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(Incorporated in the Cayman Islands and continued in Bermuda with limited liability)
(Stock Code 856

ANNOUNCEMENT OF RESULT &
FOR THE YEAR ENDED 31 MARCH 2008

RESULT &

The Boad of Directors (he “Directors”) d China Water Afairs Group Lmited

(the “Company”) announces the audited consolidated results of the Company and
its swbsidianes (he “Group”) for the year emled 31 Mard 2008 taether with the
comparative figures for the previous year as follows:

CONSOLIDATED IN COME STATEMEN T
For theyear ended 31 March 2008

200¢ 2007
Notes HK$'000 HK$'000
(restatel)
Continuing operations
Revenue 4 765,538 134,7F
Cost d sdes (498,531) (78,521)
Gross profit 267,007 56,214
Valuation suplus on investmenproperties 104,99 40,89(
Fair valuegain on financial assets at fair
value hrough profit or loss 279,264 102,266
Other income 4 64,263 35,0
Sdling ard distribution costs (21,098 (9,705
Administrative eyenses (131,462 (67537)
Equity-setted share optons expenses (49,526) -
Other operating expenses (9,626 (7,613
Change in fair value d derivative
financial instruments (including conversio
options embedded in convertible bonds) (66,092) -
Imparmentloss on avihable-for-sde
financial assets (73,457) -
Loss ondisposé of subsidianes - (357)
Profit from o peration 5 364,261 149,2%
Finance costs 6 (67,421) (19,475)

Share d resuts d assocates 13,644 g




Profit before income tax

Income tax expense

Profit for the year from continuing
operations

Discontinued operation

Profit for theyear from a discontinue
operaton

Profit for the year

Attri butable to:
Equty holders d the Compawm
Minority interests

Profit for theyear

Earnings per share attributable to equiy
holders d the Company during the year
Bagc
— For prdit for the year
— For prdit from contnuing operatons

Dilutec
— For profit for theyear
— For prdit from contnuing operatons

Notes

200¢ 2007
HK$’'000 HK$'000
(restated)
310,48 129,79C
(135,111) (44,512)
175,373 85,278
344,631 17,666
520,004 102,944
427,242 63,379
92,762 39,56¢E
520,004 102,94
HK cents HK cent
34.62 6.5E
6.34 5.52
34.15 6.13
6.26 5.17




CONSOLIDATED BALAN CE SHEET
As at 31 Marb 2008

ASSETSAND LIABILITIE £

Non-current assets

Property, pant ard equpment
Prepaid land lease payments
Investment properes
Interestsn assomtes
Investment in debt securities
Other financgal assets
Goodwill

Other intangible assets
Deposts

Current assets

Propertes urmer devdopment

Biological assets

Inventories

Trade recevables

Other financial assets

Due from minoriy equity holders @
subsidianes

Due from former subsdiaries

Due from associates

Prepgments,deposts ard other recévables

Conversion ptions embeddedhi
corvertible bonds

Bark balanceheld in escrav

Pledged deposit

Cash and cash equivalents

(@8]

Notes

200€ 2007
HK$'000 HK$'000
1,304,83 715,372
192,152 105,314
276,978 139,000
99,08¢ 975
132414 -
359,888 41,506
103,63 80,350
145,502 130,00C
364,168 131,81
2,977,877 1,344,32
21,747 7,650
39,596 18,117
355,882 23476
296,31 228,975
18,427 6,573

- 8,054

- 10,12
188,659 91,614
69,824 -

- 94

35,332 -
422,773 520,28
1,448555 914,962




Current liabilities
Trade pgables
Construciton contracts
Accrued liabilities, dposits received
and other payables
Borrowings
Dueto adirecta
Due to mnority equty holders d subsidianes
Provision for tax
Derivative financial instruments

Net current asset

Total assés lesscurr ent li abiliti es

Non-current liabilities
Borrowings

Deferred government grants
Convertible bonds

Deferred tax liabilities

Net assets

EQUITY

Equity attributable to equty holders
of the Company

Share captal

Reserves

Minority interests

Total equity

Notes
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200¢ 2007
HK$'000 HK$'000
164,792 30,903
20,66¢ -
340,965 197,84
181,89: 12923t
- 5,652
229,657 185,7d
67,951 6,480
94,635 -
1,100,560 555872
347,99 359,090
3,325,872 1,703,4E
381,417 299,420
14518 11,856
590,250 64,900
113,343 42,9&
1,099528 419,12
2,226,344 1,284,297
12,398 11,8%F
1,745,18¢ 1,032,30
1,757,584 1,044,1%
468,760 240,09
2,226,344 1,284,297




Notes:

1. BASIS OF PREPARATION

The constidated finandal statementfhavebeen prepamin accodance wth Hong Kong Finangal
Reporting Standards (“HKFRSs”) which collective term includes all applicable individualgHon
Kong Fnanda Reportng Stamards, Hong Kong Accounhg Stamlards ard Interpretaiton
issued l the Horg Kong Institute of Certified Public Accountants, and the applicable disclosure
requirements of the HgnKong Companies Ordinance and the Rules Goveyrtime Listing of
Secuities on he Sto& Exchange & Hong Kong Limited.

The consolidated financial statements have bgrepared on the historical cost basis escéor
investment propeis,biologica assets, ceria financgal assets ahderivative finandal instruments
(including conversion options embedded in convertible bonds) which are stated at fair. values

2. ADOPTION OF NEW OR AMENDED HKFR St

From 1 April 2007, the Grop has adpted all the new and amended HKFRSs which are first
effecive on 1 Apil 2007 aw relevant to he Group. he aoption d these new ath amermled
HKFRSs did not result in ghnificant chamges in the Compars and the Group’s accountin
policies, but resulted in additional disclosures phrticular, the inpact of the adption of HKFRS

7 Finangal Instruments: Dsdosure ad HKAS 1 (Amerdment): Captal Disdosureshas been

to expand the disclosures provided in these financial statemegasdigy the Group’s financial
instruments and management of capital

New or amended HKFRSs that have been issued but are not yet effective:

The Grouphas not edy adopted the following HKFRSs lhat have beenissuea but are not yet
effective for theyear ended 31 March 2008.

HKAS 1 (Revsdl) Presentabn o Finandal Statements
Amendments to HKAS 1 Presentation of Financial Statements — Puttable Financial
(Revised) Instruments and Obligations Arising on Liquiddtio

HKAS 23 (Revsed) Borrowing Cost$

HKAS 27 (Revised) Consolidated andp&eate Financial Statemehts

HKAS 32 (Amendment) Financial Instruments: Presentation — Puttable Fihancia
Instruments ash Obligatons Aiising on Liquidation®

HKAS 39 (Amendment) Financial Instruments: Regaition and Measurement —
Puttable Financial Instruments and Obligations Arising on
Liquidation®

HKFRS 2 (Amendment) Share—based/Rant — Vestig Conditions and Cancellations

HKFRS 3 (Revised) Business Combinations — @mhensive Revisionro
Applying the Acqusition Mehod’

HKFRS 7 (Amendment) Financial Instruments: Disclosures — Puttable Financial
Instruments and Obligations Arising on Liquidatio

HKFRS 8 Operahg Segmerst

HK(IFRIC)-Int 2 (Amendment) Members’ Shares in Cpemtive Entities and Simifta
Instruments’®

HK(IFRIC)—Int 12 Serice Concessn Arrangemerst

HK(IFRIC)-Int 13 Customer Lyalty Programme?

HK(IFRIC)-Int 14 HKAS 19 — The Limit on a Defined Benefit Asset, Minimu

Furding Reqirements ad their Interacton’
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Effectve for annu& periods begnning on or éter 1 January 26D
Effective for annual periods bmning on or after 1 Jyl 2008

: Effectve for annu& peniods begnning on or &ter 1 January 2009
Effective for annual periods bmning on or after 1 Jyl 2008

Among these new standards and intepretations, HKAS 1 (Revised) is expected to be relevant to the
Group'’s financial statements

Amendment to HKAS 1 Presentation of FinancialStatements

This amendment affects the presentation of owner gdsmim equiy and introduces a statemerit o
compréiensve income. Preparersillv have he opton d presening items d income ad expense
and components of other comprehensive income either in glesstatement of comprehensive
income wth subtotds, orin two separate statements (a separateme statemeritllowed by a
statement of other cgmrehensive income). This amendment does not affect the fingmasaion
or results of the Group but wilgive rise to additional disclosures. Mayament is currenyl
assesmg the detaled impact ¢ this amenment on he Group’sfinangal statements.

The directors ¢ the Company are currdgtassessg the impact ¢ the oher new stadards ard
interpretations but are nget in a position to state whether yh@ould have material impact on the
Group’sfinancal statements

SEGMENT INFORMATION

The Group’s operamng busnesses are structuteand manaed separatly, accoding to the nature

of their operations and the products and services they provide. Each of the Group’s businesses
segments represents a strgie busness uit that dfers praucts aml senices which are sibject to

risks ard returns hat aredifferentfrom those ¢ the oher busness segments. Summariy detals

of the business gments are as follows:

(i) “Water” sggment, which is presented as “@itwvater supp}l” and “Sewae treatment”
segmentsjnvolves te provsion o water suppy and sewage treatment

(i)  “Propery devdopment ad investment” sgmentinvolvesdevdopment & properiesfor sde
and investment iproperties for caital appreciation;

(i)  “Infrastructure construicin” segmentinvolves constru¢on o road and other muncipa
works;

(iv) “Concrete products and others”"gseent involves manufacture and sale of concrete products
and others and

(v)  “Seabuckthorn rdated busness” sgment, which wasdispose of during the year emled 31
March 2008, involves cultivation, manufacture and sale of sea buckthorn seedling and sea
buckthorn basegroducts



Business sgments

For the financial year ended 31 March 208

Disconinued
Continuing operations operatim
Property Sea
develpment Concrete huckthom
City water Sewage and  Infrastructure products related
stpply freatment  investment  constructon  and others Total busness  Consoldated
HK$000 HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
Seyment revenue
External customers 255,204 26,760 - 281918 73,000 636,882 6,960 623,84
Instdlatonincome 128,&0 - - - b 128,86 - 128 @6
Revenue 383,854 26,760 - 281918 73,006 765,538 6,960 172,498
Other income 11,819 2 - - 1,290 13131 922 14,063
Totd 395,673 26,782 - 281918 74,296 778,669 7,882 786,55
Seyment results 79791 1312 (998) 85115 1410 179090 (8639) 170451
Interestincome 16487
Unallocatel corporateincome 380U
Unallocated carorate epense (64452
Valuaton surus oninvestmen
properties 104,99 10499
Fair vduegain onfinangal assed
at fair value throgh profit or loss 219,26
Equity-settled share options expenses (49529
Changein fair value d dervatve
financial instruments (includip
converson optons enbedded in
convertible bonds) (66,092
Imparmentloss on avéable-for-sde
financial assets (73457)
Gan ondisposa of stosidianies 33,219 3534
Profit from qeration 708,89:
Finance costs (67,42))
Share of results of associates 13 64 13,64
Prdfit beforeincome tax 653115
Income tax egense (135111)
Prdfit for the year 520004




As at 31 March 2008

Discontinuec
Continuing operations operatim
Property Sea
develpment Concrete buckthom
City water Sewage and Infrastructure products related
supply ~treatment investment  construction  and others Total business ~ Consolidate
HK$000 HK$000 HK$000 HK$000 HK$000 HK$000 HK$000 HK$000
ASETS
Segment assets 1,867,011 144,602 304,461 385,525 98,26 2,819,864 - 281986
Interestsin assotate: 99,088 - - - - 99,088 - 99,08t
1986099 144602 304461 385,525 98265 2918952 - 291892
Unallocated carorate assets 1,507 48C
Consoldated total asset 4,426,42
LIABILITIE ¢
Segment liabilities 341,818 1117 11,197 134,529 27,018 521,679 - 521,67
Unallocated caorate liabilities 1,678,48
Consoidated total liabilities 2,200,088
Other sgyment information
Deprecation ard amortsaton 59,525 - - 40 6,721 66,292 1,026 67,318
Amartisafon of deferrec
govermnmen grarts (950) - - - - (950) - (930
Amorisaion d otherintangble
assets 200 5,562 - - - 5,762 - 516
Captal expeniture 504,240 1,080 3 - 52,858 558,181 13,244 5842
Loss on disposal of propgrt
plant and quipment 3% - - - - 3% - 308
Gan ondisposé of prepad land
ease payments (181) - - - - (181) - (181)
Write df on propery, plant anl
equipment 7 - - - 319 326 - 3%
Valuation suplus on investmen
propertes - - 104,987 - - 104,987 - 104,987
Inventorieswritten df 348 - - - - 348 - 348
Impairment loss on other receivables 197 - - - - 197 - 197
Impairment loss on due from former
sthsidiaries - 6457 - - - g157 - 457
Trade recavableswritten df 2,306 - - - 625 2,931 - 293




Business sgments

For the financial year ended 31 March 2007

Segment revenue

External customers

Instdlationincome

Revenue
Other income

Total

Segment results

Interest income

Undlocatel corporatencome
Unallocated caporate epense
Valuaton surgus oninvestment

properties

Fair value gain onfinangdl assets

at fair value through profit or loss

Loss on diposal of subsidiaries

Profit from cperation
Finance costs

Share of results of associates

Profit before income tax

Income tax egense

Prdiit for the year

Discontnued
Continuirg operations operation
Propery Sea
development Concrete huckthom
City water Sewge and  Infrastructure products refte
supy treatment investment  construgin  ard others Totd husness  Consalated
HK$'000 HK$000 HK$000 HK$000 HK$000 HK$000 HK$000 HK$'000
55,865 - - 37,158 93,023 5,609 98,63
41712 - - - - 4712 - 412
9p17 - - - 31158 134735 9609 140344
10,810 - 5 - 65 11,620 36,962 4882
108387 - 135 - 3B33 146355 42571 183926
26,074 (701) 62) - 78 23,889 205 44,640
10,81
133
(39,962)
40,890 40,890
102626
(357)
1Lu
(19,479
g
108
(48,734)
102,94




As at 31 March 200

Discantinuec
Coninuing operaions operdon
Property Sea
develpment Concrete buckthor
City water Sewage & Infrastructure prducts réatel
supply treatment investment  construction  and others Total business  Consolidated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
ASSETS
Segment assets 1,033,717 164,626 147,830 64,450 35,799 1446422 84,010 253043
Interests in associates 975 - - - - 975 - 597
1,034692 164626 147830 64450 39799 1447397 84010 1531407
Unalocatel corporate assets 727,883
Consolidated total asset 2259290
LIABILITIE S
Segment liabilities 694,743 100,022 48 - 10,900 810,019 1504 829523
Unallocated corporate liabilities 145470
Consolidated total liabilities 974,99:
Other segmentinformation
Depreciation and amortisation 18,158 - - - 3,873 22,031 1,247 @321
Amortisaton of deferrec
governmentyrants (344) - - - - (344) - (344
Capital expenditure 519,377 130,034 - 233 8,083 657,727 32,638 690,36
Loss/(Gain) on djgosal of
property, plant and equipment 15 - 18 - 2 35 (120) (85)
Write off on propery,
plant and equipment 62 - - - - B2 - 2
Valuation suplus on investment
propertes - - 40,890 - - 40,890 - 40,890
Inventories written off 89 - - - - 89 900 08
Impairment loss on other
recavables 89 - - - - 89 - %8
Impairment loss on due from
former subsidiaries - 615 - - - D15 - 5015

Certain conparative amounts have been reclassified

year

1C

to conform widsentation in the current



Geaographical sgments

A geograpicd andysis d the Group’s revenue, assetsdanaptal experiture informaiton is
not presented as the Group’s revenue, results and assg¢sgirmphical sgments other than the
Peope’s Repblic of China (he “PRC”) areless han 10% @ the aggregate amount all segments

REVENUE AND OTHER IN COME

Revenue, \ich is dso the Group’s turnoverderived from the Group’s pmcipa actvities
recagnised duriig theyear is as follows:

Group
Continuing Discontinued
operations @eration Consoidated

200¢ 2007 200¢ 2007 200¢ 2007
HK$'000 HK$000 HK$000 HK$000 HK$000 HK$000

Revenue:
Sdes d goods 73,195 30,760 6,960 5,609 80,155 36,36¢
Water supply 240,33: 55,790 - - 240,33: 55,790
Water suppf related installation 128,656 41,712 - - 128,656 41,71z
Infrastructure construicin rezenue 281918 - - - 281918 -
Sewege treatment 26,760 - - - 26,760 -
Hotd ard rentd income 6,777 6,398 - - 6,777 6,398
Others 7,90( 75 - - 7,90C 75

Totd 765538 134735 6,960 5,609 772498 140344

Other income:

Excess over the cost of a business combinatio

recognsel in the income statement 18,215 4,716 - - 18,215 4,716
Interestincome 16,43¢ 10,131 51 188 16,48 10,319
Governmengrants and subsidies 2,808 12,267 - 13,48C 2,808 25,74
Amortisaion d deferred government grants 950 344 - - 950 344
Gain on disposal of propgstplant and equipment - 85 - - - 8t
Gain ondisposé of prepad land lease payments 181 - - - 181 -
Dividend income from financial assets 8,317 - - - 8,317 -
Miscélaneousncome 17,356 7,555 922 247 18,278 7,797
Totd 64,26: 35,098 973 1391C 65,23¢ 49,00¢
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5. PROFIT FROM OPERATION
Prdit from operaonis arived at dter chargng/(craditing):

Group
Continuing Discontinued
operations @eration Consoldated

200¢ 2007 200¢ 2007 200¢ 2007
HK$'000 HK$000 HK$000 HKE000 HK$000 HKE000

Cost of irventories sold 498,531 78,521 3,330 3,665 501,861  82,1&
Depregation 62,93¢ 21,306 1,062 1,198  64,00! 22,504
Amortisation of prepaid land leaseypaents 3,307 725 10 49 3,317 774
Amortisaion d otherintangble assets 5,762 - - - 5,762 -
Operatirg leases in respect of leasethol

land and buildings 4,774 2,496 759 251 5,533 2,747

Staff costs (extuding directors’

remuneration):

Sdaries anl wages 82,738 31,660 2,418 3,709 85,156  35,3@®
Equty-setted share opton expenses 49,526 - - - 49526 -
Retirement scheme contribution 1,172 69¢ 264 106 1,43€ 802

133,43t 32,356 2,682 3,815 136,11¢ 36,17

Loss/(gan) ondisposa of property,

plant and guipment 3% 35 - (120) 3% (85)
Gain ondisposé of prepad land lease payments (181 - - - (181 -
Write off on propery, plant and equipment 32€ 762 - - 32€ 762
Inventoiieswritten df 348 89 - 90C 348 98¢
Impairment loss on other receivables 197 89 - - 197 89
Trade recevableswritten df 2,931 - - - 2,931 -
Impairment loss on due from former subsidiaries 6,457 5,015 - - 6,457 5,015
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FINANCE COSTS

Group
Continuing operations
2008 2007
HK$'000 HK$'000
Intereston bank loans
— wholly repaydle within five years 25,617 2,365
— not wholly repayable within five years 5,555 5,738
Interest on other borrowgs
— wholly repaydle within five years 3,432 129
— not wholl repayable within fiveyears 1,013 1,595
Interest on corertible bonds 34,834 13,422
Convertible bonds issuance expenses giito income statement 2,159 -
Interest orfinanceleases - 58
Total borrowirg costs 72,61C 23,30¢
Less:interest capalisead included in property, pant amd equpment (5,189) (3,833
67,421 19,475
INCOME TAX EXPEN SE
Income tax expend@ the income statement represents:
Group
Continuing Discontinued
operations operation Consolidate

200¢ 2007 200¢ 2007 200¢ 2007
HK$000 HK$000 HK$000 HK$000 HK$000 HK$000

Current
- Hong Kong priits tax 4,709 - - - 4,709 -
- Overseas taxation 66,86: 1,567 - 4,222 66,86: 5789
71571 1,%7 - 4,222 71571 5,789
Deferred 63,540 42945 - - 63,540 42,945
Total tax chage for theyear 135,111 44,512 - 4222 135111 48734

Hong Kong profits tax has been provided at the rate of 17.5% on the estimate assessable profits
arising in Hong Kong during the year (2007: Nil). Income tax expense for otherisdictions is
caculated at the rates prevéing in the rdevantjurisdictions.



EARNINGS PER SHARE ATTRIBUTABLE TO E QUITY HOLDER S OF THE COMPANY

The cdculations d basc ard diluted earnngs per bare arebasel on :

2008 2007
HK$'000 HK$'000
Earnings
Prdit attibutable to equty holders d the Company 427,242 63,379
Less : Profit from discontinued operation (344,631 (17666
Reslut from discontnued operaton
attributable to minont interests (4,339 7,71¢
Profit attributable to equity holders of the
Compapw from the discontnued operaton (348,965 (9,947)
Profit attributable to equitholders of the Compan
from the contnuing operaions 78,277 53,432

The cdculation o badc earnngs per Bareis basal on the prdit for the year atiibutable to equty
holders of the Companof HK$427,242,000 (2007 : HK$63,379,000) and the profit for ythar
attributable to equity holders of the Company from the continuing operations &7&&77,000
(2007 : HK$53,432,000) and on the geied averge of 1,234,083,610 (2007 : 967,388,163)
ordinary daresin issueduring the year.

In the cdculation d the diluted earrings per $fare attibutable to he equty holders d the
Company, the potential shares arising from the conversion of the Company’s convertible bonds
would increase he earmngs per &are attibutable to he equty holders d the Compag from
continuing operaons am was not t&eninto account ashey had an ani-dilutive dfect. Therdore,

the calculation of diluted earrgs per share is based on the profit for ylear attributable to equit
holders of the Company of Hi&27,242,000 (2007 : H$63,379,000) and the profit for the year
attributable to equit holders of the Companfrom the continuig operations of HK$78,277,000
(2007 : HK$53,432,000) and on the weighted average of 1,251,084,290 (2007 : 1,033,795,925)
ordinary shares outstandjnduring theyear, beig the weghted averge number of ordingrshares

of 1,234,083610 (2007 : 87,388,B3) used in basic earrgs per share calculation andjasted

for the effect of shareptions issued of 17,000,680 (2007 : 66,407,762).
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TRADE RECEIVABLE S -GROUP

200¢ 2007

HK$'000 HK$'000

0 to 90 dgs 319981 12,378
91 to 180days 20,132 5,306
Over 180 dgs 15,769 5791

355,882 23,476

The Group has a polcof allowing trade customers with credit normallvithin 90 das except
for construdion prgect for which settementis male in accodance wth the terms spatied in
the contractgovernirg the relevant transaction. Overdue balances are revievgedarly by the
Group's management.

As at the balance sheet date, the Group’s trade receivables included HK$237,269,000 (2007: Nil)
relating to he trade recévables d construciton contracts Wwich would be recoverd after more han
oneyear from the balance sheet date

As at the balance sheet dates, the Group had grifisant balances of trade receivables that
were pastdue but notimpared. The directors & the Company arefothe ognion that nofurther
allowance for impairment of trade receivables is necgsaarthere was no recent histaf default

in respect bthese trae debtors

TRADE PAYABLES - GROUP

The credit terms of trade pables vay accordimg to the terms greed with different suppliers. The
ageing andysis d the Group's trde paydles as athte balance bseetis asfollows:

200¢ 2007

HK$'000 HK$'000

0 to 90 dgs 39,23( 19,1%
91 to 180days 121,006 1,746
Over 180 days 4,556 9,961

164,792 30,90:




MANAGEMENT DI SCUSSON AND ANALY SIE
FINAN CIAL RE SULT £

For continuing operations, the Group recorded a turnover of#$&.5 million,
representig an increase of 468% from HK$134.7 million recorded jeestr. The Group
recorded agross profit of HK$267.0 million represengnan increase of 375% from
HK$56.2 million last year. For the year under review, the Group recorded a profit after
income tax of HK$175.4 million (2007: HK$85.3 million). For discontinugeration,

the Group recorded a profit of HK$344.6 million. The total basic egrpi@r share
increased by 429% to 34.62 cents

During the year, he Group upolds its busness vsion o “Water-onental, Kindness

to Society” while striving for its goal of becoming the best operator of raw water, tap
water, sewge treatment and related services in the PRC and achieatisfactoy
resuts.

FINAL DIVIDEN D

No interim dividend was declared for the year ended 31 March 2008 (2007: Nil) and
the Directorsdid not recommed ary payment d fina dividend for the year emed 31
March 2008(2007: NI).

INDUSTRY OVERVIE W
The Critical Period of Rapid Develgpment

The rgid and continuous economic devpioent in China and the acceleration of its
urbanizaion have mae water Bortage, both in terms ® water resources danwater
guality, as well as water pollution pressing issues. In light of the situation, the PRC
Government has introduced a series of gming and ordery reform measures and
policies to maketize he waterindustry, including reform d state ownetsip of water
supply enterprises, integration of urban and rural water supply, tax incentives to
encourge investments in water and environmental protection industries. The “Eleventh
Five-Year-Ran” putsforward the god of building an “envronmenté friendly soaety”

and a “resources saving society” by way of enhancing urban sewage treatment rate and
strergthening industrial sewge treatment. As a result of which, the water market is in
its cntica penod of rapd devdopment

Trend in Water Price and its Expectation

Given the grim inflation in mainland China and the reform in water price mechanism
lagging behind resuted from the government’s #ort to cub inflaton, the increasen

water prce brought about by marketizaton o water prce will be anirresstible generk

trend in the long term. The reasonable rise in tap water price and sewage treatment
charge, tagether with the implementaiton o starway-style water picing and the pice
increment meltansm for over consumpbn o water dgove quotais corducive to water
conservation
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The urban water charges as a proportion to the per capita disposable income in China
is stll rather low. With the sustaned economc devdopment ¢ China, he per capa
disposdle income @& the uan popuation is improving contnuousy. From te
perspective of affordability of the urban population, it is acceptable to have the domestic
water consumpbn expenses accoumnitéor 2 to 3 % 6 the averge housédold income

of the uiban poptation in China. If the cdculation is basa& on the assumpon that

future water consumption expenses may be raised to account for 2 to 3 % of the average
houséiold income, here is stll mud room for further water prce increasein most

cities.

Increasingly Competitive Environment

The umban waterindustry in China, givenits rapd devdopment,has enterd a thase @
vigorous tranBrmaton sut that the competion becomes more ahfiercer wth eat
passing day. However, the room for growth in the scale and the profit of this industry
remains vast. The operagircosts of water pjects can be loweredybapplication ®

new tedinology and tedniques, opmizaiton o equpment operabn, erhancement D
management standards and proper allocation of human resources, which in turn will
bring aboutgreater return on investment to professional investment operators

BUSINESSREVIEW
(I) Corporate Missions
“Water-oriented, Kindness to Society”

(I  Enhancement Achieved During Developmen

The Group continued to implement its stgatefor development thragh several
acqusitions aml memgers. As a redu of which, the Groupholds water-réated
projects in various provinces and cities of China, and lay a solid foundation for
the Group’s position in China’s water industiThe overall corporate results
subsequent to lte aove acqusitions am mergers are prodesaisfactory in the

way that the operational efficiency of all the water-related projects are enhanced in
full, which in turngreaty reinforces he Group’s competive advantayes

Staff Development

The Group actively organizes for its staff pre-job trainings, regular on-the-job
trainings and specific technical trairgs, includirg trainings for the frontline staf
working as bump operators, water suypatterdants, water sugp sde persons,

and pipe workers, as well as comprehensive training for the financial and senior
management personnel to enhance their professionalism. The tgsincover
vanous areas sicas prdessond ethics, corporate dture, avil erngineeing,
computer technology, finance, insurance, and quality management system internal
examiner qualification. Alog with the in-service trainig, the Group also makes
efforts to attract vaous kinds o professonds, including fresh graduates ad
master degree holders, so as to actively raise outstanding business talents from a
diversified talentpool and build p leadershp echelons.



Skill Enhancement and Cost Coritro

The Group persists on optimizing the procedures of meter recording and payment
management ly way of phased introduction of water rate prgpent and
deduction system, meter rdang recoder armd advancel camd payment stiware
system, with an aim to fully upgrade the payment, reporting and installation
systems. The introduction of new techngyoand equipment, tgether with the
optimized operatond management fowater pumpsfrequency converters dn
pressure regulators, has put the costs of producing tap water under control through
effectve reduction d electncity consumpion.

The Group has standardized its purchase of pipes and related large construction
mateiials through public terder to eranceits bargaining power, which leads to
qudity assurance ahpurdiagng cost contré. The ranforced patrd and leskage
detection work done by the professional leakage detection team on water supply
pipe network and its related facilities,gether with an informant and reward
system set upn this regard, has helped reduce he rate 6 leskage ard damae.

As for its various projects, including water supply plants, sewage treatment plant,
pipe laying and meter installation, the Group enforces close supervision in various
stages, staning from the assessmentfoconstructon drawings to competion

of work, in order to ptimize the structure opipe network and enhance its
distnbution capagy, to swbdivide the ppe netwok ergineeing tedniques ad
qudity management.

Service Stagards

The Group is committed to perfecgnits water suppl services throgh
streamined procealures by way of redizing and refining “one-stop service$
including business consultancy, bill payment, leakage reporting and repairing
as well as water consumption repogimnd installation. The Group establishes

a comprénensve water suply senvice hotline am also rdeasesinformaton
through various channels such as government websites and the press to make the
procedures and the Group’s social commitment more neaddilable to users. To
strengthenits soc¢al commtment, he Grouphasimplemente time limits for meter
recording, reporting, repairing and complaint handling, together with ensuring the
smooth @eration of its 24-hr service hotline, to showcasé cisstomer-ori ented”
characterstics. “The Prettest Laly” of Xinyu Water Afairs Grouphad won the

Best Service Award

In addition, the Grouphas &so commenc@ operatons on water metedesgn,
production and sales. Through the related linkage to the water industry, the
Group will not ony control water meter quajitand cost but also brgnits unique
industly advantages d water supfy busnessinto full play.
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Water Quality Supervision and Production Safety

The Group also acknowledges that the creation of a clean and safe water
environment by enterprses egaged in producing and suppgying mud neealed
drinking waterhas adirectimpact on e quaity of lives d the massn the sense

that it is an important part of building an all-out comparatively well-off society.
The Group dheres to suplping water wth qudity and s&dety by means 6 better
monitoring ard testng o water quéty and protecton o water sources. Asor

the emergency crisis risk, such as the outbreak of blue algae in Tai Lake this
year, he Grouphas drawn up he “Emegeng Water Pdution Treatment Drfd

Plan” to strengten he montoring tedinology o the inspecton center ad its
capability of emergency prevention and handling by way of introducing advanced
and approprate instruments ash erlarging its prdessond inspecton team. In
addtion, emergencyrills areheld to ranforce séety awareness anvenfy how

well the accident and emergency rescue efforts are coordinated. Through the drills,
the aility of sdf and mutud rescue b the frontline stéf in case b acadentsis
substantally erhancel.

The Grouphas put stety production accounthility into operaon, ahernng to

the pnnciple d “Safety First, Prevention Foremos$”, whereby the empoyees

are required to study the “Safe Production Approaches” formulated by the
Group so as to drance heir sdety awareness ahdeepen heir full knowledge

and understaming o the operabnd rules. S& praduction is dso included in
performance appraisals so theach post is madaccountable for safety. The
above dforts areimplemente by postng of signs d sdety warnngs ard carlying

out reguar ard spedcfic cheking, reparing ard mantenance bequpments. he
Group also implements accountability, with the aim to be fair and strict in meeting
out rewads ard punshments, ad to cary through the corporate msson d the
Group d “Supplying Water with Safety and Quality, Serving the Society
Sincerely”.

Corporate Cuture ard Brand Name Buding

With its corporate nsion o “Water-oriented, Kindness to Society’, the Group

has established the China Water Care Fund, formulated the “China Water
Care Fuml Management Approakes”, ard will organize donaion drives for

the Care Fud at approprate tmes. Begles, he swbsidiaries d the Group are

still in support of the fundraising to rebuild the disaster areas hit Sightian
Wenchuan Earthquake. On the other hand, the Group moilized its empoyees

to paricipatein the estélishment am cultivaton d its corporate diure trough
various means. At the same time of enforcing standardization of work, the Group
also oganzes job-related semnars for its mddle ard top mangement stH,

and varous cutura and recreaitond actvities. In recgnition o its dforts, he
Group has been successively awarded such honorable titfédoae! Enterprise

With Harmonious Labor Relations’ at the state ad municipad levds, “Model
Enterprise of Female Civilization” at the provncial levd and “Model Enterprise
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of Youth Civilization” at the municipal level, all served to stgthen the sense

of belongingness ad identficaion o its empoyees as exdleent corporate dture
promotes individual and team initiatives, higher efficiency as well as better and
healthier corporate inge.

Water Supply Business Anaysis

In the year, he Group susiaed rapd growth in its revenue ahprafit from water
supply business.

The revenue from city water supply amounted to approximatel$24K.3 million
(2007: HK$55.8 million), representing 331% as compared with last year. The
revenuefrom water suply related instdlaton wolks amountd to approxmatdy
HK$128.7 million (2007: HI®41.7 million), representing 209% as compared with
last year.

City water supfy progects ownd by the sibsidianes d the Group spredvarous
provinces and municipalities across China, including provinces such as Henan,
Jiangsu, Huwei, Jangxi, Guamgdong and Hainan, an Chonggi Municipdity. The

total water segments pfies (ncluded city water suppy, water réated instdlaton

works and meter installation) amounted to approximatel\HK8 million (2007:
HK$26.1 million).

Sewage Business Analysi

The State Council issued the “Comprehensive Work Plan on Energy-saving
and Emission Reduction” in 2007, followgnwhich the work of engy savirg,
emisson reduction ard palution treatments vigorousy promotel countrywde.

The centralized sewage treatment rate in every city will not be lower6@ranby

2010, of which sewge treatment rate in some joacities reaches 70%. From the
centrd government tdocd governments, mucimportancehas been attalbed to

urban sewage treatment and the progress of its industrialization. With that in the
baddrop, thereis mud roomfor investmenin sewage treatment

During the year, the Group has recorded turnover from sewage treatment business
of HK$26.8 million (2007: HK$ Nil). The revenue contribution mgirfrom a
sewgge treatment fantlocatal at Horgguarg Roal, Devdopment Zone, iligzhou

City, Hubei Province. The sewage treatment plant is managed by a directly
and wholly-owned subsidiary of the Compag and operaton is runnng under

a frandise granted by The Construaon Commttee d Jingzhou Qty, Hubei
Province for a term of 2 years on a transfer-operate-transfer (“TOT”) basis. The
tota consderaton for the acqusition d the frandiseis RMB130 nillionin ca$.

For the year emled 31 Mard 2008, he prdit after tax aw the prdit after tax

but before amortization of cost of franchise of that sewage treatment business is
amounted to approximatglHK$11.2 million and HK$16.8 million, respectiyel
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On 28 March 2008 |E <& a iep"® ! (Huizhou China Water Affairs
Development CompanLimited), a 70%-owned subsidiaof the Compay, and |

EQ3 M#P"® ! (Huizhou Investment Marmgement Compay) (“Huizhou
Investment”) entered into angeeement, pursuant to which the Compgan
conditiondly agreed to acqure 70% & the registered captal of ead of Huizhou
Daya Bay Running Water General Company (“Huizhou Daya Bay Running
Water”), Huizhou Dga Bay Qingyuan Environmental Protection Co., Limited
("Huizhou Daya Bay Qingyuan”) ard Huizhou Daya Bay Yiyuan Puified Water
Co., Limited (“Huizhou Daya Bay Yiyuan®) from Huizhou Investment.

Huizhou Daya Bay Qingyuanis phincipaly ergaged in the provsion d sewae
treatment service for both domestic and industrial uses in Huizhou City,
Guargdong Province, the PRC. Huizhou BPa Bay Qingyuan is equipped with
newly built and tedinologicaly advancel sewae treatmentfaalities. Huzhou

Daya Bay Qingyuan started test-running in September 2006 and commenced
operation in Jyl 2007, with sewge treatment capagitreaches 80,000 nper dg.

The Boad expects hat dter competon d the acqusition, reslts d Huizhou

Daya Bay Qingyuan in its first full year of operation in 2008 shall be improved
through expansion in customer base and improvement in operation effyjcienc

On 9 May 2008, he Compag enter@ into a prédminalry agreement wh é

2 *« ® | (Jiangxi Province Administrative Assets Group Company)
pursuant to wich Jiangxi Prounce Administraive Assets Group Comp#n
granted to the Company the first refusal right regarding the proposed acquisition
of the right to operate the sega treatment plants upon completion of their
constructon by Jangxi Province Administraive Assets Group CompgnJdangxi
Province Administrative Assets Group Company is an entity wholly owned by the
Provincial Finance Bureau of Jigri Province, the PRC. The Jigxi Provincial
Governmenthas propose to construct 80 sewge treatment Rnts as part foits
projects to protect and enhance thevimnment and main water resources o
Jiangxi Province. It is expected that the construction of the gewameatment
plants wil be competad by the erd of Septenper 2010. he first phase wll
consist of 4 sewage treatment plants and will be completed and operated by
the end of September 2009. It is estimated that the geetvaatment plants shall
have an ggregate daily procesmg capacty of approxmatdy 1.9 million tones.
The estimated total investments for the construction of the sewage treatment
plants, pipilg networks and related facilities is approximgt&MB6,000 million,
of which the investments Hdating to the construdbn o the sewge treatment
plants is approximately RMB3,000 million. Subject to further negotiations with
Jiangxi Province Administrative Assets Group Comparthe Compan has
aged to provde human resources dntecnology support to thngxi Province
Administrative Assets Group Company on the construction of the sewage treatment
plants. It is also the intention of the Compan further ngotiate with the Jiagxi
Provincial Government rgarding the Compawg’s paricipaton in the desgn ard
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construction of the sewage treatment plants. In consideration of the graiiting o
the first refusal ght, the Compay shall py to Jiamgxi Province Administrative
Assets Group Compgna refundable secusitdeposit of RMB50 million
(equivalent to approximately H¥56 million) by the end of 2008. The security
deposit is refundable to the Compaim the event that the Compadecides not to
proceal with the proposd acqusition.

Moreover, the Group has also has new gewleatment prects which located
within Jangx Provnce, he PRC vhich expect conibute to he resilts d sewage
treatment business of the Group for next year

Investment Business Analysis

As at he balance &eet date, he Group’sinvestment pofblio held for trading
mainly consists of Qian JianiyVater Resources Development Co., Ltd (“Qian
Jiang”) (Shamghai Stock Exchage Code:600283) and Mig Hing Waterworks
Holdings Limited (stock code: 402). The Group has disposed 14,266,500 A shares
of Qian Jiang and 427,890,908 shares of Prime Investments Holdings Limited
(stock code: 721), witlgross sale proceeds of approximstélK$257.9 million

and HK$72.7 million, respectivgl The agregate sale proceeds of approximatel
HK$330.6 million has recovered more than the aggregate initial costs of investing
in Qian Jiag, Ming Hing Waterworks Holdigs Limited and Prime Investments
Holdings Limited.

The Group is satisfied with the return on investment for yhar, whereas the
proceels from disposa of shareshave been retened for devdopment & current
water projects

The Compawg notal that the global stok maiket has expeienceal a high volatility

in past twelve months. The Grpuwnderstands that the investment market will
remain uncertain in the congryear, but it holds on to its cautioned optimism and
will carly out revew o its currentinvestment pofolio at appropate tmes on a
regular basis or in response to changes in the investment environment. The Group
has no intention to enlge the scale of its current investment portfolio

Disposal of Sea Buckthorn Business

On 29 June 2007,he Group entere into an agreement to Kethe entre
issued share capital of China Environmental Water Holdings Limited (“China
Environmental”) at a consideration of HK$200,000,000. The consideration is
satisfied by (i) HK$19,950,000 by issuance of 133,000,000 new shares of China
Botanic Development Holdings Ltd. (“CBDH") (formerly known as “Wah Yuen
Holdings Limited”) to the Group crdited as fully pad, at the issue pice d
HK$0.15 per share; (ii) H&180,050,000 by issuance of convertible bonds from
CBDH to the Grop, and (iii) wavier of amounts due from China Environmental
and its subsidiariesybthe Group of HK$19,258,000. The convertible bonds can
convert into new shares of CBDIdt conversion price of H80.15 each with
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maturity date at the tenth anniversary of the date of issue of the convertible bonds.
China Environmental hold$0% equity interest in Conseco Seabuckthorn Co.,
Ltd., which is pinncipdly engagd in the cdtivaton ard sde d seabuckthorn
sedlling as wé as mantactuing ard sdling o its rdated products

The Group has recorded gain of HK$353.2 million, upon disposal of China
Environmental and its sea buckthorn related business to CBDH. The disposal
enables the Group to focus financial and human resources on deelojyn

water supply and its related businesses of the Group. Although the Group ceased
its gperation in sea buckthorn related business but the i5still able to cature

the potential growth of sea buckthorn related business as the Group currently held
the converitble bonds issu@ by CBDH.

(VII) Development of Investment in Water and Electricity

At the balance sheet date, the Group has equity interedi%fid Jianghe Long
Chuan Electricity Development Company (“Jianghe Long Chuan”). The principal
projects held by Jianghe Long Chuan includglé&o interest in the hydro-electric
power plant atE 1 C }¥ae d (Fuian Ningde Daong Electric Station),

a 40% interest in the ydro-electric power plant ate |6 € } fede
(Yunnan Maguan Daliangzi Hydro-electric Power Station),586 Gnterest in ®

1 203% 8e a (Yunnan BoaShan Lazhai Hydro-electric Power Station), and
a 36% interest in®1 O te c¢ (Wenshan Laqgi Hydro-electric Power Station).

In addition to the above, Jianghe Long Chuan also has minority investments in
four other power plant projects, with three in Yunnan, and another one in Inner
Mongolia.

Jianghe Long Qwanis specalized in the devdopment & and investmentn hydro-
electic power generaton business, wth instdled capacty of approxmatdy
350,000 kilowatt. The Group consider that the investment inghierorg Chuan
enable the Group to make a fgranto the environmental frienglpowergeneration
industy and water resources exploitation and development business and in line
the strategy of the Group to develop clean energy with reduced emission of carbon
dioxide.

Given te high spee devdopment ¢ the economy bthe PRC, ad the increasng
social awarenesdn the use ©® envronmenta friendly power, he Directors
believe te busness potemél of Janghe Long Chuanis immense. e aulited
consdidated profit after tax aml minority interests b Jianghe Long Chuan
preparel in accodance wth the Generdy Acceptel Accountng Pdicies aml
Accountirg Standards in the PRC for tlyears ended 31 December B0énd 2007
are approximately RMB7.3 million, RMB27 million

Jianghe Long Chuan has profitable track record of for the financial years ended 31
December 2006 and 2007 and has declared dividend to the Group of approximately
RMB3.8 million for the year emled 31 Decerber 2007. he Group expecthat

there will be postive dfect on he earmngs d the Groupin the comng future.



(VIIl) Strategic Investment for Win-win Situation

During the year, the Company has strengthened the co-operation with leading
players d waterindustry in the PRC

e74 3 bP"®! (China Water Idustry Investment Corporation) (“CWIIC”)

On 26 October 2007, the Company entered into an agreement to acquire%9.37
in the registered capital of#7a 3 P"® I (China Water Industry
Investment Corporadn) (“CWIIC”). The core kareholders d CWIIC include
Bureau of Comprehensive Development, Ministry of Water Resources, the PRC,
Sinohydro Corporaton ard Shanx Waniazhai Yellow River Diverson Prgect
Generd Company

As at the balance sheet da@WIIC owned t+ & 3 pP"®! (Shandong
Water Investment CompagnLimited), j a £®! (Sharghai Water
ip..pP"®! (Qianjiang
ggunterest of 51.00%, 42.86%

A

8
Supply Construcion Company) ath z € 8 ; § 1
Water Resources Development Co., Ltd.) with
and 25.55%, respectivel

On the other hand, the Grpwowned + & 3 P"® I (Shandong Water
Investment Compan Limited), | 8a £® ! (Shamhai Water Suppl
Constructon Company) ad z é4;Sip..P"®! (Qianiang Water

Resources Development Co., Ltd.) with eguihterest of 8.00%, 28.57% and
6.34%, respectively.

e74,% « ®I! (China Waterworks Investments Gmuorporation)
(“cCwic”)

CWIC is an oty water réated large investment corporain urder the State-owne
Assets Supervision and Administration Commission of the State Council. Major
areas for investment are as water conseryaaigd tydro power, municipal and
towndhip water suply, renewdle enegy, dredging and enMronment prpects

On 10 Mg 2007, the subsidiaries of the Compamtered into angieement with
CWIC and the mnornty JV partners, pursuant tohweh the sWbsidianes d the
Company agreed to contribute new capital to Jianghe Long Chuan representing
45% in total of the enlged rayistered capital of Jiaghe Lorg Chuan. CWIC
holds equty interest ® 47% d Jianghe Long Chuan as bthe balance &eetdate.

The Group believe that strajie alliances with CWIIC and CWIC is one of the
major achievements mde during the year, asboth CWIIC and CWIC are both
leading players and are state-owned corporations under direct control of the
central government. The alliances show that both CWIIC and CWIC geiced

and apprecate he Group’s water expage, he Group’s smcere ad enhusasm

in development of water industry in the PRC, Group’s corporate cultures and
missions, and solid foundation of Group’s in water indystrthe PRC
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