B
I







2

CHAPTER ONE CORPORATE INFORMATION

oo OoOo0oao

REGISTERED NAME
OF THE COMPANY
oooooao

ENGLISH NAME OF THE COMPANY
oooooao

REGISTERED OFFICE AND
HEADQUARTERS IN THE PRC
Oooooooooao

PRINCIPAL PLACE OF BUSINESS
IN HONG KONG
ooooooao

WEBSITE OF THE COMPANY
oooao

STOCK CODE
ooood

LEGAL REPRESENTATIVE
OF THE COMPANY
ooooooao

AUTHORISED REPRESENTATIVES
oooaod

COMPANY SECRETARY
oooao

INDEPENDENT AUDITOR
ooooao

HONG KONG LEGAL ADVISER
TO THE COMPANY
oooooooao

2022 Annual Report Kunming Dianchi Water Treatment Co., Ltd.

goooooooooooao

Kunming Dianchi Water Treatment
Co., Ltd.

Water Purification Plant No. 7
Kunming Dianchi Tourist Resort
Yunnan Province

PRC

Room 1901, 19/F, Lee Garden One
33 Hysan Avenue

Causeway Bay

Hong Kong

www.kmdcwt.com

03768

Mr. Zeng Feng

Mr. Chiu Ming King FCG, HKFCG
Mr. Chen Changyong

Mr. Chiu Ming King FCG, HKFCG

Baker Tilly Hong Kong Limited
Certified Public Accountants
2nd Floor, 625 King’s Road
North Point

Hong Kong

Jingtian & Gongcheng LLP
Suites 3203-3207, 32/F
Edinburgh Tower

The Landmark

15 Queen’s Road Central
Central

Hong Kong

oooooooOooooad

Kunming Dianchi Water Treatment

Co., Ltd.

oooooooan
ooooooao
ooooooao

O

O o0oood
O ooo

0330
0019019010

www.kmdcwt.com

03768

w O 0o o O

32

O o o
O o a

O

0 FCG, HKFCG

0

0 FCG, HKFCG

[ |

O

Oo0oooooooao

00625020

oooo
oooao
000ao0ai1so
ooao

2030 32070



PRC LEGAL ADVISER
TO THE COMPANY
oooooooan

H SHARE REGISTRAR
HOOODODOAO

BOARD OF DIRECTORS
ooad

Executive Directors
ooood

Non-executive Directors
ooooao

Independent Non-executive Directors
ooooooo

BOARD COMMITTEES
oooooooaon

Audit Committee
ooooao

Remuneration and
Appraisal Committee
oooooooao

Nomination Committee
Oooooao

CHAPTER ONE

Yunnan Jianguang Law Firm

14th Floor, Block 2, Nanyuecheng
Guangfu Road

Xishan District

Kunming, Yunnan Province

PRC

Tricor Investor Services Limited
17/F, Far East Finance Centre
16 Harcourt Road

Hong Kong

Mr. Zeng Feng (Chairperson)
Mr. Chen Changyong (General Manager)
Mr. Luo Yun (ceased to serve

the position on 6 April 2023)

Ms. Song Hong

Ms. Ren Na (ceased to serve
the position on 6 April 2023)

Mr. Zhang Yang

. Wang Dongfang
. Zheng Dongyu
Mr. Ong King Keung

Ms.
Ms. Zheng Dongyu
Mr. Ong King Keung

Wang Dongfang (Chairperson)

Mr. Ong King Keung (Chairperson)
Mr. Zeng Feng
. Wang Dongfang

. Zheng Dongyu (Chairperson)
Mr. Zeng Feng
Mr. Ong King Keung

ooooooobooooao

O o oo
O o oo
O o oo

[}
O

O
O

[}
O

]
[}

O
O

CORPORATE INFORMATION
OO0 Oobod

oooooao
ooooao
ooao
20 140

oooooooan
000160
oooovo

oCwoooo
coooooo
OUoOoz02304060 0 0000

ood
Ooozo2304060 00000

0yooooo

O
O

0yooooo

wooooo

20220 0 0O O

3



4

CHAPTER ONE CORPORATE INFORMATION

god oogod

Strategy and Investment Decision
Committee
OO0oO0oOooOooOo

BOARD OF SUPERVISORS
ooad

PRINCIPAL BANKS
oooooao

China Everbright Bank
oooooo

Industrial Bank
oooao

China Construction Bank
oooooao

China Minsheng Bank
gooogo

Agricultural Bank of China
oooooo

Bank of Communications
oooao

Bank of China
oooaog

China Merchants Bank
oooao

Shanghai Pudong Development Bank
oooooooo

CITIC Bank
oooaod

2022 Annual Report Kunming Dianchi Water Treatment Co., Ltd.

Mr. Zeng Feng (Chairperson)
Mr. Luo Yun (ceased to serve

the position on 7 February 2023)
Ms. Wang Dongfang

Mr. Na Zhigiang (Chairperson)

Mr. Yao Jianhua

Mr. Shao Wei

Kunming Dianchi Road Sub-branch

Golden Street Sub-branch

Kunming Dianchi National Tourist

Resort Sub-branch

Kunming Dianchi Road Sub-branch

Kunming Resort Sub-branch

Yunnan Branch

Kunming Guandu Sub-branch

Kunming Shijicheng Sub-branch

Kunming Branch

Kunming Ankang Road Sub-branch

O

oooooo
Ooozoez3fgz2orzonnonn

ooooOooOoooooao



CHAPTER TWO LETTER FROM THE CHAIRPERSON

In the past year, we have been tested by multiple challenges including
the accelerated changes worldwide, the impact of the COVID-19
pandemic and the downturn in the domestic economy. Guided by
national strategies and based on the development strategy of Yunnan
Province in becoming the leader of building China’'s ecological
civilization and radiating to South Asia and Southeast Asia, Kunming
Dianchi Water Treatment Co., Ltd. (the “Company” or “Dianchi
Water”) gave full play to its advantages in comprehensive ecological
environment services, focused on the business sectors of “public
utilities, environmental protection, and ecological construction”,
adopted innovative management measures, improved its management
capabilities, continuously strengthened the Company’s management
and control measures, continued to enhance its core competitiveness,
and actively developed a high-quality service brand, thereby
contributing to the high-quality and sustainable development of the
Company.

PERFORMANCE REVIEW

In 2022, the Board and senior management of the Company continued
to maintain its stability as the first priority, strived to improve overall
operational efficiency, adjusted business portfolio and strategy,
maintained stable development of core business, and ensured effective
risk prevention and control. In 2022, Dianchi Water recorded total
revenue of RMB2,065.9 million, representing a decrease of 10.9% over
2021. The net profit attributable to the Shareholders was approximately
RMB322.3 million, representing a decrease of 4.7% over 2021, and
basic earnings per share was approximately RMBO0.31.
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CHAPTERTWO LETTER FROM THE CHAIRPERSON
gono ooobn

In terms of main business, the Company persisted in prioritisingquality 0000000000 O0OOOOOOOOOOO
and efficiency, with emphasis on the operational aspect asthecoreof 0000000000000 OOOOOOOOO
projects and making it the main source of investmentincome.Based 00O 00000000 OOOOOOOOOO
goOo0ob0OO0ooDbOO0oO0obDOobOOoooooooboo
goooooooboOOoOoooooOoooDbOoo
oooooz20220000000000000D0
Oo0O00Ov1890 00 O00O00ODO0OODOO1L8%O
Joomooooooooors8soooogo
oooo32wxdooobooooobooonbog
gooooo0obobobooobooooooao
Oo0oooDoDoDbOOo0o0o0D0DDDDOoe8%wOd O
OopoA0O0OOOODOOOOODOOOODO
gooooboooooobobobboooooono
O
O
O
|

on the principle of strengthening the main business and optimising the
structure, the Company maintained the wastewater treatment business
as the basic foundation of its operation and development, continued
to strengthen the coordinated management of water services, steadily
enhanced the main businesses of wastewater, running water and
reclaimed water, improved operational efficiency and helped reduce
costs and increase efficiency. In 2022, the wastewater treatment plants
operated by the Company processed 718.9 million cubic meters of
wastewater, representing a year-on-year increase of approximately
1.8%, and supplied 73.8 million cubic meters of water (including
gooooobobooobooooobooo
gooooboboobobooooogououooo
goooooboobobooboogooooo
goDobOO0oO0ooDOobOOoooDoboooo

running water and reclaimed water), representing a year-on-year
increase of approximately 3.2%. The overall passing rate of the quality
of water supplied met relevant standards, treated water was steadily

Oooooooo0ooooooo-g

discharged in compliance with wastewater treatment standards, energy
consumption indicators were controlled within reasonable ranges, and
98% of the designed capacity of wastewater treatment met the national
Class | Category A standard. In addition, after years of operation and
innovation, the Company has developed a series of unique business
concepts and models, and has a high-calibre operation team that has
been engaged in the management of businesses related to water
services, environmental protection and solid waste for a long time, as
well as a professional team with strong technical strength, which has
laid a solid foundation for continuous improvement of asset quality and
stable development of operating results of the Company.

For internal governance, the Company optimised its internal control 00000 0000O0OO0ODODODOOOOOOOOOO
system, solidly strengthened the execution of the system, and utiised 0O OO O0OO00O0O0O0O0OO0OOOOOOOCOOOO
the system to promote development, prevent risks and enhance 00000000000 O0OOOOOOOOOO
efficiency. It strengthened compliance management and risk control, 00000000000 OOOOOOOOOOO
maintained its bottom line, enhanced risk awareness and improved [ 4 T [ T o IR ] (19
risk prevention and control capabilities. The Company continuedto 00000000 OO0O0OOO0OO0OOCOOOOOOOO
improve its modern supervision system, gave full play to the functions OO0 O O0O00O0OOOOOOOOOO
of each supervisory body, and implemented full life-cycle supervision
and management with focus on difficulties and problems in operation

= ard management, key areas, important positions and material matters.
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CHAPTERTWO LETTER FROM THE CHAIRPERSON

As for talent cultivation, the Company always attaches importance
to the cultivation of outstanding talents. By deepening the reform
of the performance management system, the Company clarified
the responsibility targets and key tasks, signed target responsibility
letters, established a mechanism linking remuneration and profitability,
and insisted on target-oriented and result-oriented management;
fully established a market-oriented operation mechanism for
effective promotion and demotion, staff recruitment and dismissal
and remuneration adjustment to stimulate the enthusiasm, initiative
and creativity of employees and continuously enhance the core
competitiveness of the Company, thereby providing strong
organisational support for high-quality development of the Company.

In respect of financial resources, the Company attached great
importance to cash flow management and adopted measures such as
resource support and focus on key accounts receivable to strengthen
management and control of payment collection, enhance capital
efficiency and strive to improve its cash flow position. In the future, the
Group will continue to expand its financing channels and accelerate the
revitalisation of under-performing assets in order to reduce financing
costs, improve its debt structure and diversify its financing channels.

PROSPECTS

In the future, the Company will continue to uphold the general keynote
of “maintaining and prioritising stability”, build a solid and “stable”
foundation, maintain strategic stability, consolidate the foundation of
development, maintain an aggressive attitude, unswervingly implement
the general strategy, objectives and requirements of innovation-driven
and high-quality development, focus on stabilising operations,
improving performance, securing projects, expanding financing
channels, promoting reform and strengthening the workforce, improve
existing business and secure incremental business, and continuously
improve the modernisation of the Company’s governance system
and capability, so as to ensure the Company’s long-term stability and
success on the new journey of high-quality development.
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CHAPTERTWO LETTER FROM THE CHAIRPERSON
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“Articles of Association”
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CHAPTER THREE DEFINITIONS
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the articles of association of the Company
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CHAPTER THREE DEFINITIONS
oo oo

“H Share”

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

“HK dollars”
oooo O

“Hong Kong Stock Exchange”
or “Stock Exchange”

ooooocoOoooocooo O

“Fanchang Dianchi Water”

gooocooao O

“Hongyu Thermal Power”

gooocoo O

“Kunming SASAC”

oooooooo O

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

goooOoOoOoOoooDbOOOoio0o0O0O0ODOOOOOODDOOOOOO
oooooOooOoOoooOoad

Hong Kong dollars, the lawful currency of Hong Kong

oooooooano

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

oooooOooOoOoOOcCOoOOoOooooOooOoOOOCOCOOOoOoooooan

Fanchang Dianchi Water Treatment Co., Ltd* (0D 0 0 0 00000 O O),
a limited liability company incorporated in the PRC and a subsidiary directly
owned by the Company before completion of disposal

goooCcooobOOocobOOoOooOoOOCcOoO0oODODOOOOObOOOOoOooOoan
oooooooOoocooooao

Liuyang Hongyu Thermal Power Co., Ltd* (0 0 O O 0 00 0O 00O O), a
limited liability company incorporated in the PRC and a subsidiary directly
owned by the Company

ooooCcoooOooOocOoOoOoOoOOOCcOoO0OODODOOOOObOOOOOOan
oooooooao

the State-owned Assets Supervision and Administration Commission of the
Kunming People’'s Government (U OO0 000000 OOCOOOOOOO),
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

goooCcoooOoOOocooOobOoOoOocOoOooOoOOOoOOoOoDbOOOoOooOoan
gooooooOooo0ooOocOoOmobOoobooOoooOboooooooOoan
oobooooooOOoooOOoooOOooOoO0oOoDOOoOoDOOoOooOOoocOOoooOoOonn
ooooooOoOoOo
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“Kunming Dianchi Investment

opoooogo

“KADI”

oooooooooo

“Kunming Bus”

gooocoo

“Xindu Investment”

oooooo

“Kunming Construction”

oooooo

CHAPTER THREE DEFINITIONS
oo oo

Kunming Dianchi Investment Co., Ltd.* (0 O O 0O OO0 OO0 O 0O0OO), a
company established in Yunnan Province, the PRC with limited liability on 13
October 2004, which is the Controlling Shareholder

00000000000 DOO0O00O020040100130 00000000
ooooo0ooODOOooOooOoOo

Kunming Agricultural Development Investment Co., Ltd.* (0 O O O O O O
0 0000), a limited liability company incorporated in the PRC on 29 June
2009, which is owned as to approximately 90% by Kunming SASAC, and is not
a connected person as defined in the Listing Rules

Oo0O0oO0O0OO0O0O000O0000020090602900000000000
Oo0oO0ooO0oO0ooO0OO0OOO0OO0OO0OO0O0D0OO09%% 000000000000
oo

Kunming Bus Group Co., Ltd* (0 0 0 00O 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

Oo0ooo0oOoOOoOO0D0ODOO00OOO0OOCO0O0O0OO0O0O0OO000O0O0O0O0D?1982
g3fl11ooocooooooooooooOoocoooocOooooooan
9%5% 00 0000000000000

Kunming Xindu Investment Co., Ltd.* (O O 0 O O O O O O 0O), 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

OO00ODOoOOoO0ooOOO0oOoOOooOozoe05050270 00000000000
0000000000000 00Ds84wooooooooooooan
O

Kunming Municipal Urban Construction Investment & Development Co., Ltd.*
(0 0000000000000 0),alimited liability company incorporated
in the PRC on 15 May 1997, which is directly owned as to approximately 84%
by Kunming SASAC, and is not a connected person as defined in the Listing
Rules

O00o0o00O00O000O000O000001997050150000000

0O00OCOOOOO0O0DO0DO0OO0OO0DO0OO0OO0OO0OODODOs84%IODOODODOOO0On
oooooao

oooDoooboooobonbo 202220000
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CHAPTER THREE DEFINITIONS

oo oOd
“Kunming DIG”
oooooooooo O

“Kunming Dianchi Logistics”

obooooogo O

“Latest Practicable Date”

oooocoooo O
“Listing”
oooo O

“Listing Rules” or “Hong Kong
Listing Rules”

ooOooOoOOopooooooOooon O

“Non-competition Agreement”

oooocoooooo O

Kunming Development Investment Group Co., Ltd* (D 0O 00O OO OO0
0 0), 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 2.04% of the total share capital of the Company, and is not
a connected person as defined in the Listing Rules

O00o0o00ooOO0oooO0OoOoOooOoU2010010270 000000000
00000000 0D0O0O0O0O0DO0DO0DO0DO0DOoODWOOODODOoOOoOoOoOo
00000020959,7600 00000000000 0O204% 000000
O0oo0ooOooOoo

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

the Company

ooooOooooDODOoOOoOooOOooOoOOO0oO0oODOOoOOoO0ODODOOooOoOo0oan
OoooooDoOOoOo

18 April 2023, being the latest practicable date for the inclusion of certain
information and data in this annual report prior to its publication

2023040180000 0 0O0O0DOCOO0OODODOCOOOOOOODOOOO
oo

Listing of the H Shares on the Hong Kong Stock Exchange

HOOOOODOOOO

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

ooooooODDODDODOoOOOODOOOOO0OOOoOoOoooOooOooDDOOO

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

00000000000 0D0020160402500000000000
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“Prospectus”

gopbooooo

“Reporting Period”

goooo

“RMB” or “Renminbi”

opoooo

“Shareholder(s)”

gooo

the prospectus of the Company dated 24 March 2017 in relation to the initial

CHAPTER THREE DEFINITIONS

od oo

public offering and the Listing of H Shares on the Stock Exchange

go00D2017030240000000000HO0O0DOOOODOOODO

ooao

the year of 2022 (1 January 2022 to 31 December 2022)

20220 0020220 1010 0 20220 120 3100

the lawful currency of the PRC

ooooooD

holder(s) of the shares of the Company
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CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS
Oob0 O0o00bOd

“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 0000 00oO00O00DOO0DOoOO0OO0OODO0DO0OOU0DDODO0DODOODOOODOODOO
0000000000000 O0oU00O0D0oD0D0O0ODD0DOoDO0oDU0UoODDoDoOOoOOUOoOO
ooo0o0oooooooO0ooOOoOO0OO0DOOoOO0OO0DOOoOO0OOODODOODOO
oooo0ooO0o0ooOU0O0OO0OoDDOD0OO0OO0OO0OO0ODODO0DDOOOOODCODOODO
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 obdodooo bbb bUoUobbooo
gododoobobooobtboooobtoUoooDbUoUoUooDbUoUooo
goooodoodoogooooooobbbboo00o0UdgUoUoUoooad
000000 DODO0O00O0D00OoOooDoODoODOoOoO0oooDbOoOoOoobooooao
0OoOooDoOooOoOoOoooOoooa

“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 00000o0O0O000DO0O00OD0OU0OOOO0DODODO0DUDDODODO0DODODODOOO
0000000000000 0Do0DoOoDoOoDoOooao

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

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

0 cobd

“pre-trial operation”

opopooooo

“TOO”

gToono

CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS
OO0 Oobod

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 O0ooO0ooO0ooo0oOooooooooooooao
0o0o0o0o0o0oUoO0Co00o0O0oD0D0DOD0O0OO00OO0DU0DDODOOoOcoDbO
OooOoocobmn0 00 OO0 OOOCODero OO

a stage in the project construction process as prescribed by the PRC
government in accordance with the Provisions on Municipal Projects Design
Budget Estimate Making (Jian Biao [2011] No. 1) issued by the Ministry of
Housing and Urban-Rural Development where a facility under construction
is tested for its operational functionality and further developed to qualify for
regulatory approvals and enter commercial operation
0000000000000 0D0D0DMO0oU0UO0oDO0DO00D0DO0oDU0DODO0DOoDmO
O[zoiiic00oo00OooOO0DO0OcOO0DDOOOO0DOOO0DODDODOOOOO
O0o0o0oo0ooO0ooOooooooUooOooUooOoo

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

0oooooooo

oooDoooboooobonbo 202220000
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CHAPTER FOUR GLOSSARY OF TECHNICAL TERMS
Ooo0O 0obod

“TOT” 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 I;j)eriod, the relevant facilities will be transferred back to the
government at nil consideration

0TOTO O ooooooooo 00
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CHAPTER FIVE SUMMARY OF OPERATING AND FINANCIAL DATA

ood O0O0o0oooooaof

The following table sets out our key operating and financialdataforthe 000000000000 OOOCOOOOOO

periods or as of the dates indicated:

SUMMARY OF OPERATING DATA

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

oooooooo
oooao
ooooano
ooooano

ooo
oooooad
As at 31 December
0120 310

2022 2021 2020 2019 2018
20220 20210 20200 20190 20180
2,031 2,043 1,970 1,830 1,827
237 233 213 52 52
131 131 131 116 116

For the year ended 31 December
00120310000

2022 2021 2020 2019 2018
20220 20210 20200 20190 20180
Volume oooooo
("000 m?® per period indicated) ooooo
Wastewater treatment oooao 718,924 706,078 657,499 622,842 616,844
Reclaimed water supply ooooo 56,588 54,422 31,177 11,736 8,825
Running water supply ooooo 17,231 17,116 14,863 14,801 12,957
For the year ended 31 December
00120310000
2022 2021 2020 2019 2018
20220 20210 20200 20190 20180
Utilisation Rate ooag
Wastewater treatment oooaog 97.4% 96.3% 92.0% 93.7% 92.9%
Reclaimed water supply ooooao 65.5% 64.0% 53.4% 61.8% 46.5%
Running water supply gooooao 36.5% 35.8% 31.9% 35.0% 30.6%

oooDoooboooobonbo 202220000
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CHAPTER FIVE SUMMARY OF OPERATING AND FINANCIAL DATA
gonb obooboobod

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

2022
20220
RMB’000
ooooo
oooao
ooao 1,298,089
ooao 627,062
oooano 48.3%
ooao
ooao 101,234
ooao 40,997
oooao 40.5%
oo
ooo 666,540
ooao 189,212
oooao 28.4%

gbooooooao

For the year ended 31 December
00120310000

2021
20210

RMB’000
ooooo

1,370,283
610,365
44.5%

191,534
49,812
26.0%

755,921
64,605
8.5%

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
oooon

1,213,810
514,145
42.4%

304,857
57,622
18.9%

314,875
66,157
21.0%

2018
20180

RMB’000
ooooo

1,159,075
480,070
41.4%

115,254
8,372
7.3%

155,458
40,592
26.1%
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SUMMARY OF CONSOLIDATED STATEMENTS OF O0OOO0OODOOOO
COMPREHENSIVE INCOME

Year ended 31 December
00120310000
2022 2021 2020 2019 2018
20220 20210 20200 20190 20180
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ooooo o ooooo ogoooo ooooo oooood

Revenue oo 2,065,863 2,317,738 1,919,423 1,833,542 1,429,787
Operating profit ooood 678,302 528,368 429,524 569,692 469,723
Profit before tax oooaod 367,465 396,693 415,481 438,150 415,221
Income tax expense ooooano (43,330) (57,142) (65,053) (68,072) (65,494)
Profit for the year oooo 324,135 339,551 350,428 370,078 349,727
Other comprehensive (loss)/ ooooooom

income oo (1,049) (1,219) 13,290 871 3,282
Total comprehensive income oooooooao

for the year 323,086 338,332 363,718 370,949 353,009

SUMMARY OF CONSOLIDATED BALANCE SHEET ugbobdabdoabd

As at 31 December

0120 310
2022 2021 2020 2019 2018
20220 20210 20200 20190 20180

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ooooo oooono gooooo oooono ooood

Assets od
Total assets gooo 11,702,204 12,067,938 10,496,492 9,576,255 7,442,063
Liabilities oo
Total liabilities oooao 7,044,613 7,632,127 6,224,065 5,481,834 3,541,142
Equity oo
Total equity gooo 4,657,591 4,435,811 4,272,427 4,094,421 3,900,921
Total equity and liabilities oooooono 11,702,204 12,067,938 10,496,492 9,576,255 7,442,063

oooDoooboooobonbo 202220000 19
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

oo Oooooood

A. OPERATING ENVIRONMENT

In 2022, the geopolitical situation was turbulent. The downside risks
of the world economy were increasing. The domestic economy was
repeatedly impacted by multiple unexpected factors such as frequent
outbreaks of epidemics and extremely high temperature weather. The
complexity, severity and uncertainty of development environment were
on the rise. On the whole, however, the economy of the PRC overcame
difficulties and made steady and long-term progress in a stable
manner, demonstrating strong resilience and dynamism. The pace of
steady progress was solid and powerful.

The year of 2022 was a crucial year for the implementation of the
“14th Five-Year Plan” and for intensifying the battle against pollution.
The report of the 20th National Congress of the Communist Party of
the PRC proposed that it is necessary to firmly establish and practise
the concept that green water and green mountains are mountains
of gold and silver, further promoting the prevention and control of
environmental pollution and continuing to fight the battle to defend
blue sky, clear water and pure land. During the “14th Five-Year Plan”
period, there is still room for development of the wastewater treatment
industry, to which the Company’s principal business belong, with
the continuous release of demand from the rising urbanisation rate,
quality and efficiency improvement of wastewater, and load control of
wastewater treatment plants. In the future, the water and environmental
protection industry will develop in a high-quality direction of refinement,
wisdom, resourcefulness, low carbon, ecology and socialisation.

1. Overview of Wastewater Treatment Industry

Since the “14th Five-Year Plan”, the country has paid great attention to
the healthy development of the wastewater treatment industry. In order
to continue to fight the tough battle of pollution prevention and control,
and achieve green development and dual carbon goals, in 2022, the
PRC successively issued the “Guiding Opinions on Accelerating the
Construction of Urban Environmental Infrastructure™ 0 O O O O O
000000000 000O0ODDOAOoaOD),the “14th Five-Year Plan
for Comprehensive Management of Water Environment in Key River
Basins™ (0 0 0000 O0OCOOOOOOOOQOADOAOD and other
documents, which proposed higher quality development requirements
for the collection and treatment targets, pipeline network renovation
requirements and the expansion and renovation of wastewater
treatment facilities of the wastewater treatment industry in the
future. With the continuous implementation of relevant policies, local
governments will also continue to increase the investment of resources
in the wastewater treatment industry.

A. gooao

2022000 0000CDOODO0OO0OOODOOODOGO
uoooooooOOOoOCcOoOoOooooooooao
oooooocoooOobOOoocOoobOoooooao
ooooobOocOoobODoOoOOooOooOobDoOoo
oooooooDDooooooooooooonan
oooDoooooDODDOOoOOoOOoOoD
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ooo0o0o0oOO0OOooOOoOO0oDODoDOoOoODOOoODOD
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

Moreover, the water market has entered an era of professional
operation. The focus of business has changed from rebuilding facilities
to improving quality and efficiency and sustainable development.
The operation and maintenance of wastewater networks, wastewater
collection rates, pollutant reduction rates and recycled water utilisation,
etc. are increasingly important, and promoting green and sustainable
development of the industry becomes the direction of future
development.

2. Overview of Reclaimed Water Industry

In recent years, the PRC has actively promoted the resourceful use of
wastewater, however, the construction of wastewater resourceful use
facilities has lagged behind and the pattern of water supply according
to demand and quality has yet to be formed. In January 2022, the PRC
issued the “Guiding Opinions on Accelerating the Construction of Urban
Environmental Infrastructure™ 00 0 O 0000 O0O0O0OO0OOOO
000000 00O which proposed that by 2025, new construction,
reconstruction and expansion of reclaimed water capacity will not
be less than 15 million cubic metres per day. Meanwhile, under the
“Guiding Opinions on Promoting the Resourceful Use of Wastewater"*
00000000000 0O0O0QO OO0 and its “4+N” policy
system, reclaimed water will be gradually incorporated into the urban
water supply system and integrated into the unified allocation of water
resources which will be gradually promoted in the fields of industrial
production, municipal miscellaneous use and ecological environment,
etc. It is expected that, during the “14th Five-Year Plan” period, the

gbd obdaoodgobad
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

od obdooogobd

3. Overview of Municipal Water Supply Industry

In recent years, with the implementation of the national rural
revitalization strategy and the increase in urbanization rate, the
municipal water supply industry has maintained a steady development
trend.

In the future, with the in-depth implementation of the “Urban Water
Supply Price Management Measures™ 00 00 000 OO O OD)
and “Urban Water Supply Pricing and Cost Monitoring Measures”*
gooOO0oO0O0O0OD0O00O0o0dODo0oD and other policies, they will have
a positive impact on in clearing fees and smoothing prices for water
supply enterprises and achieving sustainable development. The
accelerating urbanisation of the PRC and the continuous advancement
of the development strategy of urban-rural water supply integration will
be an inexhaustible impetus for the sustainable development of the
industry which will also put forward higher requirements for high-quality
development of the water industry.

4. Impact of the COVID-19 Pandemic

The outbreak of COVID-19 that has been spreading around the
world since 2020 has caused extensive impact on the health and
economy of the world. Facing the challenges from the pandemic, the
Group prioritised 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
production and operatiq '
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
oo obooboobd

The year of 2023 is the inaugural year for the full implementation of 20230 0 0 0 00O OOO0OO0OOCOOOOOO
the spirit of the 20th National Congress of the Communist Party of the 00000000000 O00OOOO0ODOOOOOO
PRC. Guided by the “National Development Plan for the Resource Ooo0mooooboooooooooooooao
Utilization of Urban Wastewater Treatment Agents in the 14th OO0 0000000000 OCOCOODOOOOOO
Five-YearPlan* (0 0 0 0000 0ODDODOOOOOOOOO)and go0D0DO0o0obO0O0O0O0O0oobOooooooo
the “14th Five-Year Plan for the Development of the Environmental cooooOooooDooooooooooo
Protection Industry™ (0 O 0 O O 0O OO O O O)in Yunnan Province, ooooo0oDO0ooUoOoooooooooooDoao
etc., the Company adheres to the development philosophy of “unitary OO0 0000000000 OOO0OOOOOO
domination with diversified development”, upholds the general working ooooOOoo0ooobDooOoooooonod
keynote of “stability as the first priority” and is committed to enhancing 0Oo0ooooooooDooDoODoOooooooo
its comprehensive ecological and environmental management 00000000 O0OO0OOOOOOOODOOO
capabilities. In the future, the Company will continue to cultivateits 000000000000 O0O0OO0OOOQOO

main wastewater treatment business, actively explore solidwaste 00000000 OCOO0OOOOOOOOO

such as comprehensive use of high-quality reclaimed water, distribute oooooooDoOoOoooogooooooan
photovoltaic power generation and continue to build up its professional ooooDooOoDoDoOoDoDooDoOOooODOooaOg

Oo0Oooooogooogao

O
O
treatment and disposal, continue to develop new strategic businesses 0000000000 OCOOO0OO0OOOOOOO
g
O

system service capability in the water industry. We will focus on 00o00ooooooDoDooooon
stabilising operations, improving performance, grasping projects,
expanding financing, promoting reform, strengthening the team,
consolidating inventories, increasing the volume, and coordinating
sustainable development of the Company. On the one hand, we will
maintain a steady improvement in core business operations, optimise
and improve corporate governance and risk management mechanisms,
revitalise existing assets, broaden financing channels and steadily
promote the Company’s various operation and management; and, on
the other hand, guided by national strategies and market demands, we
will strengthen and optimize main business, seize new opportunities
in market development and achieve high-quality development of the
Company.

C. BUSINESS REVIEW C. googoo

We principally adopt the TOO, TOT and BOT project models, witha O 00 0000 00O 0O0TOOOTOTOBOTO O O

focus on the TOO model. For the year ended 31 December 2022, our [0 OO OTOOO O 0O 0O OO O 020220 120 31

TOO projects contributed to 44.1% of our total revenue. Our TOTand OO0 O OOO0OOOTOOOOOOOOOODODOGO

BOT projects contributed to 25.2% of our total revenue. We also adopt 44.1%00 0 O TOTOBOTO O O OO0 O0O0O00OO

the BOO and BT project models for some of our projects. 0252%000000000000BOOOBTO
opooo
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oon0 oboobooobd

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 relevant
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 Dec

ooooooobooooao

20220 0 0O O
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Oob O0o0ooobogo

Reclaimed Water Business

For our reclaimed water business, as of 31 December 2022, we had 12
of our wastewater treatment plants producing reclaimed water, with a
total designed daily production capacity of 237,000 m3. Customers of
our reclaimed water include commercial and industrial establishments,
enterprises and public institutions and other entities in Kunming. During
the Reporting Period, reclaimed water supply was 56.588 million m®.

During the Reporting Period, our reclaimed water supply maintained
a stable growth. The Company has wastewater treatment plants in a
number of regions across the country, which lay a solid foundation
for the future 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 2022, 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
amounted to 17.231 million m®, and the quality of water supplied
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Capital-intensive characteristics of the industry

We are engaged in wastewater treatment, reclaimed water supply
and running water supply projects, which typically require significant
initial cash outlays and have long payback periods. On average, the
investment payback periods for our projects range from five to ten
years. If we fail to obtain financing or refinancing for such projects in
the amounts required, we may need to finance these projects from our
internal resources, which may strain our resources for other corporate
purposes. Additionally, we may fail to properly perform our obligations
in respect of these projects as a result of a funding shortage, which
may lead to a reduction in our returns and may even lead to the loss of
our initial capital investments.

We are required to make substantial capital investments during
the initial phases of our projects. These investments are primarily
dependent on the funds we raise in our global offering, bank loans,
corporate bonds and other means to finance. For the year ended
31 December 2022, our total interest-bearing liabilities amounted
to RMB5,869.1 million, representing a decrease of 8.4% from
RMB6,405.9 million in 2021. As of 31 December 2022, our net gearing
ratio, calculated as net debt divided by total capital, was 54.4%.

We expect to continue to utilise bank loans, corporate bonds and a
diverse combination of financing facilities to finance a portion of our
investments in our projects. The interest rate of bank loans is mainly
affected by the quoted market rate of RMB loans issued by the National
Interbank Funding Center each month. Increase in interest rates may
increase our total interest expenses on RMB borrowings. The financing
efficiency and financing cost of corporate bonds and other financing
instruments are affected by factors such as the economic environment,
financing market conditions and the Company’s own operating
conditions. Changes in relevant factors may affect the Company’s
financing efficiency and financing costs.
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od obooogobd

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 such circumstances, 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 penalties, 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 that we contemplated
during the design and construction of the facilities which will adversely
affect our operating costs, deterioration of our facilities and effluent
quality.

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. 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.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

od obooogobd

The following discussion addresses the principal trends that have

affected our results of operations during the Reporting Period. The

following table sets out our consolidated results of operations for the

periods indicated:

For the year ended 31 December
00120310000

2022 2021

20220 20210

RMB’000 RMB’000

ooooo ooooo

Revenue oad 2,065,863 2,317,738
Cost of sales oooad (1,208,592) (1,592,956)
Gross profit oo 857,271 724,782
Selling expenses oooad (4,339) (13,705)
Administrative expenses oooad (121,307) (140,477)
Research and development expenses oooaog (542) (7,299)
Impairment loss on investment in an associate cooooooao (5,576) -
Net impairment losses on financial assets Ooooooooooao (114,486) (59,593)
Other income — net oooooo 68,171 28,025
Other losses oooad (890) (3,365)

2022 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

gbd obdaoodgobad

a. Revenue

Our revenue decreased by RMB251.8 million, or 10.9%, to RMB2,065.9
million for the year ended 31 December 2022 from RMB2,317.7 million
for the year ended 31 December 2021, primarily due to:

. Our revenue from wastewater treatment business decreased
by RMB72.2 million or 5.3% from RMB1,370.3 million for the
year ended 31 December 2021 to RMB1,298.1 million for
the year ended 31 December 2022. In particular, wastewater
treatment operating income increased by RMB49.4 million;
the construction income decreased by approximately
RMB96.1 million, which was mainly due to the decrease in
new wastewater treatment construction projects in 2022,
and decrease in investment in existing projects as compared
to 2021 as such projects gradually entered the final stage
of construction; and the decrease in finance income of
approximately RMB25.5 million.

. Our revenue from water supply segment decreased by
RMB90.3 million or 47.2% from RMB191.5 million for the year
ended 31 December 2021 to RMB101.2 million for the year
ended 31 December 2022. In particular, water supply operating
income decreased by approximately RMB9.9 million, which
was mainly due to the decrease in water supply income due
to the change in structure of water supply operation services;
the construction income decreased by approximately RMB78.8
million, which was mainly due to the decrease in new reclaimed
water supply and fresh water supply construction projects
in 2022, and decrease in investment in existing projects as
compared to 2021 as such projects gradually entered the final
stage of construction; and the decrease in finance income of
approximately RMB1.6 million.

. Our revenue from other segments decreased by RMB89.4
million or 11.8% from RMB755.9 million for the year ended 31
December 2021 to RMB666.5 million for the year ended 31
December 2022. The management service income increased
by approximately RMB55.6 million resulting from the increase
in water treatment volume of entrusted management business
provided by the Company in 2022; the construction income

ooooooobooooao
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b. Cost of sales

Our cost of sales decreased by RMB384.4 million, or 24.1%, to
RMB1,208.6 million for the year ended 31 December 2022, from
RMB1,593.0 million for the year ended 31 December 2021. Details are
as follows:

. Our cost of sales for wastewater treatment segment decreased
by RMB88.9 million, or 11.7%, to RMB671.0 million for the
year ended 31 December 2022, from RMB759.9 million for the
year ended 31 December 2021, which was mainly due to the
decrease in cost of wastewater treatment operation services of
RMB72.3 million during the Reporting Period.

. Our cost of sales for water supply segment decreased by
RMB81.5 million, or 57.5%, to RMB60.2 million for the year
ended 31 December 2022, from RMB141.7 million for the
year ended 31 December 2021, which was mainly due to
the decrease in construction cost of approximately RMB71.6
million resulting from the decrease in new water supply
construction projects during the Reporting Period and decrease
in investment in existing projects as compared to 2021.

. Our cost of sales for other segments decreased by RMB214.0
million, or 31.0%, to RMB477.3 million for the year ended 31
December 2022, from RMB691.3 million for the year ended 31
December 2021. In particular, the entrusted management costs
decreased by approximately RMB44.5 million; the construction
cost decreased by approximately RMB168.3 million resulting
from the decrease in investment in existing projects such as
the Kunming Domestic Waste Sanitary Landfill Construction
Project as compared to 2021. In addition, the cost of gas and
power supply increased by approximately RMB27.3 million.

c. Gross margin

Our gross profit increased by RMB132.5 million, or 18.3%, to
RMB857.3 million for the year ended 31 December 2022, from
RMB724.8 million for the year ended 31 December 2021, which was
mainly due to the increase in gross profit from wastewater treatment
segment of RMB16.7 million, decrease in gross profit from water
supply segment of RMB8.8 million and increase in gross profit from
other segments of RMB124.6 million.

Our gross margin increased by 10.2% from 31.3% for the year ended
31 December 2021 to 41.5% for the year ended 31 December 2022,
which was mainly due to the significant increase in gross margin of
water supply segment and other segments as compared to 2021.
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. Our gross profit from wastewater treatment segment increased
by RMB16.7 million, or 2.7%, to RMB627.1 million for the year
ended 31 December 2022, from RMB610.4 million for the
year ended 31 December 2021. Our segment gross margin
increased by 3.8% from 44.5% for the year ended 31 December
2021 to 48.3% for the year ended 31 December 2022.

. Our gross profit from water supply segment decreased by
RMB8.8 million, or 17.7%, to RMB41.0 million for the year
ended 31 December 2022, from RMB49.8 million for the
year ended 31 December 2021. Our segment gross margin
increased by 14.5% from 26.0% for the year ended 31
December 2021 to 40.5% for the year ended 31 December
2022, which was mainly due to the decrease in proportion of
construction business with relatively low profit margin during
the Reporting Period, resulting in increase in overall profit
margin.

. Our gross profit from other segments increased by RMB124.6
million, or 192.9%, to RMB189.2 million for the year ended
31 December 2022, from RMB64.6 million for the year ended
31 December 2021. Our segment gross margin increased by
19.9% from 8.5% for the year ended 31 December 2021 to
28.4% for the year ended 31 December 2022, which was mainly
due to the increase in profit margin of entrusted management
business and decrease in proportion of the Kunming Domestic
Waste Sanitary Landfill Construction Project with decreased
investment in construction during the Reporting Period,
resulting in increase in overall profit margin.

d. Selling expenses

Our selling expenses decreased by RMB9.4 million or 68.6% from
RMB13.7 million for the year ended 31 December 2021 to RMB4.3
million for the year ended 31 December 2022, which was mainly due to
the decrease in sales handling fees and commission expenses during
the Reporting Period.

e. Administrative expenses

Administrative expenses decreased by RMB19.2 million, or 13.7%,
to RMB121.3 million for the year ended 31 December 2022, from
RMB140.5 million for the year ended 31 December 2021, which was
mainly due to the decrease in technical service cost.
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f. Research and development expenses

Research and development expenses decreased by RMB6.8 million, or
93.2%, to RMBO0.5 million for the year ended 31 December 2022, from
RMB?7.3 million for the year ended 31 December 2021.

g. Net impairment losses on financial assets

Impairment losses on financial assets increased by RMB54.9 million
from RMB59.6 million for the year ended 31 December 2021 to
RMB114.5 million for the year ended 31 December 2022, which was
mainly due to the increase in provision for losses that need to be
recognised for trade receivables and receivables under concession
agreements.

h. Other income — net

Our other income — net increased from RMB28.0 million for the year
ended 31 December 2021 to RMB68.2 million for the year ended
31 December 2022, representing an increase of RMB40.2 million or
143.6%, which was mainly due to the gain on disposal of RMB19.9
million from the disposal of Fanchang Dianchi Water, a subsidiary,
during the Reporting Period; and fair value gain of financial liabilities at
fair value through profit or loss of RMB21.0 million.

i. Other losses

Our other losses decreased to other losses of RMBO0.9 million for the
year ended 31 December 2022, from other losses of RMB3.4 million
for the year ended 31 December 2021, which was mainly attributable
to the decrease in compensation expense.

J. Operating profit

As a result of the foregoing factors, our operating profit increased
by RMB149.9 million, or 28.4%, to RMB678.3 million for the year
ended 31 December 2022, from RMB528.4 million for the year ended
31 December 2021. Our operating margins for the years ended 31
December 2022 and 2021 were 32.8% and 22.8%, respectively.

K. Finance income

Our finance income decreased by RMB44.4 million, or 53.0%, to
RMB39.3 million for the year ended 31 December 2022, from RMB83.7
million for the year ended 31 December 2021, primarily due to the
decrease in interest income from borrowings to related parties.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

l. Finance costs

Our finance costs increased by RMB135.8 million, or 63.5%, to
RMB349.5 million for the year ended 31 December 2022, from
RMB213.7 million for the year ended 31 December 2021, primarily
due to the exchange loss of RMB91.0 million from the foreign currency
borrowings of the Company due to change in foreign exchange in
2022, representing an increase of RMB130.1 million from last year.

m. Profit before income tax

As a result of the foregoing factors, our profit before income tax
decreased by RMB29.2 million, or 7.4%, to RMB367.5 million for the
year ended 31 December 2022 from RMB396.7 million for the year
ended 31 December 2021.

n. Income tax expense

We incurred income tax expenses of RMB57.1 million for the year
ended 31 December 2021 and RMB43.3 million for the year ended
31 December 2022 at effective tax rates of 14.4% and 11.8%,
respectively. Certain subsidiaries were eligible for the preferential
corporate income tax rate for small and micro-profit enterprises and
certain subsidiaries were eligible for the preferential 15% corporate
income tax rate under the “Western Development Policy” during
the year. In addition, certain newly upgraded wastewater treatment
facilities owned by certain PRC subsidiaries meet the criteria provided
in the catalogue for public basic infrastructure projects qualified for
corporate income tax preferential treatments and are entitled to three
years’ exemption from corporate income tax followed by three years of
a 50% tax reduction on relevant taxable income derived from such new
projects, and certain PRC subsidiaries used resources specified in the
catalogue of resources comprehensive utilization projects eligible for
preferential corporate income tax rate and 10% of the income of such
subsidiaries was not subject to corporate income tax. As a result, the
effective tax rate for 2022 is different from the effective tax rate for
2021.

0. Total comprehensive income

As a result of the foregoing factors, our total comprehensive income
decreased by RMB15.2 million, or 4.5%, to RMB323.1 million for the
year ended 31 December 2022 from RMB338.3 million for the year
ended 31 December 2021.
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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:

2. gbooooobooao

ooooooooODoooOoOooooooooonan
oooooooODDODOoOOoOO0OoOoOoooooooOonan
ooDooOo0ooOO0oooOOoDOoOO0O0OOoDbOoDOoDn
oooooooOOoooooOoo

oooooooooODoOooOooooo

For the year ended 31 December
00120310000

2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
Net cash used in operating activities oo0ooooooooo (302,629) (716,957)
Net cash (used in) from investing activities Oo0oDoooooo (96,537) 230,908
good
Net cash (used in) from financing activities OoomooOoooo (973,537) 1,244,124
opooag
Net (decrease)increase in cash and cash ooooooan
equivalents ooooodo (1,372,703) 758,075
Effect of change in foreign exchange rates ooooao (149) (3,669)
Cash and cash equivalents at the beginning of ooooooao
the Reporting Period ooooao 1,504,346 749,940
Cash and cash equivalents at the end of ooooooo
the Reporting Period gooooao 131,494 1,504,346

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.

ooooooooOooOoOoOOooooooooao
uobooooocoobOOoooOooOOobOoooaon
obooooocoooOoboooocoOooboooan
obooooOooOooobDOoooobOooOooooboooo

2022 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

For the year ended 31 December 2022, our net cash used in operating
activities was net outflow of RMB302.6 million, primarily comprising
cash used in operations amounting to RMB15.0 million, income tax
paid amounting to RMB90.5 million and interest paid amounting to
RMB197.1 million. The net cash used in operating activities in 2022
increased by RMB414.3 million compared with that of 2021, primarily
due to the decrease in cash used in operations in 2022 as compared to
2021.

b. Net cash (used in) from investing activities

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

As of 31 December 2022, the net cash (used in) from in investing
activities amounted to net outflow of RMB96.5 million, primarily
comprising the purchase of property, plant and equipment amounting
to RMB366.4 million, purchase of intangible assets amounting to
RMB2.9 million, net collection of loans granted to related parties
amounting to RMB140.0 million and interests received amounting to
RMB29.2 million. The net cash used in investing activities in 2022
decreased by RMB327.4 million compared with that of 2021, primarily
due to the increase in cost of purchase of property and intangible
assets as compared to last year.

c. Net cash (used in) from financing activities

Our net cash (used in) from financing activities primarily represents
repaying and obtaining borrowings. Our net cash generated from
financing activities decreased from net inflow of RMB1,244.1 million for
the year ended 31 December 2021 to net outflow of RMB973.5 million
for the year ended 31 December 2022, which was primarily attributable
to an increase in repayment of borrowings in 2022 compared with
2021.
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CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

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 decreased by
RMB147.3 million or 5.4% from RMB2,737.8 million on 31 December
2021 to RMB2,590.5 million on 31 December 2022, primarily because
our receivables under service concession arrangements that were
classified as non-current assets decreased by RMB185.9 million or
6.8% year-on-year from 2021 to 2022. The decrease was mainly due
to the decrease of RMB122.9 million in receivables under service
concession arrangements as compared to last year resulting from the
disposal of Fanchang Dianchi Water; receipt of payment of RMB30.0
million from the Project of Comprehensive Improvement of Water
Environment and Ecological Recharge with Reclaimed Water for
Dongda River — Zhong River in Jinning District; and receipt of payment
of RMB30.0 million from the Project of Comprehensive Improvement of
Water Environment and Ecological Recharge with Reclaimed Water for
Baiyu River in Jinning District.

b. Inventories

Our total inventory balance increased by RMB5.3 million, or 31.9%, to
RMB21.9 million as of 31 December 2022 from RMB16.6 million as of
31 December 2021, which was mainly due to the fact that parts and
components increased by RMB2.2 million, or 91.7%, to RMB4.6 million
as of 31 December 2022 from RMB2.4 million as of 31 December
2021.

Our inventory turnover days increased from 3.2 days on 31 December
2021 to 5.8 days on 31 December 2022 (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 2021 and 2022).
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C. Amounts due from customers for construction contracts

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

Our total amounts due from customers for construction contracts
increased by RMB128.8 million, or 22.1%, to RMB711.3 million as of
31 December 2022 from RMB582.5 million as of 31 December 2021,
primarily due to the increased investment in construction for projects
such as the Shipansi and Laogingshan Flood Control and Detention
Works and the Environmental Protection Project in Haitou Village,
Qingshuihai Conservation Area, Xundian County and the increase in
recognised amounts due from customers for construction contracts.

d. Trade and other receivables

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

CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
oon0 oboobooobd

ooocobOoo0oocooOooOooOoboooooOooao

oooooo

As at 31 December

0 120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
Trade receivables: ocoooo
— Third parties oooo 202,799 107,999
— Related parties oooo 551,514 277,462
— Local government ooooao 2,200,998 1,381,406
— Loss allowance ooooao (81,712) (56,898)
Trade receivables — net ooooooao 2,873,599 1,709,969
Other receivables: oooooo
— Third parties oooo 99,155 149,949
— Related parties oooano 584,390 865,438
— Local government ooooao 70,666 53,891
— Loss allowance ooooao (23,671) (7,447)
Other receivables — net opoDoooooo 730,540 1,061,831
Prepayments: gopoo
— Others ooo 72,204 112,224
— Loss allowance ooooao (4) (4)
Prepayments — net oooooao 72,200 112,220
Trade and other receivables — net ooDoooDoooooooaon 3,676,339 2,884,020
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Our net trade and other receivables increased by RMB792.3 million,
or 27.5%, to RMB3,676.3 million as of 31 December 2022 from
RMB2,884.0 million as of 31 December 2021, reflecting in (i) an
increase in trade receivables due from local government by RMB819.6
million, or 59.3%, to RMB2,201.0 million as of 31 December 2022
from RMB1,381.4 million as of 31 December 2021; (ii) an increase in
amounts due from related parties by RMB274.0 million, or 98.7%, to
RMB551.5 million as of 31 December 2022 from RMB277.5 million
as of 31 December 2021; (iii) a decrease in other amounts due from
related parties by RMB281.0 million, or 32.5%, to RMB584.4 million as
of 31 December 2022 from RMB865.4 million as of 31 December 2021,
mainly attributable to the decrease in net entrusted loans for the year;
and (iv) decrease in total prepayment of RMB40.0 million in 2022.

The ageing analysis of trade receivables of our Group is shown as
follows:

O00000000OO0ODOO0OO0OO0OO0ODOZ20210120
310 0 0002884.00 000000079230
00 027.5%0 20220 120 310 0O O O O 3,676.3
ocopooocoooOooo@MooooOoooOoaOo
000202101203100001,381.400 000
00 0819.60 0O O O59.3%0 20220 120 310 O
0O0220100000G() 00 0000OOODODOO
202101203100 000277500000000
274.00 0 0 O098.7%0 20220 120 31000 0 0O
551.50000@(NO 0000000000 20210
12031000 0086540 00 0 0 0O 0O O 281.0
000 0325%0 20220 120 310 0 0 O O 584.4
ooooooooOOOoOCcOoOoOoooooooOooo
(v)20220 00000000000 0O04000000

oooooooooooooo

As at 31 December

0120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
— Within one year oi100d 1,771,954 1,238,288
— Over one year and within two years 010 20 1,041,909 467,025
— Over two years ob0Oz20 141,448 61,554
2,955,311 1,766,867
(a) Ageing analysis of gross trade receivables at the respective () uooooobobooboboboobooooooa

balance sheet dates, based on the invoice dates, is as follows:

oooO0ooOooOooooo

As at 31 December

0120310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
— Within one year 01000 1,771,954 1,238,288
— Over one year and within two years 010 20 1,041,909 467,025
— Over two years oo0o20 141,448 61,554
2,955,311 1,766,867
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The Group does not hold any collateral as security over these debtors. oooooooDOoOooooOoOoooo

The following table sets out our receivable turnover days for the 0oooooo0o0O0O0O0O0OOOO0O0O0O0on

periods indicated:

As at 31 December

0120 310
2022 2021
20220 20210
Days Days
o o
Trade receivable turnover days @ oooUooooogw 404.9 223.3
Trade and other receivable turnover days @ OooDoooDoooo 579.5 415.4
oooo®e
Notes: ooo
1) Calculated as the average net trade receivables for the relevant period (1) goooooOoO0oooooOoOoooooooo
divided by the revenue for the relevant period and multiplied by 365 00036500 000020210 020220 120 31
days. The arithmetic mean of the opening and closing balances of trade oobooO0ooOooOoooboooooooooao
receivables is used for the years ended 31 December 2021 and 2022. ooo
(2) Calculated as the average net trade and other receivables for the () 00000000000 OoO0OOoOoOOoOOooOooaQg

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 202201203100000000000000
December 2021 and 2022. goooOoOooooOooooooo

00O0O0oO00000s8s00 000020210 0
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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
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Contract liabilities

gbd obdaoodgobad

As at 31 December

0120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
Contract liabilities oooa
— related parties oooo 3,184 -
— third parties oooo 3,655 7,505
6,839 7,505

Our trade and other payables increased by RMB127.4 million, or
18.8%, to RMB806.4 million as of 31 December 2022 from RMB679.0
million as of 31 December 2021, which was mainly due to the increase
in interest payables and payables on acquisition of property, plant and
equipment in 2022.

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

oo00o0oD0O0O00O000000D02021012031000
ooe79.00000000D0O127.4000018.8%0
202201203100000806.40 0000 000 2022
obobOooO0oo00oO0o0obOOoDOoDbOOooO0ooooo

obooooocoobobOoooooOoboooan
ooooooood

As at 31 December

0120310
2022 2021
20220 20210
RMB’000 RMB’000
oooono ooooo
— Within one year 01000 192,094 198,579
— Over one year and within two years 010 20 4,651 37,523
— Over two years oo0o20 99,097 81,086
295,842 317,188

As at 31 December 2021 and 2022, all trade and other payables of
the Group were not required to pay interests, and their fair values
approximated their carrying amounts due to their short maturities.

020210 020220 120310000 000000
oo0ooooooOoOOoOOoOO0oOO0oOoooooooDoOD
oooooo0ooOoOoO0oOoOoOoOooooOoocOooaon
ooooooo

oooDooobooogobonbo 202220000
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The following table sets out our payable turnover days for the periods OO0 O0O0O00O0O00O0O0OCOCODOOOOOOO

indicated:
As at 31 December
0120 310
2022 2021
20220 20210
Days Days
o o

Trade and other payables turnover days ® Ooo0o0ooooooao 224.3 157.9

oooo®

Trade payables turnover days @ oooooooo® 132.4 138.3

Notes: ooo

(1) Calculated as the average trade and other payables for the relevant (1) 000000000 O0OO0OO0ODDODO0OO0O0O0OOOOD
period divided by cost of sales for the relevant period and multiplied by 00000000 O0O36500000 0202100
365 days. The arithmetic mean of the opening and closing balances of 20220120310 000000000 0O0OOGO
trade and other payables is used for the years ended 31 December 2021 Jo0o0o0oooooooooooo
and 2022.

2) Calculated as the balance of trade payables at the end of the relevant 2) 000000000 O0OO0OO0ODDODO0OO0O0O0OOOOD
period divided by total purchase of materials for such period and O0O0O000D0ODODO020210 020220120310 0
multiplied by 365 days for the years ended 31 December 2021 and Ooo3e50000
2022.

Our trade payables turnover days decreased by 5.9 days in 2022 as 0000000D000O0O020220 0202100 05.9
compared with 2021, mainly due to the decrease in trade payables as 0JooooooooDoDooooOoOooon
at the end of relevant year.

The Directors confirm that up to 31 December 2022, there was no 000000 0O0202201203100000000
material default in payment of trade payables. opoDoooooooa
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4. Indebtedness 4. oo
a. Borrowings a. oo

All of our borrowings are denominated in RMB, HKD or USD and 00Do00DoO0oDoDOo0ooDoDoDOoOooDOooooooao

some are secured by our property, plant and equipment and some are 0o0oooooDooooOoOOoooooooooaon
goooobooobooboboobobooooao
goooo

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

As at 31 December

0 120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
Non-current portion opoogo
Unsecured long-term borrowings oooooooao 989,400 1,492,600
Secured long-term borrowings ocoooooo 1,533,293 700,423
Total non-current borrowings ooooooao 2,522,693 2,193,023
Current portion oooao
Unsecured short-term borrowings ocooooooao 2,687,428 2,129,226
Secured short-term borrowings ooooooao 658,966 2,044,877
Corporate bonds oooag - 38,811
Total current borrowings oooooao 3,346,394 4,212,914
Total borrowings gooad 5,869,087 6,405,937

The weighted average effective interest rates at each balance sheet U0 O0O00O0O0O00O0O0OO0OO0OOOOOOO
date are as follows:

As at 31 December

0120 310
2022 2021
20220 20210
Weighted average effective interest rates oooooooao 4.05% 5.34%

oooDooobooogobonbo 202220000 a7
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As of 31 December 2021 and 2022, our total borrowings amounted to
RMB6,405.9 million and RMB5,869.1 million respectively, mainly due
to the decrease in total borrowings for the year of RMB536.8 million
as a result of the reduction in the number of construction projects
undertaken by the Company during the Reporting Period, lower capital
requirements for construction and the Company’s timely repayment
of borrowings. Among our indebtedness, borrowings amounting to
RMB697.3 million and RMB841.8 million as of 31 December 2021 and
2022 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 (within a range
of 0.00% to 3.00%). 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 at nominal value.

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
at 24 December 2022, the bonds have matured and the Company has
completed the repurchase of the remaining bonds and the principal and
interest on the bonds have been repaid as of the end of the Reporting
Period.

As of 31 December 2022, we did not have any breaches of covenants
in the loan agreements that could materially affect our business
operations and no bank has withdrawn any banking facilities previously
extended to us or demanded early repayment of borrowings. As we
have the ability to obtain borrowings from other banks, we believe
that we are not subject to any potential risk of withdrawal of banking
facilities or early repayment of outstanding loans. As of 31 December
2022, we had not received any requests for early repayment of the
principal or interests under any of our loan agreements.

020210 020220 120310000000000
00000640590 0000005,869.100 00
oooooocoooOooOooOooobOoooan
ooDooOooo0oooOOoDOooooOOoDbDOoDoOOoan
000s3680 0000000000 0O202100
202201203100 00000697.300 000
00s41800000000000000DO00OO
OO0O0OO0OO000D000201501202500000
ooocoooobooveooODOODOODOOOOO
OO07000000435% 00050000000
O00O00O0O0O0O000000.00%03.00%0 0
ocmoooooOooOoooooOooboooooao
ooooooooooococoaoo

02020000 00000000000660.000
ooboocoooooobOOoOoO0DO0OOanswo
Oooooo0oo0ed O 070020200 120 250 O
20220120 24000 0 0 000 20220 120 2400
oo0o0o0o0ooooODDbOOoOOoOOoOO0oO0ooooooDbDOoon
oco0O0o00o0O0O0ooOO0O0OO0OO0OO0OO0O0O0O0OO

20220 1203100000000 00000O0
ooooOoOO0o0oOoooDbODbDOOoOoooDbDoo
ooooO0oooOOoOOOcOoOOoOoOoooOoooaon
gooobOoooooocOoobOobOoooOoao
goocoobOooOOoocOoobOobOoooaon
goooooooDoonDez0220 120 3100
ooDoooOooOoOooOoooobDoo0o0on
oooo

Oo0oo0oooooao
OO0 0Ooooggoao
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The table below sets out the maturity profiles
the dates indicated:

CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

of our borrowings as of

gbd obdaoodgobad

ooooooooOOoOO0OCOoOoOooooo

As at 31 December

0120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
On demand or within 1 year oooil1io0a4d 3,346,394 4,212,914
Between 1 and 2 years 1020 928,216 1,020,349
Between 2 and 5 years 2050 1,304,021 883,544
Later than 5 years 5000 290,456 289,130
5,869,087 6,405,937

As of 31 December 2021 and 2022, our net gearing ratios were 52.2%
and 54.4%, respectively. Our net gearing ratios as at 31 December
2022 increased by 2.2% as compared with 31 December 2021,
primarily due to the changes in cash and cash equivalent and net debt

during the period.

Except as disclosed above, as of the 31 December 2022, 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,

020210 020220 120310000000000
000D0D522%054.4%00 0 00 020210 12
03100000 o0oz0220120310000000
oo0oodz22%00000000000000A0

oo0oooooooooo

0000000000 020220120310000
ooocobOooocobOooooboooboooao
ooooocooooOooooODooooooooan
oo0oo0oo0oD0o0oooDOoOoobOooOoooooOOoDao

hire purchases commitments, guarantees or other material contingent 0000000 O0O0O0O

liabilities.

ooooooobooooao

20220 0 0O O

49



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
oo obooboobd

b. Commitments b. oo
(a) Capital commitments (a) 0000orn

Capital expenditures contracted for at each balance sheet date, but not 0o0oo0DoDoOo0oDooDoooDooooDOo0Oon

yet incurred are as follows: ooooo
As at 31 December
0120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
Property, plant and equipment ooooooooaon 499,550 317,311
(b) Concession projects and construction projects contracted at  (b) oooooooooooooooononn

each balance sheet date, but not yet incurred are as follows: oooooooooon

As at 31 December

0120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
Concession projects and construction projects Oooooooooao 1,760,522 1,288,760

c. Capital expenditure (o}

Our capital expenditure mainly comprises purchases of land use rights, OoDo0oDooo0ooDOoDOooOooOOoOoDOo0Oan
property, plant and equipment and intangible assets. Our capital 000000 OO0 OO0 O0O0O0O 020210 O 2022
expenses were RMB59.1 million and RMB369.3 million for the years 012031000 0C0C0000000O0O0O0OO
ended 31 December 2021 and 2022, respectively. We expect to fund 0501000000036930 00000000
our contractual commitments and capital expenditures principally oooooocoobOobOOooOoobOooooao
through net cash generated from our operating activities, proceeds 00 0OHOOOOODOOOOOO0OO0O0OOO0OOO
from borrowings and the proceeds we receive from the global offering Ooo0oooooooog

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

gbd obdaoodgobad

ooooooooOO0OO0OCOoOoOooooooo

As at 31 December

0120 310
2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooo
Wastewater treatment opooao 231,252 41,492
Water supply ooad 18,034 3,967
Others oo 120,049 13,671
Total 00 369,335 59,130

Based on our current business plan, we expect to incur capital
expenditure amounting to RMB339.8 million for the year ending 31
December 2023. Our anticipated capital expenditure is subject to
change from time to time based on the reassessment of our business
plan, prevailing market conditions, regulatory environment and outlook
of our future operational results.

58 Off-balance sheet arrangements

Save as disclosed in this report, as of 31 December 2022, we did
not have any outstanding off-balance sheet guarantees, commodity
forward contracts or other off-balance sheet arrangements. We do not
engage in trading activities involving non-exchange traded contracts.
The Group’s policy does not participate in and invest in any financial
products that are speculative and/or have significant risks. In the
course of our normal business, we do not enter into transactions
involving, or otherwise form relationships with, unconsolidated
entities or financial partnerships that are established for the purpose
of facilitating off-balance sheet arrangements or other contractually
narrow or limited purposes.

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

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

In order to enhance the efficiency of use of proceeds and reduce
finance costs, on 5 July 2022, the Board considered and approved
the resolution on change of use of net proceeds from the Company’s
Global Offering and the unutilised net proceeds are expected to be
fully utilised by 30 June 2023 based on the changed use and utilisation
plan. Please refer to the Company’s announcement dated 5 July 2022
for further details.

6. goobooboboooboooboo
|

oooHODO2017040600000000000
0039100000000 00339,430,0000 O
ocooOooolo0o0OHOOOOOMmMOOODOOO
001,327,171,3000 C0000OHOOOOOOAO
5030000 HOO0OOOOOOOO@MOOODO
OO0000OO0oO00oO0oOO0OoO0oO0oOo0Oooaoa)o
ooDooOooo0oooOOoDOOooOOOoOobDOooOOoan
o0oO0oDO0oO00OO0ODO0OO00OO0ODOO0?L072.30
ooo

00o0o0o0o0oo0oooooooo0ooo0oo0ooon 2022
o70s5000000000D00DODODOOODO
ocoooooOoooOoOoOoOoOoooooooao
uoboooooobODobOOooO0oocbOOoDbOoooao
2023060300 000000000000 0O0O0OO
ooonoz022070500000
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As of 31 December 2022, approximately RMB1,061.9 million,
accounting for 99.0% of RMB1,072.3 million of net proceeds from the
Initial Public Offering, has been used in accordance with the use as
stated in the paragraph headed “Future Plans and Use of Proceeds”

in the Prospectus or the use after change on 5 July 2022. The use of

proceeds is as follows:

CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
oon0 oboobooobd

oooOooooo

Actual use of

Actual use of

0020220120310000000000000
00001072300 0000001,061.9000
oooooooooOoDOoO0oOogOoes.owioood
oooooooooooDODOoOoDOOoOoDOOooo0an
obO00202207050000000000000

net proceeds  net proceeds
from the from the
Initial Public  Initial Public
Unused net Offering Offering for
Percentage Planned proceeds for the the period
of total net use of net from the period from from the Unused net
proceeds proceeds Initial Public 1 January Listing proceeds
from the from the Offering as 2022 to 31 Date to 31 from the
Initial Public Initial Public ~ at 1 January December December Initial Public
Offering Offering 2022 2022 2022 Offering
020220 ooog
10100 ooo
020220 020220 20220
oo 1010 120310 120310 ooog
ooo oooo oooooo ooo ooooo ooog
oooo oooo OoODOoo ooog ooog ooog
oooo ooog 000 [Qoooog ooog ooo
Use after change ooooooo ooo oo 00 000000 ODOOCOOC oo
RMB million RMB million RMB million RMB million RMB million
gogooo ogopoop goopooo oooooo oooooo
Investments in BOT/BOO wastewater BoT/BOOOOCOOODO 35% 378.36 60.76 4412 361.72 16.64
treatment and running water supply oooooooooo
projects
To acquire TOT/TOO wastewater treatment 0 0 TOT/TOODOODOO 21% 289.70 - - 289.70 -
plants and running water supply projects uoooooo
Repayment of bank borrowings ooooon 24% 258.47 45.57 4557 258.47 -
To supplement working capital and for ooooo0ooo0ooooo 14% 152.77 45.57 44.82 152.02 0.75
general corporate purposes U
Total oo 100% 1,079.309 151.9 13451 1,061.91 17.39
Note (1): The amount of RMB1,079.30 million includes gain or loss on foreign 0 (1)o O0oO0OD0079300 00 00000D0DODO
exchange and interest income. oooo

ooooooobooooao

20220 0 0O O
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As of 31 December 2022, 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
Company’s announcement dated 5 July 2022 were based on the best
estimation and assumptions of future market conditions and industry
developments made by the Company at the time of making resolution
on the change of use of proceeds, 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 and the Company’s announcement dated 5 July 2022.
Save as disclosed above, as of 31 December 2022, there was no
material change in the use of proceeds of the Company.

On 1 March 2023, based on the actual situation and operation and
development needs of the Company, the Board changed the use of
the remaining unutilized proceeds, please refer to the Company’s
announcement dated 1 March 2023 for details.

7. Exchange rate risk and management

The Group still retains some foreign currency funds and foreign
currency borrowings, and foreign currency funds mainly include
Hong Kong dollars and US dollars, with principals of HKD5,768,566
and USD1,241,087 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. The hedging instrument
expired in March 2022. For part of the foreign currency borrowings,
we enter into an agreement with a domestic financial institution which
converts the foreign currency borrowings into Renminbi borrowings to
lend to the Group. The Group is only required to pay the principal and
interest of the RMB borrowings at a fixed interest rate to the domestic
financial institutions upon each payment of principal and interest,
thereby hedging the risk of foreign exchange rate fluctuations.

Oo0Oo0oooooOoooogoao
Ooo0oo0oooogoooadg

O oOoooo

O

ooDooOO0ooOO0oOoOOoOOoDOoOO0ooOOooDoDO
00000000000 0OOD0OO0s5,768,5660 0O
l241,087y0 000 000COO0O0OO0DOOOODO
gooocooboooocoOooboooao
oooocoooooooooonoao
oo0ooooooDooooooboonDao

O

Oo0Oo0ooooogoao
UOooogooooo

020220120310000000000
oooooooooboooooao
gooooOooooocoooboooao
oooooooOoOoOoOooooooaon
OO0O0O00OO0000020230600
0000000020220 705000
gooooooooocooboodao
oooooooooboooooao
ooooooooobooooooao
goooooDOoooooobDOooano

O
O
O

OO oOooooOogoaoadg
OoOoooo0ooooao
Oo0o0oo0oo0ooooao

O0o0o00oODDODOOOO0OO0O0OOoOoo

ooDoooOooooDbDoooooboano
O0D0DO00DbDO0OO0ODb0D0O2022070500
oo0o00oO0O0O0OO0O0OO0O0OC0O0OO0OO0OO0aO0?2022
120310000000 00000000

oooooo

20230301000 0
obDoooooDOoao
ocooooOocOooOooo
goo

O

O

O
O
O
O
O
O
O
O

ooooooano

O

Oo0OooOoogag

oo
oo

oo

oooooobDoooao

ocoooooooOo0OO
0000202303010

O O

O0o0ooaogoao

oo0ooocooDbDOooO0ooOooDbOoOoao
02022030000000000000
oooocoOoobOOooocoobOoooao
gooocoobooooooooooao

oooooao

ooooooooooao

oooooooOoooOobDooOooobDOooo

2022 Annual Report Kunming Dianchi Water Treatment Co., Ltd.



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS

8. Employees and remuneration policies

Relationship with Employees

As of 31 December 2022, we had 1,492 full-time employees, all of
whom were in China and most of whom were based in Yunnan. The
following table sets forth the breakdown of our employees by function
as of 31 December 2022:

gbd obdaoodgobad

020220 120310000 01,4920 000000
o0000000O0O0OO00OC0O0DO0O0O0D0O0O0-?2022
012031000000000000

Number
Function oo oo
Management and Administration ooooao 191
Finance oogd 56
Research and Development od 66
Quality Monitoring oooao 250
Marketing oo 17
Operations oo 867
Construction and Maintenance ooooao 45
Total oo 1,492

We recruit our employees on the open market. Compensation for our
employees includes basic wages, performance-based wages, bonuses
and other staff benefits. For the years ended 31 December 2021 and
2022, our employee benefits amounted to approximately RMB185.2
million and RMB215.5 million, respectively.

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

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

obooooocooboDobDOOooooOoboooan
ooooODoDbODOO0oDOoooooooODO0O0on
00020210 020220 1203100000000
ooO0ooOoOOoOoO0OO0OoO0O11s20000000
21550000

gooobOooODoooocOobOOoDbOoon
ooooobOOoDoDooooooobDOooO0oan
ooo0oobOOoDOooocO0ooooDbDOooOOoDn
ooooO0oOooooOooO0oOoOoOoOoOooOooOoao
goobOoOooOOoOCOoOoOooooooo

O o0Ooood
O oOooogod

ooDooOooooobOobOOoooooonn
oo0oooo0ooDODDOOoOoOOoO0oOoooooDbao
ocoooo0ooooOobOoO0ooOooOoooo
uobooooocoooboooooooaoan
ooooooOooOoococooooooooao
oooooOooOoODOoOOoOOocOoOoOoon

O0Oo0ooOooag
Oo0oooo

oooDooobooogobonbo 202220000

55



CHAPTER SIX MANAGEMENT DISCUSSION AND ANALYSIS
Oob O0o0ooobogo

9. Contingent liabilities

As at 31 December 2022, the Group did not have any significant
contingent liabilities.

10. Material charges on assets

As at 31 December 2022, the Group’s secured bank and other
borrowings are secured by:

(i) certain rights and income of wastewater treatment, water
supply and other concession rights (comprising operating
concessions and receivables under service concession
arrangements) which are under the management of the Group
pursuant to the relevant service concession agreements signed
with the grantors; and

(ii) certain equipment of the Group’'s wastewater treatment
facilities.
11. Major investment and acquisition

On 29 September 2021, the Company (as the asset entrustor) entered
into an asset management agreement (the “Mutual Trust No. 5
Asset Management Agreement”) with Bosera Capital Management
Co., Ltd. (as the asset manager) and Kunming Branch of China
Merchants Bank Company Limited* (0 0 O OO0 0000 OO0OO
0) (“China Merchants Bank”) (as the asset entrustee) in relation to
the investment and management of the entrusted assets. Pursuant to
the agreement, the Company agreed to entrust an amount of RMB300
million as the entrusted assets for investment in the credits of accounts
receivable held by Kunming Agricultural Development Investment Co.,
Ltd. (“KADI") for a term of 3 months. The Company invested RMB300
million in such asset management plan. On 31 December 2021, the
parties to the agreement entered into a supplemental agreement in
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The Mutual Trust No. 5 Asset Management Agreement has expired on
10 April 2022. As at the maturity date, the asset manager allocated
the assets under the asset management plan to the Company in their
current status as at the maturity date in accordance with the terms of
the Mutual Trust No. 5 Asset Management Agreement. For details,
please refer to the announcement of the Company dated 11 April 2022.

As at the end of the Reporting Period, such asset management plan
accounted for approximately 2.1% of the total assets of the Company.
As at the date of this announcement, KADI has yet to repurchase such
creditor’s rights of the trade receivables.

On 7 July 2022, the Company entered into the Kunming Luquan Yi
and Miao Autonomous County Beautiful County Water Environment
Comprehensive Improvement Project Contract* 00 0 O OO0 0O OO
00000000000 O0OO0OO0OOUOOD with the People’s
Government of Luquan Yi and Miao Autonomous County in Kunming
(the “People’s Government of Luquan County”), pursuant to which
the Company will invest approximately RMB170 million to implement
four sub-projects under the contract and obtain 30-year or 15-year
concession rights for each sub-project. For details, please refer to the
announcement of the Company dated 7 July 2022.

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 2022.
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12. Disposal of subsidiaries, associates and joint ventures

On 29 June 2022, the Company, the People’s Government of Suncun
Town, Fanchang District (the “People’s Government of Suncun
Town”) and Fanchang Dianchi Water, the Company’s wholly-owned
subsidiary, entered into an equity transfer agreement, pursuant to
which the Company conditionally agreed to sell and the People’s
Government of Suncun Town conditionally agreed to acquire 100%
equity interest in Fanchang Dianchi Water, which is principally
engaged in wastewater treatment, for a consideration expected not
exceeding RMB163 million (including equity transfer consideration,
dividend receivable, principal and interest of borrowings receivable).
For details, please refer to the announcements of the Company
dated 29 June 2022 and 7 July 2022, respectively. Completion of this
transaction would be subject to certain conditions stated in the equity
transfer agreement. Upon transfer of control, Fanchang Dianchi Water
ceased to be a subsidiary of the Company, the Group ceased to have
any equity interest in Fanchang Dianchi Water and its financial results
ceased to be consolidated in the accounts of the Group.

On 18 November 2022, the Group officially transferred the control of
Fanchang Dianchi Water to relevant local government. As of the end
of the Reporting Period, the relevant transfer procedures were still in
progress.

Save as disclosed above, the Company had no other disposal of
subsidiaries, associates and joint ventures as of 31 December 2022.

13. 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
O0o0ooooooooDoaoao)@Bank 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%. For details,
please refer to the announcement of the Company dated 22 February
2021. The loan has become due during the Reporting Period, and the
Company has received all principal and interest in accordance with the
terms of the entrusted loan contract.
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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%. For details, please refer to the
announcement of the Company dated 24 September 2021. The loan
has become due during the Reporting Period, and the Company has
received all principal and interest in accordance with the terms of the
entrusted loan contract.

The Company entered into an entrusted loan contract with Xindu
Investment and Kunming Chenggong District Rural Credit Cooperative*
(O OO0DDODO0OO0OO0OO0ODO0O0OoO0gao)(Chenggong District Rural
Credit Cooperative”) on 28 February 2022, pursuant to which the
Company entrusted Chenggong District Rural Credit Cooperative
to provide a loan of RMB250 million to Xindu Investment with an
annual interest rate of 8.5% which shall become due on 28 March
2022. After arm’s length negotiation, on 28 March 2022, the Company
entered into an entrusted loan extension agreement for the entrusted
loan contract with Xindu Investment and Chenggong District Rural
Credit Cooperative to extend the term of the entrusted loan contract
and the entrusted loan transaction thereunder to 28 July 2022 and
adjust the interest rate to 9.0% per annum for the extension period.
Meanwhile, the Company entered into a security contract with Xindu
Investment, pursuant to which Xindu Investment agreed to mortgage
the mortgaged asset as security for the entrusted loan extension
agreement and the transactions thereunder. For details, please refer
to the announcements of the Company dated 28 February 2022
and 28 March 2022. The loan has become due during the Reporting
Period, and the Company has received all principal and interest of
such entrusted loan in accordance with the terms of the extension
agreement.

On 9 June 2022, the Company entered into an entrusted loan contract
with Kunming Construction and Kunming Panlong District Rural Credit
Cooperative* (J 0000 OODOOO0ODODOO) (“Panlong District
Rural Credit Cooperative”), pursuant to which the Company entrusted
Panlong District Rural Credit Cooperative to provide a loan of RMB310
million to Kunming Construction with an annual interest rate of 8.5%
which shall become due on 8 June 2023. Kunming Dianchi Investment
provided a full and joint liability guarantee for the entrusted loan
transaction under the entrusted loan contract. For details, please refer
to the announcement of the Company dated 9 June 2022.
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On 24 October 2022, the Company entered into the entrusted loan
contract with Kunming DIG and Kunming Chenggong District Rural
Credit Cooperative* (0 O OO DO O0OOODODODOOO)(“Chenggong
District Rural Credit Cooperative”), pursuant to which the Company
entrusted Chenggong District Rural Credit Cooperative to provide a
loan of RMB200 million to Kunming DIG with an annual interest rate
of 8.5% which shall become due on 24 September 2023. For details,
please refer to the announcement of the Company dated 24 October
2022.

According to the knowledge of the Company, Kunming Bus, Xindu
Investment, Kunming Construction and Kunming DIG are all controlled
or held by Kunming SASAC, and Kunming DIG holds 15.58% of
the shares of Kunming Construction and 6.82% of the shares of
Xindu Investment. Saved as disclosed above, Kunming Bus, Xindu
Investment, Kunming Construction 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.

14. Pledge of shares by the Controlling Shareholder

On 24 October 2022, Kunming Dianchi Investment, the Controlling
Shareholder, entered into an agreement with Agricultural Bank of China
Limited Kunming Dianchi National Tourism Resort Sub-branch (the
“Lender”), to pledge up to 198,080,068 domestic shares in the issued
shares of the Company, representing 30% of its shareholding of the
Company (the “Pledged Shares”), in favour of the Lender as security
for a loan facility in an aggregate amount of RMB200,000,000 granted
to the Company (the “Loan Facility”). The Pledged Shares represent
approximately 19.25% of the total issued shares of the Company, and
are expected to be discharged and released upon repayment of the
Loan Facility in full. For details, please refer to the announcement of
the Company dated 23 October 2022. As of the end of the Reporting
Period, the Loan Facility was not yet due.
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A. EXECUTIVE DIRECTORS A. gogod

Mr. Zeng Feng (O O ), aged 58, joined our Group in August 2021. Mr. Zeng OO00DO580002021080 0 000000
was appointed as an executive Director and the Chairperson of the 2021090160 0000000 0O0DODOODOOO
Board on 16 September 2021 and is responsible for strategic decision ooooO0ooO0oOobOboDOooOoobOobOoooOoo
making of our Company’s operations. Mr. Zeng is the chairperson ooooOO0ooO0oOopDoDOoooOoooooboooOoo
of the Strategy and Investment Decision Committee, and a member oooooo

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 019930500000 0O0OO
Aviation Forestry Protection General Station of the Ministry of Forestry O00O0DO00DO1993050 020060 10 0 0O
(0DODoODO0DO0OO0OO0O0OODO). From May 1993 to January 2006, he 0000000000 OO0DOOOOOOOOO
worked at the Administrative Committee of Kunming Hi-tech Industrial O OO O000O00O0O0U0OO0O0O0OQCOOOOOO
Development Zone (0000000 OOOODOOO) and served as 000000000 DDODO129960 120 O 19980
deputy chief officer, chief officer, assistant to director and deputy 1100000000000 OOOOOOOOO
director of the finance department and director of accounting and gOooOooOozo00601002010011000000
settlement center, during which he also attended a postgraduate ooooDooCOoOooOopDooOoooDooooo
course in business and economics at the Chinese Academy of Social 0000o0oooDoDoooO0ooooooooonan
Sciences (0 OO0 O ODO) from December 1996 to November 1998. 000201001100 2021080 00 0DO00O0OO
From January 2006 to November 2010, he worked at the Management oooooooDOobOoOCcOoO0oO0ooooooboDoOoon
Committee of Kunming Airport Economic Zone (00O OO0OOO ocopooooOooDOoUOoOooUOOoOoDooooaOo
0 0) and served as the person in charge and head of the finance 002011030 02012060 000000000
department, deputy director of the management committee, member 000000 O0o2011010 02018060 OO O
of the Party working committee, and vice mayor of the People’s 0000000002021 0120000 0000
Government of Guandu District. From November 2010 to August 2021, ocooooo

he worked at Kunming Development Investment Group Co., Ltd. (O
00000000 0D00O0) 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 OOopoQole9006000000OOODOUODDOOO
0 0O O O)in June 1990, majoring in accounting. He also obtained 019940100 00000000 DOUOODOO
the accounting professional and technical qualification certificate in

October 1994.
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Mr. Luo served as a director of coordination department at Kunming
Dianchi Project Management Company (U O O 00 OO0 O0QOQOO
), a subsidiary of Kunming Dianchi Investment, from June 2008 to
June 2009. He also served at Kunming Dianchi Property Development
Company Limited (0 0 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
oooooooan).

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 (0 O O O O O) in Yunnan Province,
the PRC in January 2013.

As Mr. Luo has been subject to investigation by the Kunming
Disciplinary Inspection Committee of the Communist Party of China
and the Kunming Supervisory Committee for suspected serious breach
of disciplines and laws, on 7 February 2023, the Board resolved to
propose the removal of Mr. Luo as an executive Director, a member of
the Strategy and Investment Decision Committee and a deputy general
manager. The removal from office of the member of the Strategy and
Investment Decision Committee and the deputy general manager has
become effective on 7 February 2023 and the removal from office
of the executive Director has been approved by the Company at
the extraordinary general meeting held on 6 April 2023 and became
effective on the same date. Please refer to the announcements of the
Company dated 7 February 2023 and 6 April 2023 for details.

B. NON-EXECUTIVE DIRECTORS

Ms. Song Hong (O O ), aged 59, 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.,
Ltd(DO0ODO0OO0DD0DO0DO0OOoOoooooao).
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Ms. Song worked at Kunming Tap Water Group Co., Ltd. (0 O 0O O O
O00O0O0O0ooooao)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 0 00O O OOOOOOO)in
Yunnan Province, the PRC, majoring in economic management from
September 1997 to December 1999.

Ms. Ren Na (O O ), aged 42, joined the Group in November 2020 and
served as a non-executive Director of the Company from 6 November
2020 to 6 April 2023. Ms. Ren participates in the development of our
business strategies. Ms. Ren has more than 10 years of experience
in the financial field. She currently serves as the financial controller of
Yunnan Kunhua Hospital Investment Management Co., Ltd. (O O O O
OooOooooooao).

Ms. Ren served as the chief accountant of the hydropower station
and the department head of No. 1 water resources machinery plant
of Sinohydro Bureau 5 Co., Ltd. (0 O O O 0O O OO0 0O 0O O) from
July 2002 to April 2008. From April 2008 to May 2009, she worked in
Yunnan Tonghe Technology Development Co., Ltd. (D O 0O 0O OO O
0 O O O O) and was responsible for finance management. From May
2009 to October 2013, she served as the person in charge of finance
of the Lidi branch of Yunnan Lancangjiang Property Management Co.,
Ltd. (0000000000000 O0O0OO0O0O0). From November
2013 to July 2019, she served as the manager of general management
department of China Southern Power Grid Integrated Energy (Yunnan)
Co,Ltd (O ODODOODOO((ODO)DOODOOOADO). She served
as the deputy general manager of financial sharing center of Yunnan
Investment Holding Group Co., Ltd. (D OO0 O0OOCOOOOOO)
from August 2019 to March 2022, and served as a director of Yunnan
Medical Investment and Management Group Co., Ltd. (0 O 0O 0O O O
OO0O0O0O00OD0OOO0)from April 2020 to November 2022, and has
been serving as a supervisor of CTV Yuntou Culture Tourism Industry
Investment Co., Ltd. (D O OO0 OO0 OOOODOOOOOADO)since
October 2020, and the financial controller of Yunnan Kunhua Hospital
Investment Management Co., Ltd. (D OO0 000 O00O0O00OOO0O)
since March 2022.
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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.

Mr. Zhang Yang (O O ), aged 37, joined the Group in December 2022
and was appointed as a non-executive Director of the Company on
7 December 2022. Mr. Zhang participates in the development of our
business strategies. He currently serves as an assistant to the general
manager of Kunming Industrial Development and Investment Co., Ltd.*
(Cooooooooooooan).

Mr. Zhang worked at the Global Energy Internet Research Institute* (O
00000000 0d) (subsequently renamed as Global Energy
Internet Research Institute Co., Ltd* (D 0000000 O0O0O0OOO
0)) from May 2016 to August 2019; worked at Beijing Zhongguancun
Yangingyuan Investment Development Co., Ltd* (0D 0O O 0O 0O 0O OO
0O 0O 0O O 0O 0 O 0O)fromAugust 2019 to October 2020 as an
assistant to the general manager; and has worked at Kunming
Industrial Development and Investment Co., Ltd* (0 0 0 0 0 0O O O
00000 D0) as an assistant to the general manager since October
2020.

He graduated from Kunming Polytechnic University (0 O O O O O)
in July 2010 majoring in mechanical engineering and automation and
obtained a bachelor’'s degree, and graduated from the University of
Western Australia (0 0 0 O 0 O O O O O O) in November 2015
majoring in electrical and electronic engineering and obtained a
doctorate degree.

C. INDEPENDENT NON-EXECUTIVE DIRECTORS

Ms. Wang Dongfang (O O O ), aged 47, joined the Group in
December 2022 and was appointed as an independent non-executive
Director of the Company on 7 December 2022. Ms. Wang participates
in making significant decisions and advises on corporate governance,
connected transactions, and various matters concerning Directors and
senior management. Ms. Wang is currently the chairperson of the Audit
Committee, a member of the Remuneration and Appraisal Committee
and the Strategy and Investment Decision Committee of the Company.

* For identification purposes only
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Ms. Wang worked at Yunnan Jingwei Certified Public Accountants* (O
OO0O0OO0ODDDO0O)fromJuly 1996 to October 2002 as an assistant
of the audit department and a deputy manager of the administration
department; worked at China Cinda Asset Management Co., Ltd* (O
O00000D0OO0OO0)from October 2002 to March 2008 as a senior
manager of the asset management department; worked at Pacific
Securities Co., Ltd* (0 0 0 OO0 OO O O O O) from June 2008 to
August 2010 as a senior manager of the investment banking
department; worked at Shenwan Hongyuan Securities Underwriting
and Sponsorship Co., Ltd* (0 0 00000000 ODOOOO0O)
from August 2010 to October 2017, serving as a senior manager of the
investment banking department and a deputy manager of the financing
business department; and has worked at Shengang Securities Co.,
Lid* (0D O 0O 0O O 0O 0O 00O O) since October 2017. Currently, she is
the deputy general manager and managing director of the fifth
investment banking department.

Ms. Wang graduated from Yunnan Finance and Trade School (O
0O 0O 0O 0O 0O 0)inJune 1996 majoring in accounting and statistics;
graduated from Yunnan Finance and Trade College (O O O O O
0 ) in December 1998 majoring in accounting; and graduated from
China University of Political Science and Law (O O O 0O O O)in
January 2008 majoring in law and obtained a bachelor of laws degree.
Ms. Wang is a sponsor representative, a certified public accountant
and a certified tax agent in the PRC.

During the Reporting Period, the Guizhou Regulatory Bureau of the
China Securities Regulatory Commission (D OO0 00000 OO0
0 0 0O 0O 0O) issued the Administrative Regulatory Measures Decision
Letter (U O O O O O O O O), and took the regulatory measure of
issuing a warning letter to relevant parties including Ms. Wang, as
Ms. Wang, as one of the sponsor representatives of a listed company
in the PRC, had failed to continuously monitor the listed company’s
commitments in respect of the deposit of raised funds in a dedicated
account and the implementation of investment projects, etc. For details,
please refer to the Company’s announcement dated 21 October 2022.

*  For identification purposes only
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Ms. Zheng Dongyu (O O O ), aged 66, 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 the chairperson of the Nomination Committee
and a member of the Audit Committee of the Company.

Ms. Zheng served as a lecturer at the School of Law of Yunnan
University (O O O O) 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 (0 O O O O
000000 00D0DO0) (acompany listed on the National Small and
Medium-sized Enterprise Share Transfer System, stock code 832848)
and Kunming Yunnei Power Co., Ltd. (a company listed on the
Shenzhen Stock Exchange, stock code: 000903) and an independent
director of Yunnan Gold Mining Group Co., Ltd. (O O O O O O O
000000 O0). Ms. Zheng served as an independent director of
Yunnan Nantian Electronics Information Co., Ltd (0 O OO O O OO
O000000D0)(acompany listed on Shenzhen Stock Exchange,
stock code 000948), Yunnan Yuntianhua Co., Ltd (0 O OO 0O O OO
0 0O O) (a company listed on Shanghai Stock Exchange, stock code
600096) and Huaneng Lancang River Hydropower Inc. (O O O O O
O0000D0D0O0O)(acompany listed on Shanghai Stock Exchange,
stock code 600025).

Ms. Zheng graduated from the Southwest University of Political
Science and Law (O O 0O O O O ) with a bachelor of laws degree in
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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 an independent non-executive director of 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. He also served as an independent non-executive director
of Bingo Group Holdings Limited (a company listed on the GEM of
the Stock Exchange, stock code: 8220) from December 2016 to May
2022 and an independent non-executive director of K Group Holdings
Limited (a company listed on the GEM of the Stock Exchange, stock
code: 8475) from May 2021 to June 2022.

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.

During the Reporting Period, Mr. Ong was named as one of the
respondents in a petition filed by the Securities and Futures
Commission of Hong Kong. For details, please refer to the Company’s
announcement dated 17 May 2022.
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D. SUPERVISORS

Mr. Na Zhigiang (O O O ), aged 61, 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 0D 00 OO O0O0O0OO
0 O 0) in Yunnan Province, the PRC, in December 2004, majoring in
economics and management.

Mr. Yao Jianhua (O O 0O ), aged 64, 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 (I O O O O O O O O O O O) from
February 1988 to February 1998, and deputy chief of the Management
Cashier Office of Kunming City Drainage Company Limited (O O O O
000000o0oo)fromFebruary 1998 to June 1999.
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Mr. Yao graduated from Chinese People’s Liberation Army Kunming
Army College (0 0 00O ODODOOOOOO)in Yunnan Province,
the PRC, majoring in political theory in July 1999.

Mr. Shao Wei (O O ), aged 42, joined our Group on 7 May 2016 and
is a Supervisor of our Company in charge of overseeing the Directors,
managers and other management personnel to ensure compliance with
laws and regulations, the Articles of Association and the resolutions of
Shareholders’ general meetings. Mr. Shao has over 10 years’ working
experience in the corporate finance management. Mr. Shao worked
as the accounting manager of planning and financing department of
Kunming DIG, responsible for corporate finance and accounting affairs.
He was transferred to Kunming Development New Energy Industry
Investment Operation Co., Ltd. (0 O 0D 00 00O OOOOOADO
0 O 0O) in August 2018 and has been serving as the deputy general
manager since October 2018. He has been serving as the financial
controller of Kunming Zhongchuang Sanyou Kun Development New
Energy Technology Co., Ltd. (0 D OO OO OOOOOOOOODO
0O 0O) since March 2018. He has also served as the executive deputy
general manager of Kunming Petrochina Kunlun CNG Co., Ltd. (O O
0000000 00D0O0OO0OODADO)since March 2019, a director of
such company since June 2020, and ceased to served at the company
in June 2021. He has served the chairman of the board of supervisors
of Kunming Petrochina Energy Investment and Development Co.,
Lid. (0000000000000 OAO)since March 2021. He has
also concurrently served as the deputy general manager of Kunming
Kangju Industrial Development Co., Ltd. (0 O O O O 0O O O O O
0O [O) since April 2021, and as the legal representative, executive
director and general manager of such company since October
2021; and concurrently served as an executive director and deputy
general manager of Kunming Yunzhong Recreation Investment and
Development Co., Ltd. (0 00O O OOOOCO O OO O)since April
2021, and as the legal representative, executive director and general
manager of such company since November 2021.

Mr. Shao worked at Yunnan Yatai Electronic Information Technology
Co,Ltd. (00O OOOOOODODOGOAOO)fromMarch 2004 to
March 2009. He worked at the financial department of and served as
the deputy director of legal and risk control department of Yunnan
Electrical and Mechanical Equipment Corporation (0 0 O 0 O O O
0O 0O O) from May 2010 to August 2011 and May 2012 to November
2015, respectively. He worked at Yunnan Yunrui Automobile Sales and
Service Co., Ltd. (0 O 0O OO O OO OOODOOONDO) from August
2011 to May 2012, responsible for financial management.
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Mr. Shao graduated from Kunming University of Science and oooOoz20100700000000D0O0ODOO
Technology (O O O O O O) in Yunnan Province, the PRC, majoring 00oCcOoDbDOoOoOOoDOobOO20100900000
in accounting computerisation in July 2010. He received a certificate 000000 O0oO0oO0DODOoOOoOOOoOoz018060 00O
in accounting (intermediate level) in September 2010 and obtainedthe OO0 OO0 O0OO0OOOO0OO

professional and technical qualification certificate of senior accountants

in June 2018.

E. SENIOR MANAGEMENT E. gogooao

Each member of our senior management satisfies the qualification oooo0oDoDOoO0oooDoDOoOo0ooDOoOOooOoOoDOoOaon
requirements under the relevant PRC laws and regulations forhisor 0000000 OO0OO0OOOOCOODODOOOOO
her position. The senior management is responsible for the day-to-day ooooOO0ooO0OoOobDOooOOooOoobDOoooOoo
management of our business. The following table sets forth the oooooooood

information regarding our senior management as at the end of the

Reporting Period:

Relationship
with other
Directors,
Supervisors

Date of and senior
Name Age Position Roles and responsibilities ~ Appointment date joining our Group management
gooooo
gooooo goooao
ood oo oo ooooo oooo oag gooooao
Mr. Chen Changyong 53 Executive Director  Participate in the Company's ~ Appointed as General Manager in 10 July June 2019 None
and General strategic decision-making 2019 and as Executive Director on 19
Manager and be responsible for the June 2020
Company's operation and
management
ooooao 53 gooao 0oooooooo 201907010000000000 20190 60 0
oooao oooooooooao 0202006019000000000
Mr. Luo Yun 44 Executive Director ~ Responsible for supervising  Served as Deputy General Manager from June 2013 None
and Deputy our Company's investment January 2015 to 7 February 2023 and as
General strategies, market Executive Director from 23 June 2016 to
Manager expansion and production 6 April 2023
safety and environmental
protection
oooao 44 gooao 0o0oo0ooooooao 20150100202302070 000000 2013060 0
ooooao oooooooooao 020160 60 230 0 20230 40 60
ooooooooo ooooao
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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 ) served as an executive Director and the deputy
general manager of our Company during the Reporting Period. Please
see the section headed “Profiles of Directors, Supervisors and Senior
Management — A. Executive Directors” in this report for details of his
biography.

Except as disclosed above:

1) none of our Directors has any interests in any business, which
competes or is likely to compete, either directly or indirectly,
with our business;

2) none of our Directors, Supervisors and senior management has
been a director of any public company, the securities of which
are listed on any securities market in Hong Kong or overseas in
the three years immediately preceding the date of this report;
and

3) there is no other information that needs to be brought to the
attention to the Shareholders under Rule 13.51(2) of the Hong
Kong Listing Rules.
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F. COMPANY SECRETARY

As at the end of the Reporting Period, Mr. Chiu Ming King (O O 0O) is
our company secretary.

Mr. Chiu Ming King (O O O ) currently serves as the head of corporate
and fund services at Vistra Corporate Services (HK) Limited. He has
over 10 years of experience in the company secretarial field.

Mr. Chiu was elected as an associate and a fellow of The Chartered
Governance Institute in the United Kingdom in 2003 and 2015,
respectively, and admitted as an associate and a fellow of The Hong
Kong Chartered Governance Institute (“HKCGI") (formerly known as
The Hong Kong Institute of Chartered Secretaries) in October 2003 and
September 2015, respectively. He is also a holder of the Practitioner’s
Endorsement Certificate issued by HKCGI. He has been a chairman of
the Professional Services Panel and a council member of HKCGI.

Mr. Chiu obtained a bachelor of arts from University of Toronto in
Toronto, Canada, in June 1999 and received a master of arts in
professional accounting and information systems from City University
of Hong Kong in November 2003.

F. gooao

ooooO0ooooODOoOOoOoOOoOoOooooooDog

000000 0O O Vistra Corporate Services (HK)
LimitedO O O
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The Company is a leading wastewater treatment and reclaimed water
services enterprise in Yunnan Province, the PRC, and a relatively
large wastewater treatment company in Yunnan Province, the PRC.
The Company enjoys 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.

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 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”. After years of accumulation and
practical innovation, the Company has developed a series of unique
business concepts and models and has a high-quality and long-term
water-related business management operation team and a professional
team with strong technical strength, laying a solid foundation for
continuous and high-quality corporate development.

In the future, in the face of complicated external environment and
severe economic situation, and under the market environment of
intensified market competition and increasing industry concentration,
the Company will adhere to the general working keynote of “stability
is the first and foremost”, continue to give full play to its own
advantages, unswervingly implement the general strategy, objectives
and requirements of innovation-driven and high-quality development,
maintain strategic stability, consolidate the foundation of development,
steadily cope with various risks and challenges and make every effort
to stabilise the overall situation of the Company’s development to
ensure high-quality and sustainable development of the Company.

2. Business

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

Key Financial Ratios

The following table shows some major financial ratios of the Group to

reflect the Group’s profitability, operational capabilities and solvency,

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

Gross profit margin® gooow

Net profit margin® oooo®@
Return on equity® gooooe
Return on total assets® opoooooe
Current ratio® oooo®e

Quick ratio® gooow
Gearing ratio® ooooooo®m
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As at or for the year ended
31 December

01203100
000120310000

2022 2021
20220 20210
41.5% 31.3%
15.7% 14.7%

7.0% 7.7%

2.8% 2.8%
102.2% 93.5%
101.6% 93.2%
54.4% 52.2%

Notes:

(€]

(@)

(3

4

(5)

(6)

()

Equals to gross profit divided by our total revenue for the same period.

Equals to profit for the year divided by our total revenue for the same
period.

Represents profit for the year as a percentage of total equity for the
same period.

Represents profit for the year as a percentage of total assets for the
same period.

Equals to current assets divided by current liabilities as at the end of the
period.

Equals to current assets less inventories divided by current liabilities as
at the end of the period.

Calculated as net debt divided by total capital at the end of the
period. Net debt is calculated as total borrowings less cash and cash
equivalents at the end of the period. Total capital is calculated as total
equity plus net debt.

ooo

(€}

(2)

(3)

(4)

(5)

(6)

(1)
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Gross profit margin and net profit margin

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

Return on equity

Our return on equity decreased from 7.7% in 2021 to 7.0% in 2022,
which was mainly due to the increase in total equity of RMB221.8
million in 2022.

Return on total assets

Our return on total assets remained at 2.8% in 2022 and 2021.

Current ratio and quick ratio

Our current ratio and quick ratio increased from 93.5% and 93.2%
as of 31 December 2021 to 102.2% and 101.6% as of 31 December
2022, respectively, primarily because current liabilities decreased by
RMB868.3 million in 2022.

Gearing ratio

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

Based on the above indicators, we believe that the Group possesses
strong competitiveness and operational capabilities to create value for
Shareholders on an ongoing basis.

ooocobooooobOoooooocoboooao
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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.
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() 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 mainly arises
from cash and cash equivalents and borrowings denominated in HKD
and USD.

As at 31 December 2022, if HKD had strengthened/weakened by 1%
(2021: 1%) against RMB, with all other variables held constant, post-tax
profit for the year would have been approximately RMB6,442,000
lower/higher (2021: RMB9,148,000 lower/higher) as a result of foreign
exchange losses/gains on translation of HKD denominated assets and
liabilities.

As at 31 December 2022, if USD had strengthened/weakened by 1%
(2020: 1%) against RMB, with all other variables held constant, post-tax
profit for the year would have been approximately RMB634,000 lower/
higher (2021: RMB10,903,000 lower/higher) as a result of foreign
exchange losses/gains on translation of USD denominated assets and
liabilities.

(i) Cash flow and fair value interest rate risk

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

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

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

As at 31 December 2022, if the interest rate on floating interest rate
borrowings had been higher/lower by 0.5% (2021: 0.5%), the Group’s
net profit for each year would have changed mainly as a result of
higher/lower interest expenses on floating rate borrowings. Details of
changes are as follows:

Year ended: oco0O0ooDoo
Net profit (decrease)l increase
— 0.5% higher

— 0.5% lower

00 00.5%
00 00.5%

oomoomoan
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020220120310000000C00000000
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Year ended 31 December
O0d120310000

2022 2021
20220 20210
RMB’000 RMB’000
ooooo ooooaog
(15,129) (17,546)
15,129 17,546

Credit risk and impairment assessment

Credit risk refers to the risk that a counterparty will default on its
contractual obligations resulting in financial loss to the Group. The
objective of the Group’s measures to manage credit risk is to control
potential exposure to recoverability problem.

The Group’s credit risk exposures are primarily attributable to
trade and other receivables, receivables under service concession
arrangements, amounts due from customers for construction contracts,
contract assets, financial assets at amortised cost, cash and bank
balances and restricted funds. The Group does not hold any collateral
to cover its credit risks associated with its financial assets and contract
assets (including amounts due from customers for construction
contracts), except for financial asset at amortised cost. The amounts
presented in the consolidated statement of financial position are net of
loss allowance.

The Group performed impairment assessment for financial assets
and contract assets (including amounts due from customers for
construction contracts) under ECL model. For trade and other
receivables, receivables under service concession arrangements,
amounts due from customers for construction contracts and contract
assets, the balances are primarily derived from local governments,
PRC state-owned entities and quasi-government organisations. As the
Group’s historical credit loss experience does not indicate significantly
different loss patterns for these customers, the loss allowance
based on past due status is not further distinguished between these
customers.
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Impairment loss on receivables under service concession
arrangements of approximately RMB26,026,000 (2021: approximately
RMB15,981,000) and reversal of impairment loss on amount due from
customers for construction contracts approximately RMB6,820,000
(2021: impairment loss of approximately RMB14,112,000) is
recognised during the year respectively.

(iii) Contract assets

In determining the ECL for contract assets, the Group has made
individual assessment on the recoverability of contract assets
based on historical settlement records, past experience, and also
forward-looking information. These customers are local governments,
PRC state-owned entities and quasi-government organisations, which
are financially sound and there is no significant credit risk with these
customers.

(iv) Other receivables

The Group makes periodic collective assessments as well as individual
assessment on the recoverability of other receivables based on
historical settlement records, past experience, and also quantitative
and qualitative information that is reasonable and supportive available
forward-looking information. The Group believes that there are
no significant increase in credit risk of these balances since initial
recognition and the Group provided impairment based on 12-month
ECL, except certain balance of other receivables of approximately
RMB8,782,000 (2021: approximately RMB3,000) which was specifically
assessed for impairment based on lifetime ECL and the recovery was
considered to be remote by the Group due to unfavourable event,
as a result, impairment loss on certain balance of approximately
RMB8,782,000 (2021: approximately RMB3,000) was recognised
during the year. Total impairment loss on other receivables of
approximately RMB16,227,000 (2021: approximately RMB1,914,000)
is recognised during the year.

(v) Other financial assets at amortised cost

The Group makes periodic individual assessment on their recoverability
based on historical settlement records and also quantitative
and qualitative information that is reasonable and supportive
forward-looking information. At 31 December 2022, the Group had
made an accumulated lifetime loss allowance on credit-impaired
balance (2021: balance with recoverability in doubtful) of approximately
RMB60,000,000 (2021: approximately RMB6,000,000).
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(vi) Bank balances and restricted funds

All the cash and bank balances and restricted funds were deposited
in the major financial institutions in the PRC and Hong Kong, which
the Directors believe are of high credit quality. Therefore, the Group’s
exposure to credit risk arising from these balances is limited.

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 RMB91.6 million as of 31 December 2022. With respect to our
future capital commitments and other financing requirements, we had
unutilised banking facilities of RMB1,619.8 million as of 31 December
2022.

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.

6. Significant Subsequent Events

There were no significant events affecting the Group after the year end
and up to the date of this report.

7. Relationship with Employees

As of 31 December 2022, we had 1,492 full-time employees, all of
whom were in China and most of whom were based in Yunnan. The
following table sets forth the breakdown of our employees by function
as of 31 December 2022:

(vi)
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Number
Function oo oo
Management and Administration gooooo 191
Finance oo 56
Research and Development oo 66
Quality Monitoring oooao 250
Marketing oo 17
Operations oo 867
Construction and Maintenance ooooao 45
Total oo 1,492
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We recruit our employees on the open market. Compensation for our
employees includes basic wages, performance-based wages, bonuses
and other staff benefits. For the years ended 31 December 2021 and
2022, our employee benefits amounted to approximately RMB185.2
million and RMB215.5 million, respectively.

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

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

8. Relationship with Customers

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

Our largest customer during the Reporting Period was the Kunming
Finance Bureau. The revenue attributable to our largest customer
was approximately RMB905.1 million, accounting for approximately
43.8% of the total revenue of the Group. During the Reporting
Period, the revenue attributable to our top five largest customers
was approximately RMB1,405.5 million, accounting for approximately
68.0% of the total revenue of the Group.

ooooooobooooao
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Our revenue mainly comes from wastewater treatment service in
Kunming. The wastewater treatment fee paid to us came either
from government purchase, or direct collection from individuals and
entities using self-supplied water sources. Of those fees, payment
from government purchase comes directly from the Kunming Finance
Bureau which was our largest customer during the Reporting Period.

During the Reporting Period, we also provided management services
to our Controlling Shareholder. Our other major customers included
Housing and Urban-Rural Construction Bureau of Zhaotong City and
Xundian County Government, etc. We provided wastewater treatment
and construction services to Xundian County and Zhaotong City under
the relevant concession agreements.

Except for our Controlling Shareholder, all of our five largest customers
are independent third parties, and none of our Directors, their
close associates or any Shareholder (who, to the knowledge of our
Directors, owned more than 5% of our Company'’s issued shares) had
any interest in any of our five largest customers during the Reporting
Period. We did not have any major customers who were also our
suppliers.

9. Relationship with Suppliers

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

During the Reporting Period, our largest supplier was Kunming Power
Supply Bureau of Yunnan Power Grid Company Limited, our purchase
from the largest supplier amounted to approximately RMB96.9 million,
accounted for approximately 10.1% of the total purchase of the
Group. During the Reporting Period, our purchase from the top five
suppliers amounted to approximately RMB305.1 million, accounted for
approximately 31.6% of the total purchase of the Group.
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Our 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 Hunan Yuze Energy Trading Co., Ltd. and
Shaanxi Guoyafangfang Energy Technology Co., Ltd. which provide
water treatment chemicals and others materials for the operation and
maintenance of our facilities.

All of our top five suppliers are independent third parties based in
China, 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 issued shares) had any interest in any of our top five
suppliers during the Reporting Period. We did not have any major
suppliers who were also our customers. We did not enter into any
long-term agreements with our major suppliers during the Reporting
Period.

Except for our utility service providers, we have established a
centralised procurement policy for our cooperated suppliers. Under
such policy, our subsidiaries are required to solicit bids from different
suppliers, and select the suppliers based on price, quality, and
timely delivery of the products. All supply contracts will be required
to be reviewed and approved by the headquarters which will conduct
periodic tests to check the quality of the delivered products.

We have sourced our raw materials from a few local suppliers located
near Kunming in order to benefit from the economies of scale and
convenient transportation, which allowed for faster and cheaper delivery
of raw materials. We generally pay our suppliers within 10 to 15 days after
receiving the delivery of goods, subject to internal review and approval.
For our major suppliers, we often settle accounts monthly, and as of 31
December 2022, we did not have any payments in arrears.
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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. (0 O O O O O O
O00000o0ao), aproducer of wastewater treatment chemicals,
from which we intend to procure a majority of our chemicals in the
future. As of 31 December 2022, we had not experienced any material
difficulty in obtaining any utility services, construction services, or
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CHAPTER EIGHT

B. BUSINESS PERFORMANCE

The audited results of the Company and its subsidiaries for the year
ended 31 December 2022 are stated in the Consolidated Statement of
Profit or Loss and Other Comprehensive Income on pages 160 to 161.
The financial positions of the Company and its subsidiaries for the year
ended 31 December 2022 are stated in the Consolidated Statement of
Financial Position on pages 162 to 163. The consolidated cash flows
of the Company and its subsidiaries for the year ended 31 December
2022 are stated in the Consolidated Statement of Cash Flows on
pages 165 to 166.

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 20 to 61 hereof.

C. SHARE CAPITAL

As of 31 December 2022, 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 7 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.

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). On 24 December 2022, the bonds became due, the Company
completed the repurchase of the remaining bonds, and the principal
and interest on the bonds were settled as at the end of the Reporting
Period.

Save as disclosed above, during the Reporting Period, the Company
did not repurchase or issue any other corporate bonds.

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

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

F. SHARE SCHEMES AND
EQUITY SECURITIES

ISSUANCE OF

As at 31 December 2022, the Company or any of its subsidiaries
had no share option schemes and share award schemes. During the
Reporting Period, there was also no issuance of equity securities
(including securities convertible into equity securities) for cash.

G. 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 Shareholders’
entitlement to the pre-emptive right to acquire.

H. 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 2022,
the undistributed profit of the Company amounted to RMB1,568.4
million. For the calculation in accordance with the China Accounting
Standards, as at the end of 2022, the undistributed profit of the
Company amounted to RMB1,565.7 million.
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CHAPTER EIGHT

l. 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.

J. PROFIT DISTRIBUTION

Taking into account the future plans and the financial position and
cash flow position of the Company, the Board does not recommend the
distribution of a final dividend for the year ended 31 December 2022.

K. BANK BORROWING SAND OTHER BORROWINGS

The details in relation to the bank borrowings and other borrowings of
the Company and its subsidiaries as of 31 December 2022 are stated
in Note 30 to the Financial Statements.

L. DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT

During the Reporting Period, the Board of Directors consisted of 9
Directors, among whom, 3 are executive Directors, 3 are non-executive
Directors and 3 are independent non-executive Directors. The
Directors have been appointed by the Shareholders with a term of 3
years, after which they may be re-elected.

The Board of Supervisors currently consists of 3
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During the year until the end of the Reporting Period, the information 000000000 OQOO0OO0OOOOOOOOOO
regarding the Company’s Directors and Supervisors are set out as ooogo

follows:
Relationship
with other
Directors,
Supervisors
Date of and senior
Name Age Position Roles and responsibilities Appointment date joining our Group management
gooooo
goooo
oo oo oo goooao oooo ooooOooOoo gooooo
Mr. Zeng Feng 58 Chairperson; Executive Director ~ Responsible for strategic 16 September 2021 August 2021 None
(Chairperson of the Strategy decision making
and Investment Decision
Committee, and member of the
Remuneration and Appraisal
Committee and the Nomination
Committee)
oooao 58 0000000OOoOoO ooooOoooooo 2021090 160 20210 80 0
0000o0D0OOD0OOODDoo
oooooooooooo
ooooo
Mr. Chen 53 Executive Director and General ~ Participates in strategic decision ~ Appointed as General ~ June 2019 None
Changyong Manager making of the Company and Manager on 10
responsible for operation July 2019 and as
management of the Company Executive Director
on 19 June 2020
ooooo 53 oooooooao ooooooooo 20190 701000 20190 60 0
oooOoooOoooo oooooooo
20200 60190 0
ooooooo
Mr. Luo Yun 44 Executive Director and Deputy responsible for supervising Served as Deputy June 2013 None
General Manager (member of our Company's investment General Manager
the Strategy and Investment strategies, market expansion from January 2015 to
Decision Committee) and production safety and 7 February 2023 and
environmental protection as Executive Director
from 23 June 2016 to
6 April 2023
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Name

oo

oooao

Ms. Song Hong

oooo

Ms. Ren Na

ooono

Ms. Yu Yanho®

oooooe

Mr. Zhang Yang®

ooooe

Age

oo

44

59

59

42

42

52

52

37

37

Position

oo

oooo0o000OIooOooa
ooooooooo

Non-executive Director

ooooo

Non-executive Director

ooooo

Non-executive Director

ooooo

Non-executive Director

ooooo

CHAPTER EIGHT REPORT OF THE BOARD OF DIRECTORS

Roles and responsibilities

ooooo

ooo0o00oo0OO00o
oooooooooao
oooooao

Participates in the development
of business strategies of the
Company

goooOoooooo
oooo

Participates in the development
of business strategies of the
Company

oooooooooo
0ooao

Participates in the development
of business strategies of the
Company

oooooooooao
oooo

Participates in the development
of business strategies of the
Company

goooOOoOoOo

oooo

Appointment date

oooao

20150 10 0 20230
207000000
0002016060
230 020230 40
60000000

23 June 2016

20160 60 230

6 November 2020, and
ceased to serve as a
non-executive Director
from 6 April 2023

20200 1106000

20230406000
ooopooooao

19 June 2020, and
ceased to serve as
a Non-executive
Director with effect
from 7 December
2022

20200 6019000

20220 120700
gooooocoo
0

7 December 2022

20220 120 70

oo Oooodao
Relationship
with other
Directors,
Supervisors

Date of and senior

joining our Group management
oooooao
ooooao

0oooooooDo oooooao

20130 60 0

June 2016 None

20160 60 0

November 2020 None

20200 110 0

June 2020 None

20200 60 0

December 2022 None

20220 120

ooooooobooooao

20220 0 0O O
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Name Age Position

oo oo oo

Mr. Yin Xiaobing® 49 Independent Non-executive
Director (Chairman of the Audit
Committee and the Nomination
Committee, and member of
the Strategy and Investment
Decision Committee and the
Remuneration and Appraisal
Committee)

gooo0oCocoooOooo
gooooooooOooa
goooOoOooOooooo
goooooooo

oooooe 49

Ms. Wang 47
Dongfang®

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

000000000000

0o00p00oOoO0O0DDDO
0oo00DoOO0OO0O0O0D

ooooo® 47

0ooo
Ms. Zheng 66 Independent Non-executive
Dongyu® Director (Chairman of the

Nomination Committee
and member of the Audit
Committee)

oooooe 66 ooooOoOomoooooo

000000000000

Roles and responsibilities

ooooao

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

oooooooooooao
ooooooooooo
oooooO0O0000O
ooo

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

ooooOoooooooo

ooooooooooo
oooOoooooooo
ooo

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

ooooooooooooao

gooooooO0oO0O0D0O

0oo00O00O0OOoOoOooOO

Date of

Appointment date joining our Group

oooao 0oooo0o0o

23 June 2016, and
ceased to serve

June 2016

as an Independent
Non-executive
Director and all other
positions in the Group
with effect from 7
December 2022
20160 6023000
20220120700
oooooooa
oooooooa
ooooo

20160 60

7 December 2022 December 2022

20220 12070 20220 120

18 June 2021 June 2021

20210 60 180 20210 60
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Relationship
with other
Directors,
Supervisors
and senior
management
oooooo
ooooao
oooooo

None

None

None



Name

oo

Mr. Ong King
Keung

ooooao

Mr. Na Zhigiang

ooooao

Age Position
oo oo
47 Independent Non-executive

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

47 oooooOomoooooo
gooooooooooao
ooooooooo

61 Chairman of the Board of

Supervisors, Employee
Representative Supervisor

61 oooooooooooo

CHAPTER EIGHT

Roles and responsibilities

ooooo

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

goooOoooooooOoo

ooooooOooooOoo
oooocOoOoooOoooa

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

goooOoOoooOooooa

ooooooOOoOOo
ooopoooooooao
goooooboooooo
oooodo

Appointment date

12 November 2021
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Relationship
with other
Directors,
Supervisors

Date of and senior

joining our Group management
oooooo
0ooooo

oopoooooa oooooan

November 2021 None

20210 110 0

February 1990© None

19900 20 @ 0

oooDooobooogobonbo 202220000
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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
ooooono
0ooooao
oa oo oo 0ooooDo oooo oooooooo oooooaDn
Mr. Yao Jianhua 64 Employee Representative Responsible for overseeing 19 January 2011 November 19957 None

Supervisor 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

ooooo 64 oooooo 0000000000000 2011010190 19950 110 @ 0
gobooooooOoOooo
gooooOoOoocOoOoDao
goooao

Mr. Shao Wei 42 Supervisor Responsible for overseeing 7 May 2016 May 2016 None
the Directors, managers and
other management personnel
to ensure the compliance
with laws and regulations, the
Articles of Association and the
resolutions of Shareholders’
general meetings
oooo 42 oo goooOooooooooOo 201605070 20160 50 0
gooooOOCOODO
pOooooO00O00O0DDo
ooooo
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CHAPTER EIGHT

Notes:

(1) Ms. Yu tendered her resignation to the Board on 21 October 2022

due to work re-arrangement and her resignation became effective on
7 December 2022.

2

Mr. Zhang was appointed as a Non-executive Director of the Company
at the 2022 first extraordinary general meeting of the Company held on
7 December 2022 (the “2022 First EGM").

3) Mr. Yin tendered his resignation to the Board on 21 October 2022

to resign from relevant positions in the Company due to work
re-arrangement and his resignation became effective on 7 December
2022.

4

Ms. Wang was appointed as an Independent Non-executive Director
of the Company at the 2022 First EGM and was appointed as the
chairperson of the Audit Committee and member of the Remuneration
and Appraisal Committee and the Strategy and Investment Decision
Committee on the same day.

(5)

Ms. Zheng was appointed as the chairperson of the Nomination
Committee on 7 December 2022.

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

()

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

During the year until the end of the Reporting Period, the Company had
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. Ms. Yu Yanbo tendered her resignation to the Board on
21 October 2022 to resign as an Independent Non-executive
Director due to work re-arrangement and her resignation
became effective on 7 December 2022.

2. Mr. Zhang Yang was appointed as a Non-executive Director of
the Company at the 2022 First EGM.
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3. Mr. Yin Xiaobing tendered his resignation to the Board on
21 October 2022 to resign as an Independent Non-executive
Director, the chairperson of the Audit Committee, the
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CHAPTER EIGHT

M. SERVICE CONTRACTS OF DIRECTORS AND
SUPERVISORS

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

N. REMUNERATION OF DIRECTORS, SUPERVISORS
AND SENIOR MANAGEMENT

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

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 2022, 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 2022.
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The scope of the remuneration of the senior management officers is as
follows:

Range of remuneration (RMB’000)
Ooo0o0DWoooooo

0-500
500-1,000

Note:

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

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

At the end of 2022 or at any time during 2022, none of the Company’s
Directors, Supervisors (and such entities connected therewith) had
any individual interests, directly or indirectly, in the major transactions,
arrangements or contracts as established by the Company or any of its
subsidiaries.

P. INTERESTS OF DIRECTORS AND SUPERVISORS
IN COMPETITIVE BUSINESS

During the Reporting Period, except for Mr. Luo Yun who cannot be
contacted, other Directors and Supervisors confirmed that none of the
Directors, Supervisors nor their associates (as defined in the Listing
Rules) had any competitive interests in such business that is in direct
or indirect competition with any of the Group’s business.
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CHAPTER EIGHT

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

As of 31 December 2022, 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 2022, 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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R. oboboooooond

0 0202201203100 00000000000O0
ooococoooooooobODbOOoOOocOoOOoOono o
ooooooOoOoOOO0oOoOoomooooooDooo
oxvOhozO0s30OoooDOoooOoOOooODOmoaOn
Oo0o0o00O3k000C0O000000000
ocooOoooooo

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 oooooo
pooooooo ooooo
oooo poooooo oooo poomoo 00000 %) 00000 (%)
Kunming Dianchi Investment Co., Ltd. Beneficial Owner Domestic Shares 627,253,548 60.95% 91.03%
(long position) (Note 2)
poOoooOooooooao ooooao ooo 627,253,548 0 00 60.95% 91.03%
oooazg
Kunming Public Rental Housing Development ~ Security interest Domestic Shares 33,013,345 3.21% 4.79%
and Construction Management Co., Ltd. (long position) (Note 3)
oopoooboDoOoOoDbOOODO oooo ooo 330133481000 3.21% 4.79%
oooo oooasg

Kunming Industrial Development & Investment  Interest of Controlled
Co., Ltd. Corporation
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Name of shareholder

ooono
Yunnan Provincial Investment Holdings Group
Co., Ltd.

goooooooooooao

Modern Orient Limited

Modern Orient Limited

CHAPTER EIGHT REPORT OF THE BOARD OF DIRECTORS

Identity/Nature of interest

oooooono

Beneficial Owner

ooooa

Interest of Controlled
Corporation

oooooo

Class of shares

oooo

H Shares

HO

H Shares

HO

god oboogao

Approximate Approximate
percentage of percentage of
the total issued the relevant class
Number of shares share capital of of shares of
(share) the Company (%) the Company (%)
oooo oooooao
oooooooo ooooa
o0o0maon 00000 (%) 00000 (%)
64,770,000 6.29% 19.05%
(long position)
64,770,000 0 0O 6.29% 19.05%
47,754,000 4.64% 14.04%
(long position)
(Notes 4 and 5)
47,754,000 0 0 O
oono4

oooDooobooogobonbo 202220000
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CHAPTER EIGHT

Sh 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).

T. 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. 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 renewalewalewalewal8 760ie6c8
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New Framework Agreement

As the Entrusted Operation and Management Framework Agreement ooooDoDoOooooDoOooDooooDOooao
entered into between the Company and the Controlling Shareholder 0 020210120310 0 000 00O O 0202109
has been expired on 31 December 2021, the Company and the 02900 0000000000 O0ODOO0OOGO
Controlling Shareholder entered into the new framework agreement 0O0ooooo0oDooOooooDoDoOoooooan
(“New Framework Agreement”) on 29 September 2021, pursuantto OO0 00000000000 OOOODO?202201
which the Group will continue to provide operation and management 010 0020240 12031000

services to the Controlling Shareholder for three years from 1 January

2022 to 31 December 2024.

Oooo0oooooOoooOOoOOOoOOboOoDn
ooooooooooocooogooa
gooocooboooocoobooao
goooocoooooocoobooao
oooooobDooOooooooao
gooooooDOooOoOooobDOooOOo
oooooOooooocoooboooao
oooooooo

The operation and management services provided by the Group to the
Controlling Shareholder and its subsidiaries include the operation and
management services of wastewater treatment facilities, reclaimed
water supply facilities and running water supply facilities. As far
as all service transactions under the New Framework Agreement
are concerned, the counterparties will enter into separate specific

OO0Oo0o0ooaoao
OO0Oo0oo0oooao

contracts in accordance with the scope and principles stipulated under

OoOooo0oooogao
Oo0ooooooao
Oooooobao

the New Framework Agreement and these specific contracts shall not
be in breach of the agreements under the New Framework Agreement.
The prices of the operation and management services under the New
Framework Agreement will be determined in accordance with the
standard prices promulgated by the relevant government departments
for these services.

Individual Service Agreements

ooDoooOooOoOooOoooobDoo0o0on
goo0oo0ooDoODODO0oOOO0OO0OO0O0oooooDDoOao
003000 m@moocooOoOO0OD0DAO0OOOO
O0oOovoooO0OoOoO00o4050000MMO
oboooooobooooOobOoocobooooo

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 3 individual service agreements, including
the Water Purification Plant Class | Category A Section Entrusted
Operation and Management Contract 00 D OO0 OO O0AOOOO MmoeiD110000moDOoOoooooan
0 000 000, which covers 7 plants with a designed capacity of oo0ooooOobDOooOoooooDOoomol
405,000 tonnes per day; the Entrusted Operation and Management 0010000000000 00D0D0O0000OO0O
Contract for Water Purification Plant Ultra-Limit Phosphorus Removal oooDoo0OoOD0DOoODOOoOO0OOoOODOoODODODOOOn
Upgrade and Transformation Project 0 0 0 0 0O 0 0 0O 0O 0O OO oooooOU0oO0oooQUoOoooUOooDoooooao
000000000 00DO0O0DRDO),whichcovers9plantsand1l 00000000000 OOOOOOOOODO
process sections; and the Entrusted Operation and Management oooo

Oo0oo0ooooaQg
OO o0OoOoogoag

Contract for Luolong River Wastewater Treatment Plant Water Quality
Upgrade Pilot Demonstration Project 0 0 0 O O OO0 0O 0O0OOO
000000000 O0O0O0dOoaoao), which covers 1 plant and 1
process section. Such agreements are governed by the terms of the
New Framework Agreement. The management fees under individual
service agreements are calculated based on the actual wastewater
treatment volume multiplied by the price per cubic meter. The price
per cubic meter shall be determined according to the standard prices
promulgated by the relevant government authorities for these services.
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The consideration of the services contemplated under the Sludge
Treatment and Disposal Agreement is the equivalent of the unit price
of sludge treatment and disposal per tonne (“Unit Price”) multiplied
by the quantity of sludge received by Kunming Dianchi Investment. As
of the date of this report, the Unit Price is determined with reference
to the market price which is at RMB120 per tonne (excluding tax).
The market price is determined with reference to prices charged in
contracts entered into by the Group and independent third parties
who provide similar services of the sludge treatment and disposal on
normal commercial terms to the Group. Kunming Dianchi Logistics took
reference from such relevant contracts entered into in the past year
and took the average of the relevant contractual prices in arriving at
the market price.

We expected that the local government will determine a
government-guided price in respect of the Unit Price of sludge
treatment and disposal. In the absence of a clear rollout timetable of
such government-guided price, the parties under the Sludge Treatment
and Disposal Agreement shall adhere to the market price for the time
being. Should the government-guided price become available, the
parties shall enter into a separate agreement in writing to adjust the
Unit Price.

Annual caps and actual transaction amount

During the Reporting Period, the annual cap for the transactions
under the Sludge Treatment and Disposal Agreement for 2022
was RMB19,800,000, with the actual transaction value being
RMB3,393,000.

The Company has formulated the Regulations on Management of
Connected Transactions 0 0 0 0O 0O 0O O O O 0O), 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 0 O 0O O O 0O O O)and takes
various measures to ensure that the signing of such individual service
agreements comply with the terms of the framework agreement,
thereby ensuring that the Company’s connected transactions are under
proper control and supervision.

All the above connected transactions have complied with the relevant
requirements of the Listing Rules in respect of connected transactions.
Save as disclosed above, none of the related party transactions
disclosed in the Group’s financial statements are connected
transactions within the meaning of the Listing Rules.
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CHAPTER EIGHT

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;

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

in accordance with the agreement governing the relevant
transactions, on terms that are fair and reasonable and in the

interests of the Shareholders as a whole.

Confirmation of Auditor

The Board has received a confirmation letter in relation to above

continuing connected transactions from Baker Tilly Hong Kong Limited

(“Baker Tilly Hong Kong”), confirming with respect to the above
continuing connected transactions as at 31 December 2022 that:

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

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

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

nothing has come to the auditors’ attention that causes the
auditors to believe that the disclosed continuing connected
transactions have exceeded the annual cap.
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CHAPTER EIGHT

wW. 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.

During the Reporting Period, the Company has been observing all
mandatory code provisions as stipulated in the CG Code except
for provision B.2.2 (details of which are stated in the Corporate
Governance Report on pages 113 to 114 hereof).

X. 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.

Y. DONATIONS

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

Z. PERMITTED INDEMNITY PROVISIONS

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

AA. AUDIT COMMITTEE

The Audit Committee of the Company has reviewed the Financial
Statements of the Group for the year ended 31 December 2022
prepared in accordance with the International Financial Reporting
Standards in 2022.
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