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Chairman’s Statement
BNEAENE

In addition, the State has also encourages the development of real
estate investment trusts (“infrastructure REITs”) in the infrastructure
sector, and the “Notice on Accelerating the Work of Real Estate
Investment Trusts (“REITs”) in the Infrastructure Sector”, “Opinions on
Further Revitalizing the Stock Assets and Expanding Effective
Investment”, “Opinions on Further Improving the Collaboration of
Social Capital Investment and Financing Sectors” were gradually
announced. The Group is pleased to witness such developments, and
will continue to explore and advance such financing channels, as well
as to consider participating when the time comes.

DEVELOPMENT STRATEGY AND FUTURE
OUTLOOK

The Group will continue to focus on the development of municipal
wastewater treatment principal business by seizing the opportunities
provided by the national policy, so as to increase the Group’s revenue
and profit and to create more value for Shareholders while helping the
State to achieve the objectives of pollution prevention and control,
water resources management and utilization, energy saving and
emission reduction, through enhancing the volume and standard of
wastewater treatment, promoting a reasonable increase in the price of
wastewater treatment, deepening energy saving and consumption
reduction measures, and exploring the business of wastewater resource
utilization and recycling, etc. If opportunities arise, the Group will
explore more diversified financing channels, including equity and debt
financing and domestic real estate investment trusts (“REITs”).

Finally, | would like to take this opportunity to express our gratitude to
all the Shareholders and all the collaborative partners of our Group for
their dedicated support to the Group’s development, and also to all
staff of our Group for their endeavors and contributions made during
the year.

Li Zhong
Co-Chairman

Hong Kong, 31 March 2023
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BUSINESS REVIEW

During the year ended 31 December 2022 (the “Reporting Period”),
the Group’s principal business activities remained focusing on the
Urban Water Treatment, followed by the existing projects of Water
Environment Comprehensive Remediation and the Rural Water
Improvement.

The scope of Urban Water Treatment includes the design, construction,
upgrade and operation of wastewater treatment plants (the “WTPs”),
reclaimed water treatment plant (the “RWTPs”), sludge treatment
plants (the “STPs”), water distribution plants (the “WDPs”), and in the
operation and maintenance of wastewater treatment facilities entrusted
by governments (the “O&M”). The Group’s business has covered the
overall industry chain in Urban Water Treatment industry by executing
contracts of Build-Operate-Transfer (“BOT”), Transfer-Operate-
Transfer (the “TOT?”), Public-Private-Partnership (the “PPP”), Build-
Own-Operate (the “BOQO”), Engineering-Procurement-Construction
(the “EPC”) and O&M. The Group had 101 service concession
arrangement projects under operation while its operational treatment
capacity was over 4 million tons per day as at 31 December 2022.

The scope of Water Environment Comprehensive Remediation
includes river harnessing and improvement, foul water body treatment
and sponge city construction. The Group engages in Water
Environment Comprehensive Remediation by executing previously
signed contracts of PPP and EPC.

The scope of Rural Water Improvement includes the construction and
operation related to “the Water Environment Facilities of Beautiful
Village” such as: wastewater treatment facilities and pipeline
construction for collecting wastewater so as to achieve rural living
environment improvement. The Group started to carry out this
business since 2016 by executing the contracts of PPP.

In the future, the Group will continuously focus on the business of
Urban Water Treatment to get steady cash flows and invest in high-
quality, value-adding upstream and downstream businesses of water
industry. The Group is very confident about the Group’s prospects and
future profitability and we will dedicate more efforts to enhance the
profitability and effectiveness of the Group.
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Management Discussion and Analysis
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1.1 Urban Water Treatment
As at 31 December 2022, the Group had entered into a total of
112 service concession arrangements projects, including 106
wastewater treatment plants, 1 water distribution plant, 3 sludge
treatment plants and 2 reclaimed water treatment plants. The
Group will further expand its Urban Water Treatment chain in the
future, in order to improve its profitability and competitiveness.

Analysis of the Group’s projects on hand as at 31 December 2022

11 0O0OO
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golee0oboonOOo01i0ob0O000O3
gbobooboo2000000000
gooooODOoOOo0o0oooooooo
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is as follows: oooooooog
Daily
Daily reclaimed Daily
wastewater  Daily water water sludge
treatment distribution  treatment  treatment
capacity capacity capacity capacity Total
gon ooo ooog gono
gooo oo ooog oooo oo
(Tonnes) ooo
In operation gooao 3,989,500 - 65,000 550 4,055,050
Not yet start operation/ opbooooooooo
Not yet transferred 275,500 30,000 - - 305,500
Total oad 4,265,000 30,000 65,000 550 4,360,550
(Number of projects) oooooo
In operation oog 96 - 2 3 101
Not yet start operation/ obobooooboooboo
Not yet transferred 10 1 - - 11
Total i 106 1 2 3 112
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Management Discussion and Analysis
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1.1.1 Operation Services 1140000

10

As at 31 December 2022, the Group had 96 wastewater
treatment projects, 2 reclaimed water treatment projects
and 3 sludge treatment projects in operation in Mainland
China. Total daily treatment capacity of wastewater
treatment plants, reclaimed water treatment plants, and
sludge treatment plants in operation for the year ended 31
December 2022 reached 3,989,500 tonnes (2021: 3,961,500
tonnes), 65,000 tonnes (2021: 65,000 tonnes), and 550
tonnes (2021: 550 tonnes), respectively. For the year ended
31 December 2022, the annualized utilization rate for
wastewater and reclaimed water treatment plants in
operation was approximately 82% (2021: 86%). The actual
average water treatment tariff for the year ended 31
December 2022 was approximately RMB1.56 per tonne
(2021: approximately RMB1.49 per tonne).The actual
aggregate processing volume for the year ended 31
December 2022 was 1,226.6 million tonnes, representing a
minor decrease of 3% as compared to the same period last
year (year ended 31 December 2021: 1,262.4 million
tonnes).

Total operation revenue of the Group’s Urban Water
Treatment services recorded for the year ended 31
December 2022 was RMB1,243.3 million, representing an
increase of approximately 5% as compared to the same
period of last year (year ended 31 December 2021:
RMB1,185.9 million). The corresponding increase was
primarily due to the increase in the daily wastewater
treatment capacity, and the increased operation numbers
of upgrade projects.

1.1.2 Construction Services

The Group entered into a number of service concession
arrangements under BOT, BOO and PPP contracts in
relation to its Urban Water Treatment business. Under the
International Financial Reporting Interpretation Committee
12 Service Concession Arrangements, the Group recognises
the construction revenue with reference to the fair value of
the construction service delivered in the building phase.
The fair value of such service is estimated on a cost-plus
basis with reference to a prevailing market rate of gross
margin at the inception date of service concession
agreement. Construction revenue from BOT, BOO, PPP
and EPC projects is recognized by using the percentage-of-
completion method.
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For the year ended 31 December 2022, construction
revenue was recognised for 25 projects, including 21
wastewater treatment plants, 1 water distribution plant, 1
reclaimed water treatment plant, and 2 sludge treatment
plants, which were mainly located in Shandong, Henan, and
Shanxi provinces in Mainland China. Total construction
revenue of those projects for the year ended 31 December
2022 was RMB753.0 million, representing a year-on-year
decrease of approximately 4% (year ended 31 December
2021: RMB780.7 million). The corresponding decrease was
primarily due to a decrease in the project numbers during
the main construction period. As at 31 December 2022, the
total daily treatment capacity of the service concession
arrangements plants, which were still in the construction
stage, was 180,500 tonnes, including 150,500 tonnes of
wastewater treatment plants and 30,000 tonnes of water
distribution plants.

1.2 Water Environment Comprehensive Remediation

In the year of 2022, the Group continued to devote efforts to
implementing the existing projects of Water Environment
Comprehensive Remediation. As at 31 December 2022, most of
the projects have been completed. The Group devoted efforts to
lower the risk and enhance the reasonable profit for the existing
projects. The Group will integrate resources to execute the Water
Environment Comprehensive Remediation projects under the
contracts of EPC and O&M.

The Group had 7 Water Environment Comprehensive
Remediation projects under construction during the year ended
31 December 2022. The projects were mainly located in Jiangxi
and Shandong provinces in Mainland China. For the year ended
31 December 2022, total revenue of those projects was RMB114.4
million, representing a year-on-year decrease of approximately
23% (year ended 31 December 2021: RMB147.7 million). The
corresponding decrease was primarily due to the completion of
partial existing EPC projects.
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1.3 Rural Water Improvement
The Group had 2 Rural Water Improvement projects during the
year ended 31 December 2022. The projects were located in
Guangdong province in Mainland China. For the year ended 31
December 2022, total revenue of those projects was RMB59.1
million, representing a year-on-year decrease of approximately
43% (year ended 31 December 2021: RMB102.9 million). The
corresponding decrease was primarily due to net impact of the
decrease in the construction revenue and the increased operation
revenue due to the commenced operation of these two projects.

FINANCIAL ANALYSIS

Revenue

For the year ended 31 December 2022, the Group recorded a revenue
of RMB2,896.6 million, representing a minor decrease of RMB22.4
million as compared to the previous corresponding period of
RMB2,919.0 million. The decrease was mainly due to the decrease in
construction revenue of RMB115.3 million, the increase in operation
revenue of RMB67.0 million, and the increase in financial income of
RMB25.9 million. The decrease in construction revenue was mainly due
to the decrease in the number of projects during the main construction
period of Urban Water Treatment services, the completion of partial
existing EPC projects of Water Environment Comprehensive
Remediation services, and the commencement of operation of PPP
projects of Rural Water Improvement services. The increase in
operation revenue was mainly due to the increase in commencement
of operation of new BOT and upgrade projects of Urban Water
Treatment. The increase in financial income was mainly due to the
increase in the financial assets.

Cost of Sales

The Group’s cost of sales for the year ended 31 December 2022
amounted to RMB1,627.9 million, including construction costs of
RMB758.0 million and operation costs of water treatment plants of
RMB869.9 million, representing an increase of approximately 3% as
compared to the previous corresponding period of RMB1,583.7 million.
The increase was due to the net impact of increase in operation costs
and decrease in construction cost. The increase in operation cost was
mainly due to the increases in costs of electricity, wastewater treatment
chemicals, etc. The decrease in construction costs was mainly due to
the decrease in the construction work of existing upgrade and
expansion projects which was in line with the decrease in construction
revenue.
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Finance Costs

The Group’s finance costs for the year ended 31 December 2022 of
RMB566.2 million mainly comprised interests on interest-bearing bank
and other borrowings, representing a slight increase as compared to
RMB565.7 million in the previous corresponding period. The increase
in finance costs was in line with the increase in the average balance of
interest-bearing bank and other borrowings. The average balance of
interest-bearing bank and other borrowings increased by RMB124.5
million and the average interest rate was 5.96%, representing a
decrease of 0.08 percentage points as compared to that in the previous
corresponding period. The decrease in average interest rate was
mainly due to the increase in the proportion of short-term interest-
bearing bank and other borrowings. The Group will further seek
practical ways to optimize loan structure, expand financing channels
and methods and lower the average interest rate in the coming year.

Share of Profits and Losses of Associates

The Group’s share of profits of associates for the year ended 31
December 2022 was RMB2.6 million, representing a major increase as
compared to share of losses of associates of RMBO0.3 million in the
previous corresponding period. The Group will further execute
practical ways to reduce the losses brought by the associates.

Share of Profits and Losses of Joint ventures

Share of losses of joint ventures for the year ended 31 December 2022
was RMB3.6 million, representing a major increase as compared to
share of losses of joint ventures of RMB2.2 million in the previous
corresponding period. The Group will further execute practical ways to
reduce the losses brought by the joint ventures.

Income Tax Expense

Income tax expense for the year ended 31 December 2022 included
the current PRC income tax of RMB36.9 million and deferred tax
expenses of RMB97.5 million, which were RMB44.3 million and
RMB87.8 million for the previous corresponding period, respectively.
The Group’s effective tax rate for the year ended 31 December 2022
was approximately 36%, representing an increase of 12 percentage
points as compared with approximately 24% for the previous
corresponding period, which was mainly due to the increase in effect
of tax losses not recognised in the Reporting Period and reversal of tax
losses recognised in previous Periods.
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Financial Receivables goooono
As at
0
31 December 31 December
2022 2021
ooooao ooooao
JoooddoOo 0O0000oo
RMB'000 RMB’000
ogoooao ogoooao
Receivables for service concession gooooooooooo
arrangements 11,206,485 10,978,212
Portion classified as current ooooooon (1,961,955) (1,878,059)
Non-current portion goooo 9,244,530 9,100,153

As at 31 December 2022, the Group’s financial receivables of
RMB11,206.5 million (31 December 2021: RMB10,978.2 million)
increased by RMB228.3 million, which was mainly due to the increase in
financial receivables which were reclassified from contract assets once
the construction and upgrade period is ended for the water treatment
projects.
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Contract Assets ogoood
As at
0

31 December 31 December

2022 2021

ogoooao ogoooao

goooooao ooooooao

RMB’000 RMB’000

ooooo ooooao

Contract assets oooo 1,706,946 1,973,035
Portion classified as current ooooooo (198,553) (323,761)
Non-current portion ooooo 1,508,393 1,649,274

As at 31 December 2022, the Group’s contract assets of RMB1,706.9
million (31 December 2021: RMB1,973.0 million), decreased by
RMB266.1 million, mainly due to the net impact of reclassification from
contract assets to financial receivables and the increase of construction
of the Group’s projects under BOT, PPP, and EPC contracts.
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Analysis

Trade and Bills Receivables

As at 31 December 2022, the Group’s tr
RMB2,436.4 million (31 December 2027
arose from the provision of wastewater
services for Urban Water Treatment
services for the Group’s Water
Remediation projects. The balanc
mainly due to (i) the increase ir
receivables of approximately RM
Water Environment Compreher

of approximately RMB59.9
receivables of approximatr
progress billing and cash
projects of approximately
Rural Water Improveme
RMB17.8 million.

«nd bills reczivables of
81,776.6 million) mainly
ient and sludge treatment
cts as well as construction
ronment Comprehensive
;eased by RMB659.8 million,

an Water Treatment projects

1 million, (ii) the net increase of
lemediation projects receivables
sn, which included EPC project
MB209.0 million arising from the
cted from EPC and Build-Transfer
149.1 million, and (iii) the increase in
‘ojects receivables of approximately

ceivables and Other Assets
the Group’s prepayments, other receivables
3748.1 million (31 December 2021: RMB855.1
RMB107.0 million, mainly arising from the
2 input VAT of approximately RMB109.2 million,
, to a third party of RMB20.0 million, the decrease
« deposits of approximately RMB6.2 million related
,n of wastewater treatment plants, the increase in

Prepayments, Othr¢
As at 31 December *
and other assets 0’
million) decreas¢
decrease in ded
the decrease in

in prepayment

to the const’

loans to ar sciate of approximately RMB12.2 million, and the
increase i ler operational receivables and staff advances of
approxim RMB17.7 million.
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Cash and Cash Equivalents

guoooobon

As at 31 December 2022, the Group’s cash and cash equivalents of OO0 0000O00O0O00OO0OO0OOOCOOOOO
RMB196.9 million (31 December 2021: RMB289.9 million) decreased by 0000000001990 00000000
RMB93.0 million as compared with that as at the end of previous D000 0000000O289.9000MM 00
corresponding period. The decrease was due to the increase incash OO0000000093.0000000000O

outflows in financing activities of the Group.

gooooboobooobooboobogo

For the year ended 31 December
oboboooOooooooo

2022 2021
goooaa ogoooao
RMB’000 RMB’000
ooooao ogoooao
Net cash flows from operating activities® oooooooooooow 368,409 320,165
Net cash flows from/(used in) oooooo™moboon
investing activities gopoood 101,982 (122,083)
Net cash flows used in financing activities oopoooooooooo (563,029) (337,877)
Net increase in cash and oooodoogono
cash equivalents oood (92,638) (139,795)
Effect of foreign exchange rate changes ooooooooo (322) (569)
Cash and cash equivalents at beginning oooooooooooo
of the period 289,898 430,262
Cash and cash equivalents at end of oooooooooooo
the period 196,938 289,898

ooo
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Other Payables and Accruals

As at 31 December 2022, the Group’s other payables and accruals of
RMB288.1 million (31 December 2021: RMB278.2 million), increased by
RMB9.9 million, which was mainly due to the increase in salary and
welfare payables.

Liquidity and Financial Resources

The Group’s principal liquidity and capital requirements primarily relate
to investments in Urban Water Treatment projects, Water Environment
Comprehensive Remediation projects, and Rural Water Improvement
projects, merger and acquisition of subsidiaries, costs and expenses
related to the operation and maintenance of the Group’s facilities,
working capital and general corporate purpose.

As at 31 December 2022, the carrying amount of the Group’s cash and
cash equivalents was RMB196.9 million, representing a decrease of
approximately RMB93.0 million as compared to RMB289.9 million as at
31 December 2021, which was mainly due to the net cash inflows of
RMB368.4 million from operating activities, the net cash outflows used
in financing activities of RMB563.0 million, settlements of acquisition
and investing payables of RMB2.1 million and cash outflows of
RMB79.5 million for purchases of property, plant and equipment and
intangible assets in investing activities, cash inflows of RMB147.3
million for decrease in pledged deposits, repurchase of other current
financial assets of RMB28.4 million, the net cash inflows of RMB7.9
million for decrease in loans to a third party and increase to an
associate, cash outflows of RMBO0.1 million for disposal of subsidiaries
from investing activities, and cash inflows of RMBO0.1 million for disposal
of property, plant and equipment and intangible assets from investing
activities.

As at 31 December 2022, the Group’s total interest-bearing debts
increased to RMB9,521.8 million (31 December 2021: RMB9,469.7
million), which comprised of bank and other borrowings only. As at 31
December 2022, 69.8% (31 December 2021: 66.2%) of the Group’s
interest-bearing debts are long term; over 63% of interest-bearing
bank and other borrowings bear interest at floating rates.

As at 31 December 2022, the Group had banking facilities amounting
to RMB57,197.6 million, of which RMB49,380.5 million have not been
utilized. The unutilized amount of RMB49,380.5 million were mainly
limited to be utilized on environmental protection infrastructure and
comprehensive management.
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As at 31 December 2022, the gearing ratio of the Group (calculated by
total liabilities divided by total assets) slightly decreased to 69.7%,
while the gearing ratio was 70.4% as at the corresponding period last
year.

Charges on the Group’s Assets

Outstanding balance of interest-bearing bank and other borrowings as
at 31 December 2022 was approximately RMB9,521.8 million, which
were repayable within two months to twenty-three years and were
secured by financial receivables, service concession intangible assets,
property, plant and equipment, trade receivables, contract assets and
pledged deposits of which the total amounts of the pledge of assets
amounted to RMB9,538.7 million.

Capital Expenditure

During the year ended 31 December 2022, the Group’s total capital
expenditure were RMB512.7 million, compared to RMB649.4 million in
2021, primarily including the consideration of approximately RMB510.1
million for construction and acquisition of BOT, TOT, BOO and PPP
projects and the consideration of approximately RMB2.1 million for
acquisition of equity interests in subsidiaries, and an associate.

EMPLOYEES AND REMUNERATION POLICIES

The Group had 2,318 employees as at 31 December 2022. The
remuneration package of the Group is generally determined with
reference to market conditions and individual performance. Salaries
are normally reviewed annually based on performance appraisals and
other relevant factors. The Group provides external and internal
training programs to its employees.

In respect of pension scheme contributions, the Group adopts a
defined contribution plan. The Group’s contributions to the defined
contribution plan are recognised as expenses when incurred. Forfeited
contributions (by employers on behalf of employees who leave the
scheme prior to vesting fully in such contributions) may not be used by
the Group and its subsidiaries to reduce the existing level of
contributions.

CONTINGENT LIABILITIES

As at 31 December 2022, the Group did not have any significant
contingent liabilities (31 December 2021: Nil).
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