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CHAPTER TWO LETTER FROM THE CHAIRPERSON

oo O0o0ooao

Looking back on the year 2021, the resurgence of the COVID-19
pandemic and the lack of momentum in recovery of the world economy
have made the external environment more complex and uncertain.
Despite the new situation and new issues, China’s economy remained
generally stable and its economic structure continued to be optimised,
achieving a good start to the “14th Five-Year Plan”. Kunming Dianchi
Water Treatment Co., Ltd. (the “Company” or “Dianchi Water”)
adhered to the concept of sustainable development with focus on
maintaining stability while seeking progress, continued to position itself
as a comprehensive service provider of ecological and environmental
protection and management with international operation, promoted the
integration of the industry to improve quality and efficiency, accurately
seized opportunities from national strategies and new policies
on environmental protection, identified the potential in ecological
protection and management that aligned with the macroeconomic
development, and actively participated in the wastewater recycling
and rural habitat improvement projects, thereby maintaining steady
growth in business performance and making steady progress towards
high-quality development.

PERFORMANCE REVIEW:

In 2021, amidst the complex and challenging external environment,
Dianchi Water continued to facilitate the in-depth implementation of
its high-quality development strategy by focusing on the business
philosophy of “seeking progress while maintaining stability” and closely
following the direction of the national industry policy. In 2021, Dianchi
Water recorded total revenue of RMB2,317.7 million, representing an
increase of 20.8% over 2020. The net profit attributable to shareholders
of the Company was approximately RMB338.3 million, representing
a decrease of 2.9% over 2020, and basic earnings per share was
approximately RMB0.33. Taking into account the capital requirements
for the future business development of the Company, the Board
proposes to pay a dividend of RMB0.100 per share (tax inclusive) to
the shareholders for the year ended 31 December 2021 as a token of
appreciation for the continuous support given by the shareholders to
the Company.
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CHAPTER TWO LETTER FROM THE CHAIRPERSON

While ensuring quality and stable profitability, Dianchi Water adhered
to the strategy of “unitary domination with diversified development”
to explore diversified development paths and increase its efforts in
market 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 environment monitoring, 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”.

In terms of main business, Dianchi Water persisted in prioritising
quality and efficiency, with emphasis on the operational aspect as the
core of projects and making it the main source of investment income.
In 2021, all staff of Dianchi Water made concerted efforts in pandemic
prevention and control in a scientific manner and worked diligently at
their respective positions to ensure steady operation of all production
units, compliance with wastewater treatment standards and water
supply safety. The Company’s wastewater treatment volume and
capacity increased over the last year with market presence growing
from regional operation to nationwide development, covering eight
provinces in China, including Yunnan, Sichuan, Guizhou, Hunan,
Anhui, Zhejiang, Jiangsu and Fujian, as well as 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. In particular, the main effluents
such as Chemical Oxygen Demand (COD), Total nitrogen (T-N),
Total phosphorus (T-P) and Ammonia nitrogen (NH3-N) were 73%,
49%, 83% and 95% lower than the emission limits of national Class |
Standard A standard, respectively.
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CHAPTER TWO LETTER FROM THE CHAIRPERSON
god ogogo

In terms of technological innovation, the leading function of
technological innovation has become increasingly prominent and
application of innovative achievements has accelerated. The number
of patents obtained by the Company has maintained an annual growth
rate of more than 20% since 2017. The continuous improvement
in technological innovation has become an important driving force
for the Company’s high-quality development, and 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.

For talent cultivation, high-quality development relies on outstanding
talents. The Company always upholds the people-oriented concept
and continuously promotes a series of innovative measures focusing
on the construction of human resources management system and
the development of talent pool. It carried out human resources
management system construction with organisational optimisation,
remuneration and performance appraisal system and human resources
system reform as the core, and established diversified incentive and
restraint mechanisms such as performance-based remuneration
system, performance appraisal and special incentives to maximise
and unleash the vitality and potential of the staff and cadres and
continuously strengthen the internal growth drivers of the Company
through talent competition.

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 strengthened the reserve of quality projects, increased
effective investment, optimised the investment structure, improved
investment efficiency, promoted high-quality investment with stringent
standards, and promoted the Company’s high-quality development
through high-quality investment. In addition, the Company continued to
strengthen the management of quality of invested projects, accelerated
the progress of projects, and facilitated projects at preliminary stage
to commence construction projects under construction to commence
production and projects in production to meet relevant standards the
targets with focus on selecting high-quality new projects and improving
quality of existing projects, thereby capturing the full potential of new
and existing growth drivers.

dooodobOooooooooooooooo
OO0o0oooO0o0oDoOocOO0O0OO0OO0OO0O0aDODD?2017
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CHAPTER TWO LETTER FROM THE CHAIRPERSON

PROSPECTS:

The “14th Five-Year” plan proposes to adhere to the concept of “Lucid
waters and lush mountains are invaluable assets”, strengthen the
management of the system of landscapes, forests, fields, lakes and
grasses, accelerate the construction of important ecological barriers,
continuously improve the quality of the ecological environment, and
largely eliminate heavily polluted atmosphere and dark and odorous
water in urban area. Currently, 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 of Yunnan Province in ecological environment protection
and management and promotion of comprehensive conservation,
integration and recycling of resources, the “14th Five-Year” plan period
will be critical for Dianchi Water to continue to explore its endogenous
momentum and seize the benefits from environmental protection
policies.

Facing the uncertain global economy and the beneficial policies
for environmental protection industry, the Company will closely
follow the direction of industry policies, continue to expand its
core business of wastewater treatment, actively carry out business
mergers and acquisitions, and further consolidate the businesses
in upstream and downstream of the industry chain such as water
source protection, running water supply, high-quality reclaimed
water supply, comprehensive watershed management, environment
monitoring, sludge recycling, soil 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 compact its development foundation,
integrate internal and external resources and expand its market
shares. 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 national policies, industry innovation
and market operation. It will also adjust its investment 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 operational risks, carry out financing activities based on the
needs of business development and under the principle of keeping
the expenditure within the limits of revenues, and continue to release
financing potential of the Company to support the Company’s business
development.
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“Articles of Association”

oooooo

“Board” or “Board of Directors”

ooooo

“China” or “PRC”

oooo

“Company” or “Issuer”

ooooooooooo

“Controlling Shareholder”

CHAPTER THREE DEFINITIONS
EREREC 04N

the articles of association of the Company

ooooogono

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

Ooo0ooOooOoo0oO0oO0OO0oO0oO0oocO0oOoO0O0O0n0O0ez010012023000
goooo0ooOoODoOOOoOOoOOoOoOooooooObOOoOoOooooooooan

has the meaning ascribed thereto in the Listing Rules and refers to Kunming
Dianchi Investment Co. Ltd.* (0 O O O O 0 O O O O O O), acompany
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CHAPTER THREE DEFINITIONS

goog oo
“Group”, “we”, “us” or “our” or “our the Company and its subsidiaries
Group”

|
|
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“Kunming Bus”

oooooo

“Kunming Dianchi Investment”

oooocooaao

“Kunming Dianchi Logistics”

gooocoogao

“Kunming DIG”

oooooooooo

CHAPTER THREE DEFINITIONS
LI [0 e ]

Kunming Bus Group Co., Ltd* (0 0 0 00 0O 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, which is directly owned as to 95% by
Kunming SASAC, and is not a connected person as defined in the Listing Rules

I o A A o s K 74
03011000000O0O00O0O0O0O000OOOOCOOODODODODOOOO
SsSwoioooooooooooooan

Kunming Dianchi Investment Co., Ltd.* (0 O 0O 0 0 0 00 0O 0O 0O O), a
company established in Yunnan Province, the PRC with limited liability on 13
October 2004, which is the Controlling Shareholder of the Company

O000OO0OO0O00D0OO0OO0O0OO00DO002004010013000000000
oooooOooobOOooOOoocOoooooao

Kunming Dianchi Logistics Co. Ltd* (0 0 0 000000 OO O), a limited
liability company incorporated in the PRC and a subsidiary directly owned by
the Company

goooocOoooOoOCcOoOooOoOOoOoOoOoOOCOoOoODOOOOOOan
ooooOooOoOooo

Kunming Development Investment Group Co., Ltd* (D 0 00O OO0 OO
0 O), a wholly-state-owned company with limited liability incorporated in the
PRC on 27 January 2010, which is wholly owned by Kunming SASAC, held
20,959,760 Domestic Shares of the Company as at the Latest Practicable Date,
representing approximately 2.04% of the total share capital of the Company,
and is not a connected person as defined in the Listing Rules

g0oODoOOo0oOOO0oO0oO0bOOoooOon0ozooO102r00OO0OOOOOOnO
goo0Doo0OO0oo0OO0oo0O0ooO0cO0ObOO0oO0OOoo0cOooDb0%woooooooono
ooo0000o20959,7600000000000000204% 000000
ooooooOooo
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CHAPTER THREE DEFINITIONS
god o

“Kunming SASAC”

opboooooo a0

“Kunming Zhongbei
Transportation”

oooooogan O

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 regulations, rules and normative documents on the management
of the state-owned assets

gooooooobDOoOooooDoOoOoooooooDoDooboooonon
oooooooOoO0oO0oO0oOoOO0OmooOO0oOoooOoOoOooOoOoOoooOooOoOoan
goboooO0oobOOoocoOOoooOOooOoO0OOobOOoOobOOoOoOOoOobOOooOOooOon
ooooooOooo

Kunming Zhongbei Transportation and Tourism (Group) Company Limited
(D 0D0DO0DDODU0 OO0 DOO0DOOO0O),almited liability company
incorporated in the PRC on 10 March 1987, which is directly owned as to 81%
by Kunming SASAC, and is not a connected person as defined in the Listing
Rules

ooooooommooboooobooboOooobooboilesro3bgiloonooon
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“Prospectus”

opooooo 0

“Reporting Period”

goooo O

“RMB” or “Renminbi”

opoooo 0

“Shareholder(s)”

gooo O

“Xindu Investment”

oooooo O

“Yunnan Reclaimed Water”

gooocoo O

CHAPTER THREE DEFINITIONS
LI [0 e ]

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

go0D2017030240000000000HO0O0DOOCOODOOOO
ooao

the year of 2021 (1 January 2021 to 31 December 2021)

20210 0020210 10 10 020210 120 3100

the lawful currency of the PRC

oooooao

holder(s) of the shares of the Company

oooooooao

Kunming Xindu Investment Co., Ltd.* (O O O O O O O O O O), a limited
liability company incorporated in the PRC on 27 May 2005, which is directly
owned as to 84% by Kunming SASAC, and is not a connected person as
defined in the Listing Rules

O00O0O0O0D0OO0OOoOoOoO0OO0OO2005050270 000000000000
000000000 oO0oUooOoDooD84wU0oooooooooooOo
O

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

owned by the Company
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CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS
ood 0000

“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 O0U00o0D0oDUD0DO0ODD0DOoDOoOUoODDoDOoDOoUOoOO
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
0OoOooDoOoooOoOooooooa

“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 0000000000000 O0OU0OOoOODO0DU0DODDODUODODOO0DDODDODOOO
0000000000000 0Do0D0DoOoDoODoDoOooaOo

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

period of time longer than one year
oooocoooo O O0o0O0oO0Oo0oOoo0ooooooooooooao
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“pre-trial operation”
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CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS
O O O [l [

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)
00000000000 O0oO0oOooO0ooO0ooOooOooooooooaOo
0o0o0o0o0o00ooD0DCo00o0O0OD0D0DoODO0D0O0O0O0OO0OU0DDOOOoOcoDbO
OooOoocobmnOD 0000 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 0D0D0DM0D0D00U0DO0D0DU0DDODD0DOo0DD0DWO
O[zoiilc0ooo0O0OooOO0O0OOO0DDOOOO0DOOO0DOoDODOOODOO
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

0000000000000 D0O0D00DDODOD0DD0OD0DO0ODU0DDODU0ODODODDUODO
ooooo0ooooo0oooO0ooOo0ooOoOoOooOO0OOoOOoOoOoOooOoOO
oooooooOoO0oooOOoO0DO0DOooOO0OU0OODOO0DO0DODOODOOOO
0000000000 o0ooU0oooU0ooooUooOUOooOooDUDO
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17



18

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
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The following table sets out our key operating and financialdataforthe 00000000000 OOOOCOOOOOO

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

L/ (O] (O]
Ooo0oooao
As at 31 December
0120 310

2021 2020 2019 2018 2017
20210 20200 20190 20180 20170
2,043 1,970 1,830 1,827 1,807
233 213 52 52 52
131 131 116 116 64

For the year ended 31 December
00120310000

2021 2020 2019 2018 2017
20210 20200 20190 20180 20170
Volume 0oooooo
("000 m?® per period indicated) ooooo
Wastewater treatment oooo 706,078 657,499 622,842 616,844 550,872
Reclaimed water supply ooooano 54,422 31,177 11,736 8,825 6,883
Running water supply ooooano 17,116 14,863 14,801 12,957 8,998
For the year ended 31 December
00120310000
2021 2020 2019 2018 2017
20210 20200 20190 20180 20170
Utilisation Rate ooag
Wastewater treatment oooao 96.3% 92.0% 93.7% 92.9% 93.9%
Reclaimed water supply ooooao 64.0% 53.4% 61.8% 46.5% 36.3%
Running water supply gooooao 35.8% 31.9% 35.0% 30.6% 38.5%

aw ép .be® 2021 ES
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CHAPTER FIVE SUMMARY OF OPERATING AND FINANCIAL DATA
gbod obogoobobod

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

2021
20210
RMB’000
ooooo
oooao
ooao 1,370,283
ooao 610,365
oooano 44.5%
ooao
ooao 191,534
ooao 49,812
oooao 26.0%
oo
ooo 755,921
ooao 64,605
oooao 8.5%

gooooooao

For the year ended 31 December
00120310000

2020
20200

RMB’000
ooooo

1,276,466
558,256
43.7%

260,986
53,420
20.5%

381,971
67,501
17.7%

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
oooon

1,159,075
480,070
41.4%

115,254
8,372
7.3%

155,458
40,592
26.1%

2017
20170

RMB’000
ooooo

1,037,163
446,773
43.1%

68,520
4,233
6.2%

118,142
49,484
41.9%
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CHAPTER FIVE SUMMARY OF OPERATING AND FINANCIAL DATA
T g A RENRERERE (L gN

SUMMARY OF CONSOLIDATED STATEMENTS OF O O0OO0OO0OODOODOO
COMPREHENSIVE INCOME

Year ended 31 December
00120310000
2021 2020 2019 2018 2017
20210 20200 20190 20180 20170
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ooooo ooogoo ogoooo ooooo ooood

Revenue oo 2,317,738 1,919,423 1,833,542 1,429,787 1,223,825
Operating profit ooood 528,368 429,524 569,692 469,723 443,317
Profit before tax oooaod 396,693 415,481 438,150 415,221 372,425
Income tax expenses ooooano (57,142) (65,053) (68,072) (65,494) (58,336)
Profit for the year oooo 339,551 350,428 370,078 349,727 314,089
Other comprehensive (loss)/ ooooooom

income oo (1,219) 13,290 871 3,282 (1,847)
Total comprehensive income oooooooao

for the year 338,332 363,718 370,949 353,009 312,242

SUMMARY OF CONSOLIDATED BALANCE SHEET ubobabdabd

As at 31 December

0120 310
2021 2020 2019 2018 2017
20210 20200 20190 20180 20170

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

Assets od
Total assets gooad 12,067,938 10,496,492 9,576,255 7,442,063 6,024,811
Liabilities oo
Total liabilities gopooaog 7,632,127 6,224,065 5,481,834 3,541,142 2,318,610
Equity oo
Total equity gooad 4,435,811 4,272,427 4,094,421 3,900,921 3,706,201
Total equity and liabilities ooooooan 12,067,938 10,496,492 9,576,255 7,442,063 6,024,811

aw ép .be® 2021 ES
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
ood Oooooood

A. OPERATING ENVIRONMENT

Despite over two years of COVID-19 pandemic, China's economy
moved forward steadily. Under the ongoing prevention and control
of pandemic, China’s economy has generally shown a positive
trend of recovery, but under the influence of uncertainties in the
external environment such as the complex and volatile domestic and
international situation, rising geopolitical risks and high global inflation,
downward pressure on China’s economy will remain in the short term.
Despite this, with strong resilience, China’s economy will maintain a
positive trend in the long term. Looking ahead to 2022, the second

22 2021 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
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The Company has established a presence along the Yangtze River
and Huai River covering Sichuan, Guizhou, Hunan, Anhui and
Zhejiang provinces, with a proprietary wastewater treatment capacity
of approximately 2.043 million m3/day as at the end of the Reporting
Period. With extensive operation experience accumulated over the
years and intelligent water services empowerment, the Company
has been able to further increase its market share with the support
of existing market. In addition, we enjoy exclusive rights to provide
wastewater treatment services to Kunming and other regions of
China. 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

Water resources in China are relatively limited. With the acceleration
of urbanisation and industrialisation in China, water pollution and
water shortage have become a serious constraint on the sustainable
development of China’s economy and society, and wastewater
management has become the most important task of water
environment management. In recent years, China has put more
emphasis and support on the environmental protection industry, and
introduced a number of policies related to wastewater treatment
during the “14th Five-Year Plan” period. Driven by China’s continuous
policy support and investment in environmental protection and
wastewater treatment industry, China’s wastewater treatment industry
has experienced continuous steady development. At the same time,
individual wastewater treatment and dark and odorous water treatment
projects will be extended from urban to rural areas. At present, China’s
rural water supply, wastewater treatment and domestic waste disposal
markets remain to be developed. With the realization of comprehensive
poverty alleviation in China and the in-depth implementation of the
national strategy of rural revitalization, integrated urban and rural
water supply, wastewater treatment and domestic waste disposal and
environmental improvement will bring new development opportunities
for the industry.

In addition, as the water service market enters an era of professional
operation, technical improvement and transformation and standardized
operation have become a key focus of future development, and the
focus of business has shifted from focusing on construction instead
of operation to improving quality and efficiency and sustainable
development with increasing emphasis on the operation and
maintenance of sewage networks, sewage collection rates, pollutant
reduction rates and recycled water utilisation, which promotes green
and sustainable development to become future development direction
of the industry and brings market demand for high standard services,
creating both challenges and opportunities.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

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 increased steadily as compared to 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.

In 2021, due to the measures taken to restrict the movement of
personnel and materials as a result of the ongoing COVID-19
pandemic, which indirectly affected the actual progress and
geographical scope of the Company’s investments, the Company’s
investments during the reporting period were mainly concentrated
within the PRC, with the majority in the southwest region.

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
and production resumption, which may have an impact on the timing
of settlement of receivables from local government. With the effective
and ongoing implementation of pandemic prevention and control
measures and the continuous progress made in vaccination, China’s
economy is recovering at a faster pace. In addition, the Company has
established a dedicated receivables management leading team and
department, which is responsible for dedicated management of the
Company'’s receivables and formulating individual collection plan for
each receivable item. 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.

4.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
gobd obogobogbd

B. DEVELOPMENT STRATEGY AND B. obooboooa
PROSPECTS

Looking ahead to 2022, China’s fiscal and monetary policies will have 0020220000000 00D0OO0OO0COODOO
ample room for adjustment and control. China will continue to introduce 0o0Do0oDo0oOo0o0o0DOooDOooOOoooOOonOoan
policies that are conducive to economic stability in 2022, with fiscal 0000000000 O0O0OOOOOOOOOO
expenditure being guaranteed, expenditure progress being accelerated 00D0o0o0oo0oo0oDoDDoODoOoOOo0oOo0OooooOooooaon
and new tax and surcharge reduction policies being implemented, ocoooo0ooooDooUooDooOooOooOoao
while monetary policy will maintain a reasonable level of liquidity. ooooooooooOoOoOooOoo

These series of policies will strongly reinforce the supporting effect of

macroeconomic policies on economic growth.

The year 2021 is the start of a new journey to fully build a modernized 202100000000 oDOo0OoDoOoDoDoOoDoOooDOoan
socialist country and the beginning of the “14th Five-Year Plan” 0O 0000000000 O0DO0OO0OOCOO0OmMmOOOO
period. Since the start of the “14th Five-Year Plan” period, with the goooooooDOOoCOoOooDoooooDooao
implementation of the new environmental protection law, China will 00O00DC000O0DOOoOO0OO0ODOOOOo2021
enter a new normal of environmental protection industry with stricter 0O0o0o0DoDoo0o0oo0DooOoooooDoooon
policies, higher standards and social participation. In the government 00 00000000 DODODOOOOOOOO
work report for 2021, it is mentioned that China will continue to goobooooDoOO0oO0oDbOOobDOoOoDOoOobOooo
implement the task of protecting the blue sky, clear water and clean oooO0ooooOO0ODOOoOoQDOUOOoODOODooOOoOO
soil, and complete the phased objectives of pollution control and ooooO0ooO0OooObDOooOooOoobOooDoOoao
prevention. China will continue to implement major projectsto protect OO0 0 OO0 OO0 0OQOO0OO0OODOOOOOOOOO
and restore the Yangtze River, Yellow River, coastline and other 0Oo0oooooooDoDoooOoOoooo
important ecosystems and strengthen ecological construction. It will

also continue to step up its efforts in ecological management, improve

the capacity of urban sewage collection and industrial wastewater

disposal in industrial parks, and adhere to the concept that lucid waters

and lush mountains are invaluable assets, indicating that the water

industry will continue to improve and develop.

A T e Sl AN S T T e S L e
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Under the guidance of key national strategic plans such as the “Yangtze
River Economic Belt”, the 14th Five-Year Plan for the Development of
Urban Wastewater Treatment and Resource Utilization 0“0 O O 0O
0O00O0O0oO0oO0oooODDOOOOddD, 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

O O O [ E ] ] ] i
O O O O e ]

to improve its abilities in comprehensive management of the ecological
environment. In the future, on top of continuous development in
our existing business market, we will closely follow the direction of
the industry policies and make comprehensive investment in the
upstream and downstream of the industry chain in various sectors
such as watershed management, high-quality reclaimed water supply,
construction of intelligent water plants, sludge resource utilisation,
mine restoration and solid waste treatment and disposal, so as to seize
the market benefits of high-quality development. For development
of investment and financing business, the Company will follow the

Oo0ooooaag

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

Oo0oooOooodgo

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. In terms of promoting green
and low-carbon development, the Company will strive to reduce the
average electricity consumption per tonne of water treatment. Chemical
oxygen demand, ammonia nitrogen, total phosphorus and total nitrogen
of effluents from the water purification plants in the main urban area
of Kunming and around the lake were 73%, 95%, 83% and 49% lower
than the emission limits of national Class | Standard A standard,
respectively. The Company actively participates in market-based
electricity trading and prioritises the procurement of clean energy.
In 2021, the Company procured approximately 0.27 billion kWh of
electricity, of which 55% was hydropower, 25% was thermal power and
20% was new energy. We are committed to maximising both economic
and social benefits.

el bl D e Y e T 3 . St M — -
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
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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 2021,
our TOO projects contributed to 45.2% of our total revenue. Our TOT
projects contributed to 7.9% of our total revenue and our BOT projects
contributed to 28.7% of our total revenue. We also adopt the BOO and
BT project models for some of our projects.

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 2021, we had a total of 49 plants (41 wastewater
treatment plants and 8 running water plants) under concession
agreements, of which 47 plants were in operation and 2 plants were
under construction. Among the 47 plants in operation, 14 were TOO
projects, 22 were TOT projects, 9 were BOT projects and 2 were BOO
projects.

During the Reporting Period, the utilisation rate of our facilities was
maintained at a high level. For the year ended 31 December 2021, the
total volume of wastewater treated was approximately 706.1 million m?
with an average facility utilisation rate of approximately 96%.

Wastewater Treatment Projects

As of 31 December 2021, we had a total of 40 wastewater treatment
plants in operation (including 14 in Kunming and 26 in other areas of
China), with a total wastewater treatment capacity of 2.04 million m?
per day. We also had 1 wastewater treatment plant under construction
in Yunnan Province, the PRC. 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. During the Reporting Period, the
Company entered into the Supplemental Agreement to the Concession
Contract for the BOT Project of Fujian Xianyou Economic Development
Zone Wastewater Treatment Plant with Fujian Xianyou Economic
Development Zone Management Committee and Xianyou County
Water Services Investment Group Co., Ltd., and planned to make an
investment of RMB34.4 million to carry out the phase | upgrading and
transformation project of the Xianyou Economic Development Zone
Wastewater Treatment Plant. As of 31 December 2021, 96% 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 approximately 0.5 million m® per day. We have been entrusted to
operate and manage rural domestic sewage collection and treatment
facilities in 886 villages, covering 19 towns.

Reclaimed Water Business

For our reclaimed water business, as of 31 December 2021, we had 11
of our wastewater treatment plants producing reclaimed water, with a
total designed daily production capacity of 233,000 m3. Customers of
our reclaimed water include commercial and industrial establishments,
enterprises and public institutions in Kunming. During the Reporting
Period, reclaimed water supply was 54.422 million m?, representing an
increase of approximately 75% compared with 2020.

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.

Running Water Business

For our running water business, as of 31 December 2021, 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
increased by approximately 15% as compared to the year of 2020. 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.
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Capital-intensive characteristics of the industry ooooooooao

We are engaged in wastewater treatment, reclaimed water supply 0ooo0oDooO0ooDOoooOOoooooDOooOoaon
and running water supply projects, which typically require significant ooobDOoooDOOOoOoODOOooO0ooOoOooOoan
initial cash outlays and have long payback periods. On average, the OO0 OO0O0OOO0OOOCOCOOOOS-100000
investment payback periods for our projects range from five to ten 0ooooDoO0ooOoooDoOO0oOoOoOooDoDoOooon
oooooO0oO0OO0ODODO0OO0OOOOOOOODOD
0Oooo0oo0ooOooUooOooOooUoOooooo
oooO0oooOoOoU0oooooUooooOoOoO
00000 0o0O0o0ooOOooOoOoooooOoo
ooooooooo

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

O oo oao

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.

We are required to make substantial capital investments during ooo0oodoO0oOoDODooOOoOoDOoOoODoDOoOoDOoo
the initial phases of our projects. These investments are primarily 0o0oo0DoDoOooDoo0DoooDOoooooDOo0Oan
dependent on the funds we raise in our global offering and bank loans 00DO000OD0OD00O0O0O00O00D?20210 120
and corporate bonds to finance. For the year ended 31 December 31000 000000000 O0OODOAOO®S6,405.9
2021, our total interest-bearing liabilities amounted to RMB6,405.9 0O 0O OO 020200 0O O O 04,966.90 0 O O O
million, representing an increase of 29.0% from RMB4,966.9 million in 29.0%0 0 20210 1203100000000 000O
2020. As of 31 December 2021, our net gearing ratio, calculatedasnet 000 OO0 00000 QO 0O O O 000 52.2%0

debt divided by total capital, was 52.2%.

We expect to continue to utilise bank loans and corporate bonds to 0o0oo0oDoDOoO0ooooDoOooDOoOOoooOoDOo0Oaon
finance a portion of our investments in our projects. The interestrateof 00 0000000000 OOOODOOOOO
bank loans is mainly affected by the quoted market rate of RMB loans oooo0ooOOoO0ooOOoDoDoUooDOooooDboOoOoao
issued by the National Interbank Funding Center each month. The ooo0oDOoo0oooDoDOooOOoooobDOooOoao
increase in the quoted interest rate of RMB loans inthe loanmarket 0000000 OCO0O0O0O0O0OOOOOOGOOGO
may increase our total interest expense on RMB borrowings. oo
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Requirements of water quality standards

Our wastewater treatment, reclaimed water supply and running water
supply facilities are built to treat wastewater and raw water to specified
quality standards. The quality of our treated wastewater and supplied
reclaimed and running water depends on the level of pollution of the
inflow of wastewater into our facilities and normal operation of our
facilities. We are subject to risks of unknown or undiscovered inflow
of wastewater into our equipment that exceeds our treatment capacity
or defects or compatibility problems with our equipment. We cannot
assure that we will always be able to timely discover and repair
malfunctioning equipment or any other problems with our treatment
process or facilities. In these instances, our facilities may not be
able to treat wastewater or raw water in compliance with the relevant
regulatory and contractual standards, which could result in us being
subject to claims from our customers or governmental sanctions, and
could lead to the suspension of our operations pending rectification
as well as reputational damage. In addition, the incoming wastewater
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. 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 RMB398.3 million, or 20.8%, to RMB2,317.7
million for the year ended 31 December 2021, from RMB1,919.4
million for the year ended 31 December 2020. Gross profits increased
by RMB45.6 million, or 6.7%, to RMB724.8 million for the year ended
31 December 2021, from RMB679.2 million for the year ended
31 December 2020. During the Reporting Period, revenue from
wastewater treatment services, reclaimed water and running water
supply and other segments accounted for 59%, 8% and 33% of the
total revenue, respectively.
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The following discussion addresses the principal trends thathave 000000000000 OOOOOOOCOOO
affected our results of operations during the Reporting Period. The 000000000000 O0OOOOOO
following table sets out our consolidated results of operations for the

periods indicated:

For the year ended 31 December
00120310000

2021 2020

20210 20200

RMB’000 RMB’000

ooooo ooooo

Revenue OO0 2,317,738 1,919,423
Cost of sales oooag (1,592,956) (1,240,246)
Gross profit oo 724,782 679,177
Selling expenses oooag (13,705) (13,703)
Administrative expenses oooag (140,477) (151,365)
Research and development expenses oooaog (7,299) (7,398)
Net impairment losses on financial assets oooooooooo (59,593) (26,671)
Other income/(expenses) — net Oo0oomooooo 28,025 (42,845)
Other losses ocooo (3,365) (7,671)
Operating profit ocooo 528,368 429,524
Finance income oooao 83,705 71,789
Finance costs ocooo (213,652) (85,520)
Finance costs — net ooooooao (129,947) (13,731)
Share of results of associates ocopoooooDoOooo (1,728) (312)
Profit before tax oooo 396,693 415,481
Income tax expenses ocoooo (57,142) (65,053)
Profit for the year cooo 339,551 350,428
Other comprehensive income oooooo (1,219) 13,290
Total comprehensive income for the year copoooooao 338,332 363,718
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a. Revenue

Our revenue increased by RMB398.3 million, or 20.8%, to RMB2,317.7
million for the year ended 31 December 2021 from RMB1,919.4 million
for the year ended 31 December 2020, primarily due to:

. Our revenue from wastewater treatment business increased by
RMB93.8 million or 7.3% from RMB1,276.5 million for the year
ended 31 December 2020 to RMB1,370.3 million for the year
ended 31 December 2021. In particular, wastewater treatment
operating income increased by RMB92.5 million, which was
mainly due to the increase in wastewater treatment volume;
the construction income decreased by approximately RMB15.6
million, which was mainly due to the decrease in investment
for existing projects including Zhaotong Central City Second
Sewage Treatment Plant Project and Fanchang County Second
Sewage Treatment Plant Project as compared to 2020; and the
finance income increased by approximately RMB16.9 million.

. Our revenue from water supply segment decreased by
RMB69.5 million or 26.6% from RMB261.0 million for the
year ended 31 December 2020 to RMB191.5 million for the
year ended 31 December 2021. In particular, water supply
operating income increased by RMB15.5 million, which was
mainly due to the increase in water supply business volume of
Yunnan Reclaimed Water; the construction income decreased
by approximately RMB85.4 million, which was mainly due
to the decrease in investment for existing projects including
Chenjiaying Ditch Water Environment Comprehensive
Treatment and Ecological Water Replenishment Project Phase
II, Wuhua Xuning Temple Area Flood Control and Pollution
Treatment and Ecological Water Replenishment Project as
compared to 2020.
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. Our revenue from other segments increased by RMB373.9
million or 97.9% from RMB382.0 million for the year ended 31
December 2020 to RMB755.9 million for the year ended 31
December 2021. The management service income increased
by approximately RMB86.7 million resulting from the increase
in business volume of entrusted management services provided
by the Company in 2021; the construction income increased by
approximately RMB214.2 million resulting from the continuous
construction of projects such as the Kunming Domestic Waste
Sanitary Landfill Construction Project. The thermal power
income increased by approximately RMB55.8 million resulting
from the increase in supply of thermal power by Hongyu
Thermal Power during the year.

b. Cost of sales

Our cost of sales increased by RMB352.8 million, or 28.4%, to
RMB1,593.0 million for the year ended 31 December 2021, from
RMB1,240.2 million for the year ended 31 December 2020. Details are
as follows:

. Our cost of sales for wastewater treatment segment increased
by RMB41.7 million, or 5.8%, to RMB759.9 million for the year
ended 31 December 2021, from RMB718.2 million for the
year ended 31 December 2020, 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
RMB65.9 million, or 31.7%, to RMB141.7 million for the year
ended 31 December 2021, from RMB207.6 million for the
year ended 31 December 2020, which was mainly due to the
decrease in construction cost of approximately RMB51.4 million
resulting from the decrease in investment for existing projects
including Chenjiaying Ditch Water Environment Comprehensive
Treatment and Ecological Water Replenishment Project Phase
II, Wuhua Xuning Temple Area Flood Control and Pollution
Treatment and Ecological Water Replenishment Project as
compared to 2020.
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. Our cost of sales for other segments increased by RMB376.8
million, or 119.8%, to RMB691.3 million for the year ended 31
December 2021, from RMB314.5 million for the year ended 31
December 2020. In particular, the entrusted management costs
increased by approximately RMB44.0 million resulting from
the increase in business volume of entrusted management
services; the construction cost increased by approximately
RMB209.1 million resulting from the continuous construction of
projects such as the Kunming Domestic Waste Sanitary Landfill
Construction Project. In addition, the thermal power cost
increased by approximately RMB58.0 million resulting from the
increase in supply of thermal power by Hongyu Thermal Power
during the year.

(o} Gross margin

Our gross profit increased by RMB45.6 million, or 6.7%, to RMB724.8
million for the year ended 31 December 2021, from RMB679.2 million
for the year ended 31 December 2020, which was mainly due to
the increase in gross profit from wastewater treatment segment of
RMB52.1 million, decrease in gross profit from water supply segment
of RMB3.6 million and decrease in gross profit from other segments of
RMB2.9 million.

Our gross margin decreased by 4.1% from 35.4% for the year ended 31
December 2020 to 31.3% for the year ended 31 December 2021, which
was mainly due to the decrease in gross margin of other segments,
partially offset by the increase in gross margin of wastewater treatment
segment and water supply segment.

. Our gross profit from wastewater treatment segment increased
by RMB52.1 million, or 9.3%, to RMB610.4 million for the year
ended 31 December 2021, from RMB558.3 million for the
year ended 31 December 2020. Our segment gross margin
increased by 0.8% from 43.7% for the year ended 31 December
2020 to 44.5% for the year ended 31 December 2021.
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Our gross profit from water supply segment decreased by
RMB3.6 million, or 6.7%, to RMB49.8 million for the year ended
31 December 2021, from RMB53.4 million for the year ended
31 December 2020. Our segment gross margin increased by
5.5% from 20.5% for the year ended 31 December 2020 to
26.0% for the year ended 31 December 2021, which was mainly
due to the decrease in proportion of construction business and
the increase in finance income from the continuous operation
of existing projects.

Our gross profit from other segments decreased by RMB2.9
million, or 4.3%, to RMB64.6 million for the year ended 31
December 2021, from RMB67.5 million for the year ended 31
December 2020. Our segment gross margin decreased by
9.2% from 17.7% for the year ended 31 December 2020 to
8.5% for the year ended 31 December 2021, which was mainly
due to the lower gross margin of the thermal power supply
service of Hongyu Thermal Power; and the lower gross margin
of construction service due to the increased investment in the
construction of the Kunming Domestic Waste Sanitary Landfill
Construction Project during the year, resulting in decrease of
overall gross margin.

Selling expenses

Our selling expenses amounted to RMB13.7 million for the year ended

31 December 2021, which is approximately the same amount as the

selling expenses for the year ended 31 December 2020.

e

Administrative expenses

Administrative expenses decreased by RMB10.9 million, or 7.2%,
to RMB140.5 million for the year ended 31 December 2021, from
RMB151.4 million for the year ended 31 December 2020, which was
mainly due to the decrease in employees expense.
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f. Research and development expenses

Research and development expenses decreased by RMBO0.1 million, or
1.4%, to RMB7.3 million for the year ended 31 December 2021, from
RMB7.4 million for the year ended 31 December 2020.

g. Net impairment losses on financial assets

Impairment losses on financial assets increased by RMB32.9
million from RMB26.7 million for the year ended 31 December 2020
to RMB59.6 million for the year ended 31 December 2021, which
was mainly due to the increase in provision for losses that need to
be recognised for trade receivables, concession agreements and
receivables under construction contracts and an impairment loss of
RMB59.6 million was provided for financial assets during the Reporting
Period.

h. Other income/(expenses) — net

Our other income/(expenses) — net changed from other expenses
of RMB42.8 million for the year ended 31 December 2020 to other
income of RMB28.0 million for the year ended 31 December 2021,
representing an increase of RMB70.8 million or 165.4%, which was
mainly due to the decrease in losses incurred from the change in fair
value of RMB105.1 million in 2021 as compared to last year.

I Other losses

Our other losses decreased to other losses of RMB3.4 million for the
year ended 31 December 2021, from other losses of RMB7.7 million
for the year ended 31 December 2020, which was mainly attributable
to the decrease in penalty expense.

J. Operating profit

As a result of the foregoing factors, our operating profit increased
by RMB98.9 million, or 23.0%, to RMB528.4 million for the year
ended 31 December 2021, from RMB429.5 million for the year ended
31 December 2020. Our operating margins for the years ended 31
December 2021 and 2020 were 22.8% and 22.4%, respectively.
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0. Total comprehensive income

As a result of the foregoing factors, our total comprehensive income
decreased by RMB25.4 million, or 7.0%, to RMB338.3 million for the
year ended 31 December 2021 from RMB363.7 million for the year
ended 31 December 2020.

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.

The following table sets out our cash flows for the years indicated:

0. oooooo

ooooOooooocoOooOobOonaoao?2o20
1203100000000363.70000000
20210120310 0000000338300 00
000002540000 7.0%0
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oooooooODODOoOOoOOoOOoOoDOOoooOooOoODnan
oo0o0oooooODODOoOOoOO0O0OO0OO0ooooooDDOaOo
ocoooooOoooOoOoOoOoOoooooooao
ubooooooooooocaoo

oooooooDoDDODOoOOoODboOOoOoOoono

For the year ended 31 December
00120310000

2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Net cash used in operating activities Ooooooooooao (716,957) (613,467)
Net cash from/(used) investing activities Oo0oooomoooo
goog 230,908 (290,733)
Net cash from financing activities ooooooooooo 1,244,124 387,547
Net increase/(decrease) in cash and cash oo0ooooooaon
equivalents oomooon 758,075 (516,653)
Effect of change in foreign exchange rates oooooao (3,669) (23,606)
Cash and cash equivalents at the beginning of oooooooao
the Reporting Period ooooo 749,940 1,290,199
Cash and cash equivalents at the end of the copoooooao
Reporting Period ooooao 1,504,346 749,940
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a. Net cash used in operating activities

Our net cash used in operating activities primarily consists of cash
received from our clients for services provided by us which net of used
cash in our operations for the purchase of raw materials and other
inventories, payments to suppliers and subcontractors, payments of
expenses such as salaries and benefits, and payments of interest and
income tax.

For the year ended 31 December 2021, our net cash used in operating
activities was RMB717.0 million, primarily comprising cash used in
operations amounting to RMB415.5 million, income tax paid amounting
to RMB62.4 million and interest paid amounting to RMB239.1 million.
The net cash used in operating activities in 2021 increased by
RMB103.5 million compared with that of 2020, primarily due to the
decrease in operating income in 2021 as compared to 2020.

b. Net cash from (used in) investing activities

Our net cash from (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 2021, the net cash from investing activities
amounted to RMB230.9 million, primarily comprising the purchase
of property, plant and equipment amounting to RMB57.7 million,
purchase of concessions that constitute intangible assets amounting
to RMB141.8 million, net collection of loans granted to related parties
amounting to RMB350.0 million and interests received amounting to
RMB90.6 million. The net cash used in investing activities changed to
net cash from investing activities in 2021, primarily due to net collection
of loans granted to related parties of RMB350.0 million during the year.

(o} Net cash from financing activities

Our net cash from financing activities primarily represents borrowings.

Our net cash generated from financing activities increased from net
inflow of RMB387.5 million for the year ended 31 December 2020 to
net inflow of RMB1,244.1 million for the year ended 31 December
2021, which was primarily attributable to an increase in borrowings in
2021 compared with 2020.
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& Working Capital & gooo

The table below presents our current assets and current liabilitesasof 000000 O0O0OO0OOOOOOOOOOO

the dates indicated: ooono
As at 31 December
0120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Current assets goooag
Receivables under service concession ooooooooao
arrangements goog 5,463 6,562
Inventories oo 16,595 11,759
Amounts due from customers for Ooo0ooooooaon
construction contracts 22,785 26,954
Financial assets at amortised cost oCooooooooooao 294,000 300,000
Trade and other receivables oooooooooao 2,884,020 2,391,034
Cash and bank balances ooooooao 1,504,346 749,940
Restricted funds ooogno 49,650 7,990
Total current assets obooooo 4,776,859 3,494,239
Current liabilities oooad
Trade and other payables oooooooooano 678,982 699,096
Tax payables oooag 97,494 96,091
Borrowings oaod 4,212,914 1,884,963
Lease liabilities ocooo - 1,168
Contract liabilities oooaog 7,505 45,493
Financial liabilities at fair value through oo0oooooooooao
profit or loss oo 110,450 84,613
Total current liabilities oooooao 5,107,345 2,811,424
Net current (liabilities) assets OoooOoooad (330,486) 682,815

We recorded net current liabilities of RMB330.5 million as of 31 [0 20210 120 310 0 20200 12031000 0 O O
December 2021 and net current assets of RMB682.8 millionas of 31 U000 O0O0OO0O0OO33050000000000
December 2020. The decrease in our net current assets was mainly 00 068280 0000 00000000000
attributable to the increase in secured short-term borrowings. OooO0oo0O0ooOO0o0OOo
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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
RMB310.6 million or 12.8% from RMB2,427.2 million on 31 December
2020 to RMB2,737.8 million on 31 December 2021, primarily because
our receivables under service concession arrangements that were
classified as non-current assets increased by RMB311.8 million or
12.9% year-on-year from 2020 to 2021. The increase was mainly due
to the recognition of receivables of RMB53.2 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; recognition of
receivables of RMB46.5 million based on the construction progress of
the Zhaotong Central City Second Sewage Treatment Plant Project;
and recognition of receivables of RMB191.9 million based on the
construction progress of the Project of Comprehensive Improvement
of Water Environment and Ecological Recharge with Reclaimed Water
for Ejie River in Jinning District, the Project of Capacity Expansion of
Reclaimed Water Treatment Station and Supporting Pipeline Network
in Main Urban Areas of Kunming and other existing projects.

b. Inventories

Our total inventory balance increased by RMB4.8 million, or 40.7%,
to RMB16.6 million as of 31 December 2021 from RMB11.8 million
as of 31 December 2020, which was mainly due to the fact that coal
increased by RMB6.1 million, or 469.2%, to RMB7.4 million as of 31
December 2021 from RMB1.3 million as of 31 December 2020.
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gobd obogobogbd

Our inventory turnover days decreased from 5.1 days on 31 December
2020 to 3.2 days on 31 December 2021 (calculated as the average
inventories for the relevant year divided by the cost of sales recognised
for the relevant year, multiplied by 365 days. The arithmetic mean of
the opening and closing balances of inventories is used for the years
ended 31 December 2020 and 2021).

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
decreased by RMB57.2 million, or 8.9%, to RMB582.5 million as of
31 December 2021 from RMB639.7 million as of 31 December 2020,
primarily due to the decreased investment in construction for projects
such as the Urban Construction Demonstration Project of Improvement
of Dark and Odorous Water in Urban Area of Zhaotong and the
Environmental Protection Project in Haitou Village, Qingshuihai
Conservation Area, Xundian County as compared to 2020 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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Ooooooo
As at 31 December
0 120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Trade receivables: ocoooo
— Third parties oooo 107,999 83,918
— Related parties oooo 277,462 85,983
— Local government ooooao 1,381,406 990,790
— Loss allowance ooooao (56,898) (35,312)
Trade receivables — net ooooooao 1,709,969 1,125,379
Other receivables: oooooo
— Third parties oooo 149,949 128,176
— Related parties oonoano 865,438 1,029,152
— Local government ooooao 53,891 53,319
— Loss allowance opoooao (7,447) (5,533)
Other receivables — net ocooooooao I[,06 1,830 1,205,114
Prepayments: gopoo
— Others O
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Our net trade and other receivables increased by RMB493.0 million, OO000O000DO0ODD0DDODOOOOODO?20200120
310 000 02391.00 00000 O O493.00
0 0 20.6%0 20210 120 310 O O O O 2,884.0
ooooDoooDooo@Gooooooonoao
0 020200 120310 0 0 0990.80 O O OO
0 0390.60 O O O39.4%0 20210 120 310
00138140 000G )0 0cc0ooooOoOoaO
20200120310 00008000 O0O00O0O
191.50 0O O 0O 222.7%0 20210 120 310 O
027750 000@GHO0ODO0O0O0O0O0OO
20200 120310000 D0 1,029.20 0000
0163.80 O O O 15.9%0 20210 120 310 O
gses40 0000000 ODOOOOODO
350,000 0000O(Gv)y20210 0000000
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As at 31 December
0 120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo

— Within one year oi1o00d 1,238,288 971,116
— Over one year and within two years 010 20 467,025 175,053
— Over two years OO00o20 61,554 14,522

1,766,867 1,160,691
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(a) I A A A R A
oooooooooooo

As at 31 December

0120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
— Within one year gi1000d 1,238,288 971,116
— Over one year and within two years 01020 467,025 175,053
— Over two years ooo20 61,554 14,522
1,766,867 1,160,691

Trade receivable turnover days @
Trade and other receivable turnover days

oooooooDoDoOOoOOoOOOoOoOooo

ooooooooOoOoOcCcOoOooooooOoooo

As at 31 December

0120 310
2021 2020
20210 20200
Days Days
o Inj
OoO0oUooooOow 223.3 199.5
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Notes:

(1) Calculated as the average net trade receivables for the relevant period
divided by the revenue for the relevant period and multiplied by 365
days. The arithmetic mean of the opening and closing balances of trade
receivables is used for the years ended 31 December 2020 and 2021.

(2) Calculated as the average net trade and other receivables for the
relevant period divided by the revenue for the relevant period and
multiplied by 365 days. The arithmetic mean of the opening and closing
balances of trade and other receivables is used for the years ended 31
December 2020 and 2021.

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

Our trade and other payables primarily consist of trade payables,
other payables, staff salaries and welfare payables, advance from
customers, payables on acquisition of property, plant and equipment,
payables on acquisition of land use rights from related parties, interest
payables, and accrued taxes other than income tax.

The following table shows the breakdown of our trade and other
payables as of the dates indicated:

(1)

(2
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00036500000 020200 02021012031
goooooooOooooobooboooooao
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goooooooOooooobooboooooao
0000000003650 0 0000202000
20210120310 0000000000000
goooboooooooooooo
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goooocooobDOooOOooOoooboOoDOd
O

oooobooooOobOooobooooaon
O

As at 31 December

0 120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Trade payables ocooo 317,188 327,203
Other payables ocoooo 183,428 148,067
Consideration payable for acquisition of ooooooooooo
subsidiaries 34,150 53,057
Staff salaries and welfare payables Ooo0ooooooan 42,898 42,543
Payables on acquisition of property, Oo0o0oooooan
plant and equipment E B0 OSL [ 17,829 48,566
Payables on acquisition of land use rights oCooOoooDoDooooao
from related parties ood 58,194 58,194
Interest payables oooaog 125381 5,929
Accrued taxes other than income tax Oo0DO0ooO0OOoOoo 17,758 15,537
678,982 699,096
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Contract liabilities oooo
As at 31 December
0120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Contract liabilities oooa
— local government oooDOo - 30,793
— third parties oooao 7,505 14,700
7,505 45,493

Our trade and other payables decreased by RMB20.1 million, or 2.9%, 0000000000 000D020200 120 310
to RMB679.0 million as of 31 December 2021 from RMB699.1 million 00006991000 000002010 2.9%0
as of 31 December 2020, which was mainly due to the trade payables 20210120310 0000e679.000000000
decreased in 2021. 202100000000

On each balance sheet date, the ageing analysis of the total trade O0O0O00OoO0OoODODOOoOoO0OOoOOoDOOoOoOoaon
payables based on sales invoices is as follows: oooooooog

As at 31 December

0120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
— Within one year oi1ooo 198,579 214,562
— Over one year and within two years 010 20 37,523 100,354
— Over two years oooz2o 81,086 12,287
317,188 327,203
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020200 020210 120310000000000
ooooooooOOoocooooooooooOonan
ooooODoocoooOobDOooooOoobOoooan
ooooooo

OoooO0ooO0ooO0oo0oO0OO0O0OO0O0O0O0O00000

As at 31 December

0120 310

2021 2020

20210 20200

Days Days

o 0

Trade and other payables turnover days ® Ooo0o0ooooooan 157.9 175.0

oooogow

Trade payables turnover days @ ocooooooo® 138.3 119.0

ooo
) 0000000000000 0000O0000
oo

Pa=. I S
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Our trade payables turnover days increased by 19.3 days in 2021 as
compared with 2020, mainly due to the increase in trade payables as
at the end of relevant year.

The directors of the Company confirm that up to 31 December 2021,
there was no material default in payment of trade payables.

4. Indebtedness

a. Borrowings

All of our borrowings are denominated in RMB, HKD or USD and
some are secured by our property, plant and equipment and some are

secured by corporate guarantee issued by the Company. The following
table shows our borrowings as of the dates indicated:

@O O E O O O S

0000000000 020210 020200 00
193000 00000000000 00OO0OO

O0oO0oO0OO0O0ODbO0O0D2021012031000 00
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oooooooO0OO0oOoOooOoOO0OOooOoOOOOO0OaOn
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ooooao

As at 31 December

0120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Non-current portion ooooao
Unsecured long-term borrowings ocopoooooao 1,492,600 850,000
Secured long-term borrowings ooooooao 700,423 2,194,263
Corporate bonds oooag - 37,703
Total non-current borrowings ooooooao 2,193,023 3,081,966
Current portion oooag
Unsecured short-term borrowings oooooooao 2,129,226 1,390,000
Secured short-term borrowings gooooooo 2,044,877 494,963
Corporate bonds oooag 38,811 -
Total current borrowings goooooao 4,212,914 1,884,963
Total borrowings oooaog 6,405,937 4,966,929
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The weighted average effective interest rates at each balance sheet
date are as follows:

Weighted average effective interest rates oooooooano

O

oooooooOoOOoOcOoOoOooooooo

As at 31 December

0120 310
2021 2020
20210 20200
5.34% 5.89%

As of 31 December 2020 and 2021, our total borrowings amounted to
RMB4,966.9 million and RMB6,405.9 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 RMB1,439.0 million this year. Among our indebtedness,
borrowings amounting to RMB363.9 million and RMB561.5 million as
of 31 December 2020 and 2021, 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 2021, 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 2021, 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 2021, we had not received any
requests for early repayment of the principal or interests under any of
our loan agreements.
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The table below sets out the maturity profiles of our borrowings as of

the dates indicated:

CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
@O O E O O O S

oooooooODOOoOO0OOCOocOOoOoooo

As at 31 December

0 120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
On demand or within 1 year oo0oo0o1o00a0 4,212,914 1,883,854
Between 1 and 2 years 1020 1,020,349 2,431,242
Between 2 and 5 years 2050 883,544 626,633
Later than 5 years 5000 289,130 25,200
6,405,937 4,966,929

As of 31 December 2020 and 2021, our net gearing ratios were 49.6%
and 52.2%, respectively. Our net gearing ratios as at 31 December
2021 increased as compared with 31 December 2020 primarily due to
an increase in closing balance of borrowings by RMB1,439.0 million in

2021.

Except as disclosed above, as of the 31 December 2021, we did not
have any loan capital issued and outstanding or agreed to be issued,
bank overdrafts, loans or other similar indebtedness, liabilities under
acceptances or acceptable credits, debentures, mortgages, charges,
hire purchases commitments, guarantees or other material contingent

liabilities.

020200 020210 1203100000000000
0000D049.6%0522%00 0 00 020200 12
031000000202101203100 00000
oboocobooobocobz21000000000

000143900000

0000000000 020210120310000
uoboocobOooocooOoOooOobooooOooao
ooooOocooOOooOocOoO0oOOocOoOoooOoooao
oooobooooooooooooooooonoao

ooooooooooo
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b. Commitments b. oo
(a) Capital commitments (a) oooono

Capital expenditures contracted for at each balance sheet date, but not Oo0oo0DoOo0oDo0ooDoO0ooDOooooDOo0Oaon

yet incurred are as follows: ooooo
As at 31 December
0 120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Property, plant and equipment ooooooooaon 317,311 54,099
= N
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

(b) Concession projects and construction projects contracted at
each balance sheet date, but not yet incurred are as follows:

@O O E O O O S

(b) ooooooooooooooooonn
ooooooooooo

As at 31 December

0120 310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Concession projects and construction projects Ooo0ooooooaon 1,288,760 1,521,290
(o} Capital expenditure (o oonono

Our capital expenditure mainly comprises purchases of land use rights,
property, plant and equipment and intangible assets. Our capital
expenses were RMB376.4 million and RMB59.1 million for the years
ended 31 December 2020 and 2021, respectively. We expect to fund
our contractual commitments and capital expenditures principally
through net cash generated from our operating activities, proceeds
from borrowings and the proceeds we receive from the global offering
of H shares.

Our capital expenditure for each of our segments as at the dates
indicated below is as follows:

ooooo0ooOOoOoDOoDOOobOOOoODODOoDbOoOoDn
00000000000 OO0OD20200 02021
012031 00000000000000000
o37re40 000000801 0000000000
obDoooooobDOobDOooOOoooOooooan
oo0ooHOOOODODODOO0OOODODOOD
oo0oooooooooo

oooooooODoODoOOoocOooooooooa

As at 31 December

0120310
2021 2020
20210 20200
RMB’000 RMB’000
ooooo ooooo
Wastewater treatment gpooad 41,492 355,037
Water supply ooad 3,967 9,435
Others oad 13,671 11,944
Total oad 59,130 376,416
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Based on our current business plan, we expect to incur capital OO0 O0O0O0OOO0OO0OO0OO0OOOOOOOOODODOGO
expenditure amounting to RMB155.8 million for the year ending 31 20220120310 00000000000 O 155.8
December 2022. Our anticipated capital expenditure is subject to ooDooDoOO0ooDODOoDODOooOOoooOobDOooOoao
change from time to time based on the reassessment of our business 0o00DooooooDoDoooOo0OoOoooooonan
plan, prevailing market conditions, regulatory environment and outlook opoDooDOoo

of our future operational results.

58 Off-balance sheet arrangements 58 oooooooao
Save as disclosed in this report, as of 31 December 2021, we did 000D0OO0OD0ODDDOOO0OD0O20210 12031000 0O
not have any outstanding off-balance sheet guarantees, commodity 0000000000 DOooODO0OoOOoOo0OooDOOon
forward contracts or other off-balance sheet arrangements. Wedonot 0O 00 00O OO0ODO0OO0OO0OOCOOODOOOOOO
engage in trading activities involving non-exchange traded contracts. ocooooOU0oO0oooQUoOoooUooOooDoooOoOoao
The Group’s policy does not participate in and invest in any financial ooobOOooOOooOOooO0oooOooboDoOogooao
products that are speculative and/or have significant risks. In the 0o0oooooDDOooDooOoOooooooooan
course of our normal business, we do not enter into transactions 0000000 OCO0OO0O0O0O0OOOOOOQOO
involving, or otherwise form relationships with, unconsolidated 0000000 o0oODO0oDOoooDooOooooooaon
entities or financial partnerships that are established for the purpose oooo0oDoDOoO0oooDoDOoOo0ooDOoOOooOoOoDOoOaon
of facilitating off-balance sheet arrangements or other contractually 00O
narrow or limited purposes.
6. Initial public offering and use of proceeds from initial 6. oooooooDooDooooooooan
public offering O

The H shares of the Company were listed on the Stock Exchangeon6 0O 0O OHO 0201704060 000000000
April 2017 and the Company issued 339,430,000 H shares of par value 003910 00000000 DO 339,430,0000 O
of RMB1.00 per share with the Offer Price of HK$3.91 per H share. gooo0oooroo0OHOOOODMmMOOODOO
The total issuance size (before deducting the expenses) amounted to 001,327,171,3000 000 O OHOOOOOOADO
approximately HK$1,327,171,300. Following the Listing of H shares of 593,0000 HO 0 0 0 0 OO0 O OGO DOOOO
the Company, a total of 593,000 H shares were over-allocated. After 0000DO0DO0ODOoODOoODODODOooao6)o
deducting (i) the net proceeds from the sale of Sale Sharesbythe 0000000 OO0OOO0OOOOOOOOOOO
Selling Shareholders in the Global Offering; and (ii) the underwriting 00oO0DODOoOO0O0OO0ODOoOO0OOODbDOOaior2.30
commissions and other expenses relating to the Global Offering, the oono

Company received net cash proceeds of RMB1,072.3 million from the

Global Offering.
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As of 31 December 2021, approximately RMB927.4 million, accounting 0 0 2021012031000 0000000000
for 86.5% of RMB1,072.3 million of net proceeds from the Initial oogoO01lo07230 0000000927400 00O
Public Offering, has been used in accordance with the use as stated 00000000 0OO0O0ODOOBSse.5%00 0000
in the paragraph headed “Future Plans and Use of Proceeds” inthe 00 0000O0OCO0OO0O0O0OOOOOOOOO
Prospectus. The use of proceeds is as follows: 0o0oooooooDoooOoOon

Actual use of
net proceeds  Actual use of
fromthe  net proceeds

Percentage Planned Initial Public from the
of total net use of net Unused net Offering  Initial Public
proceeds proceeds proceeds forthe  Offering from
from the from the from the period from the Listing Unused net
Initial Public ~ Initial Public Initial Public 1 January Date to the proceeds
Offering (as Offering (as Offering as 2021t0 31 period ended from the
setoutinthe  setoutinthe  atlJanuary December 31 December Initial Public
Prospectus)  Prospectus) 2021 2021 2021 Offering
020210 ooog
10100 ooo
ooo oo 020210 20210
oooo ooog 020210 120310 120310
oooo 0ooo 1010 ooo ooooo 0oog
ooo oooco oOoOooDoo ooog ooog ooog
Business strategies as stated in the goooao 0moo 000000 Oooooo oooao oooao
Prospectus gooooooooooog oooo 0OoOOOO OOODOO COOOOO ODODOO ooooo

RMB million RMB million RMB million RMB million RMB million
gooooo ooooogo oooooo gpooooo oooooo

Investments in BOT/BOO wastewater treatment BOT/BOOU 0 0 00 O 35% 375.3 51.7 - 317.6 51.7
and running water supply projects gooooooooa

To acquire TOT/TOO wastewater treatment 0 O TOT/TOOD O O0OCO0O 35% 3753 85.6 - 289.7 85.6
plants and running water supply projects goooooao

Repayment of bank borrowings oooooo 20% 2145 16 - 2129 16
To supplement working capital and forgeneral DO OO00000000000 10% 107.2 - - 107.2 -
corporate purposes

Effect of foreign exchange oooo 6.6
Effect of interest income gooooao 04
Total oo 100% 1,072.3 1449 - 9274 151.9
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As of 31 December 2021, 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 by June 2023. 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 2021, there was no material
change 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, with principals of USD180,198,000
and HKD812,000,000 respectively. Exchange rate fluctuations have
a certain impact on the retention of foreign currency funds and the
return of principal and interest on borrowings. The Group entered into
a confirmation of RMB foreign exchange currency swap transactions
with financial institution to fix 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:

The financial institution pays floating interest on swap agreements
and the fixed interest payer is the Group. Before the Group pays
each instalment of the foreign currency principal and interest, the
financial institution will pay the equivalent currency into the Group’s
account. The Group can use the foreign currency to pay the principal
and interest. At the same time, when the Group pays RMB to the
financial institution, the interest rate is fixed. The nominal principal for
calculating the interest is calculated by multiplying the principal in the
loan agreement by the fixed exchange rate locked by the confirmation
of swap transactions, 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
2021, loss on change in fair value of such swap transactions was
RMB25,837,000 and exchange gain from foreign currency borrowings
was RMB24,245,000.
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On 29 September 2021, the Company (as the asset entrustor) entered
into the Mutual Trust No. 5 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 KADI for a
term of 3 months. The Company invested RMB300 million in the asset
management plan. For details, please refer to the announcement of
the Company dated 29 September 2021.

On 31 December 2021, the Company entered into a supplemental
agreement in relation to the extension of the term of the Mutual Trust
No. 5 Asset Management Agreement with Bosera Capital and China
Merchants Bank, extending the term of the Mutual Trust No. 5 Asset
Management Agreement and the asset management plan thereunder
to 10 April 2022. For details, please refer to the announcement of the
Company dated 31 December 2021.

As at the end of the Reporting Period, such asset management plan
accounted for approximately 2.4% of the total assets of the Company.

These investments recorded realised gains of approximately RMB21.0
million during the year. By entering into the asset management
agreements 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.

The Company’s investments mainly focus on its main business and
relevant environmental protection industries in the upstream and
downstream. 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.

Save as disclosed above, the Company had no plans of major
investments or capital and asset acquisition as of 31 December 2021.
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12. Loans to Certain Entities

The Company entered into a entrusted loan contract with Kunming
Bus and Yunnan Branch of Bank of Communications Co., Ltd. (O O
OoDOooooOO0oo0O0OO0o0oao0)EBank of Communications”) on
22 February 2021, pursuant to which the Company entrusted Bank
of Communications to grant a loan of RMB300 million respectively
to Kunming Bus with an annual interest rate of 8.5%. The loan will
become due on 24 February 2022. For details, please refer to the
announcement of the Company dated 22 February 2021.

The Company entered into two entrusted loan contracts with Kunming
DIG, Bank of Communications and Kunming Guandu Sub-branch of
Bank of China Limited (“Guandu Sub-branch of Bank of China”) on
17 June 2021 and 11 October 2021, respectively, pursuant to which the
Company entrusted Bank of Communications and Guandu Sub-branch
of Bank of China to provide loans of RMB200 million and RMB100
million respectively to Kunming DIG with an annual interest rate of
7.5%. As at the Latest Practicable Date, the loans under these two
entrusted loan contracts have been repaid pursuant to the contracts.
For details, please refer to the announcements of the Company dated
17 June 2021 and 11 October 2021.

The Company entered into an entrusted loan contract with Xindu
Investment and Kunming Panlong Sub-branch of Bank of China Limited
(“Panlong Sub-branch of Bank of China”) on 24 September 2021,
pursuant to which the Company entrusted Panlong Sub-branch of Bank
of China to provide a RMB350 million loan to Xindu Investment with an
annual interest rate of 7.5%. The loan will become due on 28 February
2022. For details, please refer to the announcement of the Company
dated 24 September 2021.
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The Company entered into an entrusted loan contract with Kunming
Zhongbei Transportation and Tourism (Group) Company Limited and
Guandu Sub-branch of Bank of China on 25 October 2021, pursuant to
which the Company entrusted Guandu Sub-branch of Bank of China to
provide a RMB80 million loan to Kunming Zhongbei Transportation and
Tourism (Group) Company Limited with an annual interest rate of 8.5%.
The loan has been repaid on 24 November 2021.

According to the knowledge of the Company, Kunming Bus, Kunming
Zhongbei Transportation, Kunming DIG and Xindu Investment are
all controlled or held by Kunming SASAC, and Kunming DIG holds
6.818% equity interest of Xindu Investment and Kunming Bus holds
10% equity interest of Kunming Zhongbei Transportation. Saved as
disclosed above, Kunming Bus, Kunming Zhongbei Transportation,
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
B0 O U SEERT (15 3 O L [T s

A. EXECUTIVE DIRECTORS A. oooo

Mr. Zeng Feng (O O ), aged 57, joined our Group in August 2021. OO00DO0O5700 02021080 0 0O 0OODOO
Mr. Zeng was appointed as an executive Director and the Chairperson 2021090160 0 000000 OO0O0DOOODO
of the Board on 16 September 2021 and is responsible for strategic ooooO0oooOOobOboooOooooDbOooo
decision making of our Company’s operations. Mr. Zeng is the ooooO0ooO0oooDOooooooooboooog
chairperson of the Strategy and Investment Decision Committee, and oooooo

O o0ooo

a member of the Remuneration and Appraisal Committee and the
Nomination Committee of our Company.

From August 1985 to May 1993, Mr. Zeng worked at the Southwest 0000198080 01993050000 000O00
Aviation Forestry Protection General Station of the Ministry of Forestry 0 0 0O 0O O O 000 1993050 02006010 O O
(0D0OO0DO0OD0OD0OO0OO0OO0OO0aO0). FromMay 1993 to January 2006, he 000000000000 OOOOOOOOO
worked at the Administrative Committee of Kunming Hi-tech Industrial O OO O000O00O0O0O0OO0OO0O0OOCOOOOOO
Development Zone (0O 0 00O O0O0OOOOO0OO0O)andserved 000000 OO0O0DOODO219960 120 O 19980

as deputy chief officer, chief officer, assistant to director and deputy 1100000000000 ODOOOOOOOOGO
director of the finance department and director of accounting and OoOdOoooOoz00601002010011000000
settlement center, during which he also attended a postgraduate ooooDooOoUoooOoDooooooDooOoooo
course in business and economics at the Chinese Academy of Social 00o00oo0oooDoDooooDooooooooOan
Sciences (0 0 O O 0O O O) from December 1996 to November 1998. [0 0[O 20100 110 0202108000 000000
From January 2006 to November 2010, he worked at the Management OO0 00000000000 OOCOOOOOO
ooooooOO0oOoOoOOoDOoOoOoOOOOoOODOD
02011030 02012060 00 000000ODO
OO0O0O00002011010 02018060 0 OO
OO0OO0OO0OO0OO0O0ODbO2021012000000000
ooooo

Committee of Kunming Airport Economic Zone (U 00 OO0 OO0
0 O) and served as the person in charge and head of the finance
department, deputy director of the management committee, member
of the Party working committee, and vice mayor of the People’s

O o0oogooo

Government of Guandu District. From November 2010 to August
2021, he worked at Kunming Development Investment Group Co.,
Lid. (000 O0O0D00OD0O0DOODOOO)and served as deputy secretary
of the Party committee and secretary of the disciplinary inspection
committee, chairman of the trade union, general manager, secretary of
the Party committee, director and chairman of the board of directors,
during which he also served as the secretary of the Party committee
and chairman of the board of directors of Kunming Dianchi Investment
from March 2011 to June 2012. He also concurrently served as a
non-executive Director of the Company from January 2011 to June
2018, and has served as a director of Kunming Dianchi Investment
since December 2021.

Mr. Zeng graduated from Yunnan Finance and Trade College (O O oOopopolee0060 00 0O0D0OODOOODOOODO
00 00)in June 1990, majoring in accounting. He also obtained 019940100000 000O0OCDODOUOODOO
the accounting professional and technical qualification certificate in

October 1994.
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Mr. Chen Changyong (O O O ), aged 52, joined the Group inJune 0O 000 00520002019060 0000000
2019 and has been the general manager of the Company since 10 July gz201907010000000C00000O0ODODOAO
2019, responsible for the Company’s operation management. He was Oo0oO0oOooooOOooz2020060190 00000
appointed as an executive Director of the Company on 19 June 2020. oco0ooooo

Mr. Chen worked in the Land Acquisition Office of the Municipal Land 01999080 020020110 0 0 0 0 0 O0OOO
and Resources Bureau of Kunming (0 0 000 O0O0O)fromAugust 0O 0O 0O 0O 00O 020020110 02005010 O O
1999 to November 2002 and served as the deputy director of the O0O00OD0OQCOO0O0oDbDOoOOogDboOozo004090 00

O00oO0OOoOOoUoUoUoDoooooDooooOoOoo
from November 2002 to January 2005. He joined Kunming Dianchi 020160300 00000000000000O0
Investment Co., Ltd. (0 0 O OO0 O OO O O O O), the controlling oo0ooo0ooo0O0ooOO0oDbDO0o0oDbOOoOoooOooooao
shareholder of the Company, in September 2004 and until March 2016, 2016030 020190600 00D OODOOOO
he successively served as a member of the party committee, director, OCo00moOoooU0ooDoDooOoooooooao

deputy general manager, deputy secretary of the party committee, gpbz01906000000CO

general office of the Municipal Land and Resources Bureau of Kunming

secretary of the disciplinary committee and chairman of the labor union
of Kunming Dianchi Investment. He was a director and the secretary
to the party committee of Kunming Drainage System Management Co.,
Ltd. (0O 00000000000 0)(asubsidiary of Kunming
Dianchi Investment) from March 2016 to June 2019. He joined the
Company in June 2019.

Mr. Chen graduated from the Changchun Institute of Geology, Jilin 00001992070 000000000000
Province, China (O O O O O O) with a bachelor’s degree in July 1992, 000000000 0o0000o000ooDnD199
majoring in geology and mineral exploration and graduated from the 070000000000 00O0DOOOCOOOO
Changchun Institute of Geology with a master’s degree in July 1995, 0000000 O0OOoOOoO1e99 7000000
majoring in mineral prospecting and exploration. Mr. Chen graduated oooo0ooOOoO0ooOOoDoDoUooDOooooDboOoOoao
from Kunming University of Science and Technology (0 O OO O O) oodoDoooooDoODooOoOoooooooooan
with a doctorate in July 1999, majoring in mineral prospecting and ooo

exploration in the Department of Territorial Development and Urban
and Rural Architecture. Mr. Chen is also a senior engineer.

Mr. Luo Yun (O O), aged 43, joined our Group in June 2013 and O000Db0O430002013060 0000000
was appointed as an executive Director of our Company on 23 June 2016060230 0000000000 DOOO 2015
l00000o0oO0o00oDooOoU0oooOoooao
00000000 0ODO0DO0DODODODOODOODOOO
0000002013060 0201501000 00O
I e o o R R R R W
ooooooOoU0oOOoOOoDoOoUOoOoOooOoOO
ooocoopoooooo

2016. Mr. Luo has been the deputy general manager of our Company
since January 2015, responsible for supervising our Company’s
investment strategies, market expansion and production safety and
environmental protection. He served as an assistant to the general
manager from June 2013 to January 2015, responsible for assisting

O 0Oo0oood

the general manager in the management of our Company’s operation,
development, investment programs and marketing strategies. Mr. Luo
is currently a member of the Strategy and Investment Decision
Committee of our Company.
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Mr. Luo served as a director of coordination department at Kunming
Dianchi Project Management Company (0 O O 00O 0O O0O O
), a subsidiary of Kunming Dianchi Investment, from June 2008 to
June 2009. He also served at Kunming Dianchi Property Development
Company Limited (0 O O O O 0O O O O O O 0O), a subsidiary
of Kunming Dianchi Investment, as the deputy general manager
from June 2009 to June 2013. From June 2012 to 3 November
2016, Mr. Luo served as a director of Kunming Dianxing Property
Development Co., Ltd. (0 O OO OO OOOOOOOOO)and
Kunming Dianlong Property Development Co., Ltd. (00 0 O 00O O
oooooooag).

Mr. Luo graduated from Yunnan University (O O O O ) in Yunnan
Province, the PRC, majoring in engineering management in January
2007, and obtained a master’s degree in agricultural extension from
Southwest Forestry University (O O O O O O) in Yunnan Province,
the PRC in January 2013.

B. NON-EXECUTIVE DIRECTORS

Ms. Song Hong (O O ), aged 58, joined our Group in June 2016 and
was appointed as a non-executive Director of our Company on 23 June
2016. Ms. Song participates in the development of our business
strategies. She has over 30 years of experience in finance sector.
Ms. Song joined Kunming Dianchi Investment in September 2008.
She served as a director and the chief financial officer of Kunming
Dianchi Investment since June 2012. Ms. Song serves concurrently as
a chairperson of Kunming Diantou Bishuiyuan Water Technology Co.,
Ld(OCOOooooooooooooaao).

Ms. Song worked at Kunming Tap Water Group Co., Ltd. (0 O O O O
O0O0O000D0O0O0)fromDecember 1982 to September 2008, and
served as the deputy Director of finance department from December
2005 to September 2008. Ms. Song served as the director of the
financial center of Kunming Dianchi Investment from September 2008
to September 2012.

Ms. Song studied at the Party School of Yunnan Provincial Committee
of the Chinese Communist Party (0 O 000 O0O0O0O0O0O00O00O)In
Yunnan Province, the PRC, majoring in economic management from
September 1997 to December 1999.
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Ms. Ren Na (O O ), aged 41, 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 a director of Yunnan
Medical Investment and Management Group Co., Ltd. (0 O O 0O O O
00000000 0)and the financial controller of Yunnan Kunhua
Hospital Investment Management Co., Ltd. (0 OO O OO0 0O 0ODO
ooon).

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 0O 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 0O O OO
0 O 0O 0O 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. (00 0D0O0OO0OOCO0OO00O0ODO0ODOQOOOOd). 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. (D O0DODODODOOO(MOODO)DUOOOAOAQO). She served
as the deputy general manager of financial sharing center of Yunnan
Investment Holding Group Co., Ltd. (DO OO O OO OOOO0OO)
from August 2019 to March 2022. She was appointed as a director of
Yunnan Medical Investment and Management Group Co., Ltd. (O O O
J0000D000ODOOOO)inApril 2020, and has been serving as
a supervisor of CTV Yuntou Culture Tourism Industry Investment Co.,
ltd. (000000000000 DOO0O0)since October 2020,
and the financial controller of Yunnan Kunhua Hospital Investment
Management Co., Ltd. (0 O 0O O O O 0O O OO 0O 0O O O)since
March 2022.

Ms. Ren graduated from Changchun Institute of Technology (O O
00 00) in July 2002, majoring in computerised accounting; and
graduated from Changchun Institute of Technology in July 2013,
majoring in finance management. Ms. Ren is a senior accountant,
certified public accountant and certified tax agent.

O000041000202001100000000
20200 110 6
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Ms. Yu Yanbo (O O O ), aged 51, joined the Group in June 2020
and was appointed as a non-executive Director of the Company on
19 June 2020. Ms. Yu participates in the development of our business
strategies. Ms. Yu has more than 30 years of experience in the
financial field. She currently serves as supervisor and assistant to the
general manager of IDI.

Ms. Yu worked in the Kunming Light Union City Credit Cooperative
(D O0O0O0OO0OD0OO0O0OD0O)fromAugust 1988 to April 1993. From
May 1993 to March 1994, she worked in Kunming Lianfa City Credit
Cooperative (0 O O 0 O 0O 0O 0O O O O) and worked at Kunming
International Trust and Investment Co., Ltd. (0 0 O 0 OO0 00O 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 0O) in June
1992, majoring in finance. In December 2010, she graduated from
CPC Yunnan Provincial Party School (O O O O O 0O O O ), majoring
in economic management. Ms. Yu is also a senior accountant in the
PRC.

(€ INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Yin Xiaobing (O O O ), aged 48, 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 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. He used to serve as the head, an associate professor
and a tutor for master’'s degree students of the Financial Management
Department of the School of Business Administration and Tourism
Management of Yunnan University (O 0O O O).
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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
OoooOo

May 2014 to January 2020

20140 50 0O 20200 10

June 2016 to April 2021

20160 60 0O 20210 40

April 2019 to July 2019

20190 40 O 20190 70

August 2019 to present

201908000

February 2020 to present

20200 20 0 O

February 2021 to present

202102000

Company name
ooao

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

000000000000 O0OOOooo8070

Yunnan Copper Industry Limited
(DODOO0OO0OO0DO0OOoO0)(Stock code:
000878)

0000000000000 OODooos878O

Yunnan Luoping Zinc & Electricity Co., Ltd.
(Stock code: 002114)
goDOoo0oOoOooOOoooonon
00000 0o002114)

Yunnan Baiyao Group Co., Ltd.
(0 0D0DDDODOOOO0OO0O0)(Stock code:
000538)

OooooDoooooooao
0000 0O 0O o000538)

Yunnan Tin Company Limited
(0 0DODDOQCOOOd)(stock code:
000960)

0000000000000 O0OD0Ooo09600

Huaneng Lancang River Hydropower Inc.
(DODOO0O0O0OO0O0OO000o0DaO)(stock code:
600025)

0O0ooO0ooOooOooOooOoo
000 00 06000250

oooobOoooobOocooobOoocooOOooao
oooooooooooocooo

Position
Oad

Independent non-executive director

ooooooao

Independent non-executive director

ooooooao

Independent non-executive director

ooooooan

Independent non-executive director

ooooooan

Independent non-executive director

ooooooao

Independent non-executive director

ooooooan

ooooobDoooooOoooooooboooaon
ooooOoocooobOoooooOoobooooan
ooooOoocobODobODooOoocoOoobOoooan
ooooooODmooooooooooooooan
oooooOoooobOoooooooboooan
oooooooo

Mr. Yin also currently serves as the general manager of Yunnan
Tianshu Yuheng Equity Investment Fund Management Co., Ltd. (O O
000000000000 OO0ODaoO),and a director of Kunming
Land Development Investment Management Co., Ltd. (O O O O 0O
00000000000 0), Kunming Dianchi National Tourism
Resort State-owned Assets Investment Management (Group) Co., Ltd.
(0000000000000 U0DO0OO0DO0DO0o0DODmoOOoOOoOoaOo
0 0O), Yunnan Ronghe Investment Holding Co., Ltd. (0 O O 0 O 0O O
000000),and Kunming Urban and Rural Industrial Development
Co,ltd. (0ODOOOOOOOOOOOODO).
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Mr. Yin obtained a bachelor’'s degree in applied mathematics from
Yunnan University (O O O O) in Yunnan Province, the PRC, in June
1997, a master’s degree in management from Yunnan University (O O
0 O) in July 2000, and a doctorate degree in political economy from
Yunnan University (00 00 O O ) in December 2012.

Ms. Zheng Dongyu (0O O O ), aged 65, joined our Group in June
2021 and was appointed as an independent non-executive Director on
18 June 2021. Ms. Zheng participates in making significant decisions
and advises on corporate governance, connected transactions,
and various matters concerning Directors and senior management.
Ms. Zheng is currently a member of the Audit Committee of our
Company.

Ms. Zheng served as a lecturer at the School of Law of Yunnan
University (O O O 0O) from August 1984 to December 2012. She
currently serves as a two-level teaching supervisor of the schools and
colleges of Yunnan University, a leader of the teaching supervision
team of the School of Law, an independent director of Kunming
Automation Whole Set of Equipment Business Co., Ltd (O O O O O
000000 0O00o0ooao)(acompany listed on the National Small and
Medium-sized Enterprise Share Transfer System, stock code 832848)
and an independent director of Yunnan Gold Mining Group Co.,
Ltd. (0 000000000000 O). Ms. Zheng served as an
independent director of Yunnan Nantian Electronics Information Co.,
Ld(OCODO0O0O0OO0O0OD0OO0OO0O0O0O0O0ORDOAO)(acompany listed on
Shenzhen Stock Exchange, stock code 000948), Yunnan Yuntianhua
Co,Ld(0D0O0O0O0OOO0ODOO) (acompany listed on Shanghai
Stock Exchange, stock code 600096) and Huaneng Lancang River
Hydropower Inc. (O O 000000 0O0ODOOQO) (acompany listed
on Shanghai Stock Exchange, stock code 600025).

Ms. Zheng graduated from the Southwest University of Political
Science and Law (O O O O O O ) with a bachelor of laws degree in
July 1984 and obtained a master of laws degree from Peking University
(00 00)inJuly 2000.
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Mr. Ong King Keung (O O 0O ), aged 46, joined our Group in
November 2021 and was appointed as an independent non-executive
Director on 12 November 2021. Mr. Ong participates in making
significant decisions and advises on corporate governance, connected
transactions and various matters concerning Directors and senior
management. Mr. Ong is currently the chairperson of the Remuneration
and Appraisal Committee and a member of the Audit Committee and
the Nomination Committee of our Company.

Mr. Ong is an independent non-executive director of Risecomm
Group Holdings Limited (a company listed on the Main Board of the
Stock Exchange, stock code: 1679). Mr. Ong is also an independent
non-executive director of Bingo Group Holdings Limited (a company
listed on the GEM of the Stock Exchange, stock code: 8220), and K
Group Holdings Limited (a company listed on the GEM of the Stock
Exchange, stock code: 8475). He currently serves as the company
secretary of Harbour Digital Asset Capital Limited (formerly known as
Unity Investments Holdings Limited, a company listed on Main Board
of the Stock Exchange, stock code: 913).

Mr. Ong was an independent non-executive director of China Water
Affairs Group Limited (a company listed on the Main Board of the
Stock Exchange, stock code: 855) for the period from March 2007 to
November 2019 and Tech Pro Technology Development Limited (a
company listed on the Main Board of the Stock Exchange, stock code:
3823, but de-listed with effect from 2 March 2020) for the period from
March 2017 to February 2019, respectively.

Mr. Ong had also been an independent non-executive director of
Deson Construction International Holdings Limited (now known as
Smart City Development Holdings Limited, a company listed on the
GEM of the Stock Exchange, stock code: 8268) since December 2014
and was subsequently re-designated as a non-executive director since
December 2015. In July 2019, Mr. Ong resigned as a non-executive
director of the company; and served as an independent non-executive
director of My Heart Bodibra Group Limited (currently known as Ocean
Star Technology Group Limited, a company listed on the GEM of the
Stock Exchange, stock code: 8297) for the period from December 2017
to May 2021.

Mr. Ong obtained a bachelor degree in accountancy from the Hong
Kong Polytechnic University and a master degree in corporate
finance from the City University of Hong Kong. He is a member of
both the Hong Kong Institute of Certified Public Accountants and the
Association of Chartered Certified Accountants. He has over 15 years
of experience in auditing and accounting industry.

OO0O000D0460002021011000000
020210110120000000000000
ooOoooooobODoODoOocooooooooon
oooooODoooooOooDOOooOoooDbDoan
ooDoooO0ooOo0oOoDbDOooOOooOOooDbDoOoDOo
ocoo0oooOoOO0oOoooOoO0OO0OOooOOo

oo0ooo0DODOoOoO0o0oo0oOoOoOoOooooooan
00000000000 DbOO01e7900 0000
ocoooooooooooooobooooo o
OO0OOGEMOOOOOOODOOOOs822000 O

2021 Annual Report Kunming Dianchi Water Treatment Co., Ltd.

Oo0oooo



CHAPTER SEVEN PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT
1T i W [ [15F FF [ O [ S

D. SUPERVISORS

Mr. Na Zhigiang (O O O ), aged 60, 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.

Mr. Na graduated from the Party School of Yunnan Provincial
Committee of the Chinese Communist Party (0 0 0 0 OO0 0O0O0O
0 O 0O) in Yunnan Province, the PRC, in December 2004, majoring in
economics and management.

Mr. Yao Jianhua (O O O ), aged 63, 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 0 O O O 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 (0 O O O
O00000000)fromFebruary 1998 to June 1999.

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

Each member of our senior management satisfies the qualification
requirements under the relevant PRC laws and regulations for his or
her position. The senior management is responsible for the day-to-day
management of our business The following table sets forth the

= ooooagd

information regarding our senior management as at the end of the

Reporting Period:

Name Age

oo oo

Mr. Chen Changyong 52

ooooo 52
Mr. Luo Yun 43
oooan 43

Position

0o

Executive Director
and General
Manager

oooo
Dooo

Executive Director
and Deputy
General
Manager

oooo
goooao

Roles and responsibilities

ooooa

Participate in the Company’s
strategic decision-making
and be responsible for the
Company's operation and
management

ooooooooao
oooooooooao

Responsible for supervising
our Company's investment
strategies, market
expansion and production
safety and environmental
protection

gooooooooao
gogoooooooao
ooooooooo

Appointment date

oooao

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

201907010000000000
0202006019000000000

Appointed as Deputy General Manager in

January 2015 and as Executive Director
on 23 June 2016

2015010000000000
02016060230 00000000
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Relationship
with other
Directors,
Supervisors
Date of and senior
joining our Group management
oooooo
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oo oooooaon
June 2019 None
20190 60 a
June 2013 None
20130 60 a
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Mr. Chen Changyong (O O O ) is an executive Director and the
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. 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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The Board hereby submit their report together with the audited financial
statements of the Group for the year ended 31 December 2021.

A. BUSINESS REVIEW
1. Operating Environment and Prospects

The Company is a leading wastewater treatment and reclaimed water
services enterprise in Yunnan Province, the PRC, and the largest
wastewater treatment company in Yunnan Province, the PRC. The
Company enjoys exclusive rights to provide wastewater treatment
services in Kunming and certain other parts of China. The concession
helps the Company 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.

00000000000 D00020210 120 310
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The “14th Five-Year Plan” period is a critical period for China to further
promote the construction of ecological civilization, a transformation
period to promote comprehensive green development of the economy
and society, a window period to continuously implement the tasks of
pollution control and prevention, and a construction period to achieve
the ambitious goal of “carbon neutrality”. In recent years, with the rapid
development of China’s economy and society and the introduction
of relevant policies, the industry is facing a favourable external
environment for development as the benefits of policies continue to
emerge in water industry. In addition, with the rapid advancement of
industrialisation and informatisation in China, especially the penetration
and development of modern Internet technology in the water industry,
the water industry will become one of the rapidly developing industries
in China in the future.

With the rapid information-based urban development in China
and water service management being an integral part of urban
management, intelligent water services will enter a prime period
of development. With the improvement of intelligent water service
technology and the in-depth integration of the industry, the Company
actively accelerates 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.
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With China’s emphasis on “carbon neutrality” and “carbon peaking”,
the improvement of relevant policies, and the launch of the national
carbon trading market, more and more water and environmental
protection enterprises are joining the “double carbon” race. The
Company has made early efforts to promote the use of clean energy
and has contributed directly and indirectly to “carbon neutrality” and
“carbon peaking” through COD reduction, sludge resource utilisation
and mine rehabilitation in order to achieve an effective integration of
social and economic benefits.

As the final section of wastewater treatment and a major problem in
water pollution prevention, the treatment and disposal of sludge has
long been a concern for the country. With the growth of wastewater
treatment volume and the increase of sludge production, there is still
a large demand for the construction of sludge harmless treatment
facilities. The Company attaches great importance to sludge treatment
and disposal and has developed a sludge disposal method combining
“1+N” multiple methods, thereby striving to transform sludge disposal
from an expense item to an income source.
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The Company 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, clean
energy, scientific research cooperation, project incubation and other
areas of “Macro Environmental Protection”, and strives to develop itself
into an international integrated ecological and environmental protection
and management service provider. With years of experience in water
service operation, the Company will continue to leverage its strengths
to promote high-quality corporate development and continue to create
value for its shareholders in the market environment of intensifying
market competition and increasingly concentrated industry landscape.
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2. Business 2. 0o

For principal business activities of the Company during the Reporting ooooDoDoOooooDoOooDOooOooDoDOoOoao
Period and the discussion and analysis thereof, please refertothe 000000000000 MMOOOOCOOOO-=
section headed “Management Discussion and Analysis — C. Business CO 0O O 0O 0O

Review”.

3. Key Financial Ratios 3. oooooao
The following table shows some major financial ratios of the Group to OoDo0oDooo0ooDOoDOoOoOooOooDoDOonoOoan
reflect the Group’s profitability, operational capabilities and solvency, 00000ooDoDoODoooOo0O0oOooooooan

for shareholders to analyse the Group’s potential to grow and develop: Oo0ooooooDoDooooOooOogo

As at or for the year ended
31 December

0120 310 0
0o0do120310000
2021 2020
20210 20200
Gross profit margin® ooow 31.3% 35.4%
Net profit margin® ooooe 14.7% 18.3%
Return on equity® oooooe 7.7% 8.2%
Return on total assets® ooooooe 2.8% 3.3%
Current ratio® oooo®e 93.5% 124.3%
Quick ratio® gooo®e 93.2% 123.9%
Gearing ratio™ oooooooom 52.2% 49.6%
Notes: ooo
(1) Equals to gross profit divided by our total revenue for the same period. (1) O0DO0o0DO0O0DOoDODOoOoDOoOoDOoDOo
) Equals to profit for the year divided by our total revenue for the same  (2) 00o00DO0oO0o0oDOoDO0oDOoDOODoDOO0OD0O0O0
period.
3) Represents profit for the year as a percentage of total equity for the (3) boboooobooboooobooooooo
same period.
(4) Represents profit for the year as a percentage of total assets for the  (4) ooboobooboooboOOoooOOooo
same period.
(5) Equals to current assets divided by current liabilities as at the end of the  (5) oobobooooobobobo
period.
(6) Equals to current assets less inventories divided by current liabilities as (6) OooooooooooooooOooon
at the end of the period.
(7) Calculated as net debt divided by total capital at the end of the  (7) toooooooooooooooooooao
period. Net debt is calculated as total borrowings less cash and cash oooooooooOOoOO0OOOOOO0O00O0n
equivalents at the end of the period. Total capital is calculated as total ooboooooooOoooboo

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.
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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 2021, 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.

(5h Major Financial Risk Factors

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

Market Risk

() 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 banks to
manage the currency risk in related to the borrowings.

As at 31 December 2021, if RMB had weakened/strengthened by
1% (2020: 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 RMB1,021,000 (2020: approximately
RMB2,004,000) higher/lower. If RMB had weakened/strengthened
by 1% (2020: 1%) against HKD and USD denominated borrowings
with all other variables held constant, finance cost for the year would
have been approximately RMB21,071,000 (2020: approximately
RMB23,002,000) higher/lower.

4. oboooooboooaon
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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 31 to the consolidated financial
statements.

As at 31 December 2021, if the interest rate on floating interest rate
borrowings had been higher/lower by 0.5%, the Group’s net profit

REPORT OF THE BOARD OF DIRECTORS
LA O - O s

83



CHAPTER EIGHT REPORT OF THE BOARD OF DIRECTORS
god ogogo

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, contract
assets 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.

() 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 2021 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
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On that basis, loss allowance provision for trade receivables J00dO0dOoOO020210120310 00000000
amounting to approximately RMB56,898,000 (2020: approximately OO0O0OO0O0OD0ODRDObss6,898,000002020000 0O O
RMB35,312,000) was recognised as at 31 December 2021. The 0 35,312,0000 [ 0 20210 120 3100 0 O O O
expected loss rate for the remaining trade receivables as at 31 0o0ooooooDoooooon

December 2021 is determined as follows:

Up to 1to 2 to
1 year 2 years 3 years Total
0ooid 10 20 20 30 oo
Trade receivables oooooao
As at 31 December 2021 020210 120 310

Expected loss rate gooooao 1.97% 2.94%
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On the basis as stated above, a total loss allowance provisionfor 000000000000 OCOODODOOOOO
receivables under service concession arrangements, amounts due from 0ooooooDDOoOoCcOoOoOooooooooao
customers for construction contracts, other receivables, financial assets ooDooDoOO0ooDODOoDOooOOooOooDoDOooOoaon
at amortised cost and contract assets (other than tax refunds thatarenot 00 0 000000000 0OOO0O O 0O20210 12
financial assets) amounted at 31 December 2021 were recognised as 031000000

follows.
Amounts
Receivables due from Financial
under service  customers for assets at
concession  construction Other amortised Contract
arrangements contracts  receivables cost asset Total
ooooa ooo
oooo oooo oooo ooooa
oooo ooooa oag oooo oooo oo
As at 31 December 2021 020210 120 310
Expected loss rate ooooa 0.01%-1.1% 0.5%-4% 0.3%-1% 2% 0%
Gross carrying amount (RMB'000) 0o0o0omoooooo 2,766,848 603,836 1,047,743 300,000 249,825 4,968,252
Loss allowance provision (RMB'000) oo0oWoooooo (29,034) (21,337) (7,447) (6,000) - (63,818)
2,737,814 582,499 1,040,296 294,000 249,825 4,904,434

A summary of the assumptions underpinning the Group’s expected Jdoo0oooo0DoOoooOoooooooog
credit loss model is as follows:

Basis for recognition of expected

Category Group definition of category credit loss provision

oo Ooooooooo oooooOooooOoooo

Performing Customers have a low risk of default and 12 months expected losses. Where the expected
a strong capacity to meet contractual lifetime of an asset is less than 12 months,
cash flows expected losses are measured at its expected

lifetime

oo OOooO0ooOooooOooOooOooO l200000000D0O0ODODO0DOOOODO
oooo l20 00000000000 QOOOO

Underperforming Receivables for which there is a significant Lifetime expected losses
increase in credit risk

oo Ooooooooooooao ooocooooooao

Non-performing Customers have difficulties in making full Lifetime expected losses

payment despite numerous reminders

0o oboo0ooOOo0ooOOobooooooo ooDOoO0oOoOOoDOooOoo
Write-off There is no reasonable expectation of recovery  Asset is written off
0o oooooooo goood

= .
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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 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 2021, the expected loss rate
of the then unfulfilled service concession arrangements and amounts
due from customers for construction contracts was approximately
1.0% and 3.5% respectively, with a carrying amount of approximately
RMB2,766,848,000 and RMB603,836,000, respectively, and a provision
of approximately RMB29,034,000 and RMB21,337,000, respectively.
The expected loss rate of other receivables (excluding refund tax and
other non-financial assets) being performed is approximately 0.7%
with a carrying amount of approximately RMB1,047,743,000 and the
allowance provision was approximately RMB7,447,000. The expected
loss rate of financial assets at amortised cost was 2.0% with a
carrying amount of RMB300,000,000 and the allowance provision was
RMB6,000,000.

Liquidity risk

Our objective is to maintain sufficient cash and sources of funding
through available banking facilities and maintain flexibility in funding
by maintaining committed credit lines. We had net current liabilities
of RMB330.5 million as of 31 December 2021. With respect to our
future capital commitments and other financing requirements, we had
unutilised banking facilities of RMB1,746.6 million as of 31 December
2021.

To manage the liquidity risk, our management monitors rolling
forecasts of our liquidity reserve (including undrawn banking facilities)
and cash and cash equivalents on the basis of expected cash flows.
We expected to fund the future cash flow needs through cash flows
generated internally from operations and borrowings from financial
institutions.
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6. Significant Subsequent Events
(a) Dividends

Pursuant to a resolution of the Board of Directors dated 25 March
2022, the Company has proposed final dividends of RMB0.100 per
share (inclusive of tax), which is RMB102,911,100 in total (inclusive
of tax). The proposal is subject to approval by the shareholders at the
annual general meeting of the Company.

(b) Provision of entrusted loans

The Company entered into an entrusted loan contract with Kunming
Bus and Bank of Communications on 22 February 2021, pursuant to
which the Company entrusted Bank of Communications to grant a loan
of RMB300,000,000 to Kunming Bus with an annual interest rate of
8.5%. In February 2022, all the loans under the entrusted loan contract
have been repaid pursuant to relevant entrusted loan contract, and
interest of approximately RMB4,604,000 was received subsequently
after the Reporting Period.

The Company entered into an entrusted loan contract with
Xindu Investment and Panlong Sub-branch of Bank of China on
24 September 2021, pursuant to which the Company entrusted
Panlong Sub-branch of Bank of China to provide a RMB350,000,000
loan to Xindu Investment with an annual interest rate of 7.5%.
In February 2022, all the loans under the entrusted loan contract have
been repaid pursuant to relevant entrusted loan contract, and interest
of approximately RMB5,021,000 was received subsequently after the
Reporting Period.

The Company entered into an entrusted loan contract with Xindu
Investment and Kunming Chenggong District Rural Credit Cooperative
(“Chenggong District Rural Credit Cooperative”) on 28 February
2022, pursuant to which the Company entrusted Chenggong District
Rural Credit Cooperative to provide a RMB250,000,000 loan to Xindu
Investment with an annual interest rate of 8.5%. The loan will become
due on 28 March 2022. For details, please refer to the announcement
of the Company dated 28 February 2022.

6.

ood
oo
oo
oad

O 0Ooo0goo
O 0Oo0oogoo g

O o o0oaoao

O
O
O
a
a
oo
5

oo
oo

gooooao

goo000202203025000000000
OooooooOoOoobocoOoO0oalocomO O
0001029111000 00@MO0O0000OO
gooooOoOOOoOOocoooo

0020210202200 000000000
gooobOobOboOOoocOoobOobOooboOoao
Oo00O0agaoasoonoo0000bnOnoooon
085%0020220 200000000000
goooooOOoDOoDODOoOoOOODOOoDODOD
Oooo0O00000a04,6e04,00000

002021090240 0000000000
goooooOOoDOoDODOoOoOoOoOoDbDOoDbDOD
Ooo0oooOOO0OO0O0O0000ao0aosso000,000
OO0O0OD000D0O0O075%0020220200
ooooooOobODOOOOCOOOOOo
goooooODooODoooooOoobOOooOOoan

,021,0000 O

0020220202800 000000000
obooODooODooDmoooooooooan

oOonoooODoOOoOoooOOoo0oooooooODoon

oo
OO0

000000 o0O0000Oo0aO0250000,000
ooo0oOo0oo0O0O00oOos8s5%000000a0

2022030280 0 0 0000000000000
002022020280 0000

2021 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER EIGHT REPORT OF THE BOARD OF DIRECTORS
00 O - 0 Ly [
7/ oooooo
020210 120310000 014030 000000
0000000000 D0O0OO0OOOOOOOO?2021
0120310 00000000000
Number
Function oo oo
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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 more than 5% 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 purchases from our top five suppliers
account for less than 30% of our total purchases.

Huajian Lian Construction 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 Limited which provides electricity for our operation,
construction contractors such as China Europe International
Construction Group Limited and Hunan No.4 Engineering Co., Ltd.
which undertake the construction portions of our projects and raw
materials providers such as Kunming Kejingyuan Environmental
Protection Technology Co., Ltd., Yunnan Haida New Ecological
Environment Construction Co., Ltd. and Kunming Lude Chemical Co.,
Ltd. which provide water treatment chemicals and others materials for
the operation and maintenance of our facilities.

All of our five largest suppliers are independent third parties based in
China. We did not enter into any long-term agreements with our major
suppliers during the Reporting Period.
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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

O 0Ooo0ooo
O o oo0Oo0oaodg

to be reviewed and approved by the headquarters which will conduct
periodic tests to check the quality of the delivered products.

oboooOoooooOoobDooooobooonoan
ooDooOoooooOoDbDOooOOooooonDaO
ooobOOooO0ooOOoOoDODOOooOoOooOoOoOoDO
goooO0O0O00O001001500000000
goboooOoocoocoooooOOobOOobOoOooOooo
02021012031 00000000000000

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

O o0OoOooOooo

review and approval. For our major suppliers, we often settle accounts
monthly, and as of 31 December 2021, we did not have any payments
in arrears.

oooooooOoOOoOOooooooooao
oooO0oooOoOOoCOoOoOoooooOooOooOooOao
gooobOobOooOoocOoooboooao
gooobOooODooOoocOoooboooaon
Oo0oo0o0ooODDOO0oOoOoOO0oOoOoooooooDan
oboo0o205 000000000000
0000 OO ooooOO0OD0DO0OO0O0O00O51%
u0doooooooooooooooooo
2021012031 0000000000000
goooooOooODoooooobooOOoan
gooooooDoODoOooOoo

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
suppliers with a view to keeping in contact with potential suppliers. In
addition, in order to secure reliable supply channels and ensure the
quality of our supplies, in 2015, we acquired 51% interest in Kunming
Heertai Environmental Industry & Trade Co. Ltd OO0 O O O 0O O O
000000000 aproducer of wastewater treatment chemicals,

Oo0Oo0oooooOooooao
OooOooooO0oogoooOoao

from which we intend to procure a majority of our chemicals in the
future. As of 31 December 2021, we had not experienced any material
difficulty in obtaining any utility services, construction services, or
supplies of raw materials or equipment for our business operations.
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10. Environmental Policies and Performance

We must observe the national and local environmental protection laws
and regulations in China, including the Environmental Protection Law
ofthe PRCOOD O ODODOOODOOOOONO), the Law of the PRC on
the Prevention and Control of Water Pollution (0 0O 0O 0 0 0O 0O OO
0O 0 0 O0), the Water Lawofthe PRCO O O O OO O O O O0O), the
Regulations on Urban Drainage and Sewage Treatment 0 0 0O 0O O O
0000000 and Yunnan Dianchi Lake Protection Regulations [l O
OO0o0O0oOoooon.

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 2021, we had not received any
material claims issued for failing to comply with the relevant licensing
and environmental requirements.

As of 31 December 2021, 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 RMB10.6 million and
RMB8.7 million for the years ended 31 December 2021 and 2020,
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.
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B. BUSINESS PERFORMANCE

The audited results of the Company and its subsidiaries for the year
ended 31 December 2021 are stated in the Consolidated Statement of
Profit or Loss and Other Comprehensive Income on pages 176 to 177.
The financial positions of the Company and its subsidiaries for the year
ended 31 December 2021 are stated in the Consolidated Statement of
Financial Position on pages 178 to 179. The consolidated cash flows
of the Company and its subsidiaries for the year ended 31 December
2021 are stated in the Consolidated Statement of Cash Flows on
pages 181 to 182.

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 62 hereof.

C. SHARE CAPITAL

As of 31 December 2021, 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.

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 2022).

During the Reporting Period, the Company did not repurchase or issue
any corporate bonds.

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

Neither the Company nor any of its subsidiaries had made any
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.

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 2021,
the undistributed profit of the Company amounted to RMB1,407.7
million. For the calculation in accordance with the China Accounting
Standards, as at the end of 2021, the undistributed profit of the
Company amounted to RMB1,405.0 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.
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l. PROFIT DISTRIBUTION

The Board proposes to distribute a final cash dividend (the “2021
Final Dividend”) of RMBO0.100 per share (tax inclusive), totalling
RMB102,911,100 (tax inclusive) to all Shareholders whose names
appear on the Company’s registers of shareholders of domestic
shares and H shares as at Monday, 11 July 2022, subject to the
approval by the Shareholders at the 2021 annual general meeting
(the “2021 Annual General Meeting”) intended to be held by the
Company on Wednesday, 29 June 2022. 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 2021 Annual General Meeting. The expected 2021 Final Dividend
distribution date is Tuesday, 16 August 2022.

The proposal regarding the distribution of 2021 Final Dividend shall be
confirmed subject to the approval by Shareholders at the 2021 Annual
General Meeting.

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 0O O 0O O O
0000O0OHOODUODODDODDOODUODODODDODODOUODODODDODDOO
000000 00" (Guo Shui Han [2008] No. 897) issued by the
State Administration of Taxation, an enterprise income tax at the rate
of 10% shall be levied on dividends paid in or after 2008 by Chinese
resident enterprises to overseas H shareholders that are non-resident
enterprises,
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Any shares registered in the name of the non-individual registered
Shareholders, including HKSCC Nominees Limited, other nominees,
trustees or other groups and organisations, will be treated as
being held by nonresident enterprise Shareholders and therefore
will be subject to the withholding of the enterprise income tax. If H
shareholders intend to change its Shareholder status, please enquire
about the relevant procedures with your agents or transferee agent.
The Company will strictly comply with the law or the requirements
of the relevant government authority to withhold and pay enterprise
income tax and individual income tax on behalf of the relevant
Shareholders based on the register of members for H Shares of the
Company as at the dividend registration date. The Company assumes
no responsibility and will not entertain any claims arising from any
failure to timely determine, or inaccurate determination of, the status of
the Shareholders or any dispute over the arrangement of withholding
and paying enterprise tax and individual income tax on behalf of
such Shareholders. Shareholders should consult their tax advisers
regarding the PRC, Hong Kong and other tax implications of owning
and disposing of the H Shares of the Company.

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
the relevant H shareholders at the actual rate specified under relevant
tax treaties. In the case that the individual holders of H shares are
residents of the countries which had an agreed tax rate of 20% with
China under the tax treaties, or which has not entered into any tax
treaties with China, or otherwise, the Company shall withhold and pay
the individual income tax on behalf of the relevant H shareholders at a
rate of 20%.
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To determine the list of H Shareholders attending the 2021 Annual 00000 0020210000000 00HDOO

General Meeting: oooo

Deadline for submitting the share transfer documents: 4:30 pm on Tuesday, 7 June 2022

OooOoDoODOoOooDOooOoo 20220 6070000000 O 40 300

Date of closure of register of members: From Wednesday, 8 June 2022 to and until Wednesday, 29 June
2022 (both days inclusive)

gooboooooboooo 20220 6080000 D0MO0O O 20220 602900 0 DOOOOO O
gooooo

Date of Record: Wednesday, 29 June 2022

ooooo 20220 60290000 OO

Date for convening 2021 Annual General Meeting: Wednesday, 29 June 2022

20210 0000 Ooooooooa 20220 602900 0 OO

If the proposal of distribution of 2021 Final Dividend is approved by the 00020210 00000000020210000
2021 Annual General Meeting, the Shareholders will be entittedtothe Qo popoOoDo o000 O0O0 000 020210 00O

proposed 2021 Final Dividend: 0Oo00

Deadline for submitting the share transfer documents: 4:30 pm on Tuesday, 5 July 2022

ooopoooooooo 20220 705000 0000 O 40 300

Date of closure of register of members: From Wednesday, 6 July 2022 to and until Monday, 11 July 2022
(both days inclusive)

00oopooOooOoooooo 20220706000 0000020220 7011000000000 0O
ooooo

Record date of 2021 Final Dividend: Monday, 11 July 2022

20210 000000 OODOO 20220 7011000000

Expected distribution date of 2021 Final Dividend: Tuesday, 16 August 2022

00202100000000000 20220 8016000 000
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J. 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 2021 are stated
in Note 31 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
regarding the Company’s Directors and Supervisors are set out as

follows:

Name

oo

Mr. Zeng Feng®

oooow

Ms. Guo Yumei®

ooooo®e

Position

oo

Chairperson; Executive
Director (Chairperson of the
Strategy and Investment
Decision Committee, and
member of the Remuneration
and Appraisal Committee
and the Nomination
Committee)

0000000 ODDO0O
ooooooOooOoooo
ooooooOooOoo
oooono

Chairperson; Executive
Director (Chairperson of the
Strategy and Investment
Decision Committee, and
member of the Remuneration
and Appraisal Committee
and the Nomination
Committee)

ooDo0ocooDOIoDOO
o0ooooOOoDOODOO
ooooooO0oaO
oooooooo

Roles and responsibilities

goooao

Responsible for strategic

decision making

ooooo0O0oDOD

Responsible for strategic

decision making

oooooO0ooDO0O

Appointment date

oooao

16 September 2021

2021090 160

Appointed as
Executive Director
in January
2011 and as
Chairperson on 23
June 2016, and
ceased to serve
as Executive
Director and
Chairperson since
16 September
2021

2011010000
gooooDoao
20160 60 230
gooooooo
02021090 160
goooooao
gooooo

LN

100 2021 Annual Report Kunming Dianchi Water Treatment Co., Ltd.

Date of
joining our Group

oooooOooao

August 2021

20210 80

July 1990

19900 70

oooooooOOOoOCcOoOOoOoooooooOoan
oooo

Relationship
with other
Directors,
Supervisors
and senior
management
oooooo
goooo
oooooao

None

Nil



Name

oo

Mr. Chen
Changyong

ooooao

Age

oo

52

52
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Relationship
with other
Directors,
Supervisors

Date of and senior
Position Roles and responsibilities Appointment date  joining our Group ~ management
gooooo
goooad
oo goooa oooo gooooooao gooooa
Executive Director and General  Participates in strategic Appointed as June 2019 None

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

oooooooo ooooooooao 20190 701000

ocooooooOooo ooooooo
020200 60 19
ooooooo
oo
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Date of
Name Age Position Roles and responsibilities Appointment date  joining our Group
oo oo oo goooo oood gooooooao
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Relationship
with other
Directors,
Supervisors
and senior
management



Name

oo

Mr. He Xifeng®

oooooe

Ms. Zheng
Dongyu @

oooooe

Age

oo

59

59

65

65

Position

oo

Independent Non-executive

Director (Chairman of the
Remuneration and Appraisal
Committee, and member of
the Audit Committee and the
Nomination Committee)

goooo0oOmooooDO

ooboooDOocooooan
oboobDOoOoDOO0o0

Independent Non-executive

Director (Member of the
Audit Committee)

oooooomooooo

ood

CHAPTER EIGHT

Roles and responsibilities

ooooo

Participates in making

significant decisions and
advises on corporate
governance, connected
transactions, and various
matters concerning
Directors and senior
management

goooooOOCcoOCoaO

oooooobDOoooao
ooooobD0oooO0oD
ooo

Participates in making

significant decisions and
advises on corporate
governance, connected
transactions, and various
matters concerning
Directors and senior
management

gooooooocoOooao

oooooobDOooDaO
ooo0oo00O00O00D
ooo

Appointment date

oooo

23 June 2016, and
ceased to serve
as Independent
Non-executive
Director since 18
June 2021

20160 60 2300
0202106018
goooooao
gooooao

18 June 2021

20210 60 180
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Date of
joining our Group

opboobDOooao

June 2016

20160 60

June 2021

20210 60

Relationship
with other
Directors,
Supervisors
and senior
management
oooooo
ooooan
oooooao

None

None
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Name Age

oo oo

Mr. Johnson 43
Wan®

ooooo®e 43

Position

oo

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

ooooo0oOmooooo
oooooOOooooOOooo
ooDoobDOooDOo0

Roles and responsibilities

ooooo

Participation in making
significant decisions and
advises on corporate
governance, connected
transactions and various
matters concerning
Directors and senior
management

goooooooOOocoao

oooooooOooDaO

obooDOO0ODOOO0D

ooo

|

Date of
Appointment date  joining our Group

ooooO opboobDOooOo

6 November 2020, November 2020
and ceased
to serve as
Independent
Non-executive
Director since 12
November 2021

2020
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Relationship
with other
Directors,
Supervisors
and senior
management
oooooo
oooono
oooooao

None



Name Age

oo oo

Mr. Na Zhigiang 60

opooo 60

Mr. Yao Jianhua 63

goooao 63

Position

oo

Chairman of the Board of

Supervisors, Employee
Representative Supervisor

oooooooOoocoOoo

Employee Representative
Supervisor

gooooa

CHAPTER EIGHT

Roles and responsibilities

ooooo

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
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Relationship
with other
Directors,
Supervisors

resolutions of shareholders’

general meetings
goooooOoDDOO
00000000 ooao
gooooboooooo
goooboooooo
goooooooo

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

oooooooooooo
ooooooooooo
ooooooooooo
0oooooooo

Date of and senior

Appointment date  joining our Group management
gooooo
goooa

oooo gooooooao gooooa

19 January 2011 February 19907 None

2011010190 19900 20 ™ 0

19 January 2011 November 1995® None

2011010190 19950110 @ ]
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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
oooooo
oooono
oo oo oo ooooo 0000 00000000 000000
Mr. Shao Wei 41 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

oooao 41 oo goooooooooOoo 201605070 20160 50 |

oboooooDOooDaOo
ooboooooOooDO
oooooooao

Notes: ooo

(1) Mr. Zeng was appointed as an executive Director of the Company at the (1)
2021 first extraordinary general meeting held on 16 September 2021
(the “2021 First EGM”), and was appointed as the Chairperson of the
Board, chairperson of the Strategy and Investment Decision Committee,
and member of the Remuneration and Appraisal Committee and the
Nomination Committee on the same date.

2) Ms. Guo ceased to serve as an executive Director, the Chairperson of 2)
the Board, the chairperson of the Strategy and Investment Decision
Committee, and member of the Remuneration and Appraisal Committee
and the Nomination Committee of the Company since 16 September
2021.

3) The resolution on removal of Mr. He from his positions was passed 3)
at the 2020 annual general meeting of the Company held on 18 June
2021 (the “2020 AGM”), and Mr. He ceased to serve as an independent
non-executive Director, the chairman of the Remuneration and Appraisal
Committee, and member of the Audit Committee and the Nomination
Committee of the Company.

(4) Ms. Zheng was appointed as an independent non-executive Director of (4)
the Company at the 2020 AGM and as a member of the Audit Committee
on the same date.

(5) Due to working schedule and his desire to devote more time to (5)

other businesses, Mr. Wan tendered his resignation to the Board on
28 September 2021, which has become effective on 12 November 2021.
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CHAPTER EIGHT

(6) Mr. Ong was appointed as an independent non-executive Director of
the Company at the 2021 second extraordinary general meeting held
on 12 November 2021 (the “2021 Second EGM”), and was appointed
as the chairman of the Remuneration and Appraisal Committee, and
member of the Audit Committee and the Nomination Committee on the

same date.
) Mr. Na joined Kunming No. 1 Water Purification Plant in February 1990.
(8) 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
two 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.

Changes to the information of Directors

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

1. Following the decision to arrest Mr. He Xifeng for his alleged
involvement in a bribery case, a resolution was passed at
the 2020 AGM of the Company to remove Mr. He from his
positions, and Mr. He ceased to serve as an independent
non-executive Director, the chairman of the Remuneration and
Appraisal Committee, and member of the Audit Committee and
the Nomination Committee of the Company.

2. Ms. Zheng Dongyu was appointed as an independent
non-executive Director of the Company at the 2020 AGM and
as a member of the Audit Committee on the same date.
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3. Ms. Guo Yumei tendered her resignation to the Board on 3.
10 August 2021. On 2 September 2021, the Company became
aware from public information that Ms. Guo was under
disciplinary inspection and supervisory investigation by the
Disciplinary Inspection Committee of the CPC of Kunming
City and the Kunming Municipal Supervisory Commission for
alleged serious violations of disciplines and laws. Following
the election of a new executive Director at the 2021 First EGM
of the Company, Ms. Guo ceased to serve as an executive
Director, the chairperson of the Strategy and Investment
Decision Committee, and member of the Remuneration and
Appraisal Committee and the Nomination Committee.

4. Mr. Zeng Feng was appointed as an executive Director of
the Company at the 2021 First EGM, and was appointed as
the Chairperson of the Board, chairperson of the Strategy
and Investment Decision Committee, and member of the
Remuneration and Appraisal Committee and the Nomination
Committee on the same date.

58 Mr. Johnson Wan was appointed as the chairman of the
Remuneration and Appraisal Committee, and member of
the Audit Committee and the Nomination Committee of the
Company on 18 June 2021. Due to working schedule and his
desire to devote more time to other businesses, Mr. Johnson
Wan tendered his resignation on 28 September 2021 to resign
as an independent non-executive Director the chairman of
the Remuneration and Appraisal Committee, and member
of the Audit Committee and the Nomination Committee of
the Company, and his resignation has become effective on
12 November 2021.

6. Mr. Ong King Keung was appointed as an independent
non-executive Director at the 2021 Second EGM, and was
appointed as the chairman of the Remuneration and Appraisal
Committee, and member of the Audit Committee and the
Nomination Committee on the same date.

7. Mr. Mei Yili ceased to serve as the deputy general manager of
the Company since 12 November 2021.

8. Due to work reallocation, Mr. Yang Yang has resigned his

position as the chief financial officer, Board secretary and joint
company secretary of the Company on 9 February 2021.
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Changes to the information of Directors and Supervisor during the
Reporting Period required to be disclosed under Rule 13.51B(1) of the
Listing Rules are as follows:

1. Mr. Zeng Feng, an executive director of the Company, has
been serving as a director of Kunming Dianchi Investment
since December 2021.

2. Mr. Yin Xiaobing, an independent non-executive director of the
Company, ceased to serve as an independent non-executive
director of Yunnan Copper Co., Ltd. (0 O O O 0O O O O
O 0O) from April 2021; ceased to serve as an associate
professor of the School of Business Administration and
Tourism Management and a tutor for master’s degree students
of Yunnan University (O O O O ) since July 2021; ceased to
serve as the director and chairman of the board of directors
of Kunming Zhongbei Financing Guarantee Company Limited
(DOODODDOOO0OOOO0OOD0OO0OOaO0)fromDecember 2021;
ceased to serve as the director of Panlong State-owned
Assets Operation and Investment Management Company
Limted(OC O ODODDODOODODODODODODDODDOOODODOOD
0 ) from December 2021; has been serving as a director of
Kunming Dianchi National Tourism Resort State-owned Assets
Investment Management (Group) Co., Ltd. (O O O O O O
Ooo0o00oooooooOOoo0moooooooOooDO)
since July 2021; and has been serving as a director of Kunming
Urban and Rural Industrial Development Co., Ltd. (O O O O O
00000000 0O00O0)since December 2021.

3. Ms. Ren Na, a non-executive director of the Company, ceased
to serve as the deputy general manager of financial sharing
center of Yunnan Investment Holding Group Co., Ltd. (O O
O0000O000O0O00)fromMarch 2022; and has been
serving as the financial controller of Yunnan Kunhua Hospital
Investment Management Co., Ltd. (D O OO0 OO OO OO0
0O O O) since March 2022.
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4. Mr. Shao Wei, a supervisor of the Company, ceased to serve 4. O0D0O0OO0DO00OO0OO0DO2021060 000
as a director and the executive deputy general manager of ooooocooOoDoDooooooooao
Kunming Petrochina Kunlun CNG Co., Ltd. (0 O O O O O 0000 bOOoO0OoOOoooz20212040000
O00O0O00O0O00aQg)fromJune 2021; has concurrently oooooooOooODooocoooooan
served as the deputy general manager of Kunming Kangju 202101000 000D 00DOD0OO0DOOO
Industrial Development Co., Ltd. (D OO0 0000 O O0ODO O00O0000O00202104000000
0O ) since April 2021, and as the legal representative, executive o0ooo0opDoUoooOooDoOoDooOoo
director and general manager of such company since October go0O0o0O0dz02101100000000O
2021; and concurrently served as an executive director and ooooooooooooo

deputy general manager of Kunming Yunzhong Recreation
Investment and Development Co., Ltd. (D 0 O OO0 O0OO
0 O O O O) since April 2021, and as the legal representative,
executive director and general manager of such company since
November 2021.

L. SERVICE CONTRACTS OF DIRECTORS AND L. goboobooooao
SUPERVISORS

None of the Directors or Supervisors of the Company has entered into U U000 oooooodooooodooooon
a service contract with the Company or any of its subsidiariesthatmay U000 00o0oooooooooboboonon
not be terminated by the employer within one year withoutthe payment O O00O0 00000000 O00OO0

of compensation (other than statutory compensation).

M. REMUNERATION OF DIRECTORS, M. gboooooooooooboono
SUPERVISORS AND SENIOR MANAGEMENT

The details of the remuneration of the Company’s Directors, oCooooUooUoooDoUooODooOoOooOo
Supervisors and senior management are stated in Note 12 to the ooooOOdD12000b00b0OoDbOOoDOnn
Financial Statements. The remuneration policies of the Directors of OO0 OO OO O0ODOOOO0OODOO0OODO
the Company are set out in the section headed “Chapter 9 Corporate 0000000000 OOOOOOOOCOO
Governance Report” of this report. The remuneration of senior 0oDo0DoDooDo0oo0oDOooOOoooOooon
management comprises basic salary, performance-based bonuses and 0ooDoDooO0ooOoDOoODOoDoDoOoOooOooOOoan
other benefits. The basic salary is determined based on the position Oo0oU0opoooOoDO0OO0oCoCOoOOoODoOOoODOOO
of each senior management in the Company, performance-based ooooOOoocO0ooOoDopooOooOooobooOono
bonuses are determined based on the Company’s operating results oono

OoO0O0ogooaoao
Oo0OoOoo0oo0oooao

and other benefits include statutory pension, medical and housing
provident funds. The Board will conduct annual performance appraisal
for senior management and the amount of annual remuneration is
determined at the end of the year.
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The Company participates in a defined contribution social pension
scheme established by the PRC government and contributes a
certain percentage of the relevant employees’ salaries to the scheme.
Effective from 1 January 2014, the Group also operates an additional
employee pension plan (a corporate annuity system for purchase of
supplementary retirement insurance for our staff). Pursuant to such
additional scheme, the full-time employees of the Group in the PRC
are entitled to an additional pension aggregating to 8% of previous
year’s salaries. The Company calculates the interest so attributed
under the agreed percentage of annuity plan based on staff's service
years upon their retirement.

The Company’s employer contributions to the abovementioned
pension schemes vest fully and immediately with the employees when
contributed into the schemes. Accordingly, (i) for each of the two years
ended 31 December 2021, there was no forfeiture of contributions
under such pension schemes; and (ii) there were no forfeited
contributions available for the Company to reduce its existing level of
contributions to such pension schemes as at 31 December 2021.
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The scope of the remuneration of the senior management officersisas 000000000 OO0OOOOOO

follows:

Range of remuneration (RMB’000) Number of Senior Management

Oo0ooooooo OoDoooooo

0-500

500-1,000

Notes: oo

1. The remuneration in the above table is pre-tax remuneration. The 1. goo0oO0OOo0OOoOOoUOoOoU0OO0OUOO0ooDOoOoO
remuneration range includes salary (wages, bonuses and allowances, gooooooooomooommooooao
employee benefits), benefit plans (basic pension insurance and 0000000 oooomuooDoooooog
enterprise annuity paid by the employer) and others (housing provident go0oO0oo0oooOoDOoOooooOooo
fund, medical insurance and other social insurance paid by the
employer).

N. INTERESTS OF DIRECTORS, SUPERVISORS . O000 00000000000
(AND SUCH ENTITIES CONNECTED Ooo0O0ooOo0o0ooooooao
THEREWITH) IN MAJOR TRANSACTIONS,

ARRANGEMENTS OR CONTRACTS

At the end of 2021 or at any time during 2021, none of the Company’s [20210 0 00 0020210000000 000
Directors, Supervisors (and such entities connected therewith) had 0000000000 OooOoo0ooooooOan
any individual interests, directly or indirectly, in the major transactions, 00000000000 OoOOoOoOooOoOoOoOoon
arrangements or contracts as established by the Company oranyofits OooooooOO00D0O00OO0O0O00OO0O0O
subsidiaries.

O. INTERESTS OF DIRECTORS AND o 000000000 00000
SUPERVISORS IN COMPETITIVE BUSINESS

During the Reporting Period, none of the Directors, Supervisorsnor QOO O0O0O0O00O0O00O0O0O0O0O0OO0OOO
their associates (as defined in the Listing Rules) had any competitve pQopoooooOOO0O0C0O00O0O0O0O0O0OO0O0O
interests in such business that is in direct or indirect competition with pgpopoooooooOoOoOO0OOO

any of the Group’s business.
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P. INTEREST AND SHORT POSITIONS OF
DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT IN SHARES, UNDERLYING
SHARES AND DEBENTURES

As of 31 December 2021, 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 2021, 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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Q. INTERESTS OF SUBSTANTIAL Q. obooboooooond
SHAREHOLDERS IN SHARES

As at 31 December 2021 and to the best knowledge of the Company’s 0 0202101203100 000 0 0 00O0OO0aO
Directors, the following persons (except for the Company’s Directors, 0oooo0oOoDoDoooooDoDoDoOoOOoOoOO O
the chief executives or Supervisors) had some interestorshort 0000000000000 OODOOOOOOO
positions in the shares or underlying shares of the Company which OXvOoo2030 0000000000 MmOoaOn
had to be disclosed to the Company pursuant to Divisions 2 and 3of 000000033600 00000000000
Part XV of the SFO or to be recorded in the register maintained by the oooooooog

Company pursuant to Section 336 of the SFO:

Approximate Approximate
percentage of percentage of
the total issued the relevant class
Number of shares share capital of of shares of
Name of shareholder Identity/Nature of interest ~ Class of shares (share) the Company (%) the Company (%)
oooo gooooao
gooooooao ooooo
ooon goooooo gooo goomoo ooo0ao®%) 00000 (%)
Kunming Dianchi Investment Co., Ltd. Beneficial Owner Domestic Shares 660,266,893 64.16% 95.82%
(booooboboono) (long position)
000000000000 goooao ooao 660,266,893 64.16% 95.82%
gooo
Kunming Industrial Development & Interest of Controlled H Shares 59,000,000 5.73% 17.35%
Investment Co., Ltd. Corporation (long position)
(bbCooCoOOOOOoOoooo)
000000D00OD0OC0OCOCOOO gooooao HO 59,000,000 5.73% 17.35%
gooo
Kunming State-owned Assets Management  Beneficial Owner H Shares 39,790,000 3.87% 11.70%
and Operations Co. Ltd. (long position)
(000D00000O0COOOOOoooo)
000000D00O0OCOCOCOCOOOOO goooao HO 39,790,000 3.87% 11.70%
oooao
Yunnan Provincial Investment Holdings Group  Beneficial Owner H Shares 64,770,000 6.29% 19.05%
Co,Ltd.(CO0ODOODOOOODODNO) (long position)
000000000000 O goooao HO 64,770,000 6.29% 19.05%
oooag
= N
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Approximate

percentage of

the total issued

Number of shares share capital of

Name of shareholder Identity/Nature of interest ~ Class of shares (share) the Company (%)
oooao
pooooooao

oooo poooooo oooo poomoo 00000 %)

Beijing Enterprises Group (BVI)
Company Limited

Notes:

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

2. 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.

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

4. Save as disclosed above, as at 31 December 2021, 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

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

St CONNECTED TRANSACTIONS

We have entered into some transactions with the Controlling
Shareholder. In accordance with Chapter 14A of the Listing Rules,
such transactions have constituted the connected transactions or
continuing connected transactions of the Company.

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

and Independent Shareholders’ Approval Requirements
Entrusted Operation and Management Framework Agreement

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
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
the equipment and facilities, arranging operating personnel and experts
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.

REPORT OF THE BOARD OF DIRECTORS
LA O - O s

R.

oooo

ooooO0oooDOOoDbDOooOOoOOoOOOoDOoOoOOoOn
o0oooO0OO0OoOO0OO0OOO0O0ODOCOCO0OOOO0ODOOOO
oooooooooOoOoOCcOoooooooond

O o0ooogoaog
O 0Ooogooao

0O

O

gooo

goooooOooDooOoooooooaon

14A0000000D0COO0O0ODODOO

O

oogoo

oooOooooOocoooooooobOoao
oooooooOooooooooaon

gooooOooooooooDooooaon
ooooooooboooooooooao
goo0ooooooooooDbDOooOoo
goo0oooOobDOOooOoooDoobooOoo
ooooooobOoOoOoCcOoOoOooooao
goooboooooocbOooboOoooao

O0Oo0oo0oaogoao

117



118

CHAPTER EIGHT REPORT OF THE BOARD OF DIRECTORS

god obooogao

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 and 30 April 2019, respectively (the
“Entrusted Operation and Management Framework Agreement”)
with a term of three years each ending on 31 December 2021. 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.

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
Entrusted Operation and Management Framework Agreement to
regulate the transactions contemplated under the Entrusted Operation
and Management Framework Agreement. These individual service
agreements shall comply with the terms of the Entrusted Operation
and Management Framework Agreement and set out the specific
terms of each transaction. The price of operation and management
services under the Entrusted Operation and Management Framework
Agreement will be determined based on the following principles:

(1) the fees as prescribed by the PRC government, if any;

2) if there is a market price, it shall be executed at market price;
and
3) 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 Entrusted
Operation and Management 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 Entrusted Operation
and Management 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 Entrusted
Operation and Management 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 Entrusted
Operation and Management Framework Agreement.
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Under the Entrusted Operation and Management 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
individual service agreements in relation to the treatment plants
conducting the excluded business. Based on the water quality
standards, there are three individual service agreements, including
the Water Purification Plant Class | Category A Section Entrusted
Operation and Management Contract (0 0 0000 O0OAODOOAO
0 0O 0 0O 0O 00, which covers 7 plants with a designed capacity of
405,000 tonnes per day; the Entrusted Operation and Management
Contract for Water Purification Plant Ultra-Limit Phosphorus Removal
Upgrade and Transformation Project (0 0 O OO0 O O0OOOOOO
0000000000 OOdao),which covers 9 plants and 11 process
sections; and the Entrusted Operation and Management Contract for
Luolong River Wastewater Treatment Plant Water Quality Upgrade
Pilot Demonstration Project 0 0 0 00 00O 0OODOOOOAO
00O00DO0OO0D0OO0OO0D©D),which covers 1 plant and 1 process
section. Such agreements are governed by the terms of the Entrusted
Operation and Management 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 Entrusted Operation and Management 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
2021 was RMB252,800,000, with the actual transaction value being
RMB213,172,000.

New Framework Agreement

As the Entrusted Operation and Management Framework Agreement
entered into between the Company and the Controlling Shareholder
shall expire on 31 December 2021, the Company and the Controlling
Shareholder entered into the new framework agreement (“New
Framework Agreement”) on 29 September 2021, pursuant to which
the Group will continue to provide operation and management services
to the Controlling Shareholder for three years from 1 January 2022
to 31 December 2024. The New Framework Agreement and the
transactions contemplated thereunder have been approved by the
shareholders at the 2021 Second EGM convened on 12 November
2021.

The operation and management services provided by the Group to
the Controlling Shareholder and its subsidiaries include operation and
management services for wastewater treatment facilities, reclaimed
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2. Continuing Connected Transactions Subject to 2. ooooOoobOOoOoO0ooooooobooOoao
the Reporting, Annual Review and Announcement oooooooooooood
Requirements but Exempt from Circular and Independent
Shareholders’ Approval Requirements

O

el elsNslslsl
oooo ] OO0

7
L

Sludge Treatment and Disposal Agreement

On 17 November 2020, Kunming Dianchi Logistics, a wholly owned 0202001101700 000000D0O00DOO
subsidiary of the Company and Kunming Dianchi Investment entered ooooDoDoOooooDoOooDooooDOooao
into the Sludge Treatment and Disposal Agreement pursuantto 0000000000 OO0OOOOOCOOOOO
which Kunming Dianchi Investment shall provide sludge treatment oo0ooooOoO0ooOOoDOOoOooOOoOooOoDbDOooao
and disposal services to Dianchi Logistics for three years ending 020220120310 000000000000 A0O
31 December 2022, for some of the sludge generated from wastewater 0 OO

treatment plants of the Group in Kunming.

The service provided by Kunming Dianchi Investment to Kunming oooooDoooooOoooOooOooDboOooaon
Dianchi Logistics includes the treatment and disposal of sludge O OO0 O00O0O0OOOOOOOOOOOOOOO
collected by Dianchi Logistics and transported to Kunming Dianchi oooo0oDoDOoO0oooDoDOoOo0ooDOoOOooOoOoDOoOaon
Investment in respect of some of the sludge generated fromvarious O 00000000000 OOOOOOODOO
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 00000 O0O0O0O0O0OOODOOOOOOOOO
Treatment and Disposal Agreement is the equivalent of the unit price 0000000000 O0moO0O0D0DOmooOOaon
of sludge treatment and disposal per tonne (“Unit Price”) multiplied oooooU0oO0oooQUoOoooooOooDooOoOoao
by the quantity of sludge received by Kunming Dianchi Investment. As 00000000 DbOOoOo0oOobDOoOooOoOg1zo00

of the date of this report, the Unit Price is determined with reference OoooOoooDoDOoobDOoooDooooao
0O0o0o0oD0ooo0oU0oooOoOooooOoOoo
Joooo0ooO0oOoOoOoOOoDOoDOoDOoDOoUOoOOOo
goooooooOoOoOoOOoOoOOooOOODO
O0oooOooooOooOooo

to the market price which is at RMB120 per tonne (excluding tax). O
The market price is determined with reference to prices charged in O
contracts entered into by the Group and independent third parties O
who provide similar services of the sludge treatment and disposal on O

O oo g

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.

obOoooOoooOoobOOobOooobooao
gooobOooOooocbOoobooooao

We expected that the local government will determine a oo
od
gooooobopbooooboooouoooo
od
od

government-guided price in respect of the Unit Price of sludge
treatment and disposal. In the absence of a clear rollout timetable of
JO0o0oOoOOoOOoOoOoODOoOOoOoOoDooOoOo
00000000 0oDoO0OOoUoDOooOooo

such government-guided price, the parties under the Sludge Treatment

O oo oo
O oooao

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.
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Annual caps and actual transaction amount

During the Reporting Period, the annual cap for the transactions
under the Sludge Treatment and Disposal Agreement for 2021
was RMB19,800,000, with the actual transaction value being
RMB14,466,000.

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.

3. Confirmation by the independent non-executive Directors

The independent non-executive Directors have reviewed each of the
aforementioned disclosed continuing connected transactions and
confirmed that the transactions have been conducted:

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

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

(o} in accordance with the agreement governing the relevant
transactions, on terms that are fair and reasonable and in the
interests of the shareholders of the Company as a whole.
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4. Confirmation of Auditor

The Board has received a confirmation letter in relation to above
continuing connected transactions from Mazars CPA Limited

¢
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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
2021, 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 2021 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.

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. The Company has adopted the code
provisions of the Corporate Governance Code as contained in
Appendix 14 to the Listing Rules (the “CG Code”) and those set out
in the Corporate Governance Report as its own corporate governance
code. 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 CG Code.

REPORT OF THE BOARD OF DIRECTORS

T

LA O - O s

ooooboobobo™oboo

20160 4025000000000 C0COOO0O0OO
MmobDoooooomooooboooooon

O

O o0Oooog
O oo g

O o0Oooodg

OoOoooOgoood

O

O ooog

a
a
O

O

O
ad
O

O o 0o

goooooDoDbDOooOOooOOoOoODboOoDO
gooooOoDOoooooooobooDOo
goocoooOobOOooOooOooOobOoOooao
oo

gooooOoDoDOoDOOoOooOOoOooboOoDO
oooobooooobooobooooao
oboooooooooOoCcooonon

Oo0Oo0O0oDbO0O0z20220 00000000
OMmooO0o0oo00OO0O000z202100 00O
ooocomooocoobooooogooao
oooooooooooobooo

oboboooobog

gooDooooobOoooOooocoboooaon
100

omooooboooo

obooboooooO0OobOoboooooao

oboobooooocbOoocobooOoooao
ooocooDOmoocoboooOoOmoooano

Mooobooooooooooooooad

0
O
]

ooooDOoDODOoOOoOO0OO0DOoOoOooOooODaO
ooDoooOooDoOoOOoOoooDbooao
ooooood

O 0o0oo0ooaog

125



CHAPTER EIGHT REPORT OF THE BOARD OF DIRECTORS
god obooogao

During the Reporting Period, the Company has been observing all
mandatory code provisions as stipulated in the CG Code (the version
as of 31 December 2021) except for provision A.4.2 (which was
renumbered as B.2.2 on 1 January 2022) (details of which are stated
in the Corporate Governance Report on pages 128 to 129 hereof).

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.
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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.

At the 2020 AGM of the Company held on 18 June 2021, the Board
of Directors has been authorised to determine the domestic and
international auditors of the Company for the year 2021 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. The
domestic and international auditors of the Company remained the
same as those of the year 2020 without any changes.

Mazars CPA Limited is appointed as the auditor for the Financial
Statements for the year ended 31 December 2021 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
Zeng Feng
Chairperson

Kunming, the PRC
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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 CG 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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C, BOARD OF DIRECTORS Cx ooad
1. Board of Directors 1. goo
a. Composition of the Board of Directors a. ooooo

During the Reporting Period, the Board comprises nine Directors, oo0oooDo0oooDoDooo0oooDOoOonOan
including three executive Directors, three non-executive Directors and 0oD30000oo3p0oDooooo30o00a0a
three independent non-executive Directors. oooogo

During the Reporting Period, pursuant to Rules 19A.54 of the Listing 000000 QOCOoOO0OoO0oDAsS4000oonoano
Rules, we have entered into a contract with each of our Directors in ocoooooOO0oOmO0oO0ooooO0oO0oOooO0Ooooaon
respect of, among other things, compliance with relevant laws and 0o0o00oo0ooDDoDoooo0Oo0Oo0ooooooonan
regulations, observance of the Articles of Association and provisions 0000000 OCOOOOO0OOOOOOOGOOGO
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
gooooOoDOoDOOooOOoOoODbOOoDoDO
gooooobOooOOoocOoocbOoOoDbOoo
goocoooOobOOoocOoooobooao
oooooenno

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
factors regarding the evaluation of the independence of independent

Oo0oooooogao

non-executive Directors as set out in Rule 3.13 of the Listing Rules and

Oo0OoOoo0oooogoao
OO0 oooo0oogoao

the written confirmation of all independent non-executive Directors,
the Board of Directors believe that all of its independent non-executive
Directors are independent individuals. At the end of the Reporting
Period, none of the three independent non-executive Directors of the
Company had served the Company for more than nine years.
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As of the end of the Reporting Period, the composition of the Board is

as follows:

Name
oo

Mr. Zeng Feng
oooo

Mr. Chen

Changyong

ooooao

Mr. Luo Yun

oooo

Ms. Song Hong

oooao

Ms. Ren Na
oooo

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

57
57

52

52

43

43

58

58

41
41

51
51

Sex
00

Male

Male

Male

Female
a

Female
a

Female
a
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Position
0o

Chairperson; Executive Director
gooooooo

Executive Director and General
Manager
pooooooo

Executive Director and Deputy
General Manager
0oooooooao

Non-executive Director

ooooa

Non-executive Director
ooooa

Non-executive Director
ooooa

and Senior Management” of this annual report.

oooooooOooOoOocOoOoOooo

Appointment date
oooo

16 September 2021
20210 90 160

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

2019070100000000000202006019000
oooooo

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

201501000000000002016060230000
goooao

23 June 2016
20160 60 230

6 November 2020
20200 110 60

19 June 2020
20200 60 190

Term
oo

3 years
30

3 years

30

3 years

30

3 years

30

3years
30

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

oboooDoooooooOoboOOoooooan
oo0oooDoooooboOOobDOoooobooOonn
ooooooooobOOoDbDOooOOoooOoonon
ocooooooo0ooOooOooO0ooOoooooo
oboocooOoooOobOoOoooobooooao
oboooooocOoobobooooooOooan
ooooOooooOooooobooooooooan
ooooobOo0oo0oooooooooooooo
oooDo0OO0ooODODO0OO0oODODOoODOOOooOOooDOO
o0o0o0o0o0o0oooooooOoOOO0OO0OO0O0O0O0
oboooOoocoocbOoooooOoooboooa
ooocoooOobOoocOoobooboooooan
ooooooo

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 formulation and review of corporate governance
policies and practices, the review and monitoring of the training

Oo0o0oogooao

and continuous professional development of Directors and senior
management, the review and monitoring of the Company’s policies
and practices on compliance with legal and regulatory requirements,
the review of compliance with the Corporate Governance Code, etc.
The authority of the Board of Directors are expressly stated in the
Articles of Association of the Company and the major responsibilities
of the Board of Directors include: being responsible for convening

OoOooOooooOooooooao

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.

(e} Job Duties and Authority of the Management (e} oooooooo

The management is responsible for the specific implementation oo0ooooODoOooooOoooOOoooobDoOo0oan
of the resolutions of the Board of Directors and the daily business 00000 OO0OO0O0OO0O0O0O0O0OOOOOOO
management of the Company. In accordance with the Articles 0o0o0oDo0oo0OoOO0oDOoODOoOooOoOoODODODOOOn
of Association of the Company, the major responsibilities of the 00000000 OOO0OOCOODODOOOOO
management include: to propose the Company’s operating plan and ooogo

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 2. oooooooooao

In accordance with the provisions of the Articles of Associationof OO0 00000 OOOOOOOOODOODOOO
the Company, meetings of the Board of Directors shall be convened 0o0o0ooooDoDoODoDooOOo0Oo0ooooooonan
at least four times a year. The Chairperson is responsible for the 0O0Do0oDo0oo0OooDDOooOOo0oOo0OoODOonDOOn
convening of the Board meeting and is responsible for preparing the 0o0o0oODo0o0O0OD0DO0M4000000000a0
Board meeting agenda. A notice of regular Board meeting shallbe 0O 0000000 OOOOOOODODOOOOO
given to all Directors at least 14 days before the meeting is convened ooDo0o0o0oobOOobDOooOOoobOoDbDOoDoOoo
pursuant to the requirements of the Code, and such notice shall state oooogo

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. During
the Reporting Period, the secretary to the Board of Directors of the
Company ceased to hold office and Mr. Chiu Ming King now acts as
the company secretary who provides relevant services to the Directors.

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 held a meeting with the
independent ET4L 3oard Board c8t

CEOE O O EesE
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Number of meetings
attended/should

Name Position attend Attendance Rate
opooooao
oo oo gooao gogno
Ms. Guo Yumei® Chairperson; Executive Director 17/19 89.47%
ooooo® oooooooao
Ms. Song Hong Non-executive Director 30/32 93.75%
oooo ooooo
Ms. Ren Na Non-executive Director 32/32 100%
opooo ooooo
Ms. Yu Yanbo Non-executive Director 32/32 100%
ooooo ooooo
Mr. Yin Xiaobing Independent Non-executive Director 32/32 100%
ooooo Ooooooo
Mr. He Xifeng® Independent Non-executive Director 0/13 0%
ooooo® OooOooOoo
Mr. Johnson Wan®  Independent Non-executive Director 26/26 100%
ooooow Ooooooo
Ms.Zheng Dongyu® Independent Non-executive Director 19/19 100%
ooooo®e OooOooOoo
Mr. Ong King Independent Non-executive Director 6/6 100%
Keung®
ooooo®e OOooOooOoo
= ~
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(1)

(@)

®
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Upon approval at the 2021 First EGM, Mr. Zeng Feng was appointed
as an executive Director, the Chairperson of the Board, chairperson of
the Strategy and Investment Decision Committee, and member of the
Remuneration and Appraisal Committee and the Nomination Committee,
and participated in all Board meetings held after his appointment.

The resignation of Ms. Guo Yumei from her positions as an executive
Director, the Chairperson of the Board, the chairperson of the Strategy
and Investment Decision Committee, and member of the Remuneration
and Appraisal Committee and the Nomination Committee of the
Company took effect after the 2021 First EGM in which a new executive
Director was elected, and she was not required to participate in any
Board meetings held after the effective date of her resignation.

Based on publicly available information, Mr. He Xifeng 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.

CEOE O O EesE
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During the Reporting Period, one annual general meeting and two
extraordinary general meetings were held. Prior to the general meeting,
reasonable notice was given in strict accordance with the relevant
requirements of the Listing Rules and the Articles of Association, and
the chairpersons and members of the special committees were invited
to attend the meetings and individual resolutions were proposed on the
actual separate issues to be considered at the general meetings. The
attendance of the Directors was as follows:

Name Position

oo oo

Mr. Zeng Feng® Chairperson; Executive Director
goooow obooooooo

Mr. Chen Changyong Executive Director and General Manager

ooooo oooooooo

Mr. Luo Yun Executive Director and Deputy General Manager
opooo Ooooooooo

Ms. Guo Yumei® Chairperson; Executive Director
ooooo® oooooooao

Ms. Song Hong Non-executive Director

opooo ooooo

Ms. Ren Na Non-executive Director

opooo ooooo

Ms. Yu Yanbo Non-executive Director

ooooo oooOoo

Mr. Yin Xiaobing Independent non-executive Director
ooooo Ooooooo

Mr. He Xifeng® Independent non-executive Director
ooooo®e Oooooooo

Mr. Johnson Wan®  Independent non-executive Director
ooooo® ooooooao

Ms.Zheng Dongyu® Independent Non-executive Director

ooooo® OooooOoo

Mr. Ong King Independent Non-executive Director
Keung®

ooooo®e ooooooo

O0oo0OO000oO0OO0O0O0OO0OD01000000002
oooooooobOoocoooooocoooonan
obooooocoooOobDOooOoooOobDooo
ooDooOooo0oooOOoDOOooOO0O0OoDbDOOooOOoaon
ooDooOO0ooOO0OooOOoODOoOOODOOoODODD
ocoooooooooo

Number of meetings
attended/should

attend Attendance rate
ogoooog

goog oood
2/2 100%

3/3 100%

3/3 100%

1/2 50%

1/3 33.33%

3/3 100%

3/3 100%

3/3 100%

0/1 0%

2/3 66.67%

2/3 66.67%

1/1 100%
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Notes:

(1) Upon approval at the 2021 First EGM, Mr. Zeng Feng was appointed as
an executive Director, and attended the 2021 First EGM as a director
candidate and participated in the extraordinary general meeting held
after his appointment.

(2) Ms. Guo Yumei tendered her resignation to the Board on 10 August
2021. Her resignation took effect after the 2021 First EGM in which a
new executive Director was elected.

3) Mr. He Xifeng 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. A resolution was passed at the 2020 AGM
of the Company to remove Mr. He from his positions with effect from the
2020 AGM.

(4) Mr. Johnson Wan tendered his resignation to the Board on 28
September 2021. His resignation took effect after the 2021 Second EGM
in which a new independent non-executive Director was elected.

(5) Ms. Zheng Dongyu was an independent non-executive Director newly
appointed after an approval had been given by shareholders of the
Company at the 2020 AGM, and she participated in the 2020 AGM as a
candidate of Director and participated in the 2021 First EGM held after
her appointment.

(6) Mr. Ong King Keung was an independent non-executive Director newly
appointed after an approval had been given by shareholders of the
Company at the 2021 Second EGM, and he participated in the 2021
Second EGM as a candidate of Director.

3. 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 (which was renumbered as C.2.1 on 1 January
2022) of the CG Code. Currently, Mr. Zeng Feng is the Chairperson
of the Company and Mr. Chen Changyong is the general manager
(President) of the Company. The role of the Chairman was separate
from that of the general manager (President), and they performed
corresponding duties respectively in accordance with relevant laws and
regulations and provision of the Company’s Articles of Association.
The Chairperson will ensure that all the Directors are provided with
sufficient and reliable information in a timely manner required for
necessary analysis based on their expertise.

CEOE O O EesE

oo

(1) Oo0oo00020210 000000000000
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4. Appointment of Directors 4. oooa

In accordance with the provisions of the Articles of Association of the 0o0ooooooobDoooooooooooo
Company, the Directors shall be elected and appointed at the general oo00ooOooOoOoooooooooOoOoooaOn
meeting for a term of three years, after which they may be re-elected. 00Do0o0oo0o0oDDoODoDoOOoOO0O0Oooooooonan
The Company has formulated the procedures of such appointment. The 0oo0oDo0ooO0OoOoDOoODOoOoOooOOoODODODoOOaO
Nomination Committee is responsible for identifying and nominating 000000000 OOCOO0OO0OOOQOOO0OOOO
new Directors after taking into account a number of factors including ooooOO0ooO0OooOOoDbDOoboOoooboOooOoo
the Board’s structure, diversity policy and facilitation of the Board’s 0o0o0o0oobOo0oooooooooooooo
operations, before submitting them to the Board for consideration 0OoDo0oDooo0ooDoDOooOOooOOoOoOonaOoan
and all newly nominated Directors must be elected and approvedata 00000000000 DOOOOOOOOO
general meeting. In nominating independent non-executive Directors, 0o0ooo0oo0ooDDoDoOoCOoOOoOOoooooOoooOoOan
in addition to the above factors, the Nomination Committee alsoplaces 00000 0000000000 OOOOOOO
emphasis on assessing the independence of the candidates to ensure ooOooOoO0oOobOOobDOoOOooOoobOoDoOoo
that the relevant independent non-executive Directors can make an oooo

independent and professional contribution to the operation of the
Board. It also considers information on candidates’ directorships and
senior management positions in other companies, particularly other
public companies and listed companies, in order to assess whether
they have sufficient time to devote to the Company’s business.

OoooOoODO0OO0OO0OA4200020220 1010 0O
0022000000 DOOCOO0ODOOOODOD
coooooooOoOoOoOoOoooooooo
ooooo0ooOOo0ooCcOoOoOooooooooan
oooocobooobOobooooooooobooo
oboooooooooobooooocoOoonoan
OoooOoODO0OO0OA42000202201010 00O
0B2200 000D 00D00OOO0CDOODODOO
ooooo

Under code provision A.4.2 (which was renumbered as B.2.2 on 1
January 2022), 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 new directors and supervisors have not been
elected, and the original directors and supervisors, before their posts
are taken up by the re-elected directors and supervisors, continued to
perform their duties. Therefore, the Board considers that deviations
from provision A.4.2 (which was renumbered as B.2.2 on 1 January

O 0Oo0oo0oooogoao

2022) of the Corporate Governance Code will not have a significant
impact on the Group’s operation as a whole.
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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 remuneration standards of the Directors
are set by the Remuneration and Appraisal Committee based on the
principle of balancing the rights, responsibilities and benefits, taking
into account relevant laws and regulations, the industry standards, the
development stage of the Company and the duties and contributions of
the Directors. The Remuneration and Appraisal Committee will revise
the relevant standards in a timely manner in the event of significant
changes in industry standards and the development status of the
Company. When recommending the appointment of Directors and
senior management, the Remuneration and Appraisal Committee will
advise the Board on the remuneration packages of the candidates,
taking into account the candidates’ qualifications and expected
contribution to the Board based on the Company’s remuneration
standards.

The independent non-executive Directors of the Company receive
their remuneration from the Company, whereby the Company shall
pay Mr. Yin Xiaobing and Ms. Zheng Dongyu an amount of pre-tax
remuneration of RMB150,000, respectively on a yearly basis, and
Mr. Ong King Keung (an independent non-executive Director in
Hong Kong) an amount of pre-tax remuneration of RMB220,000 on
a yearly basis. The remuneration 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. The Company do not
provide performance-based equity remuneration to the independent
non-executive Directors. Travel and accommodation expenses
incurred for the Company’s Board meetings, general meetings and
the relevant activities organised by the Board of Directors attended
by the independent non-executive Directors shall be borne by the
Company. As for those non-executive Directors who do not take
any management job duties in the Company, they do not receive
their remuneration from the Company. The executive Directors who
undertake management job duties in the Company shall receive their
remuneration from the Company. The remuneration of all executive
Directors shall be determined pursuant to the standards as provided
in the “Measures Regarding Remuneration Management” of the
Company, and in particular, such remuneration shall include the basic
salary, performance bonus and other benefits. The basic salary is
determined based on the position held by an executive Director in the
Company and the performance bonus is determined subject to the
Company'’s operating results. Other benefits shall include the statutory
pension, medical and housing provident funds. Details in relation to
the remuneration of Directors are provided in Note 12 to the Financial
Statements.
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6. Training of Directors

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

For the year ended 31 December 2021, the Directors have participated
in the following training:

A: Reading materials related to continuous compliance responsibilities,
corporate governance and other relevant topics

B: Reading newspapers, periodicals, newsletters of the Company and
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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, all of
which are independent non-executive Directors. During the Reporting
Period, such members include Mr. Yin Xiaobing (O O O) (acting as
the chairman of the Audit Committee since 16 November 2018), Mr. He
Xifeng (O O O ) (ceased to be an independent non-executive Director
and a member of the Audit Committee since 18 June 2021), Mr.
Johnson Wan (O O O ) (ceased to be an independent non-executive
Director and a member of the Audit Committee since 12 November
2021), Ms. Zheng Dongyu (O O O ) (acting as a member of the Audit
Committee since 18 June 2021) and Mr. Ong King Keung (O O 0O)
(acting as a member of the Audit Committee since 12 November 2021).

The principal responsibilities of the Audit Committee are to review
the financial information of the Company, 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 8 meetings, the
details of which are as follows:

On 3 February 2021, a meeting of the Audit Committee was held, at
which 2 proposals including the Communication with External Auditors
of the Company on the 2020 Annual Report were considered and
approved by the Audit Committee.

On 26 March 2021, a meeting of the Audit Committee was held, at
which 11 proposals including the Proposal on Report from the External
Auditors on the Audit of the Company’s 2020 Annual Results, the
Proposal on Audited Financial Statements in the Previous Year and
the Proposal on Profit Distribution Plan were considered and approved
by the Audit Committee.

On 16 April 2021, a meeting of the Audit Committee was held, at which
3 proposals including the 2020 Internal Audit and Improvement Works
of the Company and the 2021 Internal Audit Plan of the Company were
considered and approved by the Audit Committee.

On 5 August 2021, 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 2021 were considered and
approved by the Audit Committee.

On 20 August 2021, a meeting of the Audit Committee was held, at
which 8 proposals including the Proposal on Report from the External
Auditors on the Review of the Company’s 2021 Interim Results,
the Proposal on 2021 Interim Results Report were considered and
approved by the Audit Committee.

On 16 September 2021, a meeting of the Audit Committee was held, at
which 3 proposals including the Proposal on Improvement Plan of Key
Tasks Audit, Assessment and Management for the year of 2020 were
considered and approved by the Audit Committee.

On 24 December 2021, a meeting of the Audit Committee was held,
at which 2 proposals including the Improvement of Audit Projects for
the year of 2020 and 2021 were considered and approved by the Audit
Committee.

On 31 December 2021, a meeting of the Audit Committee was held, at
which 2 proposals including the Proposal on Report from the External
Auditors on the Pre-Audit of the Company for the year of 2021 were
considered and approved by the Audit Committee.
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During the Reporting Period, the attendance of the meetings by the
committee members was as follows:

2. Remuneration and Appraisal Committee

During the Reporting Period, the Remuneration and Appraisal
Committee of the Company consists of three members, including two
independent non-executive Directors and one executive Director,
and the committee shall be chaired by an independent non-executive
Director. The members include Mr. He Xifeng (O O O
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During the Reporting Period, the Remuneration and Appraisal O00U00ooooooooooo40000C0O
Committee held 4 meetings, the details of which are as follows: oooo

On 26 May 2021, a meeting of the Remuneration and Appraisal 02021050260 0000000000000
Committee was held in the Company. The meeting considereda 0000000000 ODODOOOOOOOO
proposal of determining the salary of the director candidates which 0oo0oDo0ooO0OooDOoDOooOO0OOoOOoOoOooOOoaon
were approved by the Remuneration and Appraisal Committee. The 00000000000 OCOOOOOOOOO
candidate’s remuneration plan will not take effect until the appointment ooooooo

of director of the candidates is considered and approved by the general

meeting.

On 10 August 2021, a meeting of the Remuneration and Appraisal 02021080100 0 000000 OO0O0O0O0OA0O
Committee was held in the Company. The meeting considereda 00000000 OCOO0OO0OOCOODODOOODOO
proposal of determining the salary of the director candidates which ooooOO0ooO0OoOoOOoDbDOooOOoooDogoooOoo
were approved by the Remuneration and Appraisal Committee. The oooooDoOooOoooOooDoooooDooOo0Ooan
candidate’s remuneration plan will not take effect until the appointment O OO0 00O OO

of director of the candidates is considered and approved by the general

meeting.

On 28 September 2021, a meeting of the Remuneration and Appraisal 02021090280 0 0000000 OOOOOAO
Committee was held in the Company. The meeting considereda 000000 OOOO0OOODODOOOOOOOO
proposal of determining the salary of the director candidates which OoDo0oDo0oo0ooDOoDOooOooOoOoOonoOoan
were approved by the Remuneration and Appraisal Committee. The 00oo0DoDoo0oDoo0Doo0oDoDOoOoooDOo0Oaon
candidate’s remuneration plan will not take effect until the appointment ooooooo

of director of the candidates is considered and approved by the general

meeting.

On 24 December 2021, a meeting of the Remuneration and Appraisal 020210120240 0000000000000
Committee was held in the Company. The meeting considereda 0000000 0ODOO0OO0ODO20200 00 O

proposal of the appraisal and realisation of the remuneration of the 0o0oo0oDoDoO0ooooDoOooDOoOoocoDoDOo0Oaon
person in charge of the Company for the year of 2020 which was 00O
approved by the Remuneration and Appraisal Committee.
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During the Reporting Period, the Nomination Committee held 6
meetings, the details of which are as follows:

On 9 February 2021, a meeting of the Nomination Committee was
held in the Company, at which 2 proposals including removal of Mr.
He Xifeng from his position as an independent non-executive Director
and relevant positions in the special committees under the Board were
considered and approved by the Nomination Committee.

On 26 March 2021, 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 approved by the
Nomination Committee.

On 26 May 2021, a meeting of the Nomination Committee was held in
the Company, at which 2 proposals of the change of an independent
non-executive Director and adjustment to the composition of certain
special committees under the Board of the Company were considered
and approved by the Nomination Committee.

On 10 August 2021, a meeting of the Nomination Committee was held
in the Company, at which a proposal of the change of an executive
Director was considered and approved by the Nomination Committee.

On 16 September 2021, a meeting of the Nomination Committee was
held in the Company, at which a proposal of nominating Mr. Zeng Feng
as the Chairperson of the Company was considered and approved by
the Nomination Committee.

On 28 September 2021, a meeting of the Nomination Committee
was held in the Company, at which a proposal of the change of an
independent non-executive Director was considered and approved by
the Nomination Committee.

O0O0O0O00O0O0OO0O0OO0OO00Ce0O0OOODOODODO
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During the Reporting Period, the attendance of the meetings by the
committee members was as follows:

CEOE O O EesE

ooooocooOoOOOCOoOOoOooo

Name oo

Mr. Yin Xiaobing (Chairman) 0o0oo0o0mooooo
Mr. He Xifeng ooooano

Mr. Johnson Wan ooooo

Mr. Zeng Feng oooao

Ms. Guo Yumei ooooao

4. Strategy and Investment Decision Committee 4.

During the Reporting Period, the Strategy and Investment Decision
Committee of the Company consists of three members, including two
executive Directors and one independent non-executive Director, and
the committee shall be chaired by an executive Director. The members
include Ms. Guo Yumei (OO O O) (chairperson, and ceased to serve
as relevant position since 16 September 2021), Mr. Zeng Feng (O
00 ) (chairman, appointed on 16 September 2021), Mr. Luo Yun (O 0O)
and Mr. Yin Xiaobing (O O O ). Except for Mr. Yin Xiaobing, who is an
independent non-executive Director, all other members are executive
Directors.

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
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.

Number of meetings
attended/should

attend Attendance rate
gooonoao

gooo gogo

6/6 100%

0/3 0%

3/3 100%

2/2 100%

4/4 100%

oooooooOooao

obDoo0oo0oooOOoDbDOooOO0oOoOoOOoDbDOooO0OoDn
oooooOoocbOOoOooDbDOobDOoOooboOoOoao
ooooo0oO0o0oOocO0OO0o0OO0OO0OO0ooO0O0o0O0OOmOo

O

a
O
O

O o0Oooodg
OoOoo0oogoao

O

O
O
0

002021090160 0000000000
ObooOoo0ooz021090160 0 00O
oooobooooooboobDoooooonn
gooooooODOoOOOO0OO0OO0Oooo

gobooooobOooooboOocobooooano
ooooODoooooobOoboooooOonn
gooDooooDOoOooOO0oooOoDbDOoo0ooOOo
oopooOooOooboOobDOooOoooono
ooooOooOoOoOOoCcOooo
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During the Reporting Period, the Strategy and Investment Decision O0o0o0o0oO0oOoOooUOoOoOOoOooOoo3ooon

Committee held 3 meetings. Details are as follows: ooogo

On 8 January 2021, a meeting of the Strategy and Investment Decision 02021010800 0000000000000
Committee was held in the Company which discussed and reviewed 0000000000000 00D0OO020210 0
2 proposals concerning the investment plan of the Company for 2021 000000202100 00002000000
and the financing plan of the Company for 2021 and were approvedby 000000000 O0OOOOOO

the Strategy and Investment Decision Committee.

020210120130 0000000000000
Decision Committee was held in the Company which discussed and 0000000000 DO0O000D0OOD0?20210
reviewed the proposals concerning the implementation of financing oooooDoO0oooz220000000000

gooboobobooboboooboo

On 13 December 2021, a meeting of the Strategy and Investment

plan of the Company for 2021 and the financing plan for 2022 and
were approved by the Strategy and Investment Decision Committee.

O

202101202400 000000000000
ooobOOoooO0oOobDOOoDOOooOOoDbooOoOoDO
ooooo

On 24 December 2021, a meeting of the Strategy and Investment

O

Decision Committee was held in the Company which discussed and

O

reviewed the proposal on the Company’s proposed acquisition of
assets.

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

Number of meetings
attended/should

attend Attendance rate

oooooaod
Name oo oooao ooao
Mr. Zeng Feng (Chairman) 0Oo0o0ooooo 2/2 100%
Mr. Luo Yun oooao 3/3 100%
Mr. Yin Xiaobing gooooao 3/3 100%
Ms. Guo Yumei gooooano 1/1 100%
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. The Company’s selection of candidates will be subject to oooooDooooooopooooao
a series of standards regarding diversity, including but not oooooobOoOoOoDpoooooooao
limited to sex, age, cultural and educational background, races, oooooDOooDoooOoooOooooOooao
professional experience, technique, knowledge and term of ooooooooDoDOooDoDoooooan
service. The final decision will be made based on the strength ooooooooooo

of the candidates and such contribution they can make to the
Board of Directors.

The Nomination Committee has selected new Directors pursuant to 0oo0oDooO0ooDOoDOooOOoooooDOooano
the requirements of the Diversity Policy of Members of the Board ooDooOooooOoDbDOooOOooOooobOoOoDnDao
of Directors, while a special meeting was held during the Reporting ocooooOoOoooOoOoooOoooooooo
Period to review the implementation and progress of the Diversity oooooooooooo

[}

Policy of Members of the Board of Directors, with a view to achieving
the objective of diversifying the members of the Board of Directors.

The composition of the Board of Directors, the background of its OO0 0000 OO0O0OCOOO0OOOOOOO
members and procedures of selection of new Directors duringthe 00000000000 OOOOOOOODOO
Reporting Period are in line with the requirements of the Diversity oopooooooooooo

Policy of Members of the Board of Directors. At the end of the

[}

Reporting Period, an analysis of diversification of the Board of
Directors is as follows:

Percentage in the
members of the

Item Category Number Board of Directors
oo oo OO0 0O0O0O0OO0OO0oOoo
Gender Male 5 56%
oo oo
Female 4 24%
oo
Age 40 to 50 4 44%
0o 400 0O 500
51 or above 3 56%
510 0 O
Post Executive Director 3 33%
oo oooao
Non-executive Director 3 33%
ooooao
Independent non-executive Director 3 33%

ooooooao
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Item
oo

Length of service as Board
members
oboooobooooda

Experience in water
treatment industry
0O0oo0ooo

Major or expertise
ooooao

In terms of employee diversity, as of 31 December 2021, the Company
had a total of 1,403 employees, of which 919 were male and 484
were female, accounting for 65.5% and 34.5% of the total number of
employees respectively. Due to the special nature of the Company’s
industry, there is a greater proportion of male employees in front-line
production operations in the Company’s production units, while in
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Category
oo

Within 1 year

100

1 to 3 years (including 3 years)
103000300

3 to 6 years

30060

1 to 5 years (including 5 years)

105000500

5 to 10 years (including 10 years)
5010000 1000

10 years or more

o00o

Engineering, project and operational management
oooooooooao

Finance and accounting

goooo

Law

oo

non-front-line production positions, we will attach importance to gender

balance and diversity.

Number
Ood

Percentage in the

members of the
Board of Directors
goooooooao

33%

33%

33%

56%

11%

33%

33%

56%

11%

O0oo0oD0OOO0ODDODD20210 120310000
oo0oo0D14030000000091900000D0OO
484000000 00 0O 655%034.5%00 000
obooooocOobODobOOoocOoocbOoDbOoooOoaon
oooooooooooooooooooooo
oooooooODDooOoooooooooo
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F. RISK MANAGEMENT AND INTERNAL F. obobobooag

CONTROL
The Board acknowledges its responsibility for the effectiveness of risk U U OO D000 0000000000000O
management and internal control systems of the Group. The Board DU O 000000000000 O0O00O00O00O00O
has overall responsibilities for maintaining a sound and effective risk 0000000000000 00000000O00O
management and internal control systems of the Group inorderto 0 H0 0000000000000 O0O00O0O00O00O
protect the interests of shareholders and the Group as awhole and U 0000000000000 O0O0O0O0O0000O0
to ensure strict compliance with relevant laws, rules and regulations. H 0000000000000 O0000000
The systems include a defined management structure with limits of D O 0000000000000 00000O00O
authority, and are designed for the Group to identify and manage the 0 U O 000000000000 O0O00O00O00O00O
significant risks to achieve its business objectives, safequarditsassets [0 OO0 0000000000000 0000O
against unauthorised use or disposition, ensure the maintenance 0000 00000000000O000O00O00O
of proper accounting records for the provision of reliable financial U HI0O 0000000000000 O0O00O00O00O
information for internal use or for publication, and ensure compliance U000 000000000000 O00OO00O00O
with relevant laws and regulations. The systems are designedto U O OO0 OO0O0O00000000000O000O0
provide reasonable, but not absolute, assurance against material 0 U000 O00000000000000000O
gooboooooooooooo

misstatement or loss, and to manage rather than eliminate risks of
failure in the Group’s operational systems and in the achievement of
the Group’s business objectives. Internal control and risk management
systems are reviewed annually and adjusted in a timely manner in line
with the Company’s business development and operations to ensure
their continued effectiveness.
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We have established a set of consolidated risk management policies
and measures for purposes of identifying, evaluating and managing
the operating risk. Our Audit Committee is responsible for monitoring
the Group’s financial control, internal control procedures and risk
management system and reporting on the same to the Board. The
internal audit department formulates an annual internal audit plan
and establishes a regular internal audit mechanism, a dynamic
management mechanism for internal audit and rectification, and a
mechanism for the coordinated use of audit results. Regular reports
on audits and rectification are made to the Audit Committee and the
Board of Directors. We have appointed an external long-term legal
advisor to discuss and provide professional guidance on issues
that may arise in the Company. The Company has integrated its
compliance management and review responsibilities into the daily
compliance management work of all functional departments, and has
proactively carried out compliance risk identification and potential
hazard investigation. The Company has carried out coordinated,
organised and planned management activities, including system
formulation and implementation, risk identification, compliance review,
risk response, responsibility investigation, assessment and evaluation,
and compliance training, with comprehensive coverage and clear
responsibilities.

During the year, the Audit Committee reviewed the effectiveness of the
Group’s risk management and internal control systems. The internal
audit department reviewed, followed up and reported to the Audit
Committee from time to time on the operational and financial reports,
compliance and risk management reports, budgets and business plans
provided by the management. The Audit Committee also regularly
reviews the Group’s performance, risk management and internal
control systems and discusses on the same with the Board. The Board

CEOE O O EesE
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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. 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
betwehe ibu2
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The procedures by which the Company examines the effectiveness of
the risk management and internal supervision system shall include:
to formulate an appraisal proposal, to establish appraisal team, to
implement on-site test, to identify and control defects, to summarise
and compile the appraisal results, and to prepare an appraisal
report. The Company shall authorise the internal audit department
to be responsible for the specific organisation and implementation
of the appraisal on internal control. The Company shall put forward
some confirmed opinions after conducting comprehensive analysis
on the defects in internal control. Then, the Company shall make a
final confirmation after it has carried out the review pursuant to the
stipulated authority and procedures and shall classify such defects
as material defects, important defects and general defects based
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.

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.

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
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. We attach importance to various
environmental, social and governance risks and the Board and
management have overall responsibility for these risks. In addition, the
Company has a safety management department to regularly manage
and monitor the environmental and social risks faced by the Company
and has established a series of systems and contingency management
plans and is responsible for reporting to the Audit Committee and the
Board when there are significant changes to the relevant risks so that
timely effective measures can be taken to reduce the risks and mitigate
the damage in a timely manner.
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In addition, the Company places a great emphasis on inside 000000000 OOCODOOOOOOOOOO
information management. For the purposes of strengthening the 0ooooooDDOoOoCcOoOoOooooooooao
confidentiality of inside information, maintaining the fairness of oooD0oOoooDOoOooDoDOoOoOoODOoOoDoOoan
information disclosure and protecting the legal interests and rights 0000 OO O000OCOO0OO0OOCOCOMOODOO
of the general investors, the Company formulated the Information 000000000000 DO0oOOo0o0DOn
Disclosure System of Kunming Dianchi Water Treatment Co., Ltd. 0 O 0oo0oDooOoooDoDoOoooOooDoOomoOooan
000000O0O0OO0COO0O0O0O0O0O0OoOo),thelinternalReporting 00000000 OODOOOOODOOOOOODO
System of Material Information of Kunming Dianchi Water Treatment ooooOO0ooO0OoDoOOoDbDOoboOOoobODoDbDOooo
Co,lLd. 00O O0OO0OOOOODODOODODOODODODODODODUD OODODUOODOOOODODODODODODOODODOOOOO
and other internal documents and formed the lawful and compliant 000000 OCO0O0OO0OOO0OOOOODOOCOO
information disclosure mechanism in accordance with the requirements OO 00 0000000 O0OO0OOOOCOOOOOO
of relevant laws and regulations, the Listing Rules and other regulatory 0Ooooo0oOooDOoDOooOOooOOoDOoODoDOooOOaon
documents. During the Reporting Period, the Company carried out OO 000 OO0

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 information disclosure. The

Chairperson is the first officer in charge of the 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.

G. DIVIDEND POLICY G. googo

According to the Company Law in China and the Articles of Association OoDo0oDooo0ooDOoDOooOoOoOoOooOnDOOan
of the Company, the Company can only pay dividends from the 00oo0DoDoo0oDoo0Doo0oDoDOoOoooDOo0Oaon

after-tax profits after making the following distribution: oo

. Compensation for accumulated losses (if any); . ooooooooodm

. Allocating the equivalent of 10% of after-tax profits to the oooobDOoo0oo0OO0o0i10%000000
statutory reserve; and oooo

. The amount (if any) approved by the shareholders at the Oo00ooooU0ooDooU0ooDoDoOomooo
general meeting will be allocated to arbitrary provident fund. ooooooood

After the statutory reserve fund has reached and maintained at50% OO0 OOOCO0OOO0OO0O0OO0O00OOOS50%0 00
or above the registered capital, no further transfer is required. The 0000 o0o0o0DoDDoODoODoO0OoO0Oo0o0o0o0oo0on0an
Company’s distributable profit in relation to the above transfer and 00oo0DoDoOo0oODoo0DOoOo0oDoDOoOOoocoOoDoDOo0Oan
the Company’s dividend distribution are expected to be paidby 0000000000 O0OODOOOOCOOOOO
after-tax profit determined in accordance with the Generally Accepted 00ooooooom oo

Accounting Principles in China or IFRS, whichever is lower.
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J. SHAREHOLDERS’ RIGHTS J. ogooo

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

In accordance with the provisions of the Articles of Association of the gooopDOoDoOOCOoOoOooooooooao

00000000 0DDOO0DO0oO0ooDOoOUoOoOoO

0000000000 0DOoOOooOOoDUOoOoOOo

ooooooo

Company, the shareholders shall be entitled to the following right: A
shareholder solely holding or shareholders aggregately holding more

O oo od
O ooo

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.

2. Shareholders have the right to submit an interim draft 2. 0o0ooooooDoDooooooooan

resolution to the Company at the general meeting

It is also provided in the Articles of Association of the Companythat O OO0 O0O0OO0O0OOCODOOOOOOOOOO
when the Company is to convene a general meeting, a shareholder 0000000 O0OOoO0OoOO0oQCO0oODobDoDbDoo
holding more than three percent (inclusive) of shares having voting oooooooDoDDoDoOoCOoOoOoooooooDooo
powers in the Company shall have the right to submit an interim draft oo0oo0DoDoOooDooDoooDoooooDOo0Ooaon
resolution in writing to the Company. Being located at the Company’s 0Oo0oo0oDo0oo0ooDDOooDOo0oOOo0Oo0DOoODOODn
registered office in China and the Company’s headquarters, the Office 00o0D0oO0OoO0DOoOO0OoO0oDOoOOoOOoOODOOOon

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 3. opopoooooao

As for the inquiry required to be concerned by the Board of Directors, ooooooOoDoDoUoDODoOooomooood
the shareholders may send an email to the email address at dshbgs@kmdcwt.comOO 0O 0 00 0O 00O 0O OO
dshbgs@kmdcwt.com for the Board of Directors or a letter to the 0oo0ooooooDoDooOOoOoOoooooog
following address. The Company will timely process all the inquiries in

an appropriate manner:

No. 7 Water Purification Plant oooooooao
Dianchi Tourist Resort ooooooano
Kunming City, Yunnan Province, the PRC ooDooooao

(For the attention of the Board) opooooooooo
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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,
encourage shareholders to attend general meetings to ensure a high
level of accountability and to keep them informed of the Company’s
strategy and objectives. It also carries out investor relations activities
through a combination of channels such as setting up an investor
hotline, emails and holding results presentations for shareholders
to express their views, in order to keep the communications with
shareholders, and to timely satisfy the reasonable demands of all
shareholders.

L. INVESTORS RELATION

The Company believes that good investors relation may help build
more stable and consolidated shareholder base. As a result, the
Company has been and will be dedicated to maintaining a higher
degree of transparency, observing the Listing Rules and timely
providing investors with comprehensive and accurate information,
and constantly performing the obligation of the listed company
on information disclosure. Investors can download and review
the Company’s regular reports, financial statements and trading
announcements on the websites of the Stock Exchange and the
Company.

Currently, although the Company has reduced direct face-to-face
communication with investors due to the impact of the COVID-19
pandemic, it actively strengthens its communications with investors
via investor special line, conference calls, online roadshows, making
voluntary information disclosure and others so as to enable investors
to understand the corporate strategy and business operation of the
Company in a timely manner.

The Company will continue to maintain open-up and effective investors
communication policies for the purposes of timely providing investors
with the latest information on the Company’s business subject to the
compliance with the relevant regulatory provisions.

K.
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M. ARTICLES OF ASSOCIATION M. ogooo

During the Reporting Period, due to the change of the company name 000000000 DOoOoOO0ooOOoOoODOoODOOaOn
of one of the promoter shareholders of the Company, the nameofsuch 00000000000 OO0OOOOOOOOO
promoter shareholder involved in the Articles of Association has been ooooO0ooO0bODOobDOooOOoobOoDbDOooOoo
amended in accordance with the relevant laws and regulations and the ooooO0ooO0ooDoDOoDoOOooooDbDOoDoOoo
relevant provisions of the Articles of Association of the Company. For 2021040280 0 00000 000000O0O0OO
details, please refer to the Company’s announcement dated 28 April oooozo000 000000000000
2021. The proposed amendment to the Articles of Association was oooooooo

approved by way of a special resolution at the 2020 AGM.

During the Reporting Period, save for the above amendments, there oo0o00O0oO0ooO0OOoO0OoOooOooOoooooooo
were no other amendments to the Articles of Association.

N. ENVIRONMENTAL, SOCIAL AND N. goooooooogao
GOVERNANCE REPORT

During the Reporting Period, the Company has complied withthe Qoo pooooOO0O0O0O00@MOO0O000000O0
provisions of “Comply or Explain'D“0 O O O O 0O "Ostated in the 000 0MOoo0o0o0oo0ooooooooooon
Environmental, Social and Governance (“ESG”) Reporting Guide. The 00000000000 OoOoooOoOoooooaon
Environmental, Social and Governance Report is set out in Chapter 13 ooooooo

of the “Environmental, Social and Governance Report” of this annual

report.
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O. CORPORATE CULTURE

Corporate culture is the soul of an enterprise, one of the cornerstones
for the implementation of corporate strategies and a source of vitality,
health and sustainable development. The Company attaches great
importance to the creation and inheritance of corporate culture. The
Company upholds the business philosophy of “Consummation and
Sustainability”, positions itself as a comprehensive service provider
of ecological and environmental protection and management with
international operation, and adheres to the value of “Advocating
science, daring to be the first, pursuing excellence, serving
customers”, with the mission of unleashing its own potential,
actively expanding the domestic and international ecological and
environmental protection and management markets, providing basic
protection and professional services for environmental protection
and management, ecological civilization construction and economic
and social development, and creating wealth for shareholders and
value for society. As a state-owned listed enterprise, we adhere to the
principle of “developing an enterprise with integrity and creating our
culture with virtues”, and adopt integrity and self-discipline as the code
of conduct for all management and staff. The Company’s corporate
culture is communicated through a top-down approach to ensure that
it is in line with the Company’s development strategy and development
stage. The Company conducts annual training for its staff to enable
them to understand the corporate culture and their code of conduct
at work, so as to achieve unity and clarity of purpose and to ensure
that the Company’s business strategies and plans are successfully
implemented.
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l. COMPOSITION OF THE BOARD OF OO0 OOOOO
SUPERVISORS

As of 31 December 2021, the Board of Supervisors of the Company 0020210120310 00 000000030 O000O
consists of three Supervisors, of whom one is a shareholder 0001000000 0o20000000000
representative Supervisor and two are employee representative 00300000000

Supervisors. The Supervisors are appointed for a term of three years

and may be re-elected.

The composition of the Board of Supervisors of the Company is as oooooooooooa

follows:

Name Position Appointment date

00 oo oooo

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

ooao 0O0oo0ooooOooOooo 20110 10 190

Yao Jianhua Employee Representative Supervisor 19 January 2011

0ooo opooooao 20110 10 190

Shao Wei Shareholder Representative Supervisor 7 May 2016

oo oooooao 20160 50 70

. MEETING OF THE BOARD OF SUPERVISORS UU 0000000

In 2021, the Board of Supervisors of the Company convened 30 2021000000000 00030000000O0
meetings of the Board of Supervisors in total. All meetingswere 000000000000 0O0O0ODOOOO0O0O0O
conducted in accordance with relevant procedures and regulationsand 0000000000000

all resolutions were legal and valid. The attendance of the supervisors

is as follows:
Number of meetings attended/
Name should attend Attendance rate
On0 oo0oooooooao ooo
Na Zhigiang 30/30 100%
ooo
Yao Jianhua 30/30 100%
000
Shao Wei 30/30 100%
0o
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00002021090200000000000
oboocooOooocoboOooooboooooan
oboooOoocoooOooboOoooooooonoan
O0ooooOoODDODOoOOoOOoOO0oO0oooOoocooDOoOan
0o0ooo0oo0ooDDOOoOOOO0oOO0OoooooDDOoon
coooobooOooOoooooooooooao
oboobooocoooOoooooobooOoooooan
ooooboooocobOobOooooobooooon

During the Reporting Period, on 2 September 2021, Ms. Guo
Yumei, the resigned former Chairperson of the Company, was
under disciplinary inspection and supervisory investigation by the
Disciplinary Inspection Committee of the CPC of Kunming City and
the Kunming Municipal Supervisory Commission for alleged serious
violations of disciplines and laws. The Board of Supervisors believes
that the existing Directors and senior management of the Company

OoOooOoooogao

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 000 oDooooooo

0202101203100 000000000000
Oo0oo0oO0ooO0ooOOoOoOoDOooOOoOoOooooOo
of the Company. The Board of Supervisors believes that during ooDOd0ooO0oO0oDOO0OoCO0OoooOonoooo

As of 31 December 2021, the Board of Supervisors of the Company O
O
O
the Reporting Period, the Company has diligently implemented the 0000 ooo0ooo0Do0m@ooooooogan
O
O
O

carefully reviewed the relevant financial information and audit reports

Accounting Law, the Accounting Standards for Business Enterprises, O00DDoO0OO0O0o0DbDOOD202200 00000
the International Accounting Standards and other relevant financial Oo0o0DO0ooOo0oo0DOoDOoDoDOooOoooOoDaO
standards, with compliant and effective accounting and financial Oo0o0DOooO0oOoO0oDOoODODOoOOoOOoOOoOOoODOO
management in place. The financial accounting reports issued foreach 000000000 O0OOOOOO

of the periods in the year 2021 presented a fair and true view, in all

material respects, of the financial position and results of operations

of the Company and did not contain any false entries, misleading

statements or material omissions.

(4) Monitoring the connected transactions of the Company 000 ODOooDooooboao

The Board of Supervisors reviewed the connected transactions oo0oooDoOooooDoooDooooDOoOoan
that took place during the Reporting Period and examined the 0o0o0o0oDoDoOo0oOoDoDoOooOooooDooOoon
decision-making process in relation to these transactions. The Board of 0000000000 DO0OoDO0OoOOoDOoODOoOaOn
Supervisors believes that such connected transactions were conducted oo00oDo0ooo0ooDoDoOoOoDoDOooOoOoooOoooan
on normal commercial terms, were fair, equitable and reasonable,and 0O 0O OO0 OO

there existed no damages to the interests of the Company and other

shareholders.
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(5) Monitoring the establishment and implementation of
internal controls of the Company

The Company has established a rather complete internal control
system, which was in compliance with the requirements of the relevant
laws and regulations of the state and meeting the actual needs of
production, operation and management of the Company. Such system
could be effectively implemented. The establishment of the internal
control system has produced effect on better risk prevention and
control on various sectors of production, operation and management of
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.

(6) Monitoring the information disclosure by the Company

In strict compliance with the Company Law of the People’s Republic of
China, the Securities Law of the People’s Republic of China, the Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited and other relevant laws and regulations, the Company,
the Board of Directors and the management fulfilled their obligations
to disclose information that may have a material impact on the share
price of the Company and information required to be disclosed by
the Stock Exchange within the prescribed time, on the prescribed
media and in the prescribed manner in a true, accurate and complete
manner, and reported to the regulatory authorities in accordance with
relevant requirements without any false entries, misleading statements
or material omissions.

(7) Conducting collective or special supervision and
inspection

In order to further improve the level of decision-making in a lawful,
democratic and scientific manner, and to diligently implement the
requirements of the “Three Important and One Large Matters”
decision-making system as stipulated by the higher regulatory
authorities, the Board of Supervisors participated in the special
inspection on the implementation of the “Three Important and
One Large Matters” decision-making system of the Company, and
carried out inspections on matters requiring rectification. The Board
of Supervisors is of the view that during the Reporting Period, the
Company has improved the system construction, strengthened the
supervision of decision making, standardised the decision making
conducts and enabled risk prevention in the decision making of major
issues, which facilitated the healthy development of the Company.
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IV. 2022 ANNUAL WORK PLAN oQd 2022000000

In 2022, the Supervisory Committee will continue to strictly comply with 2022000 0 00000000 O0QCOO00OOO
the laws, regulations and the Articles of Association of the Company, 0Co000oooUOoOooooDOoUooooOooooao
faithfully and diligently perform its duties and obligations to effectively ooDooO0ooQoO0OoDOOoDOooooOoobDOooOoo
safeguard the interests of the Company and its shareholders, and oodbDooooooDoooooOoooooooao
ensure the standardized and healthy operation of the Company. In ooono

the coming year, the Board of Supervisors will perform its supervisory

functions in the following aspects:

go0oO0ooooooz202200000000
oOddooooooooooooo
ooooooobDoobOooood
ooooooooobooooooo
gooooDoOoOOoOooOOoOoOoooooao
oooooooOoobOooooood
ooooo

(1) Diligently performing duties according to relevant laws and 0O0O0O

Oo0oooOoood
Ooo0oo0ooOoao

ooo oooooooOoOoococooooooaon
gooooOoOoOoOOOODODODODODODODOO
oooooDoooOooO0obDoooOOoaon
ooooDbDOoooOOoo0OOoDbDOoDbOOaon
gooooooDoDoOOoOOO0OO0oOoooooo
obOobOooocOoooboooOooooao
oooooOoocoOoooooocooao

oooooooOoOOoOOocOoOoOooo

Oo0OoOooOooooQgao

ooo oooocoOoobOoobzozz000 00
oooooOoooboDOoooOOooO0Od
gooooooOoOoOoOoDOooooon
goooooDOOooobDOoooDOoooOd

ooao

O o0Oood
O o o0oo O

166 2021 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT
L O Ol (1AL SEF Clai

ooooooooOooOooooooan
oooooooooooooooooon

oo

oooobOoO0b0O1ve0 003180000000
o000 boooOOoooomomooomm
oo0o0oo0oo0OO0oo0o00O0000De20210 120 310
oooooocoooOoOooOoocoOobOoo0oan
oooooooODoOOooooOoooooooooan
ooooooooODoODoOocoOoooooooao

oooooooboOoboOoooooOoboooan
oooomoobDoo0ocobDooomaooan
ooooo0DmoooooOocooo0oonao?20210
1203100000000 000O0O00O00O0O00O0
ooooooooooomm

aw &p .b® 2021 ES 167



168 2021 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER ELEVEN

KEY AUDIT MATTERS (continued)

INDEPENDENT AUDITOR’S REPORT (Continued)
O 0O 0O CheEeisk [VE L G

L8 o
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Db booomog

KEY AUDIT MATTERS (continued) oooboog

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 2021, the carrying amount
of receivables under service concession arrangements
amounted to approximately RMB2,737,814,000, 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
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KEY AUDIT MATTERS (continued) L8 o
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OTHER INFORMATION

The directors of the Company are responsible for the other information.
The other information comprises the information included in the
2021 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
concern and using the going concern basis of accounting unless the
directors of the Company either intend to liquidate the Group or to
cease operations, or have no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the
Group’s financial reporting process.

INDEPENDENT AUDITOR’S REPORT (Continued)
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CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT (Continued)
OO 0O D (1.0 O FEL Sy

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF
THE CONSOLIDATED FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the
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
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
guarantee that an audit conducted in accordance with HKSAs 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
financial statements.

As part of an audit in accordance with HKSAs, we exercise professional
judgement and maintain professional skepticism throughout the audit.
We also:

. Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or
error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

. Obtain an understanding of internal control relevant to the audit
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Group’s internal control.
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CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT (Continued)

ogboobobogdon

AUDITOR’S RESPONSIBILITIES FOR THE 0O 00O

AUDIT OF THE CONSOLIDATED FINANCIAL OO0
STATEMENTS (continued)

. Evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and related
disclosures made by the directors.

. Conclude on the appropriateness of the directors’ use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt
on the Group’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to
draw attention in our auditor’s report to the related disclosures
in the consolidated financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may
cause the Group to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent
the underlying transactions and events in a manner that
achieves fair presentation.

. Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely
responsible for our audit opinion.
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CHAPTER ELEVEN INDEPENDENT AUDITOR’S REPORT (Continued)
OO 0O D (1.0 O FEL Sy

AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

We communicate with those charged with governance regarding,
among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement
that we have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on our
independence, and where applicable, actions taken to eliminate threats
or safeguards applied.

From the matters communicated with those charged with governance,
we determine those matters that were of most significance in the
audit of the consolidated financial statements of the current period
and are therefore the key audit matters. We describe these matters
in our auditor’s report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances,
we determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such
communication.

Mazars CPA Limited
Certified Public Accountants
Hong Kong, 25 March 2022

The engagement director on the audit resulting in this independent
auditor’s report is:

Fung Shiu Hang

Practising Certificate number: P04793
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
D000 bobobobobiboidonn

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0 0O O

Year ended 31 December
00120310000

2021 2020

20210 20200

Notes RMB’000 RMB’000
oo ooooo ooooo

Revenue oo 5 2,317,738 1,919,423
(1,592,956) (1,240,246)

O
(]
(]
(&)}

Cost of sales

Gross profit oo 724,782 679,177
Selling expenses oooano 6 (13,705) (13,703)
Administrative expenses oooao 6 (140,477) (151,365)
Research and development expenses oooao 6 (7,299) (7,398)
Net impairment losses on financial assets goooooooooo 10 (59,593) (26,671)
Other income/(expenses) — net oooomooooo 7 28,025 (42,845)
Other losses oooo 8 (3,365) (7,671)

Operating profit goooo 528,368 429,524

Finance income oooao 9 83,705 71,789
Finance costs goooo 9 (213,652) (85,520)

Finance costs — net gooooooo 9 (129,947) (13,731)

Share of results of associates
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME (Continued)
U EO 0800 8OO0 OO0 ChAassy TR TSN S

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0O O O

Year ended 31 December
00120310000

2021 2020
20210 20200
Notes RMB’000 RMB’000
oo ooooo ooooo
Other comprehensive income oooooo
Item that will not be reclassified to profit or loss: [0 0 00000000
ooog
Surplus on property revaluation upontransferto 00O OO OO0 0000
investment properties (Note 15) Oo000oooiso 11,145
Item that may be reclassified subsequently ooooooooo
to profit or loss: oooooo
Exchange differences on consolidation oooag (1,219) 2,145
(1,219) 13,290
Total comprehensive income for the year ocooooooao 338,332 363,718
Profit attributable to: ooooo
— Equity holders of the Company goooooogod 338,278 348,547
— Non-controlling interests ooooooao 1,273 1,881
339,551 350,428
Total comprehensive income attributable to: ooooooooao:
— Equity holders of the Company opopboooooogoao 337,059 361,837
— Non-controlling interests opoooooo 1,273 1,881
338,332 363,718
Earnings per share for profit attributable to Ooo0ooooooooo
equity holders of the Company 0oooooooaon
(expressed in RMB per share) oooooooooo
— Basic and diluted earnings per share oooocoooooao 14 0.34




CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
D000 ooootoonin

AS AT 31 DECEMBER 2021 [J 20210 120 310

2021 2020
20210 20200
Notes RMB’000 RMB’000
oo Oooooon ooooo
Non-current assets ooooao
Investment properties oooano 15 276,377 273,755
Right-of-use assets/land use rights goooooooooo 16 424,945 437,025
Property, plant and equipment goooooooo 17 2,637,090 2,840,698
Receivables under service concession gOoooooooo
arrangements oooao 18 2,732,351 2,420,630
Amounts due from customers for construction gooooooooo
contracts 19 559,714 612,729
Contract assets oooao 20 249,825 —
Intangible assets oooao 21 313,494 329,289
Investments in associates oooano 22 12,793 14,521
Deferred tax assets oooooDoo 23 84,490 73,606
7,291,079 7,002,253
Current assets oooo
Receivables under service concession gooooooaao
arrangements oooag 18 5,463 6,562
Inventories oo 24 16,595 11,759
Amounts due from customers for construction goooooooao
contracts 19 22,785 26,954
Financial assets at amortised cost goooooooog
oagd 26 294,000 300,000
Trade and other receivables goooooooooag 27 2,884,020 2,391,034
Cash and bank balances oooooDoo 28 1,504,346 749,940
Restricted funds ooooan 28 49,650 7,990
4,776,859 3,494,239
Current liabilities ooodo
Trade and other payables gooooooood 29 678,982 699,096
Tax payables oooano 97,494 96,091
Borrowings oo 31 4,212,914 1,884,963
Lease liabilities oooao 30 - 1,168
Contract liabilities oooao 29 7,505 45,493
Financial liabilities at fair value goooooooooag
through profit or loss oooo 25 110,450 84,613
5,107,345 2,811,424
Net current (liabilities) assets 0oooooooo (330,486) 682,815
Total assets less current liabilities oooooooo 6,960,593 7,685,068
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF FINANCIAL POSITION (Continued)
CL0 &Y O O.0 B OO0 0 Cleasisr [1E LES] S

AS AT 31 DECEMBER 2021 [ 20210 120 310

2021
20210

Notes RMB’000
oo oooaoao
Non-current liabilities opooogono
Deferred revenue oooaog 32 245,267
Borrowings oad 31 2,193,023
Deferred tax liabilities ooooooao 23 86,492
2,524,782
NET ASSETS ocoo 4,435,811
Capital and reserves ooooao
Share capital oad 33 1,029,111
Other reserves opoog 34 1,543,576
Accumulated profits oooag 35 1,854,715
Equity attributable to equity holders Ooo0oooooaon
of the Company oooao 4,427,402
Non-controlling interests oooooao 8,409
TOTAL EQUITY cooo 4,435,811

The consolidated financial statements on pages 176 to 318 were
approved and authorised for issue by the Board of Directors on 25
March 2022 and signed on its behalf by:

Zeng Feng Chen Changyong
Director Director

O1ve0 0031800 000000000000
20220302500 00000000000000

oooo

oo
oo

2020
20200

RMB’000
ooooo

248,429
3,081,966
82,246

3,412,641
4,272,427
1,029,111

1,523,380
1,712,800

4,265,291
7,136

4,272,427

oo
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
D000 ooootoonin

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0 0O O

Attributable to the equity holders of the Company
0oooo0ooO0O0o

Non-
Other  Accumulated controlling
Share capital reserves profits Total interests  Total equity
oo oooo goooo 00 O0O0Oogooao gooao
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ooooo ooooo ooooo ooooo ooooo ooooo
(Note 33) (Note 34) (Note 35)
0ooa33n 0oo340 oona3so
At 1 January 2020 0202001010 1,029,111 1,489,179 1,569,375 4,087,665 6,756 4,094,421
Profit for the year oooo - - 348,547 348,547 1,881 350,428
Other comprehensive income: oooooaon:
Item that will not be reclassified oooooooooo
fo profit or loss og
Surplus on property revaluation upon ooooooooooo
transfer to investment properties 000000150
(Note 15) - 11,145 - 11,145 - 11,145
Item that may be reclassified ooooooooo
subsequently to profit or loss oooono
Exchange differences on consolidation oooao - 2,145 - 2,145 - 2,145
Total comprehensive income fortheyear D OO00000 - 13,290 348,547 361,837 1,881 363,718
Transactions with owners: oooooooD
Contributions and Distributions ooooo
Dividends (Note 13) 00o0Woosg - - (184,211) (184,211) (1,501) (185,712)
Transfer to statutory reserves (Nofe 34(a)) 00 000070 0 34(a)l] - 20,911 (20,911) - - -
At 31 December 2020 020200 120 310 1,029,111 1,523,380 1,712,800 4,265,291 7,136 4,272,421
At 1 January 2021 0202101010 1,029,111 1,523,380 1,712,800 4,265,291 4,272,421
Profit for the year oooo - - 338,278 338,278 339,551
Other comprehensive income: oooooon
Item that may be reclassified subsequently [0 00000000
fo profit or loss ooooo
Exchange differences on consolidation oooao (1,219) (1,219)
Total comprehensive income fortheyear 0O0C0CO000DO 338,278 337,059 338,332
Transactions with owners: ggoooooo
Contributions and Distributions ooooo
Dividends (Note 13) 000000130 - (174,948) (174,948)

Transfer to statutory reserves (Note 34(a)) 00 00 0O 070 [J 34(a)

At 31 December 2021

020210120 310 1,029,111

21,415

1,543,576

(21,415)

1,854,715
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CASH FLOWS
O E GO OO 1 O O L e T [T S

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0O O O

Notes
oo
OPERATING ACTIVITIES oooao
Cash used in operations ooooooao 36(a)
Interest paid oooag
Income tax paid opoogono
Net cash used in operating activities ooooooooooao
INVESTING ACTIVITIES ogoog
Purchase of property, plant and equipment oo0ooooooooao
Purchase of intangible assets oooooao
Concessions that will form an intangible asset Ooo0ooooooooo
model under contract assets oooooooooo
Proceeds from disposal of property, plant and ocoooooooooao
equipment ooad 36(b)
Advances to related parties ocoooooo 38(b)(ii)
Repayments from related parties ocoooo 38(b)(iii)
Proceeds from disposal of financial assets oooooooooo
at FVPL ooooooao
gopooooooboao
Interest received oooag
Government grants received relating to ooooooooooao
purchase of property, plant and equipment 0oo0ooooooooo 32
Refund of government grants oooooao 32
Net cash outflow for the acquisition of ocoooooooooao
subsidiaries which are not businesses oooooooao
Purchase of financial assets at amortised cost goooooooooo
ooogd
Net cash from (used in) investing activities od 0ooooo
| g

2021
20210

RMB’000
oooon

(415,434)
(239,146)
(62,377)

(716,957)

(57,677)
(1,847)

(141,764)

422
(1,030,000)
1,380,000

(18,839)

230,908

2020
20200

RMB’000
ooooo

(339,349)
(217,040)
(57,078)

(613,467)

(186,776)
(5,089)

573
(1,000,000)
1,000,000

200,000

71,789

3,001
(10,000)

(64,231)

(300,000)

(290,733)
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)
gbooggobgboobobogoboboog

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0 0O O

Notes
oo
FINANCING ACTIVITIES oooo
(Increase)/Decrease of restricted funds ooomooooooao
Dividends declared and paid to the Company’s gooooDoooo
equity holders ooooooano
Dividends declared and paid to non-controlling ooooooooooo
interests of non-wholly owned subsidiaries oopoooooooo
New borrowings raised gooooao
Repayments of borrowings oooo
Repayments of lease liabilities goooooano
Net cash from financing activities OooooO0oooo0o0oo 36(c)
Net increase/(decrease) in cash and cash goooooooao
equivalents oom™moog
Effect on exchange rate changes goooooog
Cash and cash equivalents at the beginning gooooooo
of the Reporting Period ooooao
Cash and cash equivalents at the end gooooooo
of the Reporting Period ooooao
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2021
20210
RMB’000

ooooon

(41,660)

(174,948)

3,484,207
(2,023,065)
(410)

1,244,124

758,075

(3,669)

749,940

1,504,346

2020
20200
RMB’000
ooooo
59,976
(184,211)
(1,501)
2,211,000

(1,693,728)
(3,989)

387,547

(516,653)

(23,606)

1,290,199

749,940



CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
LSO E OO OO A1 O 1 L S CIAE T [ T

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0O O O

1. GENERAL

Kunming Dianchi Water Treatment Co., Ltd. (the “Company”) was
incorporated in Yunnan Province of the People’s Republic of China
(“PRC”) on 23 December 2010 as a joint stock company with limited
liabilities under the Company Law of the PRC and its shares are listed
on the Main Board of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”). The registered office of the Company is located at
Kunming Dianchi No. 7 Water Treatment Plant.

The Company and its subsidiaries (together, the “Group”) are
principally engaged in the development, design, construction, operation
and maintenance of water supply and wastewater treatment facilities
in the PRC. The activities of the principal subsidiaries of the Company
are set out in Note 39 to the consolidated financial statements.

2. SIGNIFICANT ACCOUNTING POLICIES

Statement of compliance

The consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards
(“IFRSs”) issued by the International Accounting Standards Board
(the “IASB”), which collective term includes all applicable individual
IFRSs, International Accounting Standards (“IASs”) and Interpretations
issued by the IASB and the disclosure requirements of the Hong
Kong Companies Ordinance. These consolidated financial statements
also comply with the applicable disclosure requirements of the Rules
Governing the Listing of Securities on the Stock Exchange (the “Listing
Rules”). There is no significant difference between the data recognised
through the IASs and the data recognised in accordance with the
Chinese Accounting Standards.

The consolidated financial statements are presented in Renminbi
(“RMB"), which is the same as the functional currency of the Company,
and rounded to the nearest thousands unless otherwise indicated.

The consolidated financial statements have been prepared on a
basis consistent with the accounting policies adopted in the 2020
consolidated financial statements except for the adoption of the new/
revised IFRSs that are relevant to the Group and effective from the
current year as set out below.
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
bbb boooomon

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0 0O O

2. SIGNIFICANT ACCOUNTING POLICIES 2. oooooooboog
(continued)

Adoption of new/revised IFRSs ooooooooooDoooooo
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
B0 & O 0.0 B OO0 0 Chassk CGE CIRESLL S

FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0O O O

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

Adoption of new/revised IFRSs (continued)

Amendments to IFRS 16: Covid-19-Related Rent Concessions
Beyond 30 June 2021

The amendments exempt lessees from having to consider individual
lease contracts to determine whether rent concessions occurring as a
direct consequence of the covid-19 pandemic are lease modifications
and allow lessees to account for such rent concessions as if they were
not lease modifications. It applies to covid-19-related rent concessions
that reduce lease payments due on or before 30 June 2022. The
amendments do not affect lessors.

The adoption of the amendments does not have any significant impact
on the consolidated financial statements.

A summary of the principal accounting policies adopted by the Group
is set out below.

Going concern

The Group had net current liabilities of approximately RMB330,486,000
at 31 December 2021. Notwithstanding the above, the Directors
consider the going concern basis of preparation of the consolidated
financial statements is appropriate after taking into consideration the
following:

(a) the Group is able to generate operating profits and cash inflows
from current and future operating activities; and

(b) at 31 December 2021, the Group has undrawn banking facilities
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
bbb boooomon

FOR THE YEAR ENDED 31 DECEMBER 2021 0O 00 20210 120 310 0 O O

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

Going concern (continued)

However, should the above measures not be able to implement
successfully, the Group may not have sufficient funds to operate as a
going concern, in which case adjustments might have to be made to
reduce the carrying values of the Group’s assets to their recoverable
amounts, to reclassify the non-current assets and non-current liabilities
as current assets and current liabilities, respectively and to provide for
any further liabilities which might arise.

Basis of measurement

The measurement basis used in the preparation of these consolidated
financial statements is historical cost basis, except for investment
properties, and financial liabilities at fair value through profit or
loss (“FVPL") which is measured at fair value as explained in the
accounting policy set out below.

Basis of consolidation

The consolidated financial statements comprise the financial
statements of the Company and its subsidiaries. The financial
statements of the subsidiaries are prepared for the same reporting
year as that of the Company using consistent accounting policies.

All intra-group balances, transactions, income and expenses and
profits and losses resulting from intra-group transactions are eliminated
in full. The results of subsidiaries are consolidated from the date on
which the Group obtains control and continue to be consolidated until
the date that such control ceases.

Non-controlling interests are presented, separately from equity holders
of the Company, in the consolidated statement of profit or loss and
other comprehensive income and within equity in the consolidated
statement of financial position. The non-controlling interests in the
acquiree, that are present ownership interests and entitle their holders
to a proportionate share of the acquiree’s net assets in the event of
liguidation, are measured initially either at fair value or at the present
ownership instrument’s proportionate share in the recognised amounts
of the acquiree’s identifiable net assets. This choice of measurement
basis is made on an acquisition-by-acquisition basis. Other types of
non-controlling interests are initially measured at fair value, unless
another measurement basis is required by IFRSs.
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
bbb boooomon

FOR THE YEAR ENDED 31 DECEMBER 2021 0O 00 20210 120 310 0 O O

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

Subsidiaries

A subsidiary is an entity that is controlled by the Group. The Group
controls an entity when it is exposed, or has rights, to variable returns
from its involvement with the entity and has the ability to affect those
returns through its power over the entity. The Group reassesses
whether it controls an investee if facts and circumstances indicate that
there are changes to one or more of the elements of control.

In the Company’s statement of financial position as set out in Note 41
to the consolidated financial statements, investments in subsidiaries
are stated at cost less accumulated impairment losses, if any. The
carrying amount of the investments is reduced to its recoverable
amount on an individual basis, if it is higher than the recoverable
amount. The results of subsidiaries are accounted for by the Company
on the basis of dividends received and receivable.

Associates

An associate is an entity over which the Group has significant
influence. Significant influence is the power to participate in the
financial and operating policy decisions of the investee but is not
control or joint control of those policies.

The Group’s investment in associate is accounted for under the
equity method of accounting, except when the investment or a portion
thereof is classified as held for sale. Under the equity method, the
investment is initially recorded at cost and adjusted thereafter for the
post-acquisition changes in the Group’s share of the investee’s net
assets and any impairment loss relating to the investment. Except to
the extent that the Group has incurred legal or constructive obligations
or made payments on behalf of the investee, the Group discontinues
recognising its share of further losses when the Group’s share of
losses of the investee equals or exceeds the carrying amount of its
interest in the investee, which includes any long term interests that, in
substance, form part of the Group’s net investment in the investee.
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
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FOR THE YEAR ENDED 31 DECEMBER 2021 0O 00 20210 120 310 0 O O

2. SIGNIFICANT ACCOUNTING POLICIES 2. ooooooouod
(continued)

Property, plant and equipment (continued) oooooooooooo

As described in Note 33(a) to the consolidated financial statements, 0000000033 Ouooooooooan
go0oDo0O0O0OO0OO0oO0ODO0O0ObODODOoOoODbDOoOoOD
oooooooobbbbooooooboobooao
goocoboobooboboobooboboobo
oooooboboooboooooooooao
goooOoobDbOooobOOoUoooooooboo
00000 oobDOoo0oo0oomoomoToo
g0noooOo0ooO0ooobobbobbbDbDOoo
gooTooC0OODOOODOODOODROOO

the Group received certain completed water supply or wastewater
treatment facilities as capital injection from its controlling shareholder
and undertakes the operation and maintenance of such facilities owned
by the Group in the concession period, during which the Group can
charge service fees based on the supplied water or treated wastewater
to recover its costs of investment, operations and maintenance and
obtain reasonable return, according to the concession agreement
entered into by the Group and the governmental authority
(“Transfer-Own-Operate” Model or “TOO Model”). Since the Group oooooODoOooOoDoooooboooooao
directed the use of the assets and controlled the significant residual ooooooooooobOOooooooodg
interest in the assets under the TOO Model during the concession ToOO OO OODOOOODOOODOOOOOOODOOOOO
period and the Group has the exclusive priority right to extend its

operation period and is not required to return these assets to the

governmental authority at the end of the concession period, the fixed

OoOooOooooQooooQg

assets under the TOO Model are accounted for as property, plant and
equipment.

ooooooooobODoOOoO0ooOoO0ooooao
goooooOobDOooOOooOooobooDOo
oooooooooOoOoocoooooooao
ooooooooooocobOooooooan
oooocoooOooooooOoooOOoonoao
ooooooooooo

Depreciation is provided to write off the cost less accumulated
impairment losses of property, plant and equipment other than
construction in progress, over their estimated useful lives from the
date on which they are available for use and after taking into account
their estimated residual value, using the straight-line method at the

O0Oo0oood
O oo0oooaQg
Ooo0oo0oogd

following rates per annum. Where parts of an item of property, plant
and equipment have different useful lives, the cost or valuation of the
item is allocated on a reasonable basis and depreciated separately.

Buildings and facilities 20 to 50 years oooooao 200 500
Machinery and equipment 8 to 18 years ooooao 80 180
Office and electronic equipment 3to 10 years ooooooano 30100
Motor vehicles 8 to 10 years oad 80 100
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
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FOR THE YEAR ENDED 31 DECEMBER 2021 [ [0 20210 120 310 0O O O

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

Property, plant and equipment (continued)

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected to arise
from the continued use of the asset. Any gain or loss arising on
derecognition of the asset (calculated as the difference between the
net disposal proceeds and the carrying amount of the item) is included
in profit or loss in the year in which the item is derecognised.

Construction in progress represents property, plant and equipment
under construction or pending installation and is stated at cost less
provision for impairment loss, if any. Cost includes the costs of
construction and acquisition as well as interest expenses during the
periods of construction and installation. When the assets concerned
are available for use, the costs are transferred to property, plant and
equipment and depreciated in accordance with the policy as stated
above.

The assets’ residual values and useful lives are reviewed, and adjusted
if appropriate, at the end of each Reporting Period.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount.

Gains and losses on disposals are determined by comparing the
proceeds with the carrying amount and are recognised within “other
losses” in the consolidated statement of profit or loss and other
comprehensive income.
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CHAPTER TWELVE CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
bbb boooomon

FOR THE YEAR ENDED 31 DECEMBER 2021 0O 00 20210 120 310 0 O O

2. SIGNIFICANT ACCOUNTING POLICIES 2. oooooWwoo
(continued)

Property, plant and equipment (continued) oooooooooooo

The Group transfers a property to, or from, investment property when, 0Oo0Do0oDo0o0O0D0DO0Do0O0oOOo0OoODOoODOOOn
and only when, there is a change in use. A change in use occurs when 0o0o0oDo0oO0oo0DOooOO0ooOOoDOoODOoDOOOn
the property meets, or ceases to meet, the definition of investment 000000 O0O00OOCO0DOOOOOOODOOO
property and there is evidence of the change in use. In isolation, a oboooOoooOoODoOooOoooooooooao
ch