooUoooDOoOoOooDoDOoOooOoo

For the year ended 31 December
00120310000

2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
Net cash used in operating activities ooooooooooao (613,467) (172,812)
Net cash used in investing activities ocopooooooooo (290,733) (1,131,514)
Net cash from financing activities ooooooooooo 387,547 1,500,966
Net (decrease)/increase in cash and cash Ooo0ooooooao
equivalents goomoao (516,653) 196,640
Effect of foreign exchange rates ocooooo (23,606) 13,845
Cash and cash equivalents at the beginning ofthe O O OO O O OO
Reporting Period ooooao 1,290,199 1,079,714
Cash and cash equivalents at the end of the oooooooao
Reporting Period ooooao 749,940 1,290,199
a. Net cash used in operating activities a. ooooooooooo

Our net cash used in operating activities primarily consists of cash do0oo0oo0DOo0oO0oo0DOo0oOoooooOooOoaon
received from our clients for services provided by us which net of used Joo0ooO0ODODDODO0O0DO0OO00OO0O0OOoOoOoooOooOOao
cash in our operations for the purchase of raw materials and other OO0 OO0 O0O0OCOO0OCOOOOOOOOOO

inventories, payments to suppliers and subcontractors, payments of 000000000000 OD0OOOCODOOOOO
expenses such as salaries and benefits, and payments of interest and
income tax.
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For the year ended 31 December 2020, our net cash used in operating
activities was RMB613.5 million, primarily comprising cash used in
operations amounting to RMB339.3 million, income tax paid amounting
to RMB57.1 million and interest paid amounting to RMB217.0 million.
The net cash used in operating activities in 2020 increased by
RMB440.7 million compared with that of 2019, primarily due to the
increase in investment for construction of concession projects during
the current period as compared to the previous period.

b. Net cash used in investing activities

Our net cash used in investing activities has principally been used to
purchase property, plant and equipment, loans to related parties and
other investments.

As of 31 December 2020, the net cash used in investing activities
amounted to RMB290.7 million, primarily comprising the purchase of
property, plant and equipment amounting to RMB186.8 million and net
cash outflow from acquisition of asset management products of Bosera
Capital amounting to RMB100.0 million. The net cash used in investing
activities in 2020 decreased by RMB840.8 million compared with that
of 2019, primarily due to the net increase in loans granted to related
parties of RMB1,000.0 million in previous year.

(o} Net cash generated from financing activities

Our net cash generated from financing activities primarily represents
borrowings.

Our net cash generated from financing activities changed from net
inflow of RMB1,501.0 million for the year ended 31 December 2019 to
net inflow of RMB387.5 million for the year ended 31 December 2020,
which was primarily attributable to a decrease in borrowings in 2020
compared with 2019.

0020200120310 0000000000000
O000000OD0OO0O0e613500000000A0
oooooOob0oOoss3nooooooonan
ooOs57100000000000217.000 00
20200 00 000000O0O0OO0OOO2019000
0004407000000 O0OO0COCOOOOOOO
ooooooooooa

b. oooooooonn

ooooooOoooOoOOoooOooooooaon
oc0o0o0oooOoooOO0OO0OO0OO0OO0OO0OO0OOOOo

0020200120310 00000000000A0
goobO02070 0 0000000000000
Oo0oo0oO0oOoO0ooO0O01se80000000000
O0000O00D0OOD0OO0O0OD0100.000 0020200
O00O00o0oO0OoODoDOoOOOb0O0O20190000000
s4080 0 000 DOOO0DOOOOOOOODOOO
ooO0O0ooao1o00000000

[]

c. 00000000000

I L [

ooooooooODoOooooooooooa

Oooobooooobooobooooo2o019012031
Ooo0oO0ooOooOooOooOooOls0100000000
20200120310 000000000 038750
ooob00oo0o0z02000 000002019000
ooo

2020 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

god 0bdooogobd

3. Working Capital 3. gooo

The table below presents our current assets and current liabilitesasof 000000000 O0OOOOODODOOOOO

the dates indicated: ooono
Current assets oooaog
Receivables under service concession ooooooooao
arrangements good
Inventories AN
Amounts due from customers for construction coooooooo
contracts
Financial assets at fair value through profit or ocoooooDpoOooo
loss goooag
Financial assets at amortised cost oo0ooooooDooooo

We recorded net current assets of RMB682.8 million as of
31 December 2020 and net current assets of RMB2,613.2 million as of
31 December 2019. The decrease in our net current assets was mainly
attributable to the increase in unsecured short-term borrowings and
payables to local governments and third parties.

As at 31 December

0120 310

2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
6,562 7,548
11,759 22,636
26,954 27,578
- 246,327

300,000
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a. Receivables under service concession arrangements

Our receivables under service concession arrangements refer to the
outstanding receivables arising from our construction services (for
BOT projects) or acquisition considerations (for TOT projects), Under
our BOT and TOT agreements, the amounts of receivables under
service concession arrangements will be settled by tariff payments to
be received during the operation phases of our BOT and TOT projects
(adjusted by operation services and finance income). The portion of the
receivables under service concession arrangements due within twelve
months from a particular balance sheet date are classified as current
assets as at that balance sheet date and the remainder is classified as
non-current assets.

Our receivables under service concession arrangements increased by
RMB1,037.7 million or 74.7% from RMB1,389.5 million on 31 December
2019 to RMB2,427.2 million on 31 December 2020, primarily because
our receivables under service concession arrangements that were
classified as non-current assets increased by RMB1,038.6 million or
75.2% year-on-year from 2019 to 2020. The increase was mainly due
to the increase in receivables under service concession arrangements
of RMB521.9 million resulting from the fact that we obtained the
concession right of Zhaotong Water and continued the construction of
Zhaotong Central City Second Sewage Treatment Plant; recognition
of receivables of RMB46.7 million based on the construction progress
of the Fanchang County Second Sewage Treatment Plant Concession
Project, recognition of receivables of RMB48.6 million based on the
construction progress of the Project of Comprehensive Improvement
of Water Environment and Ecological Recharge with Reclaimed Water
for Dongda River — Zhong River in Jinning District; and recognition of
receivables of RMB41.8 million based on the construction progress of
the Yiliang County Rural Sewage Treatment Plant and Ancillary Facility
Construction Project (Phase I).

b. Inventories

Our total inventory balance decreased by RMB10.8 million, or 47.8%,
to RMB11.8 million as of 31 December 2020 from RMB22.6 million
as of 31 December 2019. The balance of raw materials increased by
RMBO.7 million, or 14.3%, to RMB5.6 million as of 31 December 2020
from RMB4.9 million as of 31 December 2019. Coal decreased by
RMBZ10.1 million, or 88.6%, to RMB1.3 million as of 31 December 2020
from RMB11.4 million as of 31 December 2019. Parts and components
decreased by RMB1.4 million, or 22.2%, to RMB4.9 million as of
31 December 2020 from RMB6.3 million as of 31 December 2019.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

Our inventory turnover days decreased from 5.4 days on 31 December
2019 to 5.1 days on 31 December 2020 (calculated as the average
inventories for the relevant year divided by the cost of sales recognised
for the relevant year, multiplied by 366 days. The arithmetic mean of
the opening and closing balances of inventories is used for the years
ended 31 December 2019 and 2020).

c. Amounts due from customers for construction contracts

The portion of amounts due from customers for construction contracts
due within twelve months from a particular balance sheet date are
classified as current assets as at that balance sheet date and the
remainder is classified as non-current assets.

Our total amounts due from customers for construction contracts
increased by RMB95.9 million, or 17.6%, to RMB639.7 million as
of 31 December 2020 from RMB543.8 million as of 31 December
2019, primarily due to the investment in new construction for BT
projects such as the Urban Construction Demonstration Project of
Improvement of Dark and Odorous Water in Urban Area of Zhaotong,
the Environmental Protection Project of Haitou Village of Qingshuihai
Nature Reserve in Xundian County and the Project of Construction
of Municipal Infrastructure and Ancillary Facilities for Environmental
Protection of Jiuxiang Tourism Town of Yiliang County as well as the
normal operation of existing construction projects.

d. Trade and other receivables

Our trade and other receivables primarily consist of (i) trade
receivables from local governments, related parties and third parties;
(ii) other receivables from related parties, third parties and local
governments; and (iii) prepayments. Our trade receivables are amounts
due from customers for operation services provided to the customers
in TOO, TOT and BOT projects. Our other receivables primarily consist
of loans granted to and interest receivable from related parties, and
VAT refund yet to be received. Our prepayments primarily consist of
prepaid construction payables and prepayment for goods.
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The following table shows the breakdown of our consolidated trade
and other receivables as of the dates indicated:

uooocobOoooobOoOoooboocobOOooao
oooooo

As at 31 December

0120 310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo

Trade receivables: ooogo
—Third parties oooao 83,918 80,165
—Related parties oooo 85,983 123,168
—Local government ooooao 990,790 780,419
—Loss allowance ooooano (35,312) (16,294)
Trade receivables — net gpoooad 1,125,379 967,458
Other receivables: goooog
—Third parties gooao 128,176 57,597
—Related parties oooan 1,029,152 1,026,202
—Local government goooao 53,319 47,057
—Loss allowance ooooao (5,533) (3,472)
Other receivables — net ooooooan 1,205,114 1,127,384
Prepayments: oono
—Local government goooao - 3,587
—Others ooo 60,545 126,990
—Impairment loss ooooao (4) (4)
Prepayments — net ooooao 60,541 130,573
Trade and other receivables — net 0o0oooooDoDooooao 2,391,034 2,225,415
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Our net trade and other receivables increased by RMB165.6 million,
or 7.4%, to RMB2,391.0 million as of 31 December 2020 from
RMB2,225.4 million as of 31 December 2019, reflecting in (i) an
increase in trade receivables due from local government by RMB210.4
million, or 27.0%, to RMB990.8 million as of 31 December 2020
from RMB780.4 million as of 31 December 2019; (ii) a decrease in
amounts due from related parties by RMB37.2 million, or 30.2%, to
RMB86.0 million as of 31 December 2020 from RMB123.2 million as
of 31 December 2019; (iii) an increase in amounts due from other
third parties by RMB70.6 million, or 122.6%, to RMB128.2 million as
of 31 December 2020 from RMB57.6 million as of 31 December 2019,
mainly attributable to the increase in bills receivable from Hongyu
Thermal Power, our subsidiary, of RMB11.6 million, and increase in

god 0bdooogobd
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(a) Ageing analysis of gross trade receivables at the respective  (a) oooo0opooOooooooooooOo
balance sheet dates, based on the invoice dates, is as follows: oooooooooooag

As at 31 December

0 120 310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
—Within one year -1000 971,116 935,027
—Over one year and within two years =10 20 175,053 37,300
—Over two years oo0o20 14,522 11,425
1,160,691 983,752

The Group does not hold any collateral as security over these debtors. 00000000 O0o0oO0OO0O0O0OoOOoo

The following table sets out our receivable turnover days for the oooooooDoOoOOOoOOoOOoOoooooooao
periods indicated:

As at 31 December

0120 310
2020 2019
20200 20190
Days Days
0 o
Trade receivable turnover days oooooooOow 199.5 155.4
Trade and other receivable turnover days @ oooooooooao 440.1 315.3

oooo®
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Notes: ooo

Q) Calculated as the average net trade receivables for the relevant period 1) 00000000 oooDOooUooooDoOoOd
divided by the revenue for the relevant period and multiplied by 366 0003660 0000 020190 O 20200 120 31
days. The arithmetic mean of the opening and closing balances of trade ooooooooooooooUooUooUooo
receivables is used for the years ended 31 December 2019 and 2020. ooo

(2) Calculated as the average net trade and other receivables for the 2) goooOooooooooooooooooo
relevant period divided by the revenue for the relevant period and O00OO000D0O0O03660 0000 020190 0
multiplied by 366 days. The arithmetic mean of the opening and closing 20200 120310 0 00 0O0DDODOOOUOOCOOO
balances of trade and other receivables is used for the years ended ooooooooooooooodg
31 December 2019 and 2020.

e. Trade and other payables/Contract liabilities e. ooooooooooooooo

Trade and other payables oooooooooo

Our trade and other payables primarily consist of trade payables, ooooOoOO0o0oOoOoobObOoOoOoooooooo

other payables, staff salaries and welfare payables, advance from oooDoOoDOOoDoOOoO0oDoOOoOooDoDOoOoooo

customers, payables on acquisition of property, plant and equipment, 00o00ooo0ooDoDooOoOo0OoooooooDooOan

payables on acquisition of land use rights from related parties, interest 0 000000000 DODO0DOOOOOOOO

payables, and accrued taxes other than income tax. oooo

The following table shows the breakdown of our trade and other ooocoDOoO0oOoOoDOoOooOobooooOooao

payables as of the dates indicated:

O

oo

As at 31 December

0 120 310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
Trade payables oooaog 327,203 150,971
Other payables ocoooo 148,067 146,012
Consideration payable for acquisition of
subsidiaries OooUooOooOooOoo 53,057 21,209
Staff salaries and welfare payables oo0ooooooan 42,543 42,285
Payables on acquisition of property, plant and 0O0o0o0ooooooooo
equipment goo 48,566 46,207
Payables on acquisition of land use rights from ocooooooooooao
related parties ooaod 58,194 58,194
Interest payables oooag 5,929 4,586
Accrued taxes other than income tax ocooOoooDoOoOoo 15,537 17,384
699,096 486,848
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Contract liabilities

As at 31 December

0120 310
2020 2019
20200 20190
RMB’000 RMB’'000
ooooo ooooo

Contract liabilities oooaog

—local government oooDOD 30,793 -
—third parties oooo 14,700 7,238
45,493 7,238

Our trade and other payables increased by RMB212.3 million, or
43.6%, to RMB699.1 million as of 31 December 2020 from RMB486.8
million as of 31 December 2019, which was mainly due to the project
payables increased in 2020.

On each balance sheet date, the ageing analysis of the total trade
payables based on sales invoices is as follows:

oo0oooo0oooo0OoOo0o00DnDe20190120 310
OO0O0o048680 0000000212300 00
43.6%0 20200 120 310 0 0 0 0699.10 O OO
ocoO0O0z2020000000000

obooooocooboboOooooooboooaon
ooooooooo

As at 31 December

0120 310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
—Within one year -1000 214,562 137,309
—Over one year and within two years -10 20 100,354 13,662
—Over two years oogz2o 12,287 -
327,203 150,971
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As at 31 December 2019 and 2020, all trade and other payables of
the Group were not required to pay interests, and their fair values
approximated their carrying amounts due to their short maturities.

The following table sets out our payable turnover days for the periods
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020190 020200 1203100000000 0A0
oooooooODoOOoocOoooooooooOOoaon
obooooocooboDooOoboobooboooan

ooooooo

indicated:

Trade and other payables turnover days ® oooooooooao
oooow

Trade payables turnover days @ ocooooooo®

Notes: ooo

(€}

@)

Calculated as the average trade and other payables for the relevant (1)
period divided by cost of sales for the relevant period and multiplied by

366 days. The arithmetic mean of the opening and closing balances of

trade and other payables is used for the years ended 31 December 2019

and 2020.

Calculated as the balance of trade payables at the end of the relevant (2)
period divided by total purchase of materials for such period and
multiplied by 366 days for the years ended 31 December 2019 and

2020.

oooO0ooO0ooO0ooO0ooO0ooO0ooO0ooOoo0oa

As at 31 December

0120310
2020 2019
20200 20190
Days Days
o )
175.0 132.2
119.0 106.8

oooo0oDOoO0oooOOO0OO0OO0OoOoOoOOOoOoOoo
O0ooOoo0O0oo0OO0o03e6e0 0000020190 0O
20200120310 0000000000000
oo0oo0ooooO0oO0OOoOOD0OO0OO0oODoOo

oooo0oDOoO0oooOOO0OO0OO0OoOoOoOOOoOoOoo
Oo0OO0OD0D000020190 020200120310 O
003e60000
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Our trade payables turnover days increased by 12.2 daysin2020as 0O 0O 0O 0O 0O 0O O O O O 0O 20200 020190 O O
compared with 2019, mainly due to an increase in closing balance of 1220000000000 000O0DOOOCO
trade payables.

O

The directors of the Company confirm that up to 31 December 2020, 00O0DO0ODO0OD2020012031000 0 0O

there was no material default in payment of trade payables. ooooooooooooo
4. Indebtedness 4. oad
a. Borrowings a. oo

All of our borrowings are denominated in RMB, HKD or USD and Oo0ooo0oooDoDoo0ooOoOOooooooooaon
some are secured by our property, plant and equipmentand someare 000000000000 OOCOOOOOOOO
secured by corporate guarantee issued by the Company. The following ooooOO0ooO0OoOOobDOoOoooobDOooOoo
table shows our borrowings as of the dates indicated: oooogno
As at 31 December
0120310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
Non-current portion ooooao
Unsecured long-term borrowings ocooooooao 850,000 340,000
Secured long-term borrowings ooooooao 2,194,263 2,828,418
Corporate bonds oooaod 37,703 696,629
Total non-current borrowings ooooooao 3,081,966 3,865,047
Current portion oooad
Unsecured short-term borrowings oooooooano 1,390,000 615,000
Secured short-term borrowings ooooooo 494,963 86,320
Total current borrowings oooooao 1,884,963 701,320
Total borrowings oooad 4,966,929 4,566,367
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The weighted average effective interest rates at each balance sheet
date are as follows:

Weighted average effective interest rates oooooooao

O

god 0bdooogobd

oooooOoO0OOOOCOOoOOooooooOoo

As at 31 December

0120 310
2020 2019
20200 20190
5.89% 4.83%

As of 31 December 2019 and 2020, our total borrowings amounted to
RMB4,566.4 million and RMB4,966.9 million, respectively, mainly due
to the fact that to meet the relatively significant capital requirements for
project construction, the Company increased the bank borrowings of
approximately RMB1,285.0 million this year. Among our indebtedness,
borrowings amounting to RMB461.2 million and RMB363.9 million as
of 31 December 2019 and 2020, respectively, were secured by our
property, plant and equipment. In addition to the above borrowings,
our total borrowings also include corporate bonds of approximately
RMB700.0 million we issued on 25 December 2015 in the PRC for
a term of seven years with an annual interest rate at 4.35%. At the
end of the fifth year, the Company may adjust the interest rates for
the remaining two years. In the event that investors disagree with the
adjustment made to the interest rates, they may choose to demand an
early redemption of outstanding corporate bonds.

In 2020, the Company has repurchased corporate bonds with a
nominal value of RMB660.0 million, and reduced the coupon rate of the
bonds to 4.15%, which will remain unchanged in the sixth and seventh
years of lifetime (from 25 December 2020 to 24 December 2022).

As of 31 December 2020, there was no delay or default in the
repayment of our borrowings, and no bank had withdrawn any of the
banking facilities previously extended to us or had demanded any early
repayment.

As of 31 December 2020, we were not in breach of any covenants in
our loan agreements. Given our ability to access new bank borrowings
and our strong credit profile, we believe we will not be subject to any
risk of potential withdrawal of banking facilities or early repayment of
outstanding loans. As of 31 December 2020, we had not received any
requests for early repayment of the principal or interests under any of
our loan agreements.

Oooo0oooooooogoao

ad
a
a

20190 0 20200 1203100000000 0OD0
goo0o4566400000004/9690000
ooooOooDoDooOooOoooooooo
oooo0ooobOoO0oo0oO0obo0O0o0ai,28s5.000
00000000 020190 020200120 310
0000046120 0000003863.9000
ooooocoooocoobooocooooooao
OO0ooo0Oo0cOob0O00D0e2015012025000
ooooooboooobvooo0OOOOODOO
O0O07000000435% 000500000
ooooOOooO0oOoOoOOoDoDoOOooOOoOoboOoDOo
uoboooooocOoobOooOooOoooboooaa
oo

2020000 0000D0O0COCOO0O0O0e60.000
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O
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a

O
O
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The table below sets out the maturity profiles of our borrowingsasof 00000000000 OO0OOOOO
the dates indicated:

As at 31 December

0120 310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
On demand or within 1 year oooi1oo0ad 1,883,854 701,320
Between 1 and 2 years 1020 2,431,242 241,670
Between 2 and 5 years 2050 626,633 3,623,377
Later than 5 years 5000 25,200 -
4,966,929 4,566,367

As of 31 December 2019 and 2020, our net gearing ratios were 43.9% 020190 O 202001203100 00 00D00O0O0O
and 49.6%, respectively. Our net gearing ratios as at 31 December O00D00O43.9%049.6%00 0 0 0O 0O 20190 12
2020 increased as compared with 31 December 2019 primarily due to 031000 00020200120310 0000000
an increase in closing balance of borrowings by RMB400.5 million in OO0oOo0oOoOoooo2020000000000
2020. OOoo40050000

Except as disclosed above, as of the 31 December 2020, we did not Ooo0OOD0ODDODD2020012031000 0O
have any loan capital issued and outstanding or agreed to be issued, ooocobOOoO0ooOO0oDOoOOooOooooDOooo
bank overdrafts, loans or other similar indebtedness, liabilities under gbooOCocOobDO0ODOOoOUOO0ODODOoOUOoOooooOoooao
acceptances or acceptable credits, debentures, mortgages, charges, 00000000 DO0o0Oo0oDoDOooOoooooan
hire purchases commitments, guarantees or other material contingent 0000000 O OOO

liabilities.
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b. Commitments

(a) Capital commitments

Capital expenditures contracted for at each balance sheet date, but not
yet incurred are as follows:

god 0bdooogobd

i)
O

o

(a 00000

oooooDoDoOooOOoDOoOooOOooooDOooaDo
ooooo

As at 31 December

0 120 310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
Property, plant and equipment ooooooooaon 54,099 28,609
(b) Operating lease commitments — the Group as lessee (b) ooooooooooooon

The Group leases various buildings under non-cancellable operating
lease agreements. The leases have varying terms, escalation clauses
and renewal rights. The future aggregate minimum lease payments
under non-cancellable operating leases are as follows:

Within 1 year 1000

ooooOoOO0o0oooobObOOoooooobooOnoo
oo0ooooooOoOOoO00OO0oOO0OoooooDDoOOoDnD
ooooo0ooOo0oOoDOOoDOoOooooDbDOooOoDn
gooo

As at 31 December
O 120 310

2020

20200

RMB’000
ooooo

1,168

Effective from 1 January 2019, the Group has recognised right-of-use
assets for these leases.

gzo1901010 00000 O0oocOoOobOooOo0Ooan
ooooao

55



CHAPTER SIX  MANAGEMENT DISCUSSION AND ANALYSIS
god oboogobogbd

(c) Concession projects and construction projects contracted at  (c) oooooOooooooooooooon
each balance sheet date, but not yet incurred are as follows: ooooooooooon
As at 31 December
0 120 310
2020 2019
20200 20190
RMB’000 RMB’000
ooooo ooooo
Concession projects and construction projects Ooo0ooooooaon 1,521,290 4,018,446
(o3 Capital expenditure (o oonono

Our capital expenditure mainly comprises purchases of landuserights, OO0 00000000000 OOOOOOOAO
property, plant and equipment and intangible assets. Our capital U000 00000 OO O OO0O0 020190 O 2020
expenses were RMB264.7 million and RMB376.4 million for the years 0120310 0000000000000 00ODO
ended 31 December 2019 and 2020, respectively. We expect to fund 026470 00000037640 00000000
our contractual commitments and capital expenditures principally 0000000000000 0000O0O00OA0O
through net cash generated from our operating activities, proceeds 00D 0HODODOODOODODO0DODO0OO0DOO0OOO0OO
from borrowings and the proceeds we receive from the global offering 00000000000

of H shares.

Our capital expenditure for each of our segments as atthedates 0000000000000 O0O0O0O0O0O
indicated below is as follows:

As at 31 December
0120 310
2020 2019
20200
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Based on our current business plan, we expect to incur capital
expenditure amounting to RMB401.2 million for the year ending
31 December 2021. Our anticipated capital expenditure is subject to
change from time to time based on the reassessment of our business
plan, prevailing market conditions, regulatory environment and outlook
of our future operational results.

58 Off-balance sheet arrangements

Save as disclosed in this report, as of 31 December 2020, we did
not have any outstanding off-balance sheet guarantees, commodity
forward contracts or other off-balance sheet arrangements. We do not
engage in trading activities involving non-exchange traded contracts.
The Group’s policy does not participate in and invest in any financial
products that are speculative and/or have significant risks. In the
course of our normal business, we do not enter into transactions
involving, or otherwise form relationships with, unconsolidated
entities or financial partnerships that are established for the purpose
of facilitating off-balance sheet arrangements or other contractually
narrow or limited purposes.

6. Initial public offering and use of proceeds from initial
public offering

The H shares of the Company were listed on the Stock Exchange
on 6 April 2017 and the Company issued 339,430,000 H shares of
par value of RMB1.00 per share with the Offer Price of HK$3.91 per
H share. The total issuance size (before deducting the expenses)
amounted to approximately HK$1,327,171,300. Following the Listing
of H shares of the Company, a total of 593,000 H shares were
over-allocated. After deducting (i) the net proceeds from the sale
of Sale Shares by the Selling Shareholders in the Global Offering;
and (ii) the underwriting commissions and other expenses relating
to the Global Offering, the Company received net cash proceeds of
RMB1,072.3 million from the Global Offering.

O
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As of 31 December 2020, approximately RMB927.4 million, accounting
for 86.5% of RMB1,072.3 million of net proceeds from the Initial
Public Offering, has been used in accordance with the use as stated
in the paragraph headed “Future Plans and Use of Proceeds” in the
Prospectus. The use of proceeds is as follows:

Percentage
of total net
proceeds
from the
Initial Public
Offering

(as set

out in the
Prospectus)

0 020200120310000000000000
0000107230 0000000927400 000
oooooODobOOo0O00DOses»wldnonan
oooooDoooooOoooOooOooDboOooaon
oo0oooooooDODDOOoOOoOOoOoD

Actual use of
Planned  Actual use of  net proceeds
use of net  net proceeds from the
proceeds fromthe Initial Public
fromthe Initial Public ~ Offering from
Initial Public Offering the Listing
Offering for the year Date to the
(as set ended
outinthe 31 December
Prospectus) 2020
RMB million RMB million
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As of 31 December 2020, the unused net proceeds from the Initial
Public Offering for each of the business strategies as stated in
the above table have been placed as deposits in licensed banks
of the PRC which will be used in accordance with the progress
of the Company’s investment projects. Affected by the COVID-19
pandemic, the original progress of utilisation was slight delayed, and is
expected to be used up within 1 year (i.e. before 2022). The business
objectives, future plans and planned use of the proceeds as stated in
the Prospectus were based on the best estimation and assumptions
of future market conditions and industry developments made by the
Company at the time of preparing the Prospectus, while the proceeds
from the Initial Public Offering were used in accordance with the
business of the Group and the actual development of the relevant
industry.

The net proceeds from the Initial Public Offering were used and
expected to be used according to the intentions previously disclosed
in the Prospectus. As of 31 December 2020, there was no material
change or material delay in the use of proceeds of the Company.

7. Exchange rate risk and management

The Group still retains some foreign currency funds, mainly Hong
Kong dollars and US dollars. The Group borrowed foreign currency
loans with international syndicates from March to June 2019, with
principals of USD170,000,000 and HKD1,015,000,000 respectively.
Exchange rate fluctuations have a certain impact on the retention
of foreign currency funds and the return of principal and interest on
borrowings. In December 2019, the Group entered into a confirmation
of RMB foreign exchange currency swap transactions with Hang
Seng Bank and the agreement fixed the exchange rate at the time of
loan repayment and interest payment which was used to hedge the
risk of foreign exchange fluctuations when repaying foreign currency
borrowings and foreign currency interest. Details are as follows:

Hang Seng Bank pays floating interest on swap agreements and the
fixed interest payer is the Group. Before the Group pays the foreign
currency principal and interest of each international syndicate, Hang
Seng Bank will pay the equivalent currency into the Company’s
account. The Company can use the foreign currency to pay the
principal and interest. At the same time, when the Company pays RMB
to Hang Seng Bank, the interest rate is fixed. The nominal principal
for calculating the interest is calculated by multiplying the principal in
the syndicated loan agreement by the fixed exchange rate locked by
the agreement, actually using a fixed cost in exchange for the foreign
currency to be paid and turning unknown risks of exchange rate
changes into fixed interest expense costs. For the year of 2020, loss
on change in fair value of the swap agreement was RMB130,940,000
and exchange gain from syndicated foreign currency borrowings was
RMB131,734,000.

god 0bdooogobd
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8. Employees and remuneration policies 8. gopopooooao
Relationship with Employees oooooo

For details of the employees and remuneration policies during the 000000 0DoOOo0O0oooooOooooonan
Reporting Period, please refer to “Report of the Board of Directors — A. O0DAOO0OCOCO7.000000M00
Business Review — 7. Relationship with Employees”.

9. Contingent liabilities 9. oooag

As at 31 December 2020, the Group did not have any significant [0 020200 12031000 0000000000
contingent liabilities. ooo

10. Material charges on assets 10. oooooao

There were no material charges on the Group’s assets during the 0Oo0o0ooooDoDoDooooOoOoon
Reporting Period.

11. Major investment and acquisition 11. ooooooo

On 27 December 2019, the Company (as the asset entrustor) 0201901202700 00000000 0O0O0ODOO
entered into an asset management agreement with Bosera Capital 00 000000000000 O0ODOOO0OO
Management Co., Ltd. (“Bosera Capital”) (as the asset manager) and 00ooDooo0DoDoo0oo0oDoo0o0DoOmooonan
Kunming Branch of China Merchants Bank Company Limited (“China 0OmooO000000020190120270 0 00
Merchants Bank”) (as the asset entrustee) on 27 December 2019 in oo0ooU0ooooOO00oOoooDOoOUOOooUOOooooao
relation to the investment and management of the entrusted assets, ooDOoo00OO0ODbOO0oCoCDOOoDOo40DbDO0O0CO0O0ODOn

pursuant to which the Company agreed to entrust an amount of up to 00000 DoOOoDoDOoDoDOooOOoDOOoDoDOoodOoan
RMB400 million as the Entrusted Assets for the investment in a Single ooooOnooooooooooooooon
Asset Management Plan issued by Kunming Industrial Development 0Oo0Do0DoDo0o0O0oD0DOoDoODOooOOo0OoODOoODOOOn
and Investment Co., Ltd. (“IDI"). IDI is a wholly state-owned company, 0000000 oooopoooooooooon
which is principally engaged in the integration of state-owned enterprise 0O 0O O O O O O 59,000,0000 HO O 2,620,4490 O
shareholding and management and operation of state-owned assets. It 0O 000 O O0OO0OOQOODOOODODOOOOO
is an existing shareholder of the Company directly or indirectly holding 059%00000000000000000OA0O
59,000,000 H Shares and 2,620,449 Domestic Shares, representing oCoooooooooooooOoOoooooOoo
5.99% of the total issued share capital of the Company as at the 00o0oDooOoooDoDooooDoooo0n?2
date of this report. The investment in Single Asset Management Plan 00000000 00000O020190120270 0
included certain accounts receivables and other non-standardised ooo

credit assets transferred from IDI. The Company invested RMB200
million to the Single Asset Management Plan. For details, please refer
to the announcement of the Company dated 27 December 2019.
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During the Reporting Period, the above asset management agreement
has been early terminated, and the Company has recovered all the
entrusted amount and the investment income derived therefrom
pursuant to the contract terms.

On 11 September 2020, the Company (as the asset entrustor) entered
into an asset management agreement with Bosera Capital (as the
asset manager) and China Merchants Bank (as the asset entrustee)
in relation to the investment and management of the entrusted
assets. Pursuant to the agreement, the Company agreed to entrust
an amount of RMB300 million as the entrusted assets for investment
in the credits of accounts receivable held by Kunming Agricultural
Development Investment Co., Ltd. (“*KADI"). KADI is a wholly
state-owned company, which is principally engaged in investment and
construction of agricultural industrialisation projects, investment and
construction of agricultural water conservancy and irrigation projects,
land consolidation, development and investment, development and
investment in elderly care and funeral industries and other agricultural
and livelihood service industries, and is a third party independent of
the Company. The Company invested RMB300 million in the asset
management plan (2019: RMB200 million). For details, please refer to
the announcement of the Company dated 11 September 2020.

These investments recorded realised gains of approximately RMB5.7
million during the year. By entering into the asset management
agreement in accordance therewith, the Company intends to increase
the rate of return of its cash and cash equivalents which can improve
the Company’s investment income and profit earnings.
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CHAPTER SIX  MANAGEMENT DISCUSSION AND ANALYSIS
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The Company’s investments mainly focus on its main business and oooooooooDoooooooooooao
relevant environmental protection industries in the upstream and ooDooOOo0oobOOobDOooOOooOoobOooOoo
downstream. On the basis of prioritising the investments in the main oooDOoOooDOoOooOooDoOooooOooan
business and related industries, and in accordance with the progress 0000000000 OO0OOOCOOCOOOOO
of project implementation, the Company will manage idle funds, if any, oo0poooooooooo

to improve the efficiency of capital utilisation on the premise of keeping

the risks under control.

Save as disclosed above, the Company had no plans of major 0O0O0OO0OO0ODO0OD0O2020012031000 000

investments or capital and asset acquisition as of 31 December 2020. cooooooOoooooooo
12. Loans to Certain Entities 12. opoDoooooao
The Company entered into two entrusted loan contracts with Kunming 00000020200 10230020200 20130 0O
Bus and Yunnan Branch of Bank of Communications Co., Ltd. (O gooooOoOOoOOO0oOoOoooooooDooOOoo
000000000 0O00aOao)(¢Bank of Communications”) 0O0omoooOoOoDOooooooOoOOoOOoOOoOOoOO
on 23 January 2020 and 13 February 2020 respectively, pursuant 00000000 DO0O0O0O0O0OO0DOen0 OO0
to which the Company entrusted Bank of Communicationstogrant 00 02040 0000000000 0O O 8.5%0
loans of RMB60 million and RMB240 million respectively to Kunming 000000000000 OCOODODOOOOO
Bus with an annual interest rate of 8.5%. As at the Latest Practicable goooO0oooDOOoOOoCOoOOoOooooooooao
Date, the loans under these two entrusted loan contracts have been 00002020020 1300201400000
repaid pursuant to the contracts. For details, please refer to the
announcements of the Company dated 13 February and 14 February
2020.

0000202006020 0 00000000000
The Company entered into an entrusted loan contract with Kunming ooooOO0ooO0OoOOobDOoOoooobDOooOoo
DIG and Bank of Communications on 2 June 2020, pursuant to which ooooDooOoOooDoooooo3s50000a0
the Company entrusted Bank of Communications to provide a RMB350 00oo0oDOoOO0oO075%000000020210603
million loan to Kunming DIG, with an annual interest rate of 7.5%. The 0000000 0O0ODOOO0ODOO0O0O000e202006
loan will become due on 3 June 2021. For details, please refer to the 0200000
announcement of the Company dated 2 June 2020.
The Company entered into an entrusted loan contract with Xindu gOo0ogOoz20200904000000O00O00O0OO
Investment and Kunming Dianlong Sub-branch of China Construction ooDooOo0ooo0oDODOooOoO@mDODOooOO0ooOm
Bank Corporation (“China Construction Bank”) on 4 September 2020, 0000000 ooDDOooOO0oOOo0OoODOoODOODn
pursuant to which the Company entrusted China Construction Bank 0o0o0ooooDoDOoOo3500000000000
to provide a RMB350 million loan to Xindu Investment, with an annual 0O 07%00 00 00 0202109080 00000

interest rate of 7%. The loan will become due on 8 September 2021. go00OO0oOooooboDOoOoz202009004000000
For details, please refer to the announcement of the Company dated 4
September 2020.
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According to the knowledge of the Company, Kunming Bus, Kunming
DIG and Xindu Investment are all controlled or held by Kunming
SASAC, and Kunming DIG holds 6.818% equity interest of Xindu
Investment. Saved as disclosed above, Kunming Bus, Xindu
Investment and Kunming DIG are not related to each other, and neither
are they the connected persons as defined in the Listing Rules.

On the basis of prioritising the investments in the main business and
related industries, and in accordance with the progress of project
implementation, the Company will manage idle funds, if any, to improve
the efficiency of capital utilisation on the premise of keeping the risks
under control. When selecting counterparties, we will assess the risk
of capital recovery based on the counterparties’ operating conditions
and past cooperation, and will continuously monitor whether there is
any material adverse impact on the counterparties’ operations so that
we can take timely measures to ensure the safety of the Company’s
capital.
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CHAPTER SEVEN  PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

OO0 ObObdddooodooodn

A. EXECUTIVE DIRECTORS

Ms. Guo Yumei (O O 0O), aged 53, joined our Group in July 1990.
Ms. Guo was appointed as an executive Director and the general
manager of our Company in January 2011 and as the Chairperson
of the Board on 23 June 2016 and resigned as the general manager
on 10 July 2019. She has over 30 years of experience in the water
treatment industry and is responsible for strategic decision making
of our Company’s operations. Ms. Guo is currently the chairperson
of the Strategy and Investment Decision Committee, and a member
of the Remuneration and Appraisal Committee and the Nomination
Committee of our Company.

Ms. Guo joined Kunming Dianchi Investment in July 2006 and is
currently the Kunming Dianchi Investment Director. Positions which
she held at Kunming Dianchi Investment included manager of its public
affairs department, chief operating officer for its public affairs, assistant
to the general manager and deputy general manager from July 2006
to January 2015. Ms. Guo worked at Kunming Municipal Utility Tariff
Bureau (D OO O0OOCOCOOCOOOGO) from July 1990 to December
1995. She worked at Kunming City Drainage Co. Ltd. (0 O O O O
00O 0O 0O) from December 1995 to January 2002, responsible for the
management of drainage, and she was a division chief of its general
affairs division from January 2002 to July 2006, during which time
she also worked at the Second General Affairs Division of Kunming
Municipal Dianchi Administration Bureau (U O 0 000 OO0 O O00O0O)
from October 2003 to May 2004.

Ms. Guo obtained a bachelor’'s degree in analytical chemistry from
Yunnan University (O O O O ) in Yunnan Province, the PRC in July
1990. Ms. Guo has been recognised as a senior engineer in water
supply and drainage since 2015. In January 2018, Ms. Guo was
elected as a delegate to the 13th People’s Congress (the “People’s
Congress”) of Yunnan Province.

A. ooogao

O000OO0053001900700000000
2011010000000 0000O0O00CODOCO
2016060230 00000000000 201907
giooooocOoocOoOooOoOOoocOoooOoOooOan
go3pooooooooooooooooon
oo0ooooOoOooOOoDOoOooOOoOoooDbDOooao
obooooooODOoOOoOOCcOoOoOooooo

goo0pDz206070 000000000000 AO
OO0OO0OO00O0D02006070 020150100 000
uooobOooooboocooooocoboOooao
goooODooocoOoOoOoooobooooboooan
goob19900 70 019950 120000000000
oo00O0000000Db19950 120 020020100
ooDooOo0ooO0oooOOoDOooOOoOobDOoDOoD
002002010 02006070 0 0000000CAO
020030100 02004050 000000000
ooooooo

oo0oo001990700000000000D00R0
obooocoOoobOOoocOOooboo0zols0oOonOOan
oo0oo0ooOoO0obOOob0Ooooz01801000 0 0O
oo0o0oooooDDOOoOOoOoOO0oO0O0mOooOm oo

2020 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SEVEN PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT
gobd obobbogobobodgbd

00000051 00020190600 000000
02019070100 0000000000000A0
oooooOoooooOoozoezodedl1oononononOaO
ooooooo

0 1999

aw @p .Be 2020 ES 65



66 2020 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SEVEN PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT
gobd obobbogobobodgbd

Ms. Ren Na (O O ), aged 40, joined the Group in November 2020
and was appointed as a non-executive Director of the Company on
6 November 2020. Ms. Ren participates in the development of our
business strategies. Ms. Ren has more than 18 years of experience in
the financial field. She currently serves as the deputy general manager
of financial sharing center of Yunnan Investment Holding Group Co.,
Ltd. (0 O 0O 00O 00O 00O OO0 D0 0O)and a director of Yunnan
Medical Investment and Management Group Co., Ltd. (0 O 0 0O O O
Oooooooooan).

Ms. Ren served as the chief accountant of the hydropower station
and the department head of No. 1 water resources machinery plant
of Sinohydro Bureau 5 Co., Ltd. (0 O O O 0O O O O 0O O O) from
July 2002 to April 2008. From April 2008 to May 2009, she worked in
Yunnan Tonghe Technology Development Co., Ltd. (0 O 0 O O OO
00 0 O O) and was responsible for finance management. From May
2009 to October 2013, she served as the person in charge of finance
of the Lidi branch of Yunnan Lancangjiang Property Management Co.,
Ld. (00000000000 D0ODOQCOOOd). From November
2013 to July 2019, she served as the manager of general management
department of China Southern Power Grid Integrated Energy (Yunnan)
Co,Ld. (0 ODDOOOODODO(OO)OOOOOO). She joined
Yunnan Investment Holding Group Co., Ltd. (0 0 O O 0O O 0O OO
0 O O O) in August 2019 and currently serves as the deputy general
manager of financial sharing center. She was appointed as a director
of Yunnan Medical Investment and Management Group Co., Ltd. (O O
000O0oOooooooDooao)inApril 2020, and has been serving
as a supervisor of CTV Yuntou Culture Tourism Industry Investment
Co,Ltd (00O DOODODOOOODOOGOCAOQOAQOADO)since October
2020.
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Ms. Yu worked in the Kunming Light Union City Credit Cooperative
(D OOO0O0ODO0O0O0O0aO)fromAugust 1988 to April 1993. From
May 1993 to March 1994, she worked in Kunming Lianfa City Credit
Cooperative (0 O O O O 0O 0O O O O O) and worked at Kunming
International Trust and Investment Co., Ltd. (D 0 O OO0 O OO0 0O0O)
from April 1994 to November 2005. She has been working in Kunming
Industrial since November 2005. She has been serving as the deputy
manager of the planning and finance department, deputy manager of
the contract audit department, manager of the audit legal department,
manager of the capital operation department, supervisor and assistant
to the general manager of Kunming Industrial.

In July 1988, Ms. Yu graduated from Kunming Second Light Industry
School (0 O O OO O O O O), majoring in finance and graduated
from Yunnan Finance and Trade College (O O O O O O) in June
1992, majoring in finance. In December 2010, she graduated from
CPC Yunnan Provincial Party School (O O 0O 0O O O O 0O ), majoring
in economic management. Ms. Yu is also a senior accountant in the
PRC.

(G INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Yin Xiaobing (O O O ), aged 47, joined our Group in June 2016
and was appointed as an independent non-executive Director on 23
June 2016. Mr. Yin participates in making significant decisions and
advises on corporate governance, connected transactions, and various
matters concerning Directors and senior management. He is currently
the chairman of the Audit Committee and the Nomination Committee,
and a member of the Strategy and Investment Decision Committee and
the Remuneration and Appraisal Committee of our Company.

Mr. Yin currently serves as an associate professor of the School of
Business Administration and Tourism Management and a tutor for
master’s degree students of Yunnan University (0O O O O ), a visiting
scholar of the Sloan School of Management of the Massachusetts
Institute of Technology, and a non-practicing member of Chinese
Institute of Certified Public Accountants.
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Mr. Yin served as a director in the following companies listed on the
Shanghai Stock Exchange and the Shenzhen Stock Exchange in the
last three years:

Serving time Company name Position

oooao

May 2014 to January 2020

20140 50 0O 20200 10

June 2016 to present

20160 60 O O
April 2019 to July 2019

20190 40 O 20190 70

August 2019 to present

201908000

February 2020 to present

202002000

February 2021 to present

ooao

Yunnan Aluminum Co., Ltd.
(0 0DODODODO0D0OOOd)(Stock code:
000807)

000000000000 0OQODOOooo8070

Yunnan Copper Industry Limited
(DOD0OD0OO0OO0O0o0DOoO0)(Stock code:
000878)

000000000000 DOOO0ODooos878O

Yunnan Luoping Zinc & Electricity Co., Ltd.
(Stock code: 002114)

go0odbOO0oooOooOOoooooooono
0021140

Yunnan Baiyao Group Co., Ltd.
(0 O0DDODOOCOCO0OOdaoao)((stock code:
000538)
oooooOooooO0oomooooo
0005380

Yunnan Tin Company Limited
(0 00ODDOOODOOOO0)(Stock code:
000960)

0000000000000 OOoooossod

Huaneng Lancang River Hydropower Inc.
(0 0DDODODOOOO0OO0OOOoao)(stock code:

oo

Independent non-executive director

ooooooao

Independent non-executive director

opooooao
Independent non-executive director

ooooooan

Independent non-executive director

ooooooao

Independent non-executive director

ooooooan

Independent non-executive director

600025)
202102000 Oooo0ooOooooooooOoooooo ooooooo

6000250
Mr. Yin also currently serves as the general manager of Yunnan 00000000 O0OD0OODODOOoOoODOoOoDOaOo
Tianshu Yuheng Equity Investment Fund Management Co., Ltd. (O O 0000000 0ODDODO0DO0O0O0OO0OO0ODOO0O0OaO0
OooOoOoOOoOO0OO0OOO0OO0OO0OO00a0),thechairmanoftheboard D OO OOOOODOOOODODOOOOOOOO
of directors of Kunming Zhongbei Financing Guarantee Company (O 00000000 O0OD0OODODOOoOoODOoOoDOaOo
00000000 0), and a director of Kunming Land Development OO0 000000000
Investment Management Co., Ltd. (0 D 0 0O 0O OO0OOOOO
0O O O 0O) and the State-owned Assets Operation and Investment
Management Company Limited (U O OO0 0 O0O000O0O0O0OOO)in
Panlong District, Kunming.
Mr. Yin obtained a bachelor’'s degree in applied mathematics from 0000199706000 00000 OO0OOOO
Yunnan University (O O O 0O) in Yunnan Province, the PRC, in June 00000000 O0ODOOoOoz200007000000
1997, a master’s degree in management from Yunnan University (O O 0000000 D0ODbOOoOo2012012000 000
0O 0O) in July 2000, and a doctorate degree in political economy from Oo0O0D0oooooooag

Yunnan University (O O O O ) in December 2012.
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Mr. He Xifeng (O O O ), aged 58, joined our Group in June 2016 and
was appointed as an independent non-executive Director on 23 June
2016. Mr. He participates in making significant decisions and advises
on corporate governance, connected transactions, and various matters
concerning Directors and senior management. Mr. He is currently
the chairman of the Remuneration and Appraisal Committee and a
member of the Audit Committee and the Nomination Committee of
our Company. Based on publicly available information, Mr. He was
arrested for alleged involvement in a bribery case, and the Company
could not get in touch with Mr. He and he could not perform his duties
normally, after the Board meeting of the Company held on 9 February
2021 considered and passed the removal proposal regarding Mr. He,
the Board recommended that Mr. He be removed as an independent
non-executive Director, the chairman of the Remuneration and
Appraisal Committee and a member of the Audit Committee and the
Nomination Committee of our Company. Such removal proposal is
subject to the consideration and approval at the general meeting of
the Company. For details, please refer to the announcements of the
Company dated 9 February and 25 February 2021.

Mr. He currently serves as the chief partner and previously served as
the legal representative and the head of Yunnan Weizhen Law Office
(00000 O00D0DO). Mr. He serves as a legal counsel of several
government agencies, public institutions and associations, such as
International Cooperation Center of the Ministry of Agriculture and
Rural Affairs (D 0 0 OO 0O0ODOOOO), etc. Mr. He currently serves
as a standing director of China-ASEAN Legal Cooperation Center (O
00000000 aoO),adirector of China-ASEAN Business Council (O
0000000 D0)and a director of Yunnan International Trade and
Investment Association (U O O OO0 OO0 00OO0O0O).

Mr. He graduated from Yunnan University (O O O 0O) in Yunnan
Province, the PRC, majoring in law in December 1990 and from
Yunnan Normal University (O O O O O O) in Yunnan Province, the
PRC, with a master’s degree in history, in June 1996.

The biographical details of Mr. He disclosed above were based on his
confirmation during the interim period of 2020, and as of the date of
this annual report, the Company was not aware of the latest status of
his biographical details due to inability to contact with him.

Mr. Johnson Wan (O 0O 0O ), aged 42, joined our Group in November
2020 and was appointed as an independent non-executive Director on
6 November 2020. Mr. Wan participates in making significant decisions
and advises on corporate governance, connected transactions and
various matters concerning Directors and senior management. Mr.
Wan is currently a member of the Audit Committee of our Company.
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Mr. Wan served as the head of compensation and benefits consulting
of Hewitt Associates (Hong Kong) from July 2004 to August 2006.
From January 2008 to June 2019, he worked in Deutsche Bank AG
(Hong Kong) and successively served as an associate, vice president
and a director, and was responsible for equity sales trading in Asia,
debt capital markets and corporate coverage, equity research,
research in APAC energy and basic materials and team management.
From June 2019 to August 2020, he served as the portfolio manager of
Brilliance Capital Management. He was appointed as an independent
non-executive director of Longhui International Holdings Limited (a
company listed on the Hong Kong Stock Exchange (stock code: 1007))
in August 2020. He was appointed as an independent non-executive
director of New Provenance Everlasting Holdings Limited (a company
listed on the Hong Kong Stock Exchange (stock code: 2326)) in
October 2020, and is currently serves as the managing director and
head of new energy/industry/bulk commodity research department
of Jefferies Hong Kong Limited. Mr. Wan has accumulated extensive
experiences in equity research, IPO and listing, global roadshow and
debt financing.

Mr. Wan graduated from University of Toronto in Canada in June
2002 with a bachelor of science (honours) in computer science and
mathematics; obtained a master’s degree in statistics from University
of Michigan in the United States in June 2004; and obtained a master’s
degree in business administration from London Business School in the
United Kingdom in June 2008.

D. SUPERVISORS

Mr. Na Zhiqgiang (O O O ), aged 59, is the chairman of our Board of
Supervisors and an employee representative Supervisor, responsible
for leading the daily work of our Board of Supervisors, overseeing
the Directors, managers and other management personnel to ensure
compliance with laws and regulations, the Articles of Association and
the resolutions of shareholders’ general meetings. Mr. Na joined our
Group in February 1990. On 19 January 2011, he was appointed as the
chairman of our Board of Supervisors and an employee representative
Supervisor. Mr. Na has over 30 years’ working experience in the
wastewater treatment industry.

Mr. Na worked successively as the office manager, assistant to
the plant manager, and the plant manager of Kunming No. 1 Water
Purification Plant from February 1990 to December 2007. From
January 2008 to June 2009, Mr. Na served as the deputy general
manager of Kunming Municipal Wastewater Treatment Co. Ltd., a
wholly-owned subsidiary of the Company. From June 2009 to June
2011, he served as the manager of general affairs department of
Kunming Dianchi Investment.
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Mr. Na graduated from the Party School of Yunnan Provincial
Committee of the Chinese Communist Party (0 0 0 O 000000
0 O 0O)in Yunnan Province, the PRC, in December 2004, majoring in
economics and management.

Mr. Yao Jianhua (O O O ), aged 62, joined our Group in November
1995 and has been an employee representative Supervisor of our
Company since 19 January 2011 in charge of overseeing the Directors,
managers and other management personnel to ensure compliance with
laws and regulations, the Articles of Association and the resolutions of
shareholders’ general meetings. Mr. Yao has over 28 years’ working
experience in the wastewater treatment industry. From June 2005 to
November 2019, Mr. Yao has been the executive director, the general
manager and the legal representative of Kunming Dianchi Logistics, a
wholly-owned subsidiary of the Company.

Prior to joining our Group, Mr. Yao served successively as a section
clerk and deputy section chief of Kunming Municipal Facilities
Management Cashier Office (U O O O O O 0O O 0O O O O) from
February 1988 to February 1998, and deputy chief of the Management
Cashier Office of Kunming City Drainage Company Limited (O O O O
00000 00DO0O0)fromFebruary 1998 to June 1999.

Mr. Yao graduated from Chinese People’s Liberation Army Kunming
Army College (0 D 00O OODOOOODOADO)in Yunnan Province,
the PRC, majoring in political theory in July 1999.

Mr. Shao Wei (O O ), aged 40, joined our Group on 7 May 2016 and
is a Supervisor of our Company in charge of overseeing the Directors,
managers and other management personnel to ensure compliance with
laws and regulations, the Articles of Association and the resolutions of
shareholders’ general meetings. Mr. Shao has over 10 years’ working
experience in the corporate finance management. Mr. Shao worked
as the accounting manager of planning and financing department of
Kunming DIG, responsible for corporate finance and accounting affairs.
He was transferred to Kunming Development New Energy Industry
Investment Operation Co., Ltd. (0 D OO0 OO0 OO0 OO0OOO0OO
0 O 0O) in August 2018 and has been serving as the deputy general
manager since October 2018. He has been serving as the financial
controller of Kunming Zhongchuang Sanyou Kun Development New
Energy Technology Co., Ltd. (OO0 OO OO ODOOODOOOODOO
0 O) since March 2018. He has also served as the executive deputy
general manager of Kunming Petrochina Kunlun CNG Co., Ltd. (O O
00000000000 0OO0D0OaDO)since March 2019; a director of
Kunming Petrochina Kunlun CNG Co., Ltd. since June 2020; and the
chairman of the board of supervisors of Kunming Petrochina Energy
Investment and Development Co., Ltd. (0O 00000 O0O0OOO
0 O ) since March 2021.
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Mr. Shao worked at Yunnan Yatai Electronic Information Technology
Co,Ltd (COODODOOOODOOOODAO)fromMarch 2004 to
March 2009. He worked at the financial department of and served as
the deputy director of legal and risk control department of Yunnan
Electrical and Mechanical Equipment Corporation (0 0 O 0O O O O
0 0O 0O) from May 2010 to August 2011 and May 2012 to November
2015, respectively. He worked at Yunnan Yunrui Automobile Sales and
Service Co, Ltd. (DO OO OOODODODODOOOAO)fromAugust
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Relationship with
other Directors,

Supervisors
Date of joining and senior
Name Age Position Roles and responsibilities  Appointment date our Group management
ooooooo
ooooa ooooooan
oa oo oo ooooo oooao ooan ooan
Mr. Mei Yili 59 Deputy General Responsible for the 29 January 2015 May 1997 None
Manager Company’s production
safety management work
ooooao 59 oooao oooooboDOOooDO 20150 10 290 19970 50 a
oo
Mr. Luo Yun 42 Executive Director  Responsible for supervising  Appointed as Deputy General Manager in June 2013 None
and Deputy our Company's January 2015 and as Executive Director on
General investment strategies, 23 June 2016
Manager market expansion and
administration
oooa 42 0oooooo 00000DD0DOO 20150100000000000201606 2013060 0
oo ooooooooooo 023000000000
oo
Mr. Yang Yang @ 48 Chief Financial Responsible for the Appointed as the Chief Financial Officer on29  January 2015 None
Officer and management of our January 2015 and appointed as Secretary of
Secretary of Company’s finance, Board on 23 June 2016
Board financing, capital operation
and securities affairs, as
well as daily affairs of the
Board
oooow 48 0000000 00000000000 2015010290 00000000002016 20150 10 a
0ono ooooooooooo oe023000000C0000
oooooooooonDn
Note: oo
1) On 9 February 2021, Mr. Yang Yang has tendered his resignation 1) 00000000000 00020210209000

as chief financial officer, secretary of Board and the joint company
secretary of the Company to the Board due to work reallocation, with

effect from 9 February 2021.
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Mr. Chen Changyong (O OO ) is an executive Director and the OO 00O00O
general manager of our Company. Please see the section headed

“Profiles of Directors, Supervisors and Senior Management — A.

Executive Directors” in this report for details of Mr. Chen Changyong’s

biography.

Mr. Mei Yili (O O O ), aged 59, joined our Group in May 1997 and has
been the deputy general manager of our Company since 29 January
2015, responsible for the Company’s production safety management
work.

From June 2005 to June 2013, Mr. Mei served as the deputy general
manager, the general manager, and an executive Director of Kunming
Wastewater Treatment and Operation Co. Ltd. (0 O OO0 OO O OO
00 00000). From January 2008 to June 2013, he served as the
general manager and an executive director of Kunming Wastewater
Treatment and Operation Co. Ltd. (D 0D OO OO0 O O0OO0O0ODO
O O O). From August 2012 to June 2013, he served as the deputy
general manager of the Company. From June 2013 to January 2015,
he served as the deputy chief engineer of Kunming Dianchi Investment.

Mr. Mei obtained a bachelor’'s degree in engineering majoring in
railway cable communication from Department of Telecom and
Automatic Control, Lanzhou Tiedao Institute (0 O O O O O ) in Gansu
Province, the PRC, in January 1982.

Mr. Luo Yun (O O), is an executive Director and the deputy general
manager of our Company. Please see the section headed “Profiles
of Directors, Supervisors and Senior Management — A. Executive
Directors” in this report for details of his biography.
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Mr. Yang Yang (O 0O ), aged 48, joined our Group in January 2015
and has been the chief financial officer of our Company since 29
January 2015. Mr. Yang has also been appointed as one of our
joint company secretaries and our Board secretary in June 2016,
responsible for the management of our Company’s finance, financing,
capital operation and securities affairs, as well as daily affairs of the
Board. On 9 February 2021, he has resigned as chief financial officer,
secretary of Board and the joint company secretary of the Company
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F. JOINT COMPANY SECRETARIES

During the Reporting Period, Mr. Yang Yang (O O ) and Mr. Chiu Ming
King (O O O ) are our joint company secretaries. As at the date of this
report, Mr. Yang Yang has resigned his position as the joint company
secretary, secretary to the Board and chief financial officer of the
Company due to work reallocation.

Mr. Yang Yang (O O) is also the chief financial officer of our
Company during the Reporting Period. Please see the section headed
“Profiles of Directors, Supervisors and Senior Management — E. Senior
Management” in this report for details of his biography.

Mr. Chiu Ming King (O O O ) currently serves as an executive director
of Corporate Services of Vistra Corporate Services (HK) Limited.
He has over 10 years of experience in the company secretarial field
and provides professional services to customers of various listed
companies.

Mr. Chiu has been an associate member of The Chartered Governance
Institute in United Kingdom and the Hong Kong Institute of Chartered
Secretaries (“HKICS”) since 2003 and became a fellow member of the
HKICS since September 2015. He has been a vice-chairman of the
Membership Committee and Chairman of Professional Services Panel
of HKICs and a Council member of HKICS since 2020.

Mr. Chiu obtained a bachelor of arts from University of Toronto in
Toronto, Canada, in June 1999 and received a master of arts in
professional accounting and information systems from City University
of Hong Kong in November 2003.
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The Board hereby submit their report together with the audited financial 0000000000 OoOoooz20200 120310
statements of the Group for the year ended 31 December 2020. goooooooooooooo

A. BUSINESS REVIEW A, ggooo

.

1. Operating Environment and Prospects ooooooao
The Company is a leading wastewater treatment and reclaimed water oo0oo0DoDoOooDooDoooDoooooDo0Oaon
O00o0ooO00oO0oOoDoDoOoOoooOooODoOooOoOoaon
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oooooU0oO0oooQUoOoooooOooDooOoOoao
Oo0o0o0o0oooooDoDooooooooooao
0000000000 O0oDoDOoo0DooOooooon
0000000000000 0o0oooooooan
O000o0oo0o000O0O0ODoDOo0oDoOoOoOoOooOoooaon
ocoooooOoooDooUooooOooDoooOoOoo
ocooooooOOoooooDUooooooo

20200 0 0000000000000 O0OOOO
todoodoboooooooooooooooo
ooooooDoooooooooooooaooan
ooDooooooOoDbDOooOO0ooOOobDOoobO0oan
oboo0ooooooODoOOoOOOO0oOooooooDDoOao
ocoooooOoOooooOoOoboboboOobOoOooooao
oooobOooOooOoOooOooOoOoOoOOoOOoan
odoooooobooooooooooooo
oboooOoocoooOooboooooooooano
oo0DmoooooOooooboOoboooooDoao
ooooooooooOoOooOoOooOOoOooOoOoan
O0@oo0o0o0o0Oo0o00oO0OO0O0OCcO0Oo00o0O
oooOoooocooOOoOooOOoOOocOobOOoOooo
goono

O 0Ooo0goo

78 2020 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER EIGHT

During the Reporting Period, the central government strengthened
in counter-cyclical adjustment of macro policies and increased the
investment and construction in new types of infrastructure, new
urbanisation and major transportation and water projects, which
was favourable to environmental protection, infrastructure and other
key areas and facilitated the further development of the industry.
The People’s Bank of China, the Ministry of Finance, the China
Banking and Insurance Regulatory Commission, the China Securities
Regulatory Commission and the State Administration of Foreign
Exchange jointly issued the Notice on Further Strengthening the
Financial Support for Prevention and Control of COVID19 Pandemic
foooooU0oOooOoOUoUDOODODUODODODUOODOOO
O 0O 0), which required that financial institutions shall take a series of
measures to further strengthen financial support for the prevention and
control of the pandemic, protect people’s livelihood and facilitate the
stable development of the real economy; provide sufficient liquidity to
maintain a reasonable abundance of liquidity in the financial market
and promote reasonable growth in monetary credit facilities. With the
implementation of such policies and measures, the rigid demands in
water service market were released rapidly with continuous expansion
of market potential.

In the trend of market-oriented development of the water industry,
market competition will gradually intensify, and the industry will
become more centralised, which will pose challenges to regional water
service enterprises as the existing landscape of regional domination
gradually weakens and existing water market becomes increasingly
saturated. In order to expand the market share, such enterprises
may adopt the development strategy of expansion to markets in other
regions through mergers and acquisitions or PPP model in the future,
thereby achieving large-scale operation and enhancing competitive
advantages.

The Company always adheres to the operation strategy of “unitary
domination with diversified development”, and extends its industrial
chain, from wastewater treatment to reclaimed water utilisation, sludge
resource utilisation, running water supply, aquatic biotechnology,
pharmacy and other related sectors, with operations gradually
expanding to solid waste treatment, soil restoration, watershed
management and other areas of “Macro Environmental Protection”.
During the Reporting Period, the Company launched the Kunming
Domestic Waste Sanitary Landfill Project, which further promoted
the Company’s development in solid waste treatment sector. It
also completed the acquisition of 100% equity interest in Putian
Huake Environmental Protection Engineering Co. Ltd. and 100%
equity interest in Kunming Dongchuan Guozhen Sewage Treatment
Co., Ltd. to expand its business market. Meanwhile, the Company
continued to develop existing market and secured the Rural
Wastewater Comprehensive Treatment Project in Xishan District,
Kunming, the Luquan County Municipal Wastewater Collection
and Treatment Construction Project and the Rural Wastewater and
Habitat Environment Treatment Project in Yingjiang County, Dehong
Prefecture. With years of experience in water service operation,
the Company will face both opportunities and challenges for its
development in the market environment of intensifying market
competition and increasingly concentrated industry landscape.
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With the rapid development and in-depth application of
cloud-computing, internet of things, mobile internet and other
innovative information technologies, China experienced rapid
information-based urban development. Water service management,
as an integral part of urban management, is set to join the trend of
informatisation development. During the period of “14th Five-Year
Plan”, with the improvement of intelligent water service technology
and the in-depth integration of the industry, the water industry
will become more mature, creating development opportunities in
improvement of dark and odorous water, comprehensive management
of water environment and rural water supply and drainage. Specific
development trends will be reflected in following aspects: first, water
service enterprises will facilitate in-depth integration of the industry
through external expansion, break technical and geographical barriers
through merger and acquisition, thereby expanding the business
coverage and strengthening the dominant position; second, with
rapid implementation of improvement of urban sewage pipeline and
network, the domestic sewage collection and treatment facilities will
be established in urban villages, old urban areas and rural-urban
fringe, and dark and odorous water will be basically eliminated; third,
by enhancing the competitiveness in water service business with
intelligent water service technology, water service enterprises may
fully utilise the benefits of collaborative management and effectively
reduce the overall operating costs, and the integration of intelligent
water services into the smart city development system will help create
a smart water environment and promote the construction of urban
ecological civilisation. The Company is accelerating the implementation
of its plan of “intelligent water services”, which will be an important
way for the Company to strengthen refined management, reduce
operating costs, improve operational management, and enhance the
decision-making efficiency and accuracy.

2. Business

For principal business activities of the Company during the Reporting
Period and the discussion and analysis thereof, please refer to the
section headed “Management Discussion and Analysis — C. Business
Review”.
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3. Key Financial Ratios

The following table shows some major financial ratios of the Group to
reflect the Group’s profitability, operational capabilities and solvency,
for shareholders to analyse the Group’s potential to grow and develop:
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As at or for the year ended

31 December

01203100
ob0120310000
2020 2019
20200 20190
Gross profit margin® gooow 35.4% 34.8%
Net profit margin® oooo®@ 18.3% 20.2%
Return on equity® opoooowe 8.2% 9.0%
Return on total assets® oooooo® 3.3% 3.9%
Current ratio® opooo®e 124.3% 305.0%
Quick ratio® gooow 123.9% 303.3%
Gearing ratio® ooooooo®m 49.6% 43.9%
Notes: ooo
(1) Equals to gross profit divided by our total revenue for the same period. 1) oooooooooooooooooo
2) Equals to profit for the year divided by our total revenue for the same 2) O000O0OO0oOO0O00O0OOO0OO0OO0OOoOOO0OOO
period.
3) Represents profit for the year as a percentage of total equity for the 3) Oo000O0OOoO0oO0O0oOoOOOoOoooOooOoo
same period.
4) Represents profit for the year as a percentage of total assets for the (4) O000O0OO0oO0oO00OOoOO0OOOooOoOoOOoo
same period.
(5) Equals to current assets divided by current liabilities as at the end of the (5) 00000000000 OoOoOoo
period.
(6) Equals to current assets less inventories divided by current liabilities as (6) Oo000O0OOoO0oO0O0oOoOOOoOoooOooOoo
at the end of the period.
) Calculated as net debt divided by total capital at the end of the ) 0000000D0O0O0D0ODOD0DOooOoOooOoOoOOD
period. Net debt is calculated as total borrowings less cash and cash ooooooooooooooooooooo
equivalents at the end of the period. Total capital is calculated as total oo0oDOooooooooooo

equity plus net debt.
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Gross profit margin and net profit margin

Please refer to “Management Discussion and Analysis — E. Financial
Review — 1. Consolidated Results of Operations” for a discussion
of the factors affecting our gross profit margin and net profit margin
during the Reporting Period.

Return on equity

Our return on equity decreased from 9.0% in 2019 to 8.2% in 2020,
primarily due to the decrease in profit for the year by RMB19.7 million
in 2020.

Return on total assets

Our return on total assets decreased from 3.9% in 2019 to 3.3% in
2020, primarily due to an increase in total assets by RMB920.2 million
in 2020.

Current ratio and quick ratio

Our current ratio and quick ratio decreased from 305.0% and 303.3%
as of 31 December 2019 to 124.3% and 123.9% as of 31 December
2020, respectively, primarily because current assets decreased by
RMB393.4 million and current liabilities increased by RMB1,537.0
million in 2020.

Gearing ratio

Please refer to “Management Discussion and Analysis — E. Financial
Review — 4. Indebtedness” for a discussion of the factors affecting our
gearing ratio during the Reporting Period.

Based on the above indicators, we believe that the Group possesses
strong competitiveness and operational capabilities to create value for
shareholders on an ongoing basis.
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4. Laws, Regulatory and Compliance Matters

Our operations are subject to various national and local laws and
regulations governing environmental protection, safety production and
product quality, among others. As for our compliance measures, we
aim to meet regulatory and industrial standards of the relevant central
and local government authorities and our industry associations.

As of 31 December 2020, there are no material pending or threatened
litigation matters or other proceedings, and the Group is not involved in
any litigation or other proceedings that would materially and adversely
affect our business, financial condition or results of operations.

Directors confirmed that during the Reporting Period, the Group had
complied with the applicable PRC laws and regulations in all material
respects, and did not have any incidents of material non-compliance,
and had obtained all relevant permits, approval documents,
gualifications, authorisations and approvals that are material to our
business operations.

5 Major Financial Risk Factors

The major risks that the Company’s business is exposed to are as
follows:

Market Risk
(M) Foreign exchange risk

The Group is exposed to foreign exchange risk primarily arising from
currency exposure with respect to Hong Kong dollars (“HKD”) and
United States dollars (“USD”). Foreign exchange risk arises from cash
and cash equivalents and borrowings denominated in HKD and USD.
The Group has entered into a currency swap agreement with a bank to
manage the currency risk in related to the borrowings.

As at 31 December 2020, if RMB had weakened/strengthened by
1% (2019: 1%) against HKD and USD denominated cash and cash
equivalent with all other variables held constant, net profit for the year
would have been approximately RMB2,004,000 (2019: approximately
RMB7,373,000) higher/lower. If RMB had weakened/strengthened
by 1% (2019: 1%) against HKD and USD denominated borrowings
with all other variables held constant, finance cost for the year would
have been approximately RMB23,002,000 (2019: approximately
RMB20,952,000) higher/lower.
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(i) Cash flow and fair value interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of
a financial instrument will fluctuate because of changes in market
interest rates. The Group’s exposure to the risk of changes in market
interest rates relates primarily to the Group’s borrowings.

Borrowings obtained at variable rates expose the Group to cash flow
interest-rate risk. Borrowings obtained at fixed rates expose the Group
to fair value interest-rate risk.

Borrowed weighted average effective interest rate and borrowing
maturity date are disclosed in Note 30 to the consolidated financial
statements.

As at 31 December 2020, if the interest rate on floating interest rate
borrowings had been higher/lower by 0.5%, the Group’s net profit
for each year would have changed mainly as a result of higher/lower
interest expenses on floating rate borrowings. Details of changes are

as follows:
Year ended: ooooooo
Net profit (decrease)/increase 0o0moomoao
— 0.5% higher 00 O 0.5%
— 0.5% lower 00 0 o0.5%

[]
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CHAPTER EIGHT

Credit risk

The carrying amounts of cash and bank balances, restricted funds,
term deposits with initial term of over three months, trade and other
receivables, receivables under service concession arrangements,
amounts due from customers for construction contracts and financial
assets at amortised cost included in the consolidated statement of
financial position represent the Group’s maximum exposure to credit
risk in relation to its financial assets. The objective of the Group’s
measures to manage credit risk is to control potential exposure to
recoverability problem.

All the cash and cash equivalents and term deposits with initial term of
over three months were deposited in the major financial institutions in
Hong Kong and the PRC, which the directors of the Company believe
are of high credit quality.

For receivables, the Group assessed the credit quality of the
counterparties by taking into account their financial position, credit
history and other factors. Management also regularly reviews the
recoverability of these receivables and follow up the disputes or
amounts overdue, if any.

The Group considers the probability of default upon initial recognition
of asset and whether there has been a significant increase in credit
risk on an ongoing basis throughout each Reporting Period. To
assess whether there is a significant increase in credit risk, the Group
compares the risk of a default occurring on the asset as at the reporting
date with the risk of default as at the date of initial recognition. It also
considers available reasonable and supportive forwarding-looking
information.

(M) Trade receivables

For trade receivables, the customers are primarily local governments
and PRC state-owned entities. The Group applies the simplified
approach to provide the expected credit losses prescribed by IFRS
9, which permits the use of the lifetime expected loss provision for all
trade receivables.

The expected loss rates are based on the payment profiles of
sales over a period of 12 month before 1 January 2020 and the
corresponding historical credit losses experienced within this
period. The historical loss rates are adjusted to reflect current and
forward-looking information on macro-economic factors affecting the
ability of the customers to settle the receivables. There has been no
change in the estimation techniques or significant assumptions made
throughout the year.
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On that basis, loss allowance provision for trade receivables
amounting to approximately RMB35,312,000 (2019: approximately
RMB16,294,000) was recognised as at 31 December 2020. The
expected loss rate for the remaining trade receivables as at 31
December 2020 is determined as follows:

OO00O0002020012031000000000
O0O0000D0DOB35312,000002019000 00O
0 16,294,0000 [ 0 20200 120 31000 O O O
oooooooooOoOoooon

Uptolyear 1to2years 2to3years Total
ogo1lo 10 20 20 30 oo
Trade receivables oooooo
As at 31 December 2020 0 20200 120 310
Expected loss rate ooooo 2.36% 3.68% 40.97%
Gross carrying amount (RMB’000) O 00000 OOO0O0O 971,116 175,053 14,522 1,160,691
Loss allowance provision (RMB'000) 0 0 0 00O O O OO0 (22,921) (6,442) (5,949) (35,312)
948,195 168,611 8,573 1,125,379
(i) Receivables under service concession arrangements/amounts (1) oooooooooooooooond
due from customers for construction contracts/financial assets oooooooooooooooooon
at amortised cost/other receivables oooood
The Group considers the probability of default upon initial recogniton 0 0000000000000 0O00O0O00O0O
of asset and whether there has been a significant increase incredit 000000000000 O0DO0O0OO0DOOOOO
risk on an ongoing basis throughout each Reporting Period. To U U0 O0odoboooooodooboobooooodd
assess whether there is a significant increase in credit risk, the Group D000 0000000000000 00000O
compares the risk of a default occurring on the assetas atthereporting 0 0000000000000 000O0O0O0
date with the risk of default as at the date of initial recognition. Italso 000000000000 00OO
considers available reasonable and supportive forwarding-looking
information.
The Group uses four categories for other receivables, which reflect U OO0 00000000 ODOOO00OO0OOO
obooooboooooboo

their credit risk and how the loss provision is determined for each of
those categories.
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On the basis as stated above, a total loss allowance provision for
receivables under service concession arrangements, amounts due
from customers for construction contracts and other receivables
(other than tax refunds that are not financial assets) amounted at 31
December 2020 as follows.
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I Y A R Y W A R W A
obooooocoobobbOoocOoocbOobOOooOOao
oboboocoooooOoooOobOooooooaon
20200 120310000

Amounts
Receivables due from
under customers Financial
service for assets at
concession construction Other amortised
arrangements contracts receivables cost Total
ooooao ooooa
oooo oooo oo ooano
oooo ooooa oooo oooao oo
As at 31 December 2020 020200 120 310
Expected loss rate ooooa 0.01%-0.6% 0.5%-1.2% 0.3%-1% 0%
Gross carrying amount (RMB'000) 00o0o0moooooo 2,440,245 646,908 1,200,799 300,000 4,587,952
Loss allowance provision (RMB'000) ooooooooo (13,053) (7,225) (5,533) - (25,811)
2,427,192 639,683 1,195,266 300,000 4,562,141

A summary of the assumptions underpinning the Group’s ECL credit
loss model is as follows:

Category Group definition of category
oo gopoDooooDboao
Performing Customers have a low risk of default and

a strong capacity to meet contractual cash

flows
00 0O0000O0D0oOOOO0DoOOoDoUOOoOO
oooo
Underperforming Receivables for which there is a significant
increase in credit risk
00O 0OooOooOooOooOooOoo
Non-performing Customers have difficulties in making full
payment despite numerous reminders
0o0o oooUooOoUoooooOooUOooDOoo
Write-off There is no reasonable expectation of recovery
00 0O0ooOooOooo

OoooO0ooO0ooO0ooO0OO0O0O0O0O0000000

Basis for recognition of
expected credit loss provision
0O0o0o0ooOooOooOoo

12 months expected losses. Where the expected
lifetime of an asset is less than 12 months,
expected losses are measured at its expected
lifetime

1200 00000000O0DODOODOOO
120 000000000000O00AO0

Lifetime expected losses

oooooOoDoOoOOoOo

Lifetime expected losses

goooooOoOoooao

Asset is written off
oooao
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The Group accounts for its credit risk by appropriately providing for
expected credit losses on a timely basis. In calculating the expected
credit loss rates, the Group considers historical loss rates for
each category of other receivables and adjusts for forward looking
macro-economic data.

To measure the expected credit losses of these receivables, they
have been grouped based on shared credit risk characteristics and
the days past due. As at 31 December 2020, the expected loss rate
of the then unfulfilled service concession arrangements and amounts
due from customers for construction contracts was approximately
0.5% and 1.1% respectively, with a carrying amount of approximately
RMB2,440,245,000 and RMB646,908,000, respectively, and a provision
of approximately RMB13,053,000 and RMB7,225,000, respectively.
The expected loss rate of other receivables (excluding refund tax and
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6. Significant Subsequent Events
(a) Dividends

Pursuant to a resolution of the Board of the Directors dated 26 March
2021, the Company has proposed final dividends of RMB0.120 per
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7. Relationship with Employees

As of 31 December 2020, we had 1,360 full-time employees, all of
whom were in China and most of whom were based in Yunnan. The
following table sets forth the breakdown of our employees by function
as of 31 December 2020:

7. gooooa

020200 12031000001,3600 000000
0o0ooboooooooooooooDnnoaDn2020
0120310 00000000000

Number
Function oo oo
Management and Administration ooooao 166
Finance oo 39
Research and Development oo 85
Quality Monitoring goooao 232
Marketing oo 17
Operations oo 779
Construction and Maintenance ooooao 42
Total [EE| 1,360

We recruit our employees on the open market. Compensation for our
employees includes basic wages, performance-based wages, bonuses
and other staff benefits. For the years ended 31 December 2019 and
2020, our employee benefits amounted to approximately RMB161.1
million and RMB177.9 million, respectively.

We believe our employees are the most valuable resources to achieve
our success. To ensure the quality of our employees at all levels, we
have in-house training programs to train our staff. New employees at
our production facility receive trainings pertinent to their job duties.
We also own Kunming Dianchi Water Treatment Vocational Training
School, which provides more training courses for our employees.

Our labor union communicates closely with the management regarding
labor matters and represents our employees’ interests. During the
Reporting Period, we had not experienced any interruptions to
our operations caused by major labor disputes and there were no
complaints or claims from our employees which had a material adverse
effect on our business. Our Directors believe that we have a good
relationship with our employees. During the Reporting Period, the
Group had no major labor disputes which might produce significant
impact on the normal business and operation of the Group.
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ooooDoDobODOO0o0ooooooobDDO0O0oo
00020190 0202001203100 000000
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8. Relationship with Customers

Customers of our wastewater treatment services were primarily
local governments in Yunnan Province, the PRC. Customers of our
reclaimed water supply services were municipal government agencies,
public parks, and residential property management companies.
Customers of our running water supply service were generally local
residents, commercial and industrial users and other institutions
located in the areas covered by our concession agreements.

Our largest customer during the Reporting Period was the Kunming
Finance Bureau. The revenue attributable to our largest customer
was approximately RMB564.3 million, accounting for approximately
29.4% of the total revenue of the Group. During the Reporting
Period, the revenue attributable to our top five largest customers
was approximately RMB1,060.1 million, accounting for approximately
55.2% of the total revenue of the Group.

Our revenue mainly comes from wastewater treatment service in
Kunming. The wastewater treatment fee paid to us came either from
government purchase, public procurement, or direct collection from
individuals and entities using self-supplied water sources. Of those
fees, payment from government purchase comes directly from the
Kunming Finance Bureau which was our largest customer during the
Reporting Period; payment from public procurement is collected by
Kunming CGE Water Supply Co., Ltd., which was the running water
supplier in Kunming main city area and our second largest customer
during the Reporting Period, and Kunming Qingyuan Water Supply
Co., Ltd., a running water supplier in Chenggong District of Kunming.
Specifically, end users of running water in Kunming main city area
would pay a statutory wastewater treatment fee to Kunming CGE
Water Supply Co., Ltd., and end users of running water in Kunming
Chenggong District would pay a statutory wastewater treatment fee
to Kunming Qingyuan Water Supply Co., Ltd., and any difference
between the amount that we are entitled to receive under the
concession agreement and the amount we actually received from
public procurement and direct collection would be paid to us by the
Kunming Finance Bureau through government purchase.

During the Reporting Period, we also provided management services
to our Controlling Shareholder. Our other major customers included
Housing and Urban-Rural Construction Bureau of Zhaotong City and
Xundian County Government, etc. We provided wastewater treatment
and construction services to Xundian County and Zhaotong City under
the relevant concession agreements.
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Except for our Controlling Shareholder, all of our five largest customers
are independent third parties, and none of our Directors, their
associates or any Shareholder (who, to the knowledge of our Directors,
owned 5% or more of our Company'’s share capital) had any interest in
any of our five largest customers during the Reporting Period. We did
not have any major customers who were also our suppliers.

9. Relationship with Suppliers

Our principal suppliers are power suppliers who provide electricity to
our facilities, construction contractors who designed and constructed
our facilities and suppliers of raw materials including wastewater
treatment chemicals and other equipment maintenance replacements.
We have been working with our major suppliers for a period ranging
from one to more than five years.

During the Reporting Period, our largest supplier was Hunan Jinkai
Garden Group Co., Ltd. Our purchases from our largest supplier were
RMB140.3 million, accounting for approximately 11.9% of our total
purchases. During the Reporting Period, our purchases from our top
five suppliers were RMB361.8 million, accounting for approximately
30.6% of our total purchases.

Hunan Jinkai Garden Group Co., Ltd., a private enterprise, provides

project construction services for us. Our other major suppliers include
Kunming Power Supply Bureau of Yunnan Power Grid Company
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Except for our utility service providers, we have established a
centralised procurement policy for our cooperated suppliers. Under
such policy, our subsidiaries are required to solicit bids from different
suppliers, and select the suppliers based on price, quality, and
timely delivery of the products. All supply contracts will be required
to be reviewed and approved by the headquarters which will conduct
periodic tests to check the quality of the delivered products.

We have sourced our raw materials from a few local suppliers located
near Kunming in order to benefit from the economies of scale and
convenient transportation, which allowed for faster and cheaper
delivery of raw materials. We generally pay our suppliers within 10
to 15 days after receiving the delivery of goods, subject to internal
review and approval. For our major suppliers, we often settle accounts
monthly, and as of 31 December 2020, we did not have any payments
in arrears.

We may from time to time cooperate with any suppliers in the market
who offer similar raw materials with terms comparable to our existing
suppliers so as to replace the existing suppliers. To mitigate the risks
associated with any reliance on our major suppliers, we periodically
seek potential alternative suppliers and obtain quotations from such
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We have implemented the corresponding measures in the operation
of our business to ensure the compliance with the applicable
requirements under the PRC environmental protection laws and
regulations. As of 31 December 2020, we had not received any
material claims issued for failing to comply with the relevant licensing
and environmental requirements.

As of 31 December 2020, we obtained all the material environmental
licenses and certificates for each of our facilities, and we had complied
in all material respects with the relevant environmental laws and
regulations.

Our environmental compliance expenses were RMB8.7 million and
RMB6.8 million for the years ended 31 December 2020 and 2019,
respectively. To the best of our Directors’ knowledge, information and
belief, we do not expect our costs of compliance with environmental
laws and regulations to increase significantly in the near future.

B. BUSINESS PERFORMANCE

The audited results of the Company and its subsidiaries for the year
ended 31 December 2020 are stated in the Consolidated Statement of
Profit or Loss and Other Comprehensive Income on pages 167 to 168.
The financial positions of the Company and its subsidiaries for the year
ended 31 December 2020 are stated in the Consolidated Statement of
Financial Position on pages 169 to 170. The consolidated cash flows
of the Company and its subsidiaries for the year ended 31 December
2020 are stated in the Consolidated Statement of Cash Flows on
pages 172 to 173.

The discussion and analysis on the Group’s business performance and
financial position for the current year are stated under “Management
Discussion and Analysis” on pages 22 to 63 hereof.

C. SHARE CAPITAL

As of 31 December 2020, the Company had issued 1,029,111,000
shares (comprising 689,088,000 Domestic Shares and 340,023,000 H
Shares) with a nominal value of RMB1 each.
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D. ISSUANCE OF CORPORATE BONDS

We issued corporate bonds with par value of RMB700.0 million
for a term of seven years, bearing interest at 4.35% per annum on
25 December 2015. At the end of the fifth year, the Company may
adjust the interest rates for the remaining two years. In the event that
investors disagree with the adjustment made to the interest rates,
they may choose to demand for an early redemption of corporate
bonds outstanding. The proceeds from the issuance of the bonds will
all be used in four projects, namely the second wastewater treatment
plant in Yiliang County and the supporting pipe network project, the
construction of Yunnan Water Quality Monitoring Center and the
supporting wastewater treatment plant management building, the
acquisition of Luolonghe and Laoyuhe Wastewater Treatment Plants
(including reclaimed water plant) and the acquisition of the tenth
wastewater treatment plant in Kunming City.

In 2020, the Company has repurchased the corporate bonds with a
nominal value of RMB660.0 million, and reduced the coupon rate of the
bonds to 4.15%, which will remain unchanged in the sixth and seventh
years of its lifetime (from 25 December 2020 to 24 December 2021).

E. PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

Save as disclosed in “D. Issuance of Corporate Bonds” in this section,
neither the Company nor any of its subsidiaries had made any other
purchase, sale or redemption of the Company’s listed securities during
the Reporting Period.

F. PRE-EMPTIVE RIGHT TO ACQUIRE

In accordance with the Company Law of the PRC, other applicable
laws and regulations and the provisions of the Articles of Association
of the Company, there are no provisions in relation to the Company’s
shareholders’ entitlement to the pre-emptive right to acquire.
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G. RESERVE AND DISTRIBUTABLE RESERVE

The details in relation to the changes in the reserve of the Company
for the current year are stated in Note 41 to the Financial Statements.
Pursuant to the Company Law of the PRC, undistributed profit could
be distributed as dividend after allocation is made to the statutory
surplus reserve. According to the requirements of the Articles of
Association, when the Company is to distribute its profit after tax in the
relevant accounting year, the profit after tax shall be deemed to be the
lesser of the amounts stated in the financial statements prepared in
accordance with the China Accounting Standards and the International
Financial Reporting Standards. For the calculation in accordance with
the International Financial Reporting Standards, as at the end of 2020,
the undistributed profit of the Company amounted to RMB1,389.9
million. For the calculation in accordance with the China Accounting
Standards, as at the end of 2020, the undistributed profit of the
Company amounted to RMB1,387.2 million.

H. PROPERTY, PLANT AND EQUIPMENT

The property, plant and equipment mainly include those property, plant
and equipment that we operate in our business and are located in
China, including such property leased during the operational lease for
our business operating under concession.

I PROFIT DISTRIBUTION

The Board proposes to distribute a final cash dividend (the “2020
Final Dividend”) of RMBO0.120 per share (tax inclusive), totalling
RMB123,493,320 (tax inclusive) to all Shareholders whose names
appear on the Company’s registers of shareholders of domestic shares
and H shares as at Tuesday, 29 June 2021, subject to the approval
by the Shareholders at the 2020 annual general meeting (the “2020
Annual General Meeting”) intended to be held by the Company on
Friday, 18 June 2021. The dividend of domestic Shareholders shall be
declared and paid in RMB while the dividend of H Shareholders shall
be declared in RMB but paid in Hong Kong dollars, with the exchange
rate being subject to the average exchange rate published by the
People’s Bank of China within one week prior to the 2020 Annual
General Meeting. The expected 2020 Final Dividend distribution date
is Thursday, 5 August 2021.

The proposal regarding the distribution of 2020 Final Dividend shall be
confirmed subject to the approval by Shareholders at the 2020 Annual
General Meeting.
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According to the provisions of the “Circular on Questions Concerning
Withholding and Remitting Enterprise Income Tax for Dividends
Received by Overseas H-share Holders (Non-resident Enterprise
Shareholders) from Chinese Resident Enterprises 0 0 O 0O 0O O O
0o0o0U00OHODODOUODUODDODODOODUODODODDODODODUOODDODOOO
00000000 (Guo Shui Han [2008] No. 897) issued by the

REPORT OF THE BOARD OF DIRECTORS
god oboogao

97



CHAPTER EIGHT REPORT OF THE BOARD OF DIRECTORS
god oogogoo

If the individual H shareholders who are Hong Kong or Macau residents
or residents of the countries which had an agreed tax rate of 10%
for dividend with China under the relevant tax treaties, the Company
should withhold and pay individual income tax on behalf of the relevant
H shareholders at a rate of 10%. Should the individual H shareholders
are residents of the countries which had an agreed tax rate of less
than 10% with China under the relevant tax treaties, the Company
shall withhold and pay individual income tax on behalf of the relevant H
shareholders at a rate of 10%. If the relevant individual H shareholders
wish to apply for a refund of the additional amount of tax withheld and
paid, the Company can assist the relevant H shareholders to handle
the application for the underlying preferential tax benefits pursuant to
tax treaties. If the individual H shareholders who are residents of the
countries which had an agreed tax rate of higher than 10% but lower
than 20% for dividend with China under the relevant tax treaties, the
Company should withhold and pay individual income tax on behalf of
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If the proposal of distribution of 2020 Final Dividend is approved by the
2020 Annual General Meeting, the Shareholders will be entitled to the
proposed 2020 Final Dividend:

Deadline for submitting the
share transfer documents:

4:30 pm on Wednesday,
23 June 2021

Date of closure of register of From Thursday, 24 June 2021 to and
until Tuesday, 29 June 2021
(both days inclusive)

members:

Record date of 2020 Final
Dividend:

Tuesday, 29 June 2021

Expected distribution date of
2020 Final Dividend:

Thursday, 5 August 2021

3 BANK BORROWINGS AND OTHER BORROWINGS

The details in relation to the bank borrowings and other borrowings of
the Company and its subsidiaries as of 31 December 2020 are stated
in Note 30 to the Financial Statements.

K. DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT

During the Reporting Period, the Company’s board of directors
consisted of nine Directors, among whom, three are executive
Directors, three are non-executive Directors and three are independent
non-executive Directors. The Directors have been appointed by the
shareholders of the Company with a term of three years, after which
they may be re-elected.

The Board of Supervisors currently consists of three Supervisors,
among whom, two are employee representative Supervisors. The
remaining Supervisor has been appointed by our shareholders and the
current employee representative Supervisors have been appointed by
the representatives of our labor union. The Supervisors are appointed
for a term of three years, after which they may be re-elected.
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During the year until the end of the Reporting Period, the information 0Co0oU0ooooOO00oOooQUOoDUoooooOooao
regarding the Company’s Directors and Supervisors are set out as ooogo

follows:
Relationship
with other
Directors,
Supervisors
Date of and senior
Name Age Position Roles and responsibilities Appointment date  joining our Group ~ management
ooo
gooooao
ocoooo
oo oo oo ocoooo 0ooo oooooooOo Ooo
Ms. Guo Yumei 53 Chairperson; Executive Responsible for strategic Appointed as July 1990 Nil
Director (Chairperson of the decision making Executive Director
Strategy and Investment in January
Decision Committee, and 2011 and as
member of the Remuneration Chairperson on 23
and Appraisal Committee and June 2016
the Nomination Committee)
ooooo 53 0000000000000 OO0O0OOO0DODODOD 2011010000 19900 70 ® 0
ocoOoooooOooooo ooooooo
ocooooocoOoooo 20160 60 230
ooooo ooooooo
Mr. Chen 51 Executive Director and General  Participates in strategic Appointed as June 2019 None
Changyong® Manager decision making of the General Manager
Company and responsible on 10 July 2019
for operation management and as Executive
of the Company Director on 19
June 2020
ooooo®e 51 oooooooo 000000000000 20190701000 20190 60 0
ooooooo 0oooOoooo
020200 60 19
ooooooo
oo
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Name

oo

Mr. Luo Yun

oooa

Ms. Song Hong

opboo

Ms. Zhao Zhu®

ooooe

Ms. Ren Na®)

oooo®

Age

oo

42

42

57

57

41

41

40

40

Position

oo

Executive Director and Deputy
General Manager (member of

the Strategy and Investment
Decision Committee)

oooooOoOooOoood

goooooOOooOoo

Non-executive Director

ooooao

Non-executive Director

ooooao

Non-executive Director

ooooao

Roles and responsibilities

gooooo

Responsible for supervising
our Company’s
investment strategies,
market expansion and
administration

oooooOooooooo
gooooOooooao

Participates in the
development of business
strategies of the Company

oooooooOooooo
00

Participates in the
development of business
strategies of the Company

oooooooOooooo
00

Participates in the
development of business
strategies of the Company

oooooooOooooo
00

Appointment date

opooo

Appointed as Deputy
General Manager

in January 2015
and as Executive
Director on 23
June 2016

2015010000
goooooo
20160 60 230
goooooo
d

23 June 2016

20160 60 230

21 June 2019 to 6
November 2020

2019060210 0
20200 11060

6 November 2020

20200 11060
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Date of
joining our Group

opoooDOooDo

June 2013

20130 60

June 2016

20160 60

June 2019

20190 60

November 2020

20200 110

Relationship
with other
Directors,
Supervisors
and senior
management
ooo
oooooan
ooooo
ooo

None

None

None

None
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Name Age

oo oo

Ms. Yu Yanbo® 50

oooooe® 50

Mr. Yin Xiaobing 47

oboaoan 47

Mr. He Xifeng® 58

oooooe 58

Position

oo

Non-executive Director

ooooao

Independent Non-executive
Director (Chairman of the
Audit Committee and the
Nomination Committee, and
member of the Strategy
and Investment Decision
Committee and the
Remuneration and Appraisal
Committee)

OOoo0OoOoomoooo
oooooooooOoOoo
oooooooooooo
ocoOooooooooo

Independent Non-executive
Director (Chairman of the
Remuneration and Appraisal
Committee, and member of
the Audit Committee and the
Nomination Committee)

ooooo00OooooO0OO
oooooOOo0ObO0OoaO
gooooooooo

Date of

Roles and responsibilities Appointment date  joining our Group

gooooo oooo opoboooOooaOo

Participates in the 19 June 2020 June 2020
development of business
strategies of the Company

0ooOoooooOoOoooo

oo

20200 60 190 20200 60

Participates in making 23 June 2016 June 2016
significant decisions and

advises on corporate

governance, connected

transactions, and various

matters concerning

Directors and senior

management

goooooooooooao
gooooooooooao
ooocOoo00O0O00O0O
ooao

20160 60 230 20160 60

Participates in making 23 June 2016 June 2016
significant decisions and
advises on corporate
governance, connected
transactions, and various
matters concerning
Directors and senior
management

ooooooOooooOoao
oooocoooooOoo
ooocoooooOooo

ooao

20160 60 230 20160 60
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Directors,
Supervisors
and senior
management
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Relationship
with other
Directors,
Supervisors
Date of and senior
Name Age Position Roles and responsibilities Appointment date  joining our Group management
ooo
oooooan
ooooo
oo oo oo ooooo oooao oooooooo 000

Mr. Sin Lik Man® 42 Independent Non-executive Participation in making 16 November 2018 ~ November 2018 None
Director (Member of the significant decisions and to 6 November
Audit Committee) advises on corporate 2020
governance, connected
transactions and various
matters concerning
Directors and senior
management
oooooo 42 000000 oO0O00O0 ODO0O0OCOOOOOOOOO 201801101600 201800110 O
ooo ooooooooooao 20200 110 60
o00OoooOoOoooo
ooo

Mr. Johnson Wan® 42 Independent Non-executive Participation in making 6 November 2020 November 2020 None
Director (Member of the significant decisions and
Audit Committee) advises on corporate
governance, connected
transactions and various
matters concerning
Directors and senior
management
oooooe 42 00000C0CIO000O0 0OD0OOOOOOOOO0 2020011060 20200 110 0
ooo ooooooooooo
oooooooOoooo
ooo
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Name

oo

Mr. Na Zhigiang

ooooao

Mr. Yao Jianhua

oooaoan

Age

oo

59

59

62

62

Position

oo

Chairman of the Board of
Supervisors, Employee
Representative Supervisor

oooooooooooao

Employee Representative
Supervisor

oooooao

Roles and responsibilities

gooooo

Responsible for leading the
daily work of the Board of
Supervisors, overseeing
the Directors, managers
and other management
personnel to ensure the
compliance with laws and
regulations, the Articles
of Association and the
resolutions of shareholders’
general meetings

cooooocoOoooo
poooooooooo
ooooooooooo
ooooooooooo
ooooooooao

Responsible for overseeing
the Directors, managers
and other management
personnel to ensure the
compliance with laws and
regulations, the Articles
of Association and the
resolutions of shareholders’
general meetings

ooOoooooooOooo
ooooooooooo
ooopoooooooao
oooooooo

Date of

Appointment date  joining our Group

oooaO gooooooaO
19 January 2011 February 1990©)
2011010190 19900 20 ©

19 January 2011 November 1995¢9

2011010190 19950 110 @
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Relationship
with other
Directors,
Supervisors

Date of and senior

Name Age Position Roles and responsibilities Appointment date  joining our Group management

goo
gooooao
ooooao

oo oo oo goooo oooo gooooobooao gonDo

Mr. Shao Wei 40 Supervisor Responsible for overseeing 7 May 2016 May 2016 None

the Directors, managers
and other management
personnel to ensure the
compliance with laws and
regulations, the Articles

of Association and the
resolutions of shareholders’
general meetings

oooo 40 oo goooOooOOooooo 201605070 20160 50 0

0O00O0o0o0000O0o
goooooooocoao
gooooooo

Notes: ooo

(1) Ms. Guo joined the Kunming Municipal Utility Tariff Bureau (O 0O O (1) ooopo1900700000000D0DO0OOOO
00O0000O0O00)in July 1990, which subsequently merged into godo0oO0oO0oO0oO0oO0oOoOO0OOoOoOoOUOoOoOoOoOOoOoOo
the management cashier office of Kunming City Drainage Co., Ltd., a j0d0o0oU0oDoDOomoouooDoezo01101000
predecessor of the Group. Before the establishment of the Company ooooooooUoooUoooOooooooog
in January 2011, Ms. Guo was responsible for the management of ooooooooo
the Company through her positions in Controlling Shareholder and
subsidiaries.

2) Mr. Chen was appointed as an executive Director of the Company at the (2) OooOopoz20200601900 00000000
annual general meeting (the “2019 Annual General Meeting”) of the Oo00m20190 000000 oooooog
Company held on 19 June 2020. oooooo

3) Ms. Zhao requested to resign from the position of non-executive 3) O000DoooOO0oOoooooez0200802100
Director of the Company on 21 August 2020 due to job transfer and her ooooooooooobooooooooaoa2o20
resignation took effect on 6 November 2020. 011060000

4) Ms. Ren was appointed as a non-executive Director of the Company 4) O00002020011060 00000020200
at the 2020 first extraordinary general meeting (the “2020 First ooooOo0oO0oO0oOmz020000000000O
Extraordinary General Meeting”) of the Company held on 6 November dooooooooooooooo
2020.

(5) Ms. Yu was appointed as a non-executive Director of the Company at (5) oooOoo209000000000O0DOoOooOOg

the 2019 Annual General Meeting.

obob0o0oooo
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(6)

()]

(8

C)

(10)

Based on publicly available information, Mr. He was arrested for alleged
involvement in a bribery case, and the Company could not get in touch
with Mr. He and he could not perform his duties normally, after the
Board meeting of the Company held on 9 February 2021 considered and
passed the removal proposal regarding Mr. He, the Board recommended
that Mr. He be removed as an independent non-executive Director, the
chairman of the Remuneration and Appraisal Committee and a member
of the Audit Committee and the Nomination Committee of the Company.
Such removal proposal is subject to the consideration and approval at
the general meeting of the Company.

Due to working schedule and his desire to devote more time to his other
businesses, Mr. Sin requested to resign from the position of independent
non-executive director and a member of the Audit Committee of the
Company on 29 September 2020 and his resignation took effect on
6 November 2020.

Mr. Wan was appointed as an independent non-executive Director of
the Company at the 2020 First Extraordinary General Meeting, and was
appointed as a member of the Audit Committee at the Board meeting
convened after the general meeting.

Mr. Na joined Kunming No. 1 Water Purification Plant in February 1990.

Mr. Yao joined the management cashier office of Kunming City Drainage
Co., Ltd., a predecessor of the Group, in November 1995.

During the year until the end of the Reporting Period, the Company had

four senior management members. For details, please refer to “Chapter

Seven — Profiles of Directors, Supervisors and Senior Management — E.

Senior Management” in the report.

The Company has received the confirmation of independence issued

by the independent non-executive Directors in accordance with Rule

3.13 of the Listing Rules and is of the opinion that all independent

non-executive Directors are independent of the Company.
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CHAPTER EIGHT

Changes to the information of Directors

During the Reporting Period, the Company’s Directors, Supervisors
and senior management changed as follows:

1. Mr. Chen Changyong was appointed as an executive Director
of the first session of the Board of the Company at the 2019
Annual General Meeting.

2. Ms. Yu Yanbo was appointed as a non-executive Director of the
first session of the Board of the Company at the 2019 Annual
General Meeting.

3. Ms. Zhao Zhu requested to resign from the position of
non-executive director of the first session of the Board of
the Company on 21 August 2020 due to job transfer and her
resignation took effect on 6 November 2020.

4. Ms. Ren Na was appointed as a non-executive Director of the
first session of the Board of the Company at the 2020 First
Extraordinary General Meeting.

5} Due to working schedule and his desire to devote more time
to his other businesses, Mr. Sin Lik Man requested to resign
from the position of independent non-executive director
and a member of the Audit Committee of the Company
on 29 September 2020 and his resignation took effect on
6 November 2020.

6. Mr. Johnson Wan was appointed as an independent
non-executive Director of the first session of the Board of the
Company at the 2020 First Extraordinary General Meeting,
and was appointed as a member of the Audit Committee at the
Board meeting convened after the general meeting.

7. Due to work reallocation, Mr. Yang Yang has resigned as a
chief financial officer, secretary to the Board and joint company
secretary of the Company on 9 February 2021.

8. Based on publicly available information, Mr. He was arrested
for alleged involvement in a bribery case, and the Company
could not get in touch with Mr. He and he could not perform
his duties normally, after the Board meeting of the Company
held on 9 February 2021 considered and passed the removal
proposal regarding Mr. He, the Board recommended that
Mr. He be removed from all positions in the Company. Such
removal proposal is subject to the consideration and approval
at the general meeting of the Company.
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Changes to the information of Directors and Supervisor during the O0o00O0oD0i1ks51BlOODODODODOOOOOOO
Reporting Period required to be disclosed under Rule 13.51B(1) of the oooooooo

Listing Rules are as follows:

1. Ms. Ren Na, a non-executive director of the Company, has 1.
been serving as a supervisor of CTV Yuntou Culture Tourism
Industry Investment Co., Ltd. (0 0D O OO0 OO0 OOOOOO
0 O O) since October 2020.

2. Mr. Yin Xiaobing, an independent non-executive director of the 2.
Company, ceased to serve as an independent non-executive
director of Yunnan Aluminum Co., Ltd. (DO OO OO OO O0O)
(Stock code: 000807) from January 2020; ceased to serve as
an executive director and manager of Guokuangtengda (Beijing)
Investment Fund Management Co., Ltd. (O O O O (O 0O)O
O00O000000O0)fromJune 2020; ceased to serve as a
director of Kunming Economic and Technological Development
Zone Investment and Development Group Co. Ltd. (O O O O
O000O0oo0OoOOoO(@o)yoooo)fromNovember 2020;
ceased to serve as the head of the financial management
department of the School of Business Administration and
Tourism Management of Yunnan University (O O O O ) since
January 2021; and has been serving as an independent
non-executive director of Huaneng Lancang River Hydropower
Inc. (0 00DOO0OOO0ODODOOADOO) (stock code: 600025)
since February 2021.

38 Mr. Johnson Wan, an independent non-executive Director 3.
of the Company, has been serving as the managing director
and head of new energy/industry/bulk commodity research
department of Jefferies Hong Kong Limited since February
2021.

4. Mr. Shao Wei, a supervisor of the Company, ceased to serve 4.

as the financial controller of Xundian County Wenlu Investment
and Development Co., Ltd. (0 D OO O OO DOOOOOO)
since January 2021; has been serving as a director of Kunming
Petrochina Kunlun CNG Co., Ltd. (0O OO OO OOOOO
0 0O 0O 0O O) since June 2020; and the chairman of the board
of supervisors of Kunming Petrochina Energy Investment and
Development Co., Ltd. (00 OO OO 0O OOOODOO)
since March 2021.
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CHAPTER EIGHT

L. SERVICE CONTRACTS OF DIRECTORS AND
SUPERVISORS

None of the Directors or Supervisors of the Company has entered into
a service contract with the Company or any of its subsidiaries that may
not be terminated by the employer within one year without the payment
of compensation (other than statutory compensation).

M. REMUNERATION OF DIRECTORS, SUPERVISORS
AND SENIOR MANAGEMENT

The details of the remuneration of the Company’s Directors,
Supervisors and senior management are stated in Note 12 to the
Financial Statements.

The scope of the remuneration of the senior management officers is as
follows:

Range of remuneration (RMB’000)
Oo0owoooooo

0-500
500-1,000

Notes:

1. The remuneration in the above table is pre-tax remuneration. The
remuneration range includes salary (wages, bonuses and allowances,
employee benefits), benefit plans (basic pension insurance and
enterprise annuity paid by the employer) and others (housing provident
fund, medical insurance and other social insurance paid by the
employer).

N. INTERESTS OF DIRECTORS, SUPERVISORS
(AND SUCH ENTITIES CONNECTED THEREWITH)
IN MAJOR TRANSACTIONS, ARRANGEMENTS
OR CONTRACTS

At the end of 2020 or at any time during 2020, none of the Company’s
Directors, Supervisors (and such entities connected therewith) had
any individual interests, directly or indirectly, in the major transactions,
arrangements or contracts as established by the Company or any of its
subsidiaries.
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O. INTERESTS OF DIRECTORS AND SUPERVISORS
IN COMPETITIVE BUSINESS

During the Reporting Period, none of the Directors, Supervisors nor
their associates (as defined in the Listing Rules) had any competitive
interests in such business that is in direct or indirect competition with
any of the Group’s business.

P. INTEREST AND SHORT POSITIONS OF
DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT IN SHARES, UNDERLYING
SHARES AND DEBENTURES

As of 31 December 2020, none of the Directors, Supervisors and
senior management had any interest or 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 will have to be notified to the Company and the Hong Kong
Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interest or short positions which they are taken or deemed
to have under such provisions of the SFO) or which will be required,
pursuant to Section 352 of the SFO, to be recorded in the register
referred to therein or which will be required to be notified to the
Company and the Hong Kong Stock Exchange pursuant to the Model
Code for Securities Transactions by Directors of Listed Issuers.

As of 31 December 2020, none of the Directors or Supervisors or
their respective spouses or children below 18 was granted any right
to subscribe for the shares of the Company or any of its associated
corporations or to have exercised any such rights.
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CHAPTER EIGHT

Q. INTERESTS OF SUBSTANTIAL SHAREHOLDERS
IN SHARES

As at 31 December 2020 and to the best knowledge of the Company’s
Directors, the following persons (except for the Company’s Directors,
the chief executives or Supervisors) had some interest or short
positions in the shares or underlying shares of the Company which
had to be disclosed to the Company pursuant to Divisions 2 and 3 of
Part XV of the SFO or to be recorded in the register maintained by the
Company pursuant to Section 336 of the SFO:

Name of shareholder Identity/Nature of interest ~ Class of shares

oooo goooooao oooao

Kunming Dianchi Investment Co., Ltd. Beneficial Owner Domestic Shares
(bbCocooooooooo)

oooooooooooaDo goooao ooao

Kunming Industrial Development & Interest of Controlled H Shares
Investment Co., Ltd. Corporation
(bOCooooOOoOoooo)

0o0ooo0ooooooDoaDo gooooo HO

Kunming State-owned Assets Management  Beneficial Owner H Shares

and Operations Co. Ltd.
(D0DODO00000COOOOOoooo)

oooooooooooDDoDoODDD goooao HO
Yunnan Provincial Investment Holdings Group  Beneficial Owner H Shares
Co,Ld.(00DD0DDDDDDODODO)

ooooooooooooao goooao HO
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Oo0zo020012031000000000000A0C
ooooooooooooobDooOoOoOooo o
goooooODDOO0OO0OoO0oOmooooDDOoo
OXxvOhOoz2030000000C0OO0O0DMODOAO
0000000330000 000000000
ooooooood

Number of shares
(share)

ooomioo

660,318,635
(long position)
660,318,635
oooo

59,000,000
(long position)

59,000,000
oooo

39,790,000
(long position)

39,790,000
oooo

64,770,000
(long position)
64,770,000
oooo

Approximate
percentage of
the total issued
share capital of
the Company (%)

oooo

ooooo

ooonoo
000 (%)
64.16%

64.16%

5.73%

5.73%

3.87%

3.87%

6.29%

6.29%

Approximate
percentage of

the relevant class
of shares of

the Company (%)
oooao
gooooo
000000 %)
95.82%

95.82%

17.35%

17.35%

11.70%

11.70%

19.05%

19.05%
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Name of shareholder

oooo

Modern Orient Limited

Modern Orient Limited

Beijing Enterprises Water Group Limited

Beijing Enterprises Water Group Limited

Beijing Enterprises Investments Limited

Beijing Enterprises Investments Limited

Beijing Enterprises Holdings Limited

Beijing Enterprises Holdings Limited

Beijing Enterprises Group Company Limited

Beijing Enterprises Group Company Limited

Identity/Nature of interest
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Interest of Controlled
Corporation
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Beneficial Owner
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Class of shares
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HO

HO

HO

HO

HO

Number of shares
(share)
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(long position)
(Notes 2 and 3)
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(Notes 2 and 3)
47,754,000
gooo
oonoa2o30
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(long position)
(Notes 2 and 3)
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47,754,000
(long position)
(Notes 2 and 3)
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oooaosn

2020 Annual Report Kunming Dianchi Water Treatment Co., Ltd.

Approximate
percentage of
the total issued
share capital of
the Company (%)
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ooooao
000 (%)
4.64%

4.64%

4.64%

4.64%

4.64%
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4.64%

4.64%

Approximate
percentage of

the relevant class
of shares of

the Company (%)
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0ooooo
000000 %

14.04%

14.04%

14.04%

14.04%

14.04%
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14.04%

14.04%



Name of shareholder

CHAPTER EIGHT

Identity/Nature of interest

Class of shares
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Approximate
percentage of
the total issued

Approximate
percentage of
the relevant class

oooo goooooao oooao

Beijing Enterprises Group (BVI) Company Interest of Controlled HO
Limited Corporation

Beijing Enterprises Group (BVI) Company 000000 HO
Limited

Beijing Enterprises Environmental Interest of Controlled HO
Construction Limited Corporation

Beijing Enterprises Environmental oooooao HD

Construction Limited

Notes:

The above information disclosed is primarily based on the information
provided by the website of the Hong Kong Stock Exchange
(http://Iwww.hkexnews.hk) and the records of the register maintained by
the Company under section 336 of the SFO.

Pursuant to Section 336 of the SFO, if certain conditions are fulfilled,
the shareholders of the Company are required to submit a form for
disclosure of interests. In the event of changes in the shareholding of
the shareholders of the Company, the shareholders will not be required
to notify the Company and the Hong Kong Stock Exchange unless
certain conditions have been fulfilled, so that the latest shareholding of
the shareholders of the Company may be different from the shareholding
submitted to the Hong Kong Stock Exchange.

The 47,754,000 shares belong to the same batch of shares.

Save as disclosed above, as at 31 December 2020, the Company is not
aware of any other persons (other than the Directors, Supervisors and
chief executives of the Company) who have interest or short position in
the shares or underlying shares of the Company that are required to be
recorded in the register under the provisions of Section 336 of the SFO.
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R. MANAGEMENT CONTRACTS R. ooogao

During the Reporting Period, the Group did not enter into any contracts 0oo0DoDOooo0oOoDOoOoOO0ooOOoDOoODOoODOODn
and there were no existing contracts in respect of the management and oCooo0oO0ooOo0oOooU0ooDooOoooOooDoOo
administration of all or any significant portion of the business (except goooooooobDooOOooCOoooooood
for such service contracts entered into with the Group’s Directors,

Supervisors and all employees).

St CONNECTED TRANSACTIONS SF googo

We have entered into some transactions with the Controlling 0ooDooDooOooooDooOOooOooOoan
Shareholder. In accordance with Chapter 14A of the Listing Rules, Oo0Ou4A00DCDODODOOOCDOODOOOODOOOD
such transactions have constituted the connected transactionsor OO OO0 0O0O

0O
[}

continuing connected transactions of the Company.

1. Non-exempt Continuing Connected Transactions Subject 1. oooDooooOoOoOoooooooooao
to the Reporting, Annual Review, Announcement, Circular 0oo0oooooDoDoooooooan

and Independent Shareholders’ Approval Requirements

N
g

Entrusted Operation and Management Framework Agreement [

goooocooboOoooooobooooaon
oooooooobooobooooooao
gooooooooooooDbOoo0Ooo
goooooOoDbDOooOooooDooOoao
oobooooooooocooogoooao
gooocoooooocoOooboooao
oooooooOoobOooocoboooan
goooooODDODOoOOOoOoOoooooooan
goooooobObDOooOOooOOooDbOoDOo
goooooOoDOoOOCOoOO0OO0OOooo

The Company disclosed in the Prospectus that the Company entered
into certain agreements with the Controlling Shareholder prior to the
Listing, pursuant to which the Company provided certain operation
and management services to the Controlling Shareholder in relation
to wastewater treatment plants, reclaimed water supply facilities and

O 0oobo

running water facilities owned by the Controlling Shareholder. Such
operation and management service, depending on the development
stage of the project, typically includes operating, testing and adjusting

R s s s [ [ |

the equipment and facilities, arranging operating personnel and experts

Oo0Oo0ooooood
OoOoo0oooogoogooQoaog

to maintain the daily operation of such plants and ensure the effluent
quality meets the relevant discharge standard, setting up management
policies and operation guidelines, chemicals purchase, and sludge
transportation and disposal. The Company does not provide
construction service to the Controlling Shareholder. The transactions
continued during the Reporting Period.
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To regulate the terms and conditions under which the Company will
provide such operation and management services to the Controlling
Shareholder after the Listing, the Company entered into an entrusted
operation and management framework agreement with the Controlling
Shareholder on 25 April 2016 (the “Entrusted Operation and
Management Framework Agreement”), for the period from 25 April
2016 to 31 December 2018, as may be amended from time to time.
The Entrusted Operation and Management Framework Agreement
may, upon mutual written consent between the parties, be extended
for an additional term of three years, provided that such renewal is
in compliance with the relevant laws and regulations, and the Listing
Rules.

On 31 December 2018, the entrusted operation management
framework agreement entered into between the Company and the
controlling shareholder expired. As the specific contract between the
Company and the controlling shareholder is still valid and the Company
has obtained the approval for the annual cap of the transaction under
the entrusted operation framework agreement valid for three years until
31 December 2019, during the renewal negotiation of the entrusted
operation framework agreement, the Company continued to provide
operation management services to the controlling shareholder and its
subsidiaries. In order to further regulate the terms and conditions of
the Company’s provision of operation and management services to
the controlling shareholders for the three years ended 31 December
2021, the parties entered into a new entrusted operation management
framework agreement (the “New Framework Agreement”) on 30 April
2019, pursuant to which the Company would continue to provide
operation and management services to the controlling shareholder
and its subsidiaries for a period of three years. The term of the New
Framework Agreement will be from the date of approval at the Annual
General Meeting held on 21 June 2019 to 31 December 2021.

We provide our entrusted operation and management services in
relation to the wastewater treatment plants in two main stages, which
are prior to the wastewater treatment plant completing inspection and
acceptance formalities and entering commercial operations, being: (i)
the pre-trial operation stage; and (ii) the trial operation stage. If, after
the trial operation stage, the Company chooses not to acquire such
excluded business, the Company will continue to provide entrusted
operation and management services to the Controlling Shareholder.
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The controlling shareholder and the Company may enter into separate

independent service agreements and specify specific terms of each

transaction in accordance with the scope stipulated in the New

Framework Agreement to regulate the transactions contemplated under

the New Framework Agreement. These individual service agreements
shall comply with the terms of the New Framework Agreement and set
out the specific terms of each transaction. The price of operation and

management services under the New Framework Agreement will be

determined based on the following principles:

(€]

&)

3

the fees as prescribed by the PRC government, if any;

if there is a market price, it shall be executed at market price;
and

if there is no market price reference, the price is determined
based on reasonable costs + reasonable profit (not more
than 10%). Reasonable costs refer to the costs mutually
agreed through negotiation between the Company and the
controlling shareholder for actual expenses incurred for
provision of products or services under the New Framework
Agreement to the controlling shareholder or the costs mutually
agreed through negotiation between both parties (including
taxes and fees). The reasonable profit was fixed at no more
than 10%. On the one hand, the Company considers that it
is commercially reasonable to adopt an overall margin for
different types of projects to be transacted under the New
Framework Agreement, which will allow the Company to have
more flexibility to negotiate with the controlling shareholder
regarding the pricing for individual projects. On the other
hand, the Company will ensure that the overall profit margin
for the transactions under the New Framework Agreement
will not be lower than 8%. When determining the price and
specific terms of an individual agreement, the Company will
strictly follow relevant internal control measures to ensure that
the price is fair and reasonable, and the terms of individual
agreement conforms with the principles stipulated under the
New Framework Agreement.
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Under the New Framework Agreement, we shall have the priority to be
chosen as the provider of operation and management services by the
Controlling Shareholder, provided that the terms of service and service
fee offered by us are the same as that offered by a third party or third
parties. The Controlling Shareholder may engage a third party or third
parties for the provision of operation and management services only
if we fail to satisfy the needs of the Controlling Shareholder, or if the
terms of service and service fee offered by such third-party service
provider are more favorable than those offered by us.

Individual Service Agreements

The Company and the Controlling Shareholder have entered into
13 individual service agreements in relation to the treatment plants
conducting the excluded business, including entrusted operation
management agreements, pre-trial operation agreements and trial
operation agreements, which are governed by the terms of the New
Framework Agreement. The management fees under individual
service agreements are calculated based on the actual wastewater
treatment volume multiplied by the price per cubic meter. The price per
cubic meter is based on the pricing principles determined in the New
Framework Agreement. If there is a market price, it shall be executed
at market price. If there is no market price reference, the price is
calculated based on reasonable costs + reasonable profit (not more
than 10%).
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Annual caps and actual transaction amount

During the Reporting Period, the annual cap for the transactions under
the Entrusted Operation and Management Framework Agreement for
2020 was RMB193,440,000, with the actual transaction value being
RMB129,719,099.

2. Continuing Connected Transactions Subject to
the Reporting, Annual Review and Announcement
Requirements but Exempt from Circular and Independent

Shareholders’ Approval Requirements
Sludge Treatment and Disposal Agreement

On 17 November 2020, Kunming Dianchi Logistics, a wholly owned
subsidiary of the Company and Kunming Dianchi Investment entered
into the Sludge Treatment and Disposal Agreement pursuant to
which Kunming Dianchi Investment shall provide sludge treatment
and disposal services to Dianchi Logistics for three years ending 31
December 2022, for some of the sludge generated from wastewater
treatment plants of the Group in Kunming.

The service provided by Kunming Dianchi Investment to Kunming
Dianchi Logistics includes the treatment and disposal of sludge
collected by Dianchi Logistics and transported to Kunming Dianchi
Investment in respect of some of the sludge generated from various
wastewater treatment plants facilities of the Group in Kunming. The
costs of transporting the sludge shall be borne by Kunming Dianchi
Logistics.

The consideration of the services contemplated under the Sludge
Treatment and Disposal Agreement is the equivalent of the unit price
of sludge treatment and disposal per tonne (“Unit Price”) multiplied
by the quantity of sludge received by Kunming Dianchi Investment. As
of the date of this report, the Unit Price is determined with reference
to the market price which is at RMB120 per tonne (excluding tax).
The market price is determined with reference to prices charged in
contracts entered into by the Group and independent third parties
who provide similar services of the sludge treatment and disposal on
normal commercial terms to the Group. Kunming Dianchi Logistics took
reference from such relevant contracts entered into in the past year
and took the average of the relevant contractual prices in arriving at
the market price.
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We expected that the local government will determine a
government-guided price in respect of the Unit Price of sludge
treatment and disposal. In the absence of a clear rollout timetable of
such government-guided price, the parties under the Sludge Treatment
and Disposal Agreement shall adhere to the market price for the time
being. Should the government-guided price become available, the
parties shall enter into a separate agreement in writing to adjust the
Unit Price.

Annual caps and actual transaction amount

During the Reporting Period, the annual cap for the transactions
under the Sludge Treatment and Disposal Agreement for 2020 was
RMB3,300,000, with the actual transaction value being RMB1,783,447.

The Company has formulated the Regulations on Management of
Connected Transactions, and our relevant operation and management
departments regularly review whether the amount of connected
transactions incurred has exceeded the annual caps. In addition,
for individual service agreements under continuing connected
transactions, the Company has formulated the Contract Management
Regulations and takes various measures to ensure that the signing
of such individual service agreements comply with the terms of the
framework agreement, thereby ensuring that the Company’s connected
transactions are under proper control and supervision.

All the above connected transactions have complied with the relevant
requirements of the Listing Rules in respect of connected transactions.
Save as disclosed above, none of the related party transactions
disclosed in the Group’s financial statements are connected
transactions within the meaning of the Listing Rules.
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3. Confirmation by the independent non-executive Directors 3.

The independent non-executive Directors (except Mr. He Xifeng who ooo
the Company cannot get into touch with) have reviewed each of the ooo
aforementioned continuing connected transactions and confirmed that

the transactions have been conducted:

a. in the ordinary and usual course of business of the Group; a.

b. either on normal commercial terms or, if there are no sufficient b.
comparable transactions to judge whether they are on normal
commercial terms, on terms no less favorable to the Group
than terms available to or from (as case may be) independent
third parties; and

c* in accordance with the agreement governing the relevant c.
transactions, on terms that are fair and reasonable and in the
interests of the shareholders of the Company as a whole.

4. Confirmation of Auditor 4.

The Board has received a confirmation letter in relation to above ocoo

continuing connected transactions from Mazars CPA Limited ooog

(“Mazars”), confirming with respect to the above continuing connected ooao

transactions as at 31 December 2020 that: ooo

a. nothing has come to the auditors’ attention that causes the a.
auditors to believe that the disclosed continuing connected
transactions have not been approved by the Board;

b. for the transactions involving the provision of goods or service b.
by the Group, nothing has come to the auditors’ attention that
causes the auditors to believe that the transactions were not, in
all material respects, in accordance with the pricing policies of
the Group;

ct nothing has come to the auditors’ attention that causes the c.
auditors to believe that the transactions were not entered
into, in all material respects, in accordance with the relevant
agreements governing such transactions; and

d. nothing has come to the auditors’ attention that causes the d.

auditors to believe that the disclosed continuing connected
transactions have exceeded the annual cap.
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Please refer to Note 37 to the Consolidated Financial Statements
prepared under the IAS for details of the significant related party
transactions. The information disclosure on connected transactions
and continuing connected transactions required by the Listing Rules
is set out in this chapter. Saved as disclosed above, it does not
constitute connected transactions or continuing connected transactions
of the Company or connected transactions or continuing connected
transactions exempted from disclosure. Directors confirm that the
Company has complied with the disclosure rules under Chapter 14A of
the Listing Rules in relation to the above connected transactions and
the related party transactions set out in Note 37 to the Consolidated
Financial Statements.

T. COMPLIANCE WITH NON-COMPETITION
AGREEMENT

On 25 April 2016, the Company and Kunming Dianchi Investment, the
Controlling Shareholder, entered into the Non-competition Agreement,
whereby Kunming Dianchi Investment will not and will procure its
associated enterprises not to compete against the Group in respect
of the relevant business. Kunming Dianchi Investment will also grant
the Company the option to choose the new business opportunities,
the option regarding the acquisition of the retained business and new
business and the preemptive right to buy.

The independent non-executive Directors will be responsible for
examining, reviewing, considering and determining whether to adopt
and accept the new business opportunities referred to the Company by
Kunming Dianchi Investment or its subsidiaries, to exercise the option
for acquisition and the preemptive right to buy.

Kunming Dianchi Investment has committed that for the year
2020, it has complied with the Non-competition Agreement. The
independent non-executive Directors have examined and reviewed
the implementation of the Non-competition Agreement during the year
of 2020 and have confirmed that Kunming Dianchi Investment was
fully complied with the agreement and there were no violations of
agreement.

u. RETIREMENT AND EMPLOYEE BENEFIT PLANS

Details of the retirement and employee benefits plans of the Group are
set out in Note 10 to the Financial Statements.
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V. COMPLIANCE WITH THE CORPORATE
GOVERNANCE CODE

Being a company listed on the Hong Kong Stock Exchange, the
Company is always dedicated to maintaining the corporate governance
practices at a high standard. During the Reporting Period, the
Company had established various committees under the Board and
formulated the relevant corporate governance system in accordance
with the provisions contained in the Code of Corporate Governance.

W. PUBLIC FLOAT

Based on publicly available information and to the knowledge of
the Directors, there is sufficient public float of at least 25% of the
Company’s issued H Shares as at the Latest Practicable Date, which
is in compliance with the requirements of minimum public float of the
Listing Rules.

X. DONATIONS

During the Reporting Period, the Company had made donations for
charity of RMB6,000 in an aggregate.

Y. PERMITTED INDEMNITY PROVISIONS

During the Reporting Period, the Company had purchased and
maintained a group liability insurance for the Directors of (including
but not limited to) the Company and its “Associated Companies” (as
defined for such term under the Companies Ordinance (Chapter 622 of
the Laws of Hong Kong)).

Z. AUDIT COMMITTEE

The Audit Committee of the Company has reviewed the Financial
Statements of the Group for the year ended 31 December 2020
prepared in accordance with the International Financial Reporting
Standards in 2020.
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CHAPTER EIGHT

AA. AUDITOR

PricewaterhouseCoopers Zhong Tian LLP (Special General
Partnership) and PricewaterhouseCoopers Certified Public
Accountants, being the Company’s domestic and international auditors
for the year 2018 respectively, retired at the annual general meeting of
the Company held on 21 June 2019. On the same date, the Board has
been authorised to approve the appointment of Zhongshen Zhonghuan
Certified Public Accountants (Special General Partnership) and
Mazars CPA Limited as the domestic and international auditors of the
Company respectively.

According to the annual general meeting of the Company held on 19
June 2020, the Board of Directors has been authorised to determine
the domestic and international auditors of the Company for the year
2020 and their remunerations. After such annual general meeting,
based on the tender result of the Company, the Board of Directors
approved the appointment of Zhongshen Zhonghuan Certified Public
Accountants (Special General Partnership) and Mazars CPA Limited as
the domestic and international auditors of the Company respectively.

Mazars CPA Limited is appointed as the auditor for the Financial
Statements for the year ended 31 December 2020 prepared in
accordance with the International Financial Reporting Standards. Such
Financial Statements prepared in accordance with the International
Financial Reporting Standards as stated herein have been audited by
Mazars CPA Limited and a standard unqualified audit report has been
issued.

By order of the Board
Guo Yumei
Chairperson

Kunming, the PRC

REPORT OF THE BOARD OF DIRECTORS
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oo oooood

The Board of Directors of the Company has hereby submittedits 0000000 O0O0O0OO0O0O0DO2020000000
Corporate Governance Report for 2020 to the shareholders. ooogo

A. COMPLIANCE WITH THE CORPORATE GOVERNANCE  A. uogogoboooobood
CODE

gooooooDOoDbDOoOooOooDbDOoDOo
gooboooooO0O0oO0oOooO0OO0oOoooao
gooooOooOOOCOoOoOoOooooooao
goOoooOobOooO0oOOoOoOoooood
gooooooOooOooooobOOonoao
OooooooODoOOoOOoOOoOO0oOooooocooaon
goooOo0ooDOoOoOoOooDOoboOoOoDoO
ooo

The Company is mainly engaged in the comprehensive development
of sewage treatment, reclaimed water and running water supply and
environmental protection related industries. The Company focuses
on its main business and intensively cultivates its existing businesses
while continuously optimising the extended development along the
industrial chain, committing itself to providing shareholders with

Ooo0ooOooooag

continuous and stable investment income. At the same time, the

OoOoo0oo0ooooQg
OO0 oOo0Oooooao

Company attaches great importance to maintaining a high standard
of corporate governance to enhance shareholders’ value and protect
shareholders’ rights and interests, ensure the continuous and
effective corporate governance and provide effective guarantees for
the Company’s business expansion, competitiveness enhancement,
long-term stability and sustainable development.

The Company has adopted the code provisions of the Corporate oooooDmooooooDoOoOooooooao
Governance Code (the “CG Code”) and Corporate Governance Report oddnooooOooooogoooooooo
as contained in Appendix 14 to the Rules Governing the Listing of (MO0 0000000 OOOOOOOOOOODOO
Securities on The Stock Exchange of Hong Kong Limited (the “Listing oooooOoOoooO0oOoooooOoooOoOoao
Rules”) and as its own corporate governance code. The Company 0o0oo0DoDoOo0oDooDoooDooooDOo0Oon
has established and enhanced the corporate governance structure in 0ooo0oDOoOooCDODOoOoOoODO0OODOoOOOoOOOan
accordance with the Listing Rules and the CG Code and hassetupa 000000000000 OA420000000
series of corporate governance policies. The directors of the Company oooooooDoDoOOoOOoOoOOoOooooo

believe that during the Reporting Period, the Company has been

observing all mandatory code provisions as stipulated in the CG Code

except for provision A.4.2.
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Under code provision A.4.2, every director, including those appointed
for a specific term, should be subjected to retirement by rotation at
least once every three years. As of the end of the Reporting Period,
the terms of office of the first Board and the board of supervisors of the
Company have expired for 3 years, but the relevant nomination work
of relevant candidates has not yet ended. At the same time, the Board
considers the continuity of the Board and the board of supervisors
of the Company. Under the relevant provisions of the articles of
association of the Company, if, upon the expiry of a director’s term of
office, a new director cannot be elected on a timely basis, before the
re-elected director commences his/her term of office, such director
shall continue to perform his/her duties in accordance with the laws,
administrative regulations, departmental rules and the articles of
association of the Company. Therefore, the Board considers that
deviations from provision A.4.2 of the Corporate Governance Code will
not have a significant impact on the Group’s operation as a whole and
the Company will complete the relevant work as soon as possible.

The Board will examine and review, from time to time, the Company’s
corporate governance practices and operation in order to comply
with the relevant provisions under the Listing Rules and to protect
shareholders’ interests.

B. COMPLIANCE WITH THE MODEL CODE FOR
SECURITIES DEALINGS BY THE DIRECTORS
AND SUPERVISORS

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers as set out in Appendix 10 to the Listing
Rules (the “Model Code”) as its own code of conduct for its directors,
supervisors and relevant employees (has the same meaning ascribed
to it under the CG Code) in respect of their dealings in the Company’s
securities. After making specific enquiries to all of the directors and
supervisors of the Company, the directors and supervisors of the
Company confirmed that they had strictly complied with the required
standards as set out in the Model Code during the Reporting Period.
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(&5 BOARD OF DIRECTORS (©s oo

1. Board of Directors 1. goo

a. Composition of the Board of Directors a. ooooo

During the Reporting Period, the Board comprises nine Directors, oo0oooDo0oooDoDooo0oooDoOonOan
including three executive Directors, three non-executive Directors and 0oD30000poo300oDooooo30o00a0a
three independent non-executive Directors. oooogo

During the Reporting Period, pursuant to Rules 19A.54 of the Listing 000000 OCO0OO0OoO0oD1AsS4000oonoano
Rules, we have entered into a contract with each of our Directors in o000 ooOoOooouoooooooo
respect of, among other things, compliance with relevant laws and 0o0o00oo0ooDDoDoooo0Oo0Oo0ooooooonan
regulations, observance of the Articles of Association and provisions 0000000 OCOOO0O0O0OOOOOOQOO
on arbitration. Save as disclosed above, we have not entered into, CoooooOoOoOoQooooommoooooao
and do not propose to enter into, any service contracts withany ofthe OO0 000000000000 OOOOODOOO
Directors or Supervisors in their respective capacities as Directors/ oooood

Supervisors (other than contracts expiring or determinable by the
employer within one year without the payment of compensation (other
than statutory compensation)).

oboooooooobOoOoocobooao
OooooooooobDOmoooooano
oooooooOoobOooocoboooan
oooooODDoODOoOOoOOoOoDOOoooooOoooan
3.30 00 0000000000000
oooooOoOoO0oO0oO0ooODoOoOOoOoooao
000o00oo0oooomOoooooooao
oooooOoooOoooo

The Company complies with the requirement under the Listing
Rules that it has at least three independent non-executive Directors
(representing at least one-third of the Board), among whom, at least
one independent non-executive Director must have appropriate
professional qualifications or accounting or related financial
management expertise. Moreover, after taking into consideration the

OoOoOo0oo0oooad

factors regarding the evaluation of the independence of independent

OoOoo0oooogo
O0Oo0oooO0ogao

non-executive Directors as set out in Rule 3.13 of the Listing Rules
and the written confirmation of all independent non-executive Directors
(except Mr. He Xifeng who the Company cannot get into touch with),
the Board of Directors believe that all of its independent non-executive
Directors are independent individuals.
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As of the end of the Reporting Period, the composition of the Board is

as follows:

Name
oo

Ms. Guo Yumei

ooooao

Mr. Chen

Changyong

ooooa

Mr. Luo Yun

oooao

Ms. Song Hong

oooo

Ms. Ren Na
gooao

Ms. Yu Yanbo
ooooao

The biographies of the Directors and the relationships with each other
are set out in the section headed “Profiles of Directors, Supervisors

Age
oo

53

53

51

51

42

42

57

57

40
40

50

Sex
00

Female

Male

Male

Female
0

Female
0

Female

CHAPTER NINE CORPORATE GOVERNANCE REPORT
god oboogoad

Position
0o

Chairperson; Executive Director

oooooooao

Executive Director and General

Manager
oooooooao

Executive Director and Deputy
General Manager
goooooooao

Non-executive Director

ooooa

Non-executive Director
@ooo

Non-executive Director

and Senior Management” of this annual report.

oooooo0o0OOoOOoOCcOoOooOooo

Appointment date
oooo

Appointed as Executive Director in January 2011 and as
Chairperson on 23 June 2016

2011010000000000002016060230000
ooooao

Appointed as General Manager on 10 July 2019 and as
Executive Director on 19 June 2020

2019070100000000000202006019000
gooooa

Appointed as Deputy General Manager in January 2015 and
as Executive Director on 23 June 2016

201501000000000002016060230000
poooao

23 June 2016
20160 60 230

6 November 2020
20200 110 60

19 June 2020

Term
oo

3 years

30

3years

30

3years

30

3 years

30

3 years
30

3 years
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b. Job Duties and Authority of the Board of Directors

The Board of Directors shall be accountable to the general meeting and
have the duty to report to the general meeting. The Board of Directors
shall be responsible for implementing the resolutions of the general
meeting. The authority of the Board of Directors are expressly stated in
the Articles of Association of the Company and the major responsibility
of the Board of Directors include: being responsible for convening
the general meeting, implementing the resolutions of the general
meeting, determining the operating plan and investment proposals of
the Company, setting up the annual financial budget proposal, final
accounts, profit distribution proposal, proposal for increase or decrease
of capital and others, deciding on the establishment of the Company’s
management authority, determining the appointment or dismissal
of general manager, deputy general manager and other senior
management officers, formulating the basic management system of the
Company and determining the establishment of the special committees
of the Board of Directors.

(o} Job Duties and Authority of the Management

The management is responsible for the specific implementation
of the resolutions of the Board of Directors and the daily business
management of the Company. In accordance with the Articles
of Association of the Company, the major responsibility of the
management includes: to propose the Company’s operating plan and
investment proposal, to propose the plan of establishing the internal
management authority, to propose the basic management system of
the Company and to formulate the Company’s specific regulations.

2. Meetings of Board of Directors and General Meeting

In accordance with the provisions of the Articles of Association of
the Company, meetings of the Board of Directors shall be convened
at least four times a year. The Chairperson is responsible for the
convening of the Board meeting and is responsible for preparing the
Board meeting agenda. A notice of regular Board meeting shall be
given to all Directors at least 14 days before the meeting is convened
pursuant to the requirements of the Code, and such notice shall state
the date, time and venue of the meeting to be convened and the format
to be adopted for such meeting. For other interim Board meetings,
reasonable notices shall be delivered to all Directors.
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In accordance with the provisions of the Listing Rules, in the event
that the Company decides to declare, propose or pay dividends, or it
shall pass at the meeting of the Board of Directors such resolutions
in respect of profits or loss for any year, half-year or other periods,
the Company must give a notice to the Hong Kong Stock Exchange at
least seven working days before the convening of such meeting and
must issue an announcement thereof.

Save for the circumstances where connected transactions are
reviewed and considered at a meeting of the Board of Directors as
required by the Articles of Association of the Company, meetings of the
Board of Directors shall be held only if half or more of the Directors are
present. Directors shall attend Board meetings in person. If a Director
is unable to attend a Board meeting for some reasons, he or she may
entrust another Director to attend the meeting on his or her behalf and
shall specify the scope of the authorisation in a power of attorney.
The secretary of the Company’s Board of Directors is responsible for
preparing and safekeeping the minutes of the Board meetings and
ensuring that the Directors can enquire about such minutes.

The Directors confirm that during the Reporting Period, the Company
has strictly complied with the provisions in relation to the meetings
of the Board of Directors. The Chairperson also held a meeting with
the independent non-executive Directors without presence of other
Directors during the year. During the Reporting Period, the Board
of Directors convened a total of 24 meetings. The attendance of the
meetings by the Directors was as follows:

Name Position

oo 0O

Ms. Guo Yumei Chairperson; Executive Director

oooOoo oooooooao

Mr. Chen Executive Director and General Manager
Changyong®

Oooooow oooooooo

Mr. Luo Yun Executive Director and Deputy General Manager

oooo ooooooooo

Ms. Song Hong Non-executive Director

oooo ooooo

god oboogoad
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Number of meetings
attended/should

attend Attendance Rate
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gooao oodad

24/24 100%

15/15 100%

24/24 100%

24/24 100%
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Name

go

Ms. Zhao Zhu®
gooo®e

Ms. Ren Na®
oooo®e

Ms. Yu Yanbo®
gooog®

Mr. Yin Xiaobing
ooooo

Mr. He Xifeng®
gooooo®e

Mr. Sin Lik Man®
goooo®

Mr. Johnson Wan®
gooooagm

Position

oo

Non-executive Director
ooooao

Non-executive Director
ooooo

Non-executive Director
ooooao

Independent Non-executive Director
ooooooo

Independent Non-executive Director
Ooooooo

Independent Non-executive Director
ooooooo

Independent Non-executive Director
Ooooooo
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Number of meetings

attended/should

attend

oooooao

good

18/18

6/6

15/15

24/24

13/24

18/18

6/6

Attendance Rate

ogoo

100%

100%

100%

100%

54.2%

100%

100%



Notes:

(1)

&)

®

4

(5)
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Mr. Chen Changyong was an executive Director newly appointed after
an approval had been given by shareholders of the Company at the
2019 Annual General Meeting, and he participated in all Board meetings
held after his appointment.

The resignation of Ms. Zhao Zhu from her position as a non-executive
Director of the Company took effect after the 2020 First Extraordinary
General Meeting in which a new non-executive Director was elected,
and she was not required to participate in any Board meetings held after
the effective date of her resignation.

Ms. Ren Na was a non-executive Director newly appointed after an
approval had been given by shareholders of the Company at the 2020
First Extraordinary General Meeting, and she participated in all Board
meetings held after her appointment.

Ms. Yu Yanbo was a non-executive Director newly appointed after an
approval had been given by shareholders of the Company at the 2019
Annual General Meeting, and she participated in all Board meetings held
after her appointment.

Based on publicly available information, Mr. He was arrested for alleged
involvement in a bribery case, and the Company could not get in touch
with Mr. He and he could not perform his duties normally, after the
Board meeting of the Company held on 9 February 2021 considered and
passed the removal proposal regarding Mr. He, the Board recommended
that Mr. He be removed as an independent non-executive Director, the
chairman of the Remuneration and Appraisal Committee and a member
of the Audit Committee and the Nomination Committee of the Company.
Such removal proposal is subject to the consideration and approval at
the general meeting of the Company.
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During the Reporting Period, one annual general meeting, one 0000000000 OD100000O00O0O01
extraordinary general meeting, one domestic shareholders’ class

meeting and one H shareholders’ class meeting of the Company were

held. The attendance of the Directors was as follows:
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(1)

2

(3

4

(5)

(6)
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Mr. Chen Changyong is a newly appointed executive Director approved
by the 2019 Annual General Meeting, and he attended the general
meeting held after his appointment.

Ms. Zhao Zhu submitted her resignation to the board of directors on
21 August 2020 and resigned as the non-executive Director of the
Company. The resignation as a non-executive Director of the Company
took effect after the 2020 First Extraordinary General Meeting.

Ms. Ren Na is a newly appointed non-executive Director approved
by the 2020 First Extraordinary General Meeting who attended the
extraordinary general meeting and the shareholders’ class meeting held
after his appointment as a director candidate.

Ms. Yu Yanbo was a non-executive Director newly appointed after being
approved at the 2019 Annual General Meeting, and she participated
in the 2019 Annual General Meeting as a candidate of Director and
participated in all general meetings held after her appointment.

Mr. Sin Lik Man submitted his resignation to the board of directors on
29 September 2020 and resigned as the independent non-executive
Director of the Company. The resignation as an independent
non-executive Director of the Company took effect after the 2020 First
Extraordinary General Meeting.

Mr. Johnson Wan is a newly appointed independent non-executive
Director approved by the 2020 First Extraordinary General Meeting who
attended the extraordinary general meeting and the shareholders’ class
meeting held after his appointment as a director candidate.

Chairperson and President

During the Reporting Period, Company fully complied with the relevant

requirements that the roles of chairperson and chief executive officer

should be separated and should not be held by the same person

under the provision A.2.1 of the Corporate Governance Code. Ms. Guo

Yumei was the Chairperson of the Company and Mr. Chen Changyong

was the general manager (President) of the Company. The role of

the Chairman and general manager was separate from that of the

President, and they performed corresponding duties respectively in

accordance with relevant laws and regulations and provision of the

Company'’s Articles of Association.
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4. Appointment of Directors 4. gooag

In accordance with the provisions of the Articles of Association of the o0oooooooboooooooooooo
Company, the Directors shall be elected and appointed at the general oo00ooOooOo0oOooooOooooOoOoooan
meeting for a term of three years, after which they may be re-elected. 00Do0o0o0o0oDDoDooOOoOO0O0Oooooooo0an
The Company has formulated the procedures of such appointment. 0oo0oo0oOo0oDOoDOoOoOO0oOoOOoDOoODODOOoOOO
The Nomination Committee shall be responsible for nominating ocooo

new Directors and then submitting such nomination to the Board of
Directors for review and consideration. All newly nominated Directors
must be elected and approved at the general meeting.

Under code provision A.4.2, every director, including those appointed oooooooao
for a specific term, should be subjected to retirement by rotation at
least once every three years. As of the end of the Reporting Period,
the terms of office of the first Board and the board of supervisors of
the Company have expired for 3 years, but the relevant nomination
work of relevant candidates has not yet ended. At the same time,
the Board considers the continuity of the Board and the board of
supervisors of the Company. Under the relevant provisions of the
articles of association of the Company, where the directors has not
been re-elected upon the expiration of term of office, the original
directors shall, before their posts are taken up by the re-elected
directors, continue to perform their duties in accordance with the
laws, administrative regulations, departmental rules and the Articles
of Association of the Company. Therefore, the Board considers that
deviations from provision A.4.2 of the Corporate Governance Code will
not have a significant impact on the Group’s operation as a whole and
the Company will complete the relevant work as soon as possible.
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5% Remuneration of Directors

The Directors of the Company may receive basic salary, non-monetary
advantage, right to pension, bonuses, and compensations (including
such compensation provided due to the loss or termination of their job
duties or appointment).

The independent non-executive Directors of the Company receive
their remuneration from the Company, whereby the Company
shall pay Mr. Yin Xiaobing and Mr. He Xifeng an amount of pre-tax
remuneration RMB150,000, respectively on a yearly basis, and Mr.
Sin Lik Man (resigned on 6 November 2020) and Mr. Johnson Wan
(appointed on 6 November 2020) an amount of pre-tax remuneration
RMB220,000, respectively on a yearly basis. The remuneration is
the annual remunerations and is paid to each of the independent
non-executive Directors after deducting the relevant taxes and
fees during their respective terms of office in the year. Travel and
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6. Training of Directors 6. gooao

The newly appointed Directors have all received comprehensive, goooDoO0oOoOoooODOOoOoOoooooOoon
official and customised induction training upon their first appointments, oooooOoOoooO0oOoooOooooooOoao
so that they can have adequate understanding of the Company’s 0000000000 DO0OO0oDO0OoOOoOOoOoODOOaOn
business and operation and be fully aware of their responsibilities and oooo0oDoDOoO0oooDoDOoOo0ooDOoOOooOoOoDOoOaon
duties under the Listing Rules and relevant regulatory rules. oo

For the year ended 31 December 2020, the Directors have participated 0020200120310 0000000000 DOODOO
in the following training:

Duration of
Type of training training days
Director oo oooo oooo
Ms. Guo Yumei (Chairperson) oooowoooo A, B 20
Mr. Chen Changyong (General Manager) 0oo0oo0o0oooooo A, B 15
Mr. Luo Yun oooao A, B 20
Ms. Song Hong oooao A, B 20
Ms. Ren Na oooo A, B 8
Ms. Yu Yanbo ooooao A, B 15
Mr. Yin Xiaobing ooooano A, B 20
Mr. He Xifeng ooooao A, B 12
Mr. Johnson Wan ooooa A B 8
A: Reading materials related to continuous compliance responsibilities, Al oooOoOoOoOO0OO0OOoO0OooO0OooOOooooOonan
corporate governance and other relevant topics oooooo
B: Reading newspapers, periodicals, newsletters of the Company and BO oo0o0oOo0Oo0OOooOOoOOoOooOO0oooooan
updates on economy, general business and water industry, or materials 000000000 oOO0OO00D0OoooOoOoOon
about Directors’ responsibilities and duties
7. Joint Company Secretaries and their training 7. Oooo0oooooooao

During the Reporting Period, Mr. Yang Yang (O 0O ) and Mr. Chiu o0oo0o0oo0o0o0OoOooooOooooooaon
0oo0oO0oooo0o0oooooooooooao
J0oooO0oO0oo0oooOooDOooooOoOoOoOOoaOo
goopoOoO0ooooOoooooUOooooOoo
00oooo0ooooOoooooooooo
0o0oo0o00o0o0o0oO00OooODODOoOoOoooog
00000000000 00OO0OO0i15000

oooooooODoooOo

Ming King (O O 0O) act as the Joint Company Secretaries and are
responsible for facilitating the procedures of the Board of Directors
and facilitating the communication between the Directors and between
the Directors and shareholders and the management level. Mr. Chiu
Ming King has his main contact with the Company as Mr. Yang Yang
and Mr. Yang Yang shall report significant events to the Chairperson.

Oo0oo0ooooogoao
OooO0oOooog0oao

The profiles of the Joint Company Secretaries are stated in the section
headed “Profiles of Directors, Supervisors and Senior Management”
in this Report. During the Reporting Period, the Joint Company
Secretaries received professional training for no less than 15 hours to
update their technique and knowledge.
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D. COMMITTEES UNDER THE BOARD OF
DIRECTORS

Our Board of Directors delegates certain responsibilities to various
committees. In accordance with relevant PRC laws, regulations,
the Articles of Association of the Company and certain rules and
regulations, we have formed four committees, namely the Audit
Committee, the Remuneration and Appraisal Committee, the
Nomination Committee, and the Strategy and Investment Decision
Committee, and have expressly stated its terms of reference for the
committees in writing.

1. Audit Committee

The Audit Committee of the Company consists of three members.
During the Reporting Period, such members include Mr. Yin Xiaobing
(0D DO0O) (an independent non-executive Director, acting as the
chairman of the Audit Committee since 16 November 2018), Mr. Sin
Lik Man (O O O) (an independent non-executive Director, resigned
on 6 November 2020), Mr. Johnson Wan (O O O) (an independent
non-executive Director, acting as a member of the Audit Committee
since 6 November 2020) and Mr. He Xifeng (O O O) (an independent
non-executive Director, as of the date of this report, due to the
failure of Mr. He Xifeng to perform his duties properly, the Board
has recommended the removal of his positions as an independent
non-executive Director and member of the relevant committees. The
proposed removal is subject to consideration and approval at the
general meeting of the Company).

The principal responsibilities of the Audit Committee are to review and
supervise the Company’s financial reporting process, financial control,
internal control and risk management systems, to supervise the
Company'’s internal audit system and perform corporate governance
duties, and to oversee the audit process and to recommend the
engagement or replacement of external auditors. The Audit Committee
is also responsible for the communications between the internal and
the external auditors and performing other duties and responsibilities
as assigned by the Board.

As for the selection, appointment and dismissal of external auditors
or resignation of auditors, the Board and the Audit Committee have
reached a consensus.

D.
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During the Reporting Period, the Audit Committee held 4 meetings, the
details of which are as follows:

On 22 January 2020, a meeting of the Audit Committee was held, at
which 3 proposals including the Proposal on the Internal Audit Plan
were considered and unanimously approved by all members of the
Audit Committee.

On 27 March 2020, a meeting of the Audit Committee was held, at
which 11 proposals including the Proposal on Financial Statements
Reviewed by External Auditors in the Previous Year and the Proposal
on Profit Distribution Plan were considered and unanimously approved
by all members of the Audit Committee.

On 19 June 2020, a meeting of the Audit Committee was held, at which
2 proposals including the Proposal on the Proposed Appointment of
the Company’s Auditors for the year of 2020 were considered and
unanimously approved by all members of the Audit Committee.

On 21 August 2020, a meeting of the Audit Committee was held, at
which 8 proposals including the Proposal on 2020 Interim Results
Report were considered and unanimously approved by all members of
the Audit Committee.

During the Reporting Period, the attendance of the meetings by the
committee members was as follows:

goooooocooooODbODbO40O0OOCOODOO

02020010220 0000000000000
obDoo0oDODOoOO0O0oOoODOOoOO0oO0oooOOo30000a0
ocooooooOOoooooooo

gzoz2o0302700000D0O0O0COOO0OOODOOO
oooooDoooooOoooOooOooDboOooaon
ooDooO0o0ooO0OO0oDbDOo0O01NnoooobOoao
ocoo0oO0oooO0OO0OO0ooOooOoo

gzozo0e0190 00 00D0O0OO0COOOOODOOO
oo0oooDOoO0ooOOobOo0ooz20200000000
0200 0000000000000 0O00O0O0OO

02020080210 0000000000000
oboooOoOo0oOoOozoezo00O0O0OOO00O00O0ODOS8O
oooooooDDOOoOOoOOoOO0oOO0O0oooo

ooooocoooOoOoOOoCcOoOoooo

Number of meetings
attended/should

attend Attendance rate
poooogo

Name od gooo ooo
Mr. Yin Xiaobing (Chairman) 0o0o0o0ooooooo 4/4 100%
Mr. He Xifeng ooooao 4/4 100%
Mr. Sin Lik Man ogoooao 4/4 100%
Mr. Johnson Wan® opoooow 0/0 -
Note: oo
(1) Mr. Wan was appointed as an independent non-executive Director at (1) 00002020000 000000000000

the 2020 First Extraordinary General Meeting, and was appointed as a
member of the Audit Committee at the Board meeting convened after
the general meeting. After his appointment and up to the end of the
Reporting Period, the Company has not convened any meeting of the
Audit Committee.

gooO0ooOoO0oOoOooooOoooOoOoooOoOooao
000000000000000000000
gooooooooooooooo
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2. Remuneration and Appraisal Committee

During the Reporting Period, the Remuneration and Appraisal
Committee of the Company consists of three members, namely Mr. He
Xifeng (O O O ), Mr. Yin Xiaobing (O O 0O ) and Ms. Guo Yumei (O O
00 ). Except for Ms. Guo Yumei, who is an executive Director, all other
members are independent non-executive Directors. Mr. He Xifeng (O
0 O) is the chairman of the Remuneration and Appraisal Committee.
As of the date of this report, due to his failure to perform his duties
properly, the Board has recommended the removal of Mr. He from his
positions as an independent non-executive Director and member of the
relevant committees. The proposed removal is subject to consideration
and approval at the general meeting of the Company.

The principal responsibilities of the Remuneration and Appraisal
Committee are to formulate and review the policy and structure of the
remuneration for the Directors and senior management, to establish the
performance evaluation standards, procedures and system, to annually
evaluate the performance of the Directors and senior management, to
make corresponding recommendations to the Board, and to perform
other duties and responsibilities as assigned by the Board.

During the Reporting Period, the Remuneration and Appraisal
Committee held 4 meetings, the details of which are as follows:

On 21 August 2020, a meeting of the Remuneration and Appraisal
Committee was held in the Company. The meeting considered a
proposal of determining the salary of the director candidates which
were unanimously approved by all members of the Remuneration and
Appraisal Committee. The candidate’s remuneration plan will not take
effect until the appointment of director of the candidates is considered
and approved by the general meeting.

On 29 September 2020, a meeting of the Remuneration and Appraisal
Committee was held in the Company. The meeting considered a
proposal of determining the salary of two director candidates which
were unanimously approved by all members who attended the meeting.
The candidate’s remuneration plan will not take effect until the
appointment of director of the candidates is considered and approved
by the general meeting.

On 23 October 2020, a meeting of the Remuneration and Appraisal
Committee was held in the Company. The meeting considered a
proposal of the appraisal and realisation of the incentive income of
the person in charge of the Company for the term of office during
2016-2018 which was unanimously approved by all members who
attended the meeting.
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On 18 December 2020, a meeting of the Remuneration and Appraisal [0 20200 120180 0 0 0 000000 O0OO0OOQOO
Committee was held in the Company. The meeting considereda 000 OJO0OO0OOODOOO0OOODO201900 000
proposal of the appraisal and realisation of the remuneration of the ooooDoDoOooooDoOooDooooDOooao
person in charge of the Company for the year of 2019 which was OO

unanimously approved by all members who attended the meeting.

During the Reporting Period, the attendance of the meetings bythe O 0000000 O0OOOOOOOO
committee members was as follows:
Number of meetings
attended/should

attend Attendance rate

pooooo
Name oo oooo ooo
Mr. He Xifeng (Chairman) 0oooomooooo 1/4 25%
Mr. Yin Xiaobing ooooano 4/4 100%
Ms. Guo Yumei ooooao 4/4 100%

3. Nomination Committee 3. ooooao

During the Reporting Period, the Nomination Committee of the U 000000000000 ODOO0O0OOODOOO
Company consists of three members, namely Mr. Yin Xiaobing (O oobooo0oo0ooOOO0OO0OO0OOOoDOOooOoOOoOoaa
0 O), Ms. Guo Yumei (O O 0O) and Mr. He Xifeng (0 0 O ) (asof OOOOOOODDOOODODOOODOOOOOO
the date of this report, due to the failure of Mr. He Xifeng to perform OO0 Q0000000000 OO0DOO0OO0O0OOO
his duties properly, the Board has recommended the removal of his 0000000000000 0000M000OA0O
positions as an independent non-executive Director and memberofthe U0 0O 00O 00D 0000000000000
relevant committees. The proposed removal is subject to consideration 0000000000000 O00O0O0O00O00O0O
and approval at the general meeting). Except for Ms. Guo Yumei,

who is an executive Director, all other members are independent

non-executive Directors. Mr. Yin Xiaobing (O O O ) is the chairman of

the Nomination Committee.

oboobooocoocbOobOooooooooaa
oboooOoocoooOoobooooooooonoan
ooDooOooooobOOooDOooOooooDnDn
0o0oooo0oooDDoOOoOO0ODOO0OO0OO0OoOooo

The principal responsibilities of the Nomination Committee are to make
recommendations to our Board on the scale, structure, and composition
of the Board and on the nomination of Directors, to review the Director

i Ry |

and senior management candidates, to review the independency of the
independent non-executive Directors, and to perform other duties and
responsibilities as assigned by the Board.
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During the Reporting Period, the Nomination Committee held 4
meetings, the details of which are as follows:

On 27 March 2020, a meeting of the Nomination Committee was
held in the Company, at which 3 proposals of reviewing the scale,
structure, size and composition of the Board of the Company,
assessing the independence of the independent non-executive
Directors of the Company and reviewing the diversity policy of the
Board of the Company and the progress on achieving the objectives
set for implementing the said policy were considered and unanimously
approved by all members of the Nomination Committee.

On 21 August 2020, a meeting of the Nomination Committee was held
in the Company, at which a proposal of approving the change of a
Director was considered and unanimously approved by all members of
the Nomination Committee.

On 29 September 2020, a meeting of the Nomination Committee was
held in the Company, at which 2 proposals including the proposal of
changing an independent non-executive Director were considered and
unanimously approved by all members who attended the meeting.

On 6 November 2020, a meeting of the Nomination Committee was
held in the Company, at which a proposal of electing a member of the
Audit Committee was considered and unanimously approved by all
members who attended the meeting.

During the Reporting Period, the attendance of the meetings by the
committee members was as follows:

god oboogoad
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gz02003027y0 0000000000 0OODOOO
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ooocobOoo0oocooOooOooOoboooooOooao
ooooO0O0OO0OO0O30c0O0O0000O000OO0O0O0
oooooooo

0202008021000 0000000000000
ooocobOooocobOooooboooboooao
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02020090200 0000000000000
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0202001106000 0000000000000
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Number of meetings
attended/should

attend Attendance rate

oooO0ooao
Name oo oooao ooo
Mr. Yin Xiaobing (Chairman) oocooooooo 4/4 100%
Ms. Guo Yumei gooooano 4/4 100%
Mr. He Xifeng gooooao 2/4 50%
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»

4, Strategy and Investment Decision Committee goobooooobooao
0ooo0oo0o0oDoO0oO0ooDoooooao
0000000000000 0o0ooo0oo
0o0ooo0O0oO0ooo0oO0ooOoOoOoooooao
gooooOoooooOooooooooo
oooooo

During the Reporting Period, the Strategy and Investment Decision
Committee of the Company consists of three members, namely Ms.
Guo Yumei (O O O), Mr. Luo Yun (O O ) and Mr. Yin Xiaobing (O O
[0 ). Except for Mr. Yin Xiaobing, who is an independent non-executive
Director, all other members are executive Directors. Ms. Guo Yumei

O o0Ooood
O oooog

(O O O) is the chairperson of the Strategy and Investment Decision
Committee.

gooDoooOooOoOoDODOooOoOoDbDOoO0Oo0OOo
gooooo0oOooOoO0oOooOooO0ooooooao
obooooobOoOooobOocobooooo
goocoobOooOOoocOoobOobOoooaon
gooooooOoooon

The principal responsibilities of the Strategy and Investment Decision
Committee are to conduct studies and make recommendations to the
Board on the long-term development plan and strategies, the significant
investment or financing plans of the Company, and significant capital

O o0oooog
Oooogoog

investment for operation projects, to review the implementation of
those investment and financing plans, and to perform other duties and
responsibilities as assigned by the Board.

During the Reporting Period, the Strategy and Investment Decision ooo0o0oo0oO0ooO0ooOUOoOOoOooUODlooOO

Committee held 1 meeting. Details are as follows: ooogo
On 5 March 2020, a meeting of the Strategy and Investment Decision gz2020030500000000000000A0
Committee was held in the Company which discussed and reviewed 0000000000 DO0O000D0OO?202000
2 proposals concerning the investment plan of the Company for 2020 0oo0d200p00O0O0O0O0O0ODODO0OOOOOn
and were unanimously approved by all members of the Strategy and ocopooooooo
Investment Decision Committee.
Number of meetings
attended/should
attend Attendance rate
pooooo
Name oo oooo ooo
Ms. Guo Yumei (Chairman) oooomooooo 1/1 100%
Mr. Luo Yun oooo 1/1 100%
Mr. Yin Xiaobing ooooao 1/1 100%
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E. NOMINATION POLICY OF DIRECTORS, BOARD
DIVERSITY POLICY AND DIVERSITY ANALYSIS

According to the Company’s Articles of Association and the relevant
nomination system of directors, the Nomination Committee provides
consultation to the Board with respect to the nomination of Directors.
It will first consider and determine the candidates for nomination, then
make recommendations to the Board. The Board will decide whether
to propose such candidate to the general meeting for election. In
the course of selecting candidates of new directors, the Nomination
Committee and the Board will consider the cultural, educational
background and professional experience, etc. of relevant parties in
accordance with the “Diversity Policy of Members of The Board of
Directors”. They will also consider the business operation models.
The final decision will be based on the nominated candidates who
will bring about benefits and contributions to the Board. Details of the
appointment of directors are set out in the section headed “C. BOARD
OF DIRECTORS - 4. Appointment of Directors” above.

For purposes of reaching a sustainable balanced development, the
Company has regarded the increasing diversity of the members of
the Board of Directors as the key element that supports the Company
to achieve its strategic objective and to maintain the sustainable
development.

The Company has formulated the “Diversity Policy of Members of The
Board of Directors”, the contents of which include:

. When the Company is establishing the composition of the
members of the Board of Directors, it will take into consideration
from different aspects and achieve the diversity of the member
of the Board of Directors. Such aspects shall include but is not
limited to sex, age, cultural and educational background, races,
professional experience, technique, knowledge and term of
service. All the appointment for the members of the Board of
Directors are made on the principle of recruiting meritocratic
professional. Meanwhile, the candidates are selected based on
objective conditions, fully taking into consideration the benefits
brought by the diversity of members of the Board of Directors.

. The Company’s selection of candidates will be subject to
a series of standards regarding diversity, including but not
limited to sex, age, cultural and educational background, races,
professional experience, technique, knowledge and term of
service. The final decision will be made based on the strength
of the candidates and such contribution they can make to the
Board of Directors.

Oo0OoO0oooogoooadg

o
O
0
O
g
a
o
0
0
0

oo

god oboogoad

ooboo0obooobooobooao
oboog

oooooooocOooboboooocoaoan
ooooDoooooobDobDOoooooan
goooDODoOO0O0OO0OO0O0oOoooDbOoDOoOD
ooooboOooOooOoOoDbDOoDoOooOoOonoD
000000000 ooomoooooan
o0oMmoooOoooo0oooooboooOoooa
oOoooooooooooooooooo
ooDoooooOoOooOooOooobooooao
go0o0O0o0oD0O00O0oDO0OO0oO0ODbDOO0ob0mce.o
04000000000

oboooooooO0oooooooocoaonn
goOooocoboOoooobOocobooooo
oooooao

goomooooooooOOoOomoooan

oooooooDbDOoobOOooOoDbDOaon
goooooOOooDOoOoODOOoOoODOOoODD
oo0oooOoOOocOoOoOooooOooOoooDoo
goooooOooooobOoOooOooo
oooooOoobODOoOobOOooDbOOoDo
oooooOoobDOooobDOooDbOOoaon
oooooooDoOoo

Oo0oo0ooOoooag

goobooOoooooobDoooooo
opboooooDoOOooooOoooDboO
oo0ooobOoOoDOOoDOoOooOoooOoo
ooobObooOoooOO0oobOOooOoDbDOaon
oooooooooo

O oOoooQg

143



CHAPTER NINE CORPORATE GOVERNANCE REPORT
gbod oogoogobd

The Nomination Committee has selected new Directors pursuant to oCo0o0ooU0oDoDmOmoooDoUooooooOmo
the requirements of the “Diversity Policy of Members of the Board gODoooooobOboOooOoooooooooao
of Directors”, while a special meeting was held during the Reporting 0o0Dmoo0oDoDOoo0oooODO0omoooooao
Period to review the implementation and progress of the “Diversity obooooooODODDoOOoOOoOOoOoOooon

Policy of Members of the Board of Directors”, with a view to achieving

the objective of diversifying the members of the Board of Directors.

At the end of the Reporting Period, an analysis of diversification of OO0 O OJ0O0O0OOOOCOOOOOOOQOOODOOO
the Board of Directors is as follows. The composition of the Board oo00O0o0oD0oOooObOOooDOoOooDOoOom™ao
of Directors, the background of its members and procedures of 000000000 O0OO

selection of new Directors during the Reporting Period are in line with

the requirements of the “Diversity Policy of Members of the Board of

Directors”.

Percentage in the

Item Category Number

144 2020 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



145



CHAPTER NINE CORPORATE GOVERNANCE REPORT
gbod oogoogobd

F. RISK MANAGEMENT AND INTERNAL CONTROL  F. oboboboooag

The Board acknowledges its responsibility for the effectiveness of 0o0oo0DoDOoO0ooDoDoOO0ooDOoOooOoDOo0Oon
risk management and internal control systems of the Group. These 00000000 OCOOOOCOODODOOOOO
systems are designed to manage rather than eliminate the risk of ooooO0ooO0OoDOoooOoooobOoooo
failure to achieve business objectives and can only provide reasonable ooooDOooO0ooDoDOoDbDOooOoooDoDOoOoao
but not absolute assurance against any misstatement or loss that is 0OoDo0oDo0oo0ooDOoDOooOOooooDOonoOoan
not significant. Internal control and risk management systemsare (OO0 0O 00O0OOO0OOOOO0OOOOOOOOO
reviewed annually and adjusted timely according to the business gpz2000000000000D0OO0OO0O0O0O
development and operating conditions of the Company to ensureits 000 O 0O O00O00OO0OOOOOOOOODOO
continuous effectiveness. In 2020, in response to the operational goOoooOoOoOoOooOoDbDOoOoOopoooooogo
risks brought by the COVID-19 pandemic, the Company establisheda OO0 00000000 OODOOOOOCOOOO
COVID-19 Prevention and Control Leading Team for the coordination ooooooo

and organised of the procurement of materials for pandemic prevention

and control, daily information collection, resumption of work and

transportation, etc., which have effectively controlled the risks brought

by the COVID-19 pandemic to the Company.

We have established a set of consolidated risk management policies 0OoDo0oDo0oOo0ooDOoDOooOOooOoOooDOo0Oan
and measures for purposes of identifying, evaluating and managing 00Do0o0oo0ooDDoODoDoo0oO0ooooooo0an
the operating risk. Our Audit Committee is responsible for monitoring OO0 0000000000 O0OOOOOOOOO
the Group’s financial control, internal control procedures and risk O 000000 O00OOOO0OOOODOOOOOOO
management system. The head of the internal audit department oooobDOoO0ooOobDOoOooOoboooDoOooo
is responsible for making periodic report of the results and, where gdoopDOo0OoOoDOoOooUOoDOoOooOoDOoOoo

necessary, discussing with external legal advisors about any possible
issues so as to ensure that we do not violate the relevant regulatory
provisions or applicable laws.

oboobooocoocbOobOoooooboooa
oboooOoocoooOobooooooonoan
ooooooooooooobooooboooan
oooooOoooboOooDoooooboooooao
Ooo0oooooooo

For purposes of such various risks we are exposed to during our
operation, we focus on the strengthening of the internal control and
risk management systems. We have implemented many policies
and measures in order to ensure that effective risk management is

O oo oo

conducted in respect of the operation, financial reports and records,
fund management and the compliance with applicable laws and
regulations of Hong Kong and China.
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The major characteristics of the risk management and internal control
systems are: the Company has consolidated the risk management and
internal control systems and has formulated the systematic framework
from the level of the Company and business. Under such framework,
a mutual mapping between key risk points and control points is
established by setting up risk control matrix in order to implement
the control measures in relation to risk identification, evaluation and
addressing in various business processes within the enterprise. As
a result, risk management and internal control can be merged in
organic manner, significantly enhancing the enterprise’s capability
in risk precaution and control and its control means and creating
practicable effect on the corporate management. The Company shall
classify the internal control system into three layers, namely the basic
management system, specific regulations/management measures
and detailed rules for implementation according to the defined subject
matter, the level involved and the restriction scope. The effectiveness
of various rules and regulations shall be evaluated each year and
annual construction plan of the system shall be devised in accordance
with the evaluation results and the regulatory requirements and
based on the business need of the Company and such rules and
regulations that need to be established, amended and abolished shall
be expressly provided. Meanwhile, by referencing to the framework
requirements of the internal control elements and the logic relationship
between Company’s systems, the Company’s rules and regulations
shall be classified pursuant to the business types, for purposes of
establishing procedures for and standardising the management of the
Company'’s rules and regulations. As a result, the compliant operation
and strategic development of the Company can be safeguarded. The
Company highly values the dynamic monitoring of risk management.
Based on the changes of the internal and external environments of
the Company, risk information so collected is to be analysed; the
impact created on the Company’s operating process by various risks
and the possibility of the loss caused by such various risks are to
be quantified; such risks in relation to achieving the goal for internal
control during operating activities are timely identified and analysed
by systems; and the Company’s risk tolerance and risk addressing
strategies are reasonably confirmed. The Company seriously concerns
about the management and control of major risks, focus on the major
risks evaluated, refines the solution thereof; analyses in depth the root
cause for the generation of the major risks, causes of risks, possible
impacts and addressing strategies to be adopted; and formulates
practicable measures for risk management and control.
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The procedures by which the Company examines the effectivenessof 000000000000 D0OOOOCOOOOO
the risk management and internal supervision system shall include: goooOoOoO0ooDoOOoUoooouoooboogooao
to formulate an appraisal proposal, to establish appraisal team, to oooo0ooooDoOoOoooooooooooan
implement on-site test, to identify and control defects, to summarise ooDooOooO0obODoDbDOooOO0oooOOoDbDOoDoOOoaon
and compile the appraisal results, and to prepare an appraisal 0o0Do0DoDo0o0O0o0DO0DO0OoOoOOo0OoODOoODOODn
report. The Company shall authorise the legal audit department to 0oo0oDo0ooO0OoOO0oDO0ODOOooOOoOoODODODOOOn
be responsible for the specific organisation and implementation of 0000000 OO0OOO0OOOOODODOOOOO
the appraisal on internal control. The Company shall put forward godoooooDOoOooCOoOoOooooobooooao
some confirmed opinions after conducting comprehensive analysis ooooDoo0ooDoDOoDOooOOoooOoooOoao
on the defects in internal control. Then, the Company shall make a ooooooooODDOOoOOoOOoOO0oO0ooooooooan
final confirmation after it has carried out the review pursuanttothe OO0 0000000000000 OOOOOOO
stipulated authority and procedures and shall classify such defects 0oo0oDo0ooO0OoOO0oDO0ODOOooOOoOoODODODOOOn
as material defects, important defects and general defects based ocopoooooo

on the impact produced by such defects. Such confirmed opinions

shall be proposed in form of a written report to report to the Board of

Directors and the Operating Meeting. Material defects shall be finally

confirmed by the Board of Directors. The Company shall timely adopt

the corresponding strategies with respect to the material defects and

important defects, and practicably control risks within the range that

the Company can undertake. In addition, the Company shall pursue

the liabilities of the relevant department or personnel.

In addition, the Company places a great emphasis on inside 00Do0o0o0o0DoDDoDoOoOOoOO0O0O0oo0o0oooo0aon
information management. For the purposes of strengthening the 0o0o0oo0oooDpDoooCoOoOooooooooaon
confidentiality of inside information, maintaining the fairness of 00000000000 MMOOOOOOOOO
information disclosure and protecting the legal interests and rights of O0ODOOOOO0O0OOOOO0OOOOCOOODOOO
the general investors, the Company’s information disclosure system 0oO0o0DOO0oo0OoDOoOOoooooooon
and mechanism is established in accordance with the Company Law 0000000000 QO0COCOO0mMOoO0OQOQOO
of the People’s Republic of China (0 the PRC Company Lawl)),the OO0 000000 OCOO0O0OOCOOODOOOOO
Securities Law of the People ‘s Republic of China 0 O O O 0O O O 0Oo0o0oo0oooDoDoOoooOOoOooooooooaon
0 O O O 0, the Information Disclosure System of Kunming Dianchi oooooOU0oO0oooQUoOooOoooOoDoDoOoOoo
Water Treatment Co., Ltd. O 0 00 O0OO0OOO0OOOOOOO,the OOOOODODOOOODDODOODODODOOODODOOD
Internal Reporting System of Material Information of Kunming Dianchi 0ooooDOooO0oooDOoDoDOooOOooooDoOooOoao

Water Treatment Co., Ltd. {0 0 00000000 OOOOOO 0000000 O0DOoO0OoOoOoOooooooooo
0 0O 0), the Listing Rules and domestic or foreign laws, regulations OO0 00O O O0O0OOCOOOOCOOOOOOO
and other regulatory documents. During the Reporting Period, the ooooooo

Company carried out information disclosure strictly pursuant to the

regulatory requirements and expressly stipulated that the Board of

Directors shall manage in a uniform manner and be responsible for the

Company’s information disclosure. The Chairperson is the first officer

in charge of the Company’s information disclosure and the Company

Secretary is the main person in charge of the Company’s information

disclosure. Moreover, detailed provisions in respect of the managerial

responsibility of the Directors, Supervisors, senior management and

officers in charge of branches or subsidiaries shall be made.
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Our Board of Directors and the senior management are accountable for
the overall responsibility in respect of monitoring the implementation of
internal control and risk management procedures and other measures
in the Group. The Company’s risk management and internal control
systems aim at managing but not eliminating the risk for not being
able to achieve the business objective. Moreover, only reasonable but
not absolute guarantee is made for misrepresentation or loss that are
not significant. The Board of Directors will conduct an examination on
the Company’s risk management and internal control systems once a
year. The Board of Directors states that it has reviewed and examined
the Company’s risk management and internal control systems as
of 31 December 2020. The Board of Directors confirms that it has
examined the effectiveness of the Company’s risk management and
internal control systems. The Board believes that the Company’s risk
management and internal control systems are effective and sufficient.
The Company’s risk management and internal control systems can
effectively guard against such risks existing in the operation.

We have also appointed and reappointed external professional
advisors (including the auditor, legal or other advisors) for provision of
professional advice and continuous guidance on how we observe all
applicable related laws and regulations.

G. DIVIDEND POLICY

According to the Company Law in China and the Articles of Association
of the Company, the Company can only pay dividends from the
after-tax profits after making the following distribution:

. Compensation for accumulated losses (if any);

. Allocating the equivalent of 10% of after-tax profits to the
statutory reserve; and

. The amount (if any) approved by the shareholders at the
general meeting will be allocated to arbitrary provident fund.

After the statutory reserve fund has reached and maintained at 50%
or above the registered capital, no further transfer is required. The
Company'’s distributable profit in relation to the above transfer and
the Company’s dividend distribution are expected to be paid by
after-tax profit determined in accordance with the Generally Accepted
Accounting Principles in China or IFRS, whichever is lower.

All shareholders of the Company are entitled the same right to receive
dividends and distributions distributed by shares or cash.

OO0OO0o0Oo0OOooOoooOoooOoQg
ODOoO0oo0ooooooooao
OoU0o0Ooooooooo-g

oo
oo
oo

O

god oboogoad

oooobOocooobOoobOooOoooan
ooocobooooooOoooobOooOoooan
goooooOobDOooOooooobOonoao
goooooOoooOoDbODOooOoOooOoDbOoo
ooooooooooooboooonon
oo0oooooooOooOoO0oOoOoOOoOooOooOo
gooooooOOoooooOoOobOOooao
0020200120310 000000000
ooooooobooooocooooooan
oooooOoooODoDbDOooOoOooOooDaO
gooooDOoOO0oOoOoooODbDbOOO0oOooo
ocbooooooooOooOooOoooOooOooao
ooooooooa

oooOocoobOooobOoOooOOocOoOoonOd
ooooDOmboocooooooooooan
ooooooooooooon

ogoogo

oooooOoooODoDbDOooOoOooOooOonDao

ooooooooooooboooonon

ooooooOoood

oo0oo0oobDOooo0OOob0i10%000000
oooo

obooooocoocbOooOOobOOoOooOooao
ooooooooo

O0DOo0D0O0O0O0O0OO0O00OO0ODOD0O0OsS%000
oboooooDoODDOOoOoOO0oOoO0OoooooDOoODn
oooooooOooOoOoOOOocOoOoOooooooao
ooocobOoo0oocooOooOooOoboooooOooao
oomoooooooooo

oooooDoDoOooOOoDOoOooOOooooDOooaDo
ooo0oO0oooo0O00oo0o

149



CHAPTER NINE CORPORATE GOVERNANCE REPORT
gbod oogoogobd

The proposal of payment and the amounts of dividends willbemadeat OO0 0000 O0O00OOCO0DO0OO0OOOOOOOOO
the discretion of the Board and will depend on the Company’s general godoo0oooDOOoOCOoOoOooooobooboooao
business condition and strategies, cash flows, financial results and ooooooOoDOoO0oDoOOoOoOooooooon
capital requirements, the interests of the Company’s shareholders, oCoooooooooooooOoOoooooOoo
taxation conditions, statutory and regulatory restrictions, and other 000000000 DOooDOo0oOOo0OoDOoDODn
factors that our Board deems relevant. Any dividend distribution shall oooooooo

also be subject to the approval of our shareholders in a shareholders’
general meeting.

H. THE DIRECTORS’ LIABILITY TO THE FINANCIAL H. uoogobobooobobooand

STATEMENTS
The Company has not encountered with any significant and uncertain 0o0oo0DoDoOo0oDooDoooDooooDOo0Oon
events and circumstances that might produce significant doubts on 0oo0oDo0ooO0OooDOoODOoOoOOoOoOOoODOoODOOaOn
the Company’s capability of its continuous operation of business. The 0000000000 O 0O 020200120310 0
Board of Directors has confirmed to undertake the liabilities for the oooooooo

preparation of the Group’s financial statements as of 31 December
2020.

l. REMUNERATION OF AUDITOR ooooo

000000000000 O000000
00000000 O0O0000000000
0000000000 00000000
0000000000000 0020200
000000000000 0000000
00000000000 0000000
0000000000000 0000000
00000000000000000003.2
0000000000000 00000000

Auditors engaged by the Company shall be openly selected and
nominated by the Board and approved by or with the authorisation of
the general meeting of shareholders. Their remuneration is determined
by the Board as authorised by the general meeting of shareholders.
To ensure better alignment between the Company’s audit works in the

Oo0OoOooOooag

PRC and overseas, the Company appointed Mazars CPA Limited as
its international auditor and engaged Zhongshen Zhonghuan Certified
Public Accountants (Special General Partnership) to handle its PRC
domestic audit work in 2020. During the year, the Group paid RMB3.2
million to auditors for their audit service for the Group, and paid RMB

O o0Oo0oo0ooooOoao
OO0oD0ooooo0od

Nil for their non-audit service.

J. SHAREHOLDERS’ RIGHTS J. ggooo

1. Shareholders have the right to initiate and convene the 1. oooooooooooood
extraordinary general meeting

oo0oooDoDOoDODOOOoOO0OO0OoooooDoDao
oooO0o0oO0ooooOoO0OO0O0OO0OO0OCO0OO0O0OO
uoboooooOobOobOobooooooao
ooooooad

In accordance with the provisions of the Articles of Association of the
Company, the shareholders shall be entitled to the following right: A
shareholder solely holding or shareholders aggregately holding more

O 0o g
O o oo

than ten percent (inclusive) of shares having voting powers in the
Company may sign a written request to suggest the Board of Directors
for convening an extraordinary shareholders’ general meeting.
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2. Shareholders have the right to submit an interim draft
resolution to the Company at the general meeting

It is also provided in the Articles of Association of the Company that
when the Company is to convene a general meeting, a shareholder
holding more than three percent (inclusive) of shares having voting
powers in the Company shall have the right to submit an interim draft
resolution in writing to the Company. Being located at the Company’s
registered office in China and the Company’s headquarters, the Office
of the Board of Directors shall be responsible for handling with such
draft resolution submitted by such shareholder. Should some items in
such interim draft resolution fall into the scope of the job duties of the
general meeting, the Company should have such items included in the
agenda of such meeting.

3. Shareholders are entitled to the inquiry right

As for the inquiry required to be concerned by the Board of Directors,
the shareholders may send an email to the email address at
dshbgs@kmdcwt.com for the Board of Directors or a letter to the
following address. The Company will timely process all the inquiries in
an appropriate manner:

No. 7 Water Purification Plant

Dianchi Tourist Resort

Kunming City, Yunnan Province, the PRC
(For the attention of the Board)

K. COMMUNICATIONS WITH SHAREHOLDERS

The Company believes that effective communications with
shareholders is essential to enhancement of investors relation and
enhancement of investors’ understanding of the Company’s business
and strategies. The Company highly values shareholders’ opinions and
suggestions, and actively organises and conducts various activities
related to investors relation in order to keep the communications with
shareholders, and to timely satisfy the reasonable demands of all
shareholders.
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2. In order to further strengthen the party building work of
state-owned enterprises and take into account the actual needs
of the Company, the Board proposed to make amendments
to certain articles concerning party building in the Articles of
Association. For details, please refer to the announcement
of the Company dated 27 March 2020. The resolution of the
proposed amendments to the Articles of Association was
approved by way of special resolution at the 2019 Annual
General Meeting.

3. According to relevant requirements of the Reply of the State
Council on the Adjustment of the Notice Period of the General
Meetings and Other Matters Applicable to Overseas Listed
Companies (Guo Han [2019] No. 97), the Company Law of
the People’s Republic of China and the Notice on Further
Facilitating the “Inclusion of Party Construction Works in the
Articles of Association” of State-owned Enterprises, the Board
proposed to make amendments to certain articles concerning
the notice period of the general meetings and party building
in the Articles of Association based on the actual situation of
the Company. For details, please refer to the announcement
of the Company dated 25 September 2020. The resolution
of the proposed amendments to the Articles of Association
was approved by way of special resolution at the 2020
First Extraordinary General Meeting, 2020 first domestic
shareholders’ class meeting and 2020 first H shareholders’
class meeting of the Company held on 16 November 2020.

Save for the above amendments, there were no other amendments
made to the Articles of Association during the Reporting Period.

N. ENVIRONMENTAL, SOCIAL AND GOVERNANCE
REPORT

During the Reporting Period, the Company has complied with the
provisions of “Comply or Explain” (“*O O O O O 0O ") stated in the
Environmental, Social and Governance (“ESG”) Reporting Guide. The
Environmental, Social and Governance Report is set out in Chapter 13
of the “Environmental, Social and Governance Report” of this annual
report.
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oo O0oooao

I COMPOSITION OF THE BOARD OF oo obobd
SUPERVISORS

As of 31 December 2020, the Board of Supervisors of the Company 0020200120310 000000000O0300O000O
consists of three Supervisors, of whom two are employee representative 0020000 000000000000000
Supervisors. The remaining Supervisor has been appointed byour OO0 00000000 OOOCOOOOOOODOS
shareholders and the current employee representative Supervisors opoooooooog

have been appointed by the representatives of our labor union. The

Supervisors are appointed for a term of three years after which they

may be re-elected.

The composition of the Board of Supervisors of the Companyisas 000000 O0OOO0O0OO

follows:

Name Position Appointment date

oo oo oooo

Na Zhigiang Chairman of the Board of Supervisors; 19 January 2011
Employee Representative Supervisor

0ooo oooooooooOooo 20110 10 190

Yao Jianhua Employee Representative Supervisor 19 January 2011

ooo oooooao 20110 10 190

Shao Wei Supervisor 7 May 2016

oo oo 20160 50 70

1. MEETING OF THE BOARD OF SUPERVISORS OO0 Oooooooano
In 2020, the Board of Supervisors of the Company convened 24 2020000 000000000240000000
meetings of the Board of Supervisors in total. The attendance of the oo0oO0oooo0OO0O0oOoooo

supervisors is as follows:

Number of meetings attended/

Name should attend Attendance rate
00 oooooooooo ooo

Na Zhigiang 24/24 100%

ooo

Yao Jianhua 24/24 100%

ooo

Shao Wei 24/24 100%

oo
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.  MAJOR WORK IN 2020

(1) Monitoring the operation of the Company

In 2020, the members of the Board of Supervisors of the Company
reviewed the proposals submitted to the Board of Directors and the
general meetings for consideration and examined the operating
activities of the Company by attending all the Board meetings and
general meetings of the Company. The Board of Supervisors believes
that the operating activities of the Company are in compliance with
the provisions of the relevant laws and regulations of the state and
the Articles of Association, the decision-making procedures are legal,
and the Company has not engaged in any operating activities that are
in violation of laws and regulations or exceed the scope of business
operation as prescribed in laws and regulations.

(2) Monitoring the Directors and senior management of the
Company for their performance of duties

In 2020, the members of the Board of Supervisors of the Company
monitored the Directors and senior management of the Company
performing their duties by attending the Board meetings, reviewing
various proposals of the Board and examining the daily operation and
management of the Company. During the Reporting Period, based
on publicly available information, Mr. He Xifeng, an independent
non-executive Director of the Company, was arrested for alleged
involvement in a bribery case, and the Company could not get in
touch with Mr. He and he could not perform his duties normally. Save
for the above, the Board of Supervisors believes that the Directors
and senior management of the Company are in compliance with
laws, carry out their duties responsibly, and perform their work in a
practicable, diligent and due manner. The decision-making procedures
are scientific and legal. None of the Directors or senior management
has been found to act illegally or in violation of laws and regulations
or to the detriment of the rights and interests of the Company and
shareholders when performing their duties.

3) Monitoring the financial position of the Company

In 2020, the Board of Supervisors of the Company carefully
reviewed the relevant financial information and audit reports of the
Company. The Board of Supervisors believes that the preparation
of the financial statements of the Company is in compliance with the
Financial Reporting Standards. The report has followed the principle
of consistency and has reflected the financial position and operating
results of the Company in an accurate, complete, true and fair manner.
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(4) Monitoring the connected transactions of the Company 000 ODOoobooooboao

In 2020, the Board of Supervisors reviewed the information regarding 000000000 O0OoDoDoDOoooOooano
the connected transactions between the Company and the Controlling 00000000 OCOOOO0OOCOOOOOCOOO
Shareholder. The Board of Supervisors believes that such connected 00000000000 o0oOoooOoooooan
transactions were conducted on normal commercial terms, were 0000000000000 O0O0OO0OOO

fair, equitable and reasonable, and there existed no damages to the

interests of the Company and other shareholders.

(5) Internal control onoo oooood

In 2020, the Company established a rather complete internal control 2000000000000 OO0ODOO0ODOOOO
system, which was in compliance with the requirements of therelevant 000000000000 O0OOOOCOOOOO
laws and regulations of the state and meeting the actual needsof 00000000 OOOOO0OOOOOOOOOO
production, operation and management of the Company. Such system ooooDoDoOooooDoOooDooooDOooao
could be effectively implemented. The establishment of the internal Oo0Do0oDooo0ooDOooooooooDooOoan
control system has produced effect on better risk prevention and 00000000 o0DOo0DOooOOoO0OooOOoDOan
control on various sectors of production, operation and managementof O 0O OO0 OO

the Company. During the Reporting Period, the supervisory activities

of the Board of Supervisors did not identify any material risk existing

in the Company and there was no objection to the supervision matters

during the Reporting Period.

IV. 2021 ANNUAL WORK PLAN o0 20212000000

(1) In accordance with the Articles of Association and the “Rules OO0 O 000000 OOOOOOOOOOO

of Procedure of the Board of Supervisors of the Company” ooooooooooooopoooooo
and the requirements of the relevant provisions, the Board of ooooooooDDoDooOoooooooaon
Supervisors will discuss matters during its normal meetings o0ooo0opDoDoOooooOooooooOo
and diligently and responsibly perform its duties. Meetings of gooooooooDoOOooOoooooooao
the Board of Supervisors will be convened according to the ooooDbDOooooDOoooDOoooooao
actual situation of the Company. The Board of Supervisors will 0Oo0ooooooDoDoooooooooan
make its best efforts to review and consider various proposals. oooooo

The financial situation of the Company will be examined and
checked. By regularly understanding and reviewing financial
reports, it will monitor the financial operation of the Company in
order to prevent against operational risks and further safeguard
the interests of the Company and shareholders.
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The Board of Supervisors will seriously study the relevant state
laws and regulations and the newly released policies. It will
continuously enhance the efficiency of supervision and actively
urge the construction and effective operation of the internal
control system. It will establish a long-term effective mechanism
of corporate governance, facilitating the sustainable and healthy
development of the Company. Moreover, it will give full play to
its role as the Board of Supervisors by practicably assuming
the responsibility of protecting the interests of shareholders
and safeguarding a healthy and stable development of the
Company.

The Board of Supervisors will diligently, responsibly and
actively participate in the Board meetings, general meetings
and other important meetings of the Company. It will participate
in the decision-making process in relation to some important
matters and ensure the legality of decision-making procedures
in relation to some important decision-making matters, which
can better safeguard the interests of the Company and
shareholders as a whole.

The Board of Supervisors will continue to strengthen its
supervision over the Directors and senior management of the
Company in respect of performance of duties, implementation
of resolutions, compliance with laws and others. In particular, it
will strengthen the supervision over the violation of regulations
by senior management, dereliction of duty, inaction and the
rectification thereof, for the purposes of enabling the senior
management’s decision-making and operating activities to be
more standardised and legal.

In 2021, the Board of Supervisors will seriously abide by the provisions

of laws, regulations and the Articles of Association and perform their

duties and obligations, and effectively safeguard the interests of the

Company and the shareholders, so as to ensure that the Company can
operate in a standardised and healthy manner.
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CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT
oo Oooooood

To the members of Kunming Dianchi Water Treatment Co., Ltd. oooooooOoooooooooao
(Incorporated in the People’s Republic of China with limited liability) oooooooooooOooooooog
OPINION 0o

00000001e70003110000000
jooboOmoooOnooomomooom
O0o0D0OO0o0O0000O0D0OO0OD?20200 120 31
oo0ooDbDOooOO0ooO0obODOoDOooOoOooooOoDO
ooooO0oooOoOOoOoOOoOO0OO0OOCb0O0OO0OO0Oaon
ooooooOooOOOOcCOoOoooooooo

We have audited the consolidated financial statements of Kunming
Dianchi Water Treatment Co., Ltd. (the “Company”) and its
subsidiaries (together the “Group”) set out on pages 167 to 311,
which comprise the consolidated statement of financial position as at
31 December 2020, the consolidated statement of profit or loss and

O 0Ooooao

other comprehensive income, the consolidated statement of changes
in equity and the consolidated statement of cash flows of the Group
for the year then ended, and notes to the consolidated financial
statements, including a summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and 0o00oooooDOoDOoOoOO0ooOOoOoODoDOooOOaOn
fair view of the consolidated financial position of the Groupasat 000000 COO0O0DO0DO0OO0OOOOOOMMOOO
31 December 2020, and of its financial performance and cash flows 000O0DD0DmOoOoOooDOoOOoOgooDoao2o200
for the year then ended in accordance with International Financial 1203100 000000000 O0OOO0OO0O0
Reporting Standards (“IFRSs”) issued by the International Accounting 0Oo0o0o0DooOo0ooooDoOoOO0mooOoonom
Standards Board (the “IASB”) and have been properly prepared copooooooo

in compliance with the disclosure requirements of the Hong Kong

Companies Ordinance.

BASIS FOR OPINION goooao

We conducted our audit in accordance with Hong Kong Standards O 000000 OCO0OO0OO0OOOOOOOODOMOMO
on Auditing (“"HKSASs”) issued by the Hong Kong Institute of Certified 0000000 ooo0ooooOooooao
Public Accountants (the “HKICPA”). Our responsibilities under those 0oo0ooo0oo0oDoDoOoOooooooooooan
standards are further described in the “Auditor’s Responsibilities for the ooo0DOooooooooooOoOoooOoOOoooo
Audit of the Consolidated Financial Statements” section of our report. 0Cooooooooooooooomoooan
We are independent of the Group in accordance with the HKICPA's 0000000 DoDoOdOoooooooooaon
Code of Ethics for Professional Accountants (the “Code”),andwehave O 0000000 OCOOO0OOCOODODOOODOO
fulfilled our other ethical responsibilities in accordance with the Code. gbooOOoOobDO0ODOoOUOO0ODODOoOUOoOoODOoOgooOoao
We believe that the audit evidence we have obtained is sufficient and ooo00ooooOoOooooooo

appropriate to provide a basis for our opinion.
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CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT (Continued)
gobooobogbooogobdan

KEY AUDIT MATTERS (continued) oooooog
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KEY AUDIT MATTERS (continued)

INDEPENDENT AUDITOR’S REPORT (Continued)
bbb ogd

oboobooo

Receivables and revenue recognised for service
concession arrangements under financial asset model

Refer to Note 2 for the accounting policy of service
concession arrangements under financial asset model,
Note 2 “Significant accounting policies — Critical accounting
estimates and judgements”, and Note 18 to the consolidated
financial statements for the receivables under service
concession arrangements.

The Group has entered into a number of service concession
arrangements with certain governmental authorities or their
designators (the “Grantors”) under Build-Operate-Transfer
arrangements and Transfer-Operate-Transfer arrangements
in respect of its wastewater treatment, reclaimed water
supply and running water supply. Certain of these service
concession arrangements are accounted for using
“financial asset” model while others are accounted for
using “intangible asset” model. For the Group’s service
concession arrangements under financial asset model, the
fair value of receivables and revenue recognised are derived
from valuation in which a number of critical assumptions
were used. As at 31 December 2020, the carrying amount
of receivables under service concession arrangements
amounted to approximately RMB2,427,192,000, which
accounted for 23% of the Group’s total assets.

Management conducted the valuation for those service
concession arrangements under financial asset model at
initial recognition, and performed revaluation when there
were indicators that the critical assumptions in the initial
valuation have been significantly affected and deviated
subsequent to initial recognition. Such valuation and
revaluation were determined based on the forecasted cash
flows to be derived from the related projects which involved
critical judgements and assumptions including but not limited
to the effective interest rate, forecasted unit price of service
fee, operating costs and profit margins of the operating
services. With reference to the valuation and revaluation
performed by the management, management determined
the amount of receivables and revenue to be recognised
for service concession arrangements under financial asset
model during the year, and the subsequent measurement of
receivables and revenue.

We identified the above matter as a key audit matter area
because of the significant judgement involved in determining
the receivables and revenue recognised for service concession
arrangements under financial asset model and their significant
amounts.

With respect to valuation and revaluation for the service
concession arrangements under financial asset model
undertaken during the year, we assessed the methodologies
used by the management, the valuation processes and
significant assumptions adopted. We also evaluated the
reasonableness of the methodologies and assumptions used
in the valuation.

We selected samples of service concession arrangements
under financial asset model for testing. The key procedures
included:

1. Examining the agreements between the Group and
the Grantors.

2. Testing the reasonableness and appropriateness
of critical assumptions adopted in the cash flow
forecasts, mainly in relation to:

- sending confirmations to the Grantors to
confirm the current unit price;

- assessing and analysing the reasonableness
of the operating costs by comparing to
the actual costs of other existing service
concession arrangements of the Group; and

- assessing and analysing the profit margins
of the operating services by comparing with
the average profit margin of the operating
services of the industry.

We also challenged management’s assessment of whether
the subsequent measurement of receivables and revenue
recognised for the service concession arrangements under
financial asset model should be subject to revaluation by
comparing the actual outcome, if available, with the critical
assumptions applied in the valuation in previous years
and assessing the potential impact of reasonably possible
changes in the critical assumptions.

Based on our audit work, we found the critical assumptions
used by management on the service concession
arrangements under financial asset model to be consistent
with the evidence that we obtained.
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KEY AUDIT MATTERS (continued) oooooog
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CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT (Continued)

OTHER INFORMATION

The directors of the Company are responsible for the other information.
The other information comprises the information included in the
2020 annual report, but does not include the consolidated financial
statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements,
our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in
the audit or otherwise appears to be materially misstated. If, based
on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that
fact. We have nothing to report in this regard.

RESPONSIBILITIES OF DIRECTORS AND THOSE
CHARGED WITH GOVERNANCE FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view
in accordance with IFRSs issued by the IASB, and the disclosure
requirements of the Hong Kong Companies Ordinance, and for such
internal control as the directors of the Company determine is necessary
to enable the preparation of the consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors of the
Company are responsible for assessing the Group’s ability to continue
as a going concern, disclosing, as applicable, matters related to going
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CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT (Continued)
oo boomod

AUDITOR’S RESPONSIBILITIES FORTHEAUDITOF O 0O000OO0OOODOODOOOOOOO
THE CONSOLIDATED FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the Oo00000O0O0O0O0oOoOoOOoOOoOOooOoooan

oooooOoooboOoDbDoooooboooooao
oooooobOOO0OCOoOoOooooooooan
ooooooooOoOO0OOoooomoooo
oboooOoocooobOooOOoocoooonoan
o0ooooooDDoODoOoOoO0oOoooo

consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. This report is made solely to you, as
a body, in accordance with our agreed terms of engagement and for

O0Oo0oood

no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance, but is not a oo000O000O0OO0OOO0OoOoOO0Ooomoaon

oomooooocooooooOoooooao
oooooOoOoODOoOOCcOoOoOooooooooo
ooDooooooooOoooobooon
goooooOooOoOooODOoOoooDbDOoO0oo0OOo
goooooDoODOOOOCOoOOoOoOoo

guarantee that an audit conducted in accordance with ISAs will always
detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or
in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these consolidated

o O e O e O e O s O
O ooooao

financial statements.

As part of an audit in accordance with ISAs, we exercise professional OO Moo O0O0D00MO0OO0O0O00O0O000DO
judgement and maintain professional skepticism throughout the audit. 00000000 OoOoOoo0oOoooooooo

We also:

. Identify and assess the risks of material misstatement of the . 00000000000 OoOoOoOOoOOooOao
consolidated financial statements, whether due to fraud or 000000000000 OoDOoOoooOao
error, design and perform audit procedures responsive to 0o0Oo0o0oOoo0oDOoOooooooooaon
those risks, and obtain audit evidence that is sufficient and 00000 OooooooDooooooao
appropriate to provide a basis for our opinion. The risk of 0000