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I CHINA WATER AFFAIRS GROUP LIMITED

The board of directors (the "Board”) of China Water Affairs Group Limited (the “Company")
is pleased to announce the unaudited condensed consolidated interim results of the
Company and its subsidiaries (collectively the “Group”) for the six months ended 30
September 2008, together with the comparative figures for the corresponding period in
2007, as follows:

CONDENSED CONSOLIDATED INCOME STATEMENT

Six months ended
30 September

2008 2007
(unaudited) (unaudited)
Notes HK$'000 HK$'000
(restated)
Continuing operations
Revenue 4 385,965 364,229
Cost of sales 249,316 222,604
Gross profit 136,649 141,625
Valuation surplus/(deficiency) on
investment properties (21,050) 91,310
Fair value gain/(loss) on financial assets
at fair value through profit or loss (175,241) 262,450
Gain on early redemption of convertible bonds 47,468 -
Other income 4 25,778 32,014
Selling and distribution costs (15,222) (11,544)
Administrative expenses (113,059) (63,874)
Equity-settled share options expenses (10,562) (39,989)
Change in fair value of derivative
financial instruments (including
conversion options embedded
in convertible bonds) (40,997) -
Profit/(Loss) from operation 5 (166,236) 411,992
Finance costs 6 (42,463) (18,952)
Share of results of associates 4,319 -
Share of results of joint venture (8) -
Profit/(Loss) before income tax (204,388) 393,040
Income tax credit/(expense) 7 32,746 (118,552)

Profit/(Loss) for the period from
continuing operations (171,642) 274,488
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CONDENSED CONSOLIDATED INCOME STATEMENT (Continued)

Six months ended
30 September

2008 2007
(unaudited) (unaudited)
Notes HK$'000 HK$'000
(restated)
Discontinued operation
Profit for the period from
a discontinued operation 8 - 7,871
Profit/(Loss) for the period (171,642) 282,359
Attributable to:
Equity holders of the Company (185,974) 211,726
Minority interests 14,332 70,633
Profit/(Loss) for the period (171,642) 282,359
Earnings (Loss) per share attributable
to equity holders of the Company
during the period 9 HK cents HK cents
Basic
— For profit/(Loss) for the period (15.14) 17.36
— For profit from continuing operations (15.14) 17.05
Diluted
— For profit for the period N/A 16.29

— For profit from continuing operations N/A 15.99
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CONDENSED CONSOLIDATED BALANCE SHEET

As at
30 September 31 March
2008 2008
(unaudited) (audited)
Notes HK$°000 HK$'000
ASSETS AND LIABILITIES
Non-current assets
Property, plant and equipment 10 1,873,268 1,304,053
Prepaid land lease payments 214,123 192,152
Investment properties 11 178,743 276,978
Interests in associates 103,407 99,088
Interest in a joint venture 12 4,072 -
Investment in debt securities 20 46,417 132,414
Other financial assets 13 313,207 359,888
Goodwill 14 142,390 103,634
Other intangible assets 142,529 145,502
Deposits 15 26,793 364,168
3,044,949 2,977,877
Current assets
Properties under development 16 113,799 21,747
Investment held for sale 15 141,444 -
Inventories 72,543 39,596
Trade receivables 17 431,848 355,882
Other financial assets 13 122,482 296,314
Due from minority equity holders
of subsidiaries 60,943 18,427
Prepayments, deposits and other receivables 265,454 188,659
Conversion options embedded
in convertible bonds 20, 21 43,050 69,824
Pledged deposit 24,143 35,333
Cash and cash equivalents 515,581 422,773
1,791,287 1,448,555
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CONDENSED CONSOLIDATED BALANCE SHEET (Continued)

As at
30 September 31 March
2008 2008
(unaudited) (audited)
Notes HK$'000 HK$'000
Current liabilities
Trade payables 19 186,142 164,792
Construction contracts 18 40,704 20,668
Accrued liabilities, deposits received
and other payables 466,577 340,965
Borrowings 22, 26 285,987 181,892
Due to minority equity holders of subsidiaries 291,826 229,657
Provision for tax 64,560 67,951
Derivative financial instruments 23 97,840 94,635
1,433,636 1,100,560
Net current assets 357,651 347,995
Total assets less current liabilities 3,402,600 3,325,872
Non-current liabilities
Borrowings 22, 26 753,690 381,417
Deferred government grants 13,879 14,518
Convertible bonds 23 502,565 590,250
Deferred tax liabilities 24 74,038 113,343
1,344,172 1,099,528
Net assets 2,058,428 2,226,344
EQUITY
Equity attributable to equity holders
of the Company
Share capital 25 12,295 12,398
Reserves 1,438,003 1,745,186
1,450,298 1,757,584
Minority interests 608,130 468,760

Total equity 2,058,428 2,226,344
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT

Six months ended
30 September

2008 2007
(unaudited) (unaudited)

HK$°000 HK$'000
Net cash inflow from operating activities 59,886 41,879
Net cash outflow from investing activities (220,638) (359,802)
Net cash inflow from financing activities 253,560 672,080
Increase in cash and cash equivalents 92,808 354,157
Cash and cash equivalents at beginning of period 422,773 520,281
Cash and cash equivalents at end of period 515,581 874,438

Analysis of balances of cash and cash equivalents

Bank and cash balances 515,581 874,438
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Equity attributable to equity holders of the Company

Available-
for-sale
financial
Share  Capital Exchange Share assets
Share  premium redemption Contributed fluctuation ~  option Other revaluation ~ Statutory  Retained Minority Total
capital  account  reseve  surplus  reserve  reseve  reserves  reserve  feserves  earnings Total  interests equity
(naudited) (unaudited) ~(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)
HKS000 ~ HKS000  HKS000  HKSOOD  HKS000  HKS0OO  HKSOO0  HKS000  HKS000  HKSO00  HKS000  HKS000  HKS000
At 1 April 2008 12398 117399 12 70725 99,631 54,688 7141 15,863 20928 302203 1757584 468760 2226344
Repurchase of shares (103) (13617 - - - - - - - - (130) - (130)
Share repurchase expenses - (34) - - - - - - - - (34) - (34)
Eqity-settled share option
arrangements - - - - - 10,563 - - - - 10,563 - 10,563
Arising from acquistton of
subsidiaries - - - - - - - - - - - 93,403 93,403
Capial contrbution by minority
equity holders of subsidaries - - - - - - - - - - - B3 3237
Addifonal interest in
subsidiaris acquired
by the Group - - - - - - - - - - - (1,602 (1602)
Transfer to capital redemption
Tesene - - 103 - - - - - - (103) - - -
Change in fir velue of
avallable-forsale
financial assets - - - - - - - (49703) - - (49703) - (49703)
Change in fir velue of
investment in debt
securies - - - - - - - (68419) - - (68419) - (68419)
Net income/(expense)
recognised directly in equity - - - - - - - (g - - (118121) - (g1
Loss for the period - - - - - - - - - (185974)  (185974) 14332 (17168)
Total recognised income
and expense for the period - - - - - - - (118121) - (185974 (304095 14332 (289763)
Balance at 30 September
2008 12,205 1,160,344 115 0,125 99,631 65,251 T4 (102258) 20928 116126 1450298 608,130 2,058,428
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

(Continued)

Attributable to equity holders of the Company

Share Capital ~~ Exchange Share  Convertible

Share  premium  Contributed redemption  fluctuation option  bond equity Other  Statutory Accumulated Minority Total
apital  account  suplus  reserve  reseve  reseve  reserve reseme reserve losses Total  interests equity
(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)
HK$ 000 HKS 000 HK$ 000 HKS 000 HK$ 000 HKS 000 HK$ 000 HKS000 HK$ 000 HKE 000 HK$ 000 HKE 000 HKE 000
A1 Aprl 2007 11898 1062539 0725 - 6,680 5766 236 (11,636) 2065 (106144) 1044199 24009 1284297
Issue of convertible bonds - - - - - - 6,07 - - - 601 - 6072
Placing and subscrption
of new shares 141 46,799 - - - - - - - - 46,940 - 46940
Share options exercised 3 ) - - - (175) - - - - 60 - 260
Convertble bonds erercised 9 67234 - - - - (23%) - - - 65,47 - 65,47
Share ssue expenses - (121) - - - - - - - - (121) - (121)
Aising from acquisiion
of subsidaries - - - - - - - - - - - I8 16854l
Capitel contrbuted by
minory equity holders
of subsidaries - - - - - - - - - - - 20000 20000
Shares repurchased (13) (529 - 13 - - - - - - (529 - (529
Equityseted shere
option amangements - - - - - 39989 - - - - 39989 - 39989
Curency ranslfion - - - - (1,120) - - - - - (1,120) - (1,120)
Profit for the period - - - - - - - - -6 M6 063 28239
At 30 September 2007 1368 11759 10725 3 5,560 45,580 6012 (11,636) 2,045 105,582 1407900 499 190711
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Basis of preparation

The condensed financial statements have been prepared in accordance with the applicable
disclosure requirements of Appendix 16 to the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited and with Hong Kong Accounting Standard 34 “Interim
financial reporting” issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA").

Principal accounting policies

The basis of preparation and accounting policies adopted in preparing these interim condensed
consolidated financial statements are consistent with those adopted in the preparation of the
Group's annual financial statements for the year ended 31 March 2008 except for the adoption
of the new and revised Hong Kong Financial Reporting Standards (“HKFRSs") (which include
all Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards ("HKASs") and
Interpretations) issued by the Hong Kong Institute of Certified Public Accountants as discussed
below.

HK(IFRIC)-Int 11 HKFRS 2 — Group and Treasury Share Transactions
HK(IFRIC)-Int 12 Service Concession Arrangements
HK(IFRIC)-Int 14 HKAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding

Requirements and their interaction.

The Group has assessed the impact of the adoption of the above new and revised HKFRSs and
concluded that there was no significant impact on the Group's results and financial position.

The Group has not early applied the following new and revised HKFRSs, that have been issued
but not yet effective in the period covered by these interim condensed consolidated financial
statements:

HKFRS 2 Amendments Share-based Payment — Vesting Conditions and
Cancellations (Note 1)

HKFRS 3 (Revised) Business Combinations (Note 2)

HKFRS 8 Operating Segments (Note 1)

HKAS 1 (Revised) Presentation of Financial Statements (Note 1)

HKAS 23 (Revised) Borrowing Costs (Note 1)

HKAS 27 (Revised) Consolidated and Separate Financial Statements (Note 2)

HKAS 32 and HKAS 1 Amendments Puttable Financial Instruments and Obligations Arising on
Liquidation (Note 1)

HK(IFRIC)-Int 13 Customer Loyalty Programmes (Note 3)

HK(IFRIC)-Int 15 Agreements for the Construction of Real Estate (Note 1)
HK(IFRIC)-Int 16 Hedges of a Net Investment in a Foreign Operation (Note 4)
Note 1 Effective for annual periods beginning on or after 1 January 2009.

Note 2 Effective for annual periods beginning on or after 1 July 2009.
Note 3 Effective for annual periods beginning on or after 1 July 2008.
Note 4 Effective for annual periods beginning on or after 1 October 2008.

The Group expects that the adoption of the pronouncements listed above will not have any
significant impact on the Group's financial statements in the period of initial application.



W-u ATl -~ A

CHINA WATER AFFAIRS GROUP LIMITED

3.  Segment information

The Group's operating businesses are structured and managed separately, according to the nature
of their operations and the products and services they provide. Each of the Group's businesses
segments represents a strategic business unit that offers products and services which are subject
to risks and returns that are different from those of the other business segments. Summary of
details of the business segments are as follows:

(a) “Water" segment, which is presented as “City water supply” and “Sewage treatment”
segments, involves the provision of water supply and sewage treatment;

(b) “Property development and investment” segment involves development of properties for
sale and investment in properties for capital appreciation;

(c) “Infrastructure construction” segment involves construction of road and other municipal
works;

(d) “Concrete products and others” segment involves manufacture and sale of concrete
products and others; and

(e)  “Sea buckthorn related business” segment, which was disposed of during the year ended 31
March 2008, involves cultivation, manufacture and sale of sea buckthorn seedling and sea
buckthorn based products.
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Business segments
For the financial period ended 30 September 2008

Discontinued
Continuing operations operation
Property
development Concrete Sea buckthorn
ity water Sewage and Infrastructure ~ products related
supply  treatment investment construction  and others Total  business  Consolidated
HK$ 000 HK$ 000 HKS 000 HK$ 000 HK$ 000 HK§ 000 HK$000 HKS 000
Segment revenue
Eitemal customers 162,893 15,459 - 56,295 05,403 300,050 - 300,050
Installaion income 85915 - - - - 85915 - 85915
Revenue 248,808 15459 - 56,295 05403 385,965 - 385,965
Other income 19920 - - - - 19920 - 19920
Total 268728 15459 - 56,295 05403 405,885 - 405,885
Segment resuls 63,965 4445 (659) 17566 2,346 87663 - 87663
Interest income 2505
Unallocated corporate income 3353
Unallocated corporate expense (59379)
Valugtion deficency on
nvestment properties (21,050) (21,00)
Fair value loss on financia
assets at fir value through
proftor loss (175.241)
Gain on eary redemption of
convertible bonds 47468
Equitysetled share optons
expenses (10,562)
Change in fai velue of
derivative financia
instruments (induding
conversion apfions
embedded in convertble
bonds) (40997)
Loss from operation (166,236)
finance costs (42463)
Share of results of associates 4319 4319
Share of result of & oint venture )
Loss before income tax (204,388)
Income tax expense 52,746
Loss for the period (1,642)
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For the financial period ended 30 September 2007

Discontinued

Continuing operations operation

Property Sea

development Concrete buckthorn

ity water Sewage and Infrastructure ~— products related
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

Segment revenue

Eitemal customers 143,028 10,086 16,215 93,000 44084 306413 10710 BIVAVA)

Installation income 57816 - - - - 57816 - 57816

Revenue 200,844 10,086 16,215 93,000 44,084 364229 10710 374939

Other income 4001 826 - - - 4847 8154 13,001
Total 204,865 10912 16215 93,000 44,084 369,076 18,804 367940
Segment resuls 50673 3513 1643 41636 34 97699 8,634 106,533
Interest income 5251
Unallocated corporete income 21916
Unallocated corporate expense (66,634)
Valugtion surplus on investment

properties 91310 91310
Fair vlue gain on financial assets

at fair value through profit or loss 262,450
Proft from operation 40826
Finance costs (1895)
Profit before income tax 401874
Income tax expense (119,515)
Proftforthe period 282359

Geographical segments

No geographical segments are provided as most of revenue, assets and liabilities of the
Group for the six months ended 30 September 2008 and 2007 were either generated or
located in the PRC.
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4. Revenue and other income

Revenue, which is also the Group's turnover, derived from the Group's principal activities
recognised during the period is as follows:

Group
Continuing operations  Discontinued operation Consolidated
Six months ended Six months ended Six months ended
30 September 30 September 30 September
2008 2007 2008 2007 2008 2007

(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

Revenue:
Sales of goods 54,558 31,275 - 10,710 54,558 41,985
Water supply 162,893 143,028 - - 162,893 143,028
Water supply related installation 85,915 57816 - - 85,915 57816
Infrastructure construction
revenue 56,295 93,000 - - 56,295 93,000
Sewage treatment 15,459 10,086 - - 15,459 10,086
Hotel and rental income 3,625 3,035 - - 3,625 3,035
Others 7220 25,989 - - 7220 25,989
Total 385965 364,229 = 10710 385965 374,939

Other income:

Interest income 2,505 5251 - - 2,505 5251
Dividend income from

financial assets 1,142 4,664 - - 1,142 4,664
Miscellaneous income 22,131 22,099 - 8,154 22,131 30,253

Total 25,778 32,014 = 8,154 25,778 40,168
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5.  (Loss)/Profit from operation

(Loss)/Profit from operation is arrived at after charging:

Group
Continuing operations  Discontinued operation Consolidated
Six months ended Six months ended Six months ended
30 September 30 September 30 September
2008 2007 2008 2007 2008 2007

(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)

HK$'000 HK$'000  HK$'000 HK$'000  HK$'000 HK$'000

Depreciation 34,216 32,315 - 519 34,216 32,834
Amortisation of prepaid land

lease payments 2,315 2,019 - 5 2,315 2,024

Amortisation of other
intangible assets 2,973 2,705 - - 2,973 2,705
6. Finance costs
Group
Continuing operations

2008 2007

(unaudited)  (unaudited)

HK$'000 HK$'000

Interest on bank loans 18,872 10,115

Interest on other borrowings 4,864 5,764

Interest on convertible bonds 27,151 7,225

Total borrowing costs 50,887 23,104

Less: interest capitalised included in property, plant and equipment (8.,424) (4,152)

42,463 18,952
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Income tax (credit)/expense

Taxation for other jurisdiction is calculated at the rates prevailing in the relevant jurisdictions. Hong
Kong profits tax has not been provided as the Group did not generate any assessable profits
arising in Hong Kong during the period (2007: Nil).

Group
Continuing operations  Discontinued operation Consolidated
Six months ended Six months ended Six months ended
30 September 30 September 30 September
2008 2007 2008 2007 2008 2007

(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

Current

- Hong Kong profits tax - - - - - -
— Overseas taxation 6,559 20,065 - 963 6,559 21,028
6559 20065 - 963 6559 21,028

Deferred (note 24)
~ tax charge for the period - 98,487 - - - 98,487
— tax credit for the period (39,305) - - - (39,305) -
(39,305) 984687 - - (39305 98487

Total tax charge/(credit) for
the period (32,746) 118,552 5 963 (32,746) 119,515
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8.  Profit for the period from a discontiued operation

During the year ended 31 March 2008, the Group disposed of 100% equity interest in China
Environmental Water Holdings Limited (“CEWHL") to China Botanic Development Holdings Ltd.
("CBDH") (formerly known as “Wah Yuen Holdings Limited"), a company listed on the main board
of the Stock Exchange for an aggregate consideration of HK$200,000,000. The consideration is
satisfied by CBDH issuing (i) 133,000,000 ordinary shares for HK$0.15 each (note 13(a)), (i)
the convertible notes in the principal amount of HK$180,050,000 (note 20), and (iii) wavier of
amounts due from CEWHL and its subsidiaries by the Group of HK$19,258,000. CEWHL is an
investment holding company which held 50% equity interest in &/REEDREIFZERAF. SR
EEDRFIMAEMRAF and its subsidiaries are principally engaged in cultivation, manufacture and
sale of sea buckthorn seedlings and sea buckthorn based products.

An analysis of the results of the discontinued operation included in the condensed consolidated
income statement are as follows:

Six months ended
30 September

2008 2007
(unaudited)  (unaudited)
HK$'000 HK$'000
Profit for the period from a discontinued operation

Revenue - 10,710
Cost of sales - (3,650)
Gross profit - 7,060

Gains arising on initial recognition of biological assets at fair value
less estimated point-of-sale costs - 8,050
Other income - 104
Selling and distribution costs - (1,358)
Administrative expenses - (5,022)
Profit before income tax - 8,834
Income tax expense - (963)

Profit for the period from a discontinued operation - 7,871
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Earning/(Loss) per share attributable to equity holders of the Company

The calculations of basic and diluted earnings per share are based on:

Six months ended
30 September

2008 2007
(unaudited)  (unaudited)
HK$'000 HK$'000
Earnings
Profit/(Loss) attributable to equity holders of the Company (185,974) 211,726
Less:  Profit from discontinued operation - (7,871)
Result from discontinued operation
attributable to minority interests - 3,951
Profit attributable to equity holders of the
Company from the discontinued operation - (3,920)
Profit/(Loss) attributable to equity holders of the Company
from the continuing operations (185,974) 207,806

The calculation of basic earnings per share is based on the loss for the period attributable to
equity holders of the Company of HK$185,974,000 (2007: profit of HK$211,726,000) and the
loss for the period attributable to equity holders of the Company from the continuing operations
of HK$185,974,000 (2007: profit of HK$207,806,000) and on the weighted average of
1,227,970,000 (2007: 1,219,135,778) ordinary shares in issue during the period.

The diluted earnings per share for the six months ended 30 September 2008 are not presented
as the potential ordinary shares had anti-dilutive effect on loss per share.

In the calculation of the diluted earnings per share attributable to the equity holders of the
Company for the period ended 30 September 2007, the potential shares arising from the
conversion of the Company's convertible bonds would increase the earnings per share attributable
to the equity holders of the Company from continuing operations and were not taken into account
as they had an anti-dilutive effect. Therefore, the calculation of diluted earnings per share is based
on the profit for the period attributable to equity holders of the Company of HK$211,726,000
and the profit for the period attributable to equity holders of the Company from the continuing
operations of HK$207,806,000 and on the weighted average of 1,299,677,909 ordinary shares
outstanding during the period, being the weighted average number of ordinary shares of
1,219,135,778 used in basic earnings per share calculation and adjusted for the effect of share
options existing during the period of 80,542,131.

Property, plant and equipment

During the year ended 31 March 2008, the Group entered into an agreement for the acquisition
of 70% equity interests in M ATEEERRREEMAF (Huizhou Daya Bay Qingyuan
Environmental Protection Co., Limited) and Z/N AT &R IR FKER AR (Huizhou Daya Bay
Riyuan Purified Water Co., Limited). The acquisition was completed during the period. The net
book amount of the property, plant and equipment of the above non wholly-owned subsidiaries
which being consolidated is approximately HK$435.2 million as at 30 September 2008.
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11. Investment properties

HK$'000
Carrying amount at 1 April 2008 276,978
Additions -
Valuation surplus/(deficiency) (21,050)
Transfer to properties under development (note 16) (77,185)
Carrying amount at 30 September 2008 178,743

Investment properties represented parcel of land located in the PRC held for long-term capital
appreciation. The land use right of which will expire from year 2046 to 2076 for commercial and
residential use respectively.

Investment property was revalued on 30 September 2008 by CB Richard Ellis Limited, an
independent firm of professional valuers on an open market, existing use basis and on the
assumption that the Group sells the property on the open market without the benefit or burden
of a deferred terms contract, leaseback, joint venture, management agreement or any similar
arrangement which could affect the value.

As at 30 September 2008, the Group's investment properties at the carrying amount of
HK$178,743,000 were pledged to secure banking facilities granted to the Group.

Further particulars of the Group's investment properties are stated below:

Locations Type Lot number Lease term

PEITIEEHEMEE P OAA Commerecial/ 1-3-708 40 years/

residential 70 years

REDIAEHRMIMARBIAR Commercial E13-2 40 years
=T AL

12. Interest in a joint venture

During the period, the Company, Kolon Industries, Inc., a corporation organized and existing under
the laws of the Republic of Korea (“Kolon Industries”) and Kolon Engineering & Construction CO.,
Ltd, a corporation organized and existing under the laws of the Republic of Korea (“Kolon E&C")
have formed a joint venture with paid-up capital of the joint venture of HK$8 million. The purpose
of formation of the joint venture is to develop a long term co-operative relationship in the area
of water business in the PRC and take advantage in combining their technical and marketing
expertise, capabilities, knowledge and experience in addressing the water business in the PRC. The
Company has 51% interests in the joint venture and the investments have been equity accounting
for in the condensed consolidated financial statements.
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As at

30 September 31 March

2008 2008

(unaudited) (audited)

HK$'000 HK$'000

Unlisted equity investments outside Hong Kong 284,449 281,427
Listed equity investment in Hong Kong,

at fair value (note) 28,758 78,461

Less: Provision for impairment - -

313,207 359,888

Note: The fair value of these available-for-sale financial assets are determined by the
directors of the Company with reference to the valuation performed by CB Richard
Ellis Limited, an independent firm of professional valuers. A fair value loss of
HK$49,703,000 occurred during the period was charged to equity.

These financial assets are subject to financial risk exposure in terms of price risk.

Particulars of the major investment in equity securities as at 30 September 2008 disclosed
pursuant to section 129 of the Hong Kong Companies Ordinance, are as follows:

Place of Principal Particulars of  Percentage of
Name establishment  activities registered capital interest held
China Botanic Cayman Production and distribution 691,937,500 shares of 19.22%
Development  Islands of snack food and HK$0.01 each
Holdings Ltd. * convenience frozen food
products and cultivation of
seabuckthorn seedlings,
manufacturing, sales, research
and development of
seabuckthorn related
health products
HEERKRE  PRC Water supply infrastructure Registered 28.57%
ERERAT capital of RMB
("LEBRK) 70,000,000
IARNERIEL  PRC Hydropower plant operation Registered 459
BERERAF capital of RMB
("DHEE") 399,392,000

* Listed on the Stock Exchange and was pledged to secure the term facility agreement
as detailed in note 26(ii).
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Note:
(i)  The investments in £/ B/K and JI)ARE are not equity accounted for under
HKAS “Investments in Associates”. This is because the directors are of the opinion that

the Group has no participation in the financial and operating policy-making process.

(b)  Financial assets at fair value through profit or loss

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$'000 HK$'000
Listed equity investments, at market value:
- Hong Kong 27,002 62,689
— Elsewhere 95,480 233,625
122,482 296,314

The above equity investments at 30 September 2008 were classified as held for trading.
Note:

The Group has undertaken the following lockup periods in respect of the disposal of its
interests in Qian Jiang Water Resources Development Co., Limited (“Qian Jiang") in carrying
amount of HK$94,179,000 (31 March 2008: HK$232,858,000), which is listed on the
Shanghai Stock Exchange of the PRC (the “SSE"), through the SSE (the “Disposal”):

(1) no Disposal for a period of twelve months commencing from 27 December 2006 (the
“First Lockup Period"); and

(2) Disposal not exceeding 5% of the total issued shares of Qian Jiang for a period of
twelve months after the First Lockup Period and not exceeding 10% of the total
issued shares of Qian Jiang for a period of twenty-fourth months after the First Lockup
Period.

Except for the matter as disclosed above, the Group's interests in Qian Jiang are freely
transferable following the initial recognition.
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The amount of the goodwill capitalised as an asset recognised in the consolidated balance sheet,

arising from business combinations, is as follows:

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$'000 HK$'000
At beginning of the year/period
Gross carrying amount 103,634 80,350
Accumulated impairment - -
Net carrying amount 103,634 80,350
For the year/period ended
Net carrying amount at beginning of year/period 103,634 80,350
Acquisition of subsidiaries 38,756 14,751
Exchange realignment - 8,533
Net carrying amount at end of year/period 142,390 103,634
At the year/period ended
Gross carrying amount 142,390 103,634
Accumulated impairment - -
Net carrying amount 142,390 103,634
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15.

Deposits
As at
30 September 31 March
2008 2008
(unaudited) (audited)
Notes HK$’000 HK$'000
Deposits for acquisition of equity instruments 0] 137 289,031
Other deposits 26,656 75,137
26,793 364,168
Notes:

(i) As at 31 March 2008, the deposits for acquisition of equity instruments amounted to
HK$289,031,000 mainly comprised the followings:

(a) The amount of HK$141,444,000 represented the deposits paid by the Company
in relation to the acquisition of 19.375% equity interest in China Water Industry
Investment Corporation which is a company established in the PRC and principally
engaged in the investment, operation, management and related value added services
in raw water supply, exploitation, cross-region water transfer, urban water supply and
waste water treatment as well as desalination of brackish water in the PRC. Further
details of which has been set out in the Company's announcement dated 30 October
2007. As at 30 September 2008, the amount has been reclassified under “Investment
held for sale” as the Board consider to dispose the entire equity interest in China
Water Industry Investment Corporation in short term.

(b) The amount of HK$147,450,000 represented the deposits paid by the Group in
relation to the acquisition of 70% equity interest in each of EJI K28 /&REEH RKKE
AR, BMAGESRRRERAT and BM A EFREFKER AT (collectively
referred to as "Huizhou Daya Bay Companies”) which are the companies established
in the PRC and principally engaged in water supply, water supply infrastructure
business and sewage treatment in the PRC. Upon completion of this acquisition, the
Group would have effective equity interest of 49% in each of Huizhou Daya Bay
Companies. As the vendor, namely #E/NMHREELHR AT, is a minority equity
holder of a subsidiary of the Company, the acquisition is a related party transaction
and connected transaction as defined in the Listing Rules. Further details of which has
been set out in the Company's announcement dated 28 March 2008. The acquisition
of these companies has been completed during the period.

(c) The amount of HK$137,000 represented the deposits paid by the Group in relation
to the acquisition of 49% equity interest in &/ &G TAKEER AR (“BMNEST
JA7K") which is a company established in the PRC and principally engaged in water
supply and water supply infrastructure business in the PRC. Upon completion of this
acquisition, the Group would have effective interest of approximately 49% in #& /&

TR
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16. PROPERTIES UNDER DEVELOPMENT

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$000 HK$'000

At Cost

At beginning of the year/period 21,747 7,650
Additions 14,867 13,271
Transfer from investment properties (Note 117) 77,185 -
Exchange realignment - 826
At the end of the year/period 113,799 21,747

The Group's properties under development are located in the PRC on leasehold land with lease
terms expiring from year 2046 to 2076.

As at 30 September 2008, the land use right which was transferred from investment properties of
HK$77,185,000 were pledged to secure banking facilities granted to the Group.

17. Trade receivables

An analysis of the aging of the Group's trade receivables is as follows:

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$'000 HK$'000
Current to 90 days 127,086 319,981
91 to 180 days 266,814 20,132
Over 180 days 37,948 15,769
431,848 355,882

The Group has a policy of allowing trade customers with credit normally within 90 days except
for construction project for which settlement is made in accordance with the terms specified in
the contracts governing the relevant transaction. Overdue balances are reviewed regularly by the
Group's management.

As at the balance sheet dates, the Group had no significant balances of trade receivables that
were past due but not impaired. The directors of the Company are of the opinion that no further
allowance for impairment of trade receivables is necessary as there was no recent history of
default in respect of these trade debtors.
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19.

Construction contracts

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$000 HK$'000
Contract cost incurred plus recognised profits less
recognised losses 338,213 281,918
Less: Progress billings (378,917) (302,586)

(40,704) (20,668)

Representing:
Amounts due to customers for contract work (40,704) (20,668)

Contract revenue recognised as revenue
in the period/year 56,295 281,918

In respect of construction contracts in progress at the balance sheet date, the amount of
receivables from customers, included in “Trade receivables”, is HK$293,564,000 (31 March 2008:
237,269,000). In addition, performance deposits paid to the customers, included in “Prepayments,
deposits and other receivables”, is HK$23,266,000 (31 March 2008: HK$23,266,000).

Trade payables

An analysis of the aging of the Group's trade payable is as follows:

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$'000 HK$'000
Current to 90 days 58,595 39,230
91 to 180 days 91,526 121,006
Over 180 days 36,021 4,556

186,142 164,792

The credit terms of trade payables varies according to the terms agreed with different suppliers.
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Investment in debt securities

During the year ended 31 March 2008, the Group acquired the convertible bonds issued by
CBDH with a principal amount of HK$180,050,000 (the “China Botanic Convertible Bonds") as
part of the consideration for the disposal of 100% equity interest in CEWHL. The China Botanic
Convertible Bonds due on 13 November 2017 is convertible into fully paid ordinary shares of
CBDH with a par value of HK$0.01 each at an initial conversion price of HK$0.15, subject to
adjustment on the occurrence of dilutive or concentrative event. The Group can exercise the
conversion at anytime until the maturity date, provided that any conversion of the China Botanic
Convertible Bonds does not trigger a mandatory offer obligation under The Hong Kong Code on
Takeovers and Mergers. The China Botanic Convertible Bonds can be redeemed at 100% of the
respective outstanding principal amount, together with their unpaid interest on maturity date.
Further details of which have been set out in the Company's announcement dated 3 July 2007.

The China Botanic Convertible Bonds are separated into two components: the debt element
and the conversion options element (note 21). The Group has classified the debt element of
the China Botanic Convertible Bonds as available-for-sale investment and the conversion options
element of the China Botanic Convertible Bonds as derivative financial instruments, which have
been presented as the “Investment in debt securities” and “Conversion options embedded in
convertible bonds” in the balance sheet respectively. The fair values of the debt element and the
conversion options element are determined by the directors of the Company with reference to the
valuation performed by CB Richard Ellis Limited, an independent firm of professional valuers.

The carrying value of the debt element and conversion options element of the China Botanic
Convertible Bonds are as follows:

Conversion

Debt options
element element Total
HK$'000 HK$'000 HK$'000
Net carrying amounts at 1 April 2008 132,414 69,824 202,238
Disposal during the period (17,579) (9,465) (27,044)

Change in fair value

— charged to income statement - (17,309) (17,309)
— charged to equity (68,418) - (68,418)

Net carrying amounts
at 30 September 2008 46,417 43,050 89,467
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21.

Conversion options embedded in convertible bonds

>\

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$000 HK$'000
Unlisted conversion options embedded in
convertible bonds, at fair value 43,050 69,824

As at 30 September 2008, convertible options embedded in convertible bonds represent the
conversion options element of the China Botanic Convertible Bonds held by the Group (note 20).

The fair value of the conversion options element of the China Botanic Convertible Bonds was
calculated using the Binominal model with the major inputs used in the model as follows:

30 September 31 March

2008 2008

Stock price HK$0.26 HK$0.63
Expected volatility 83.50% 76.89%
Risk free rate 2.901% 2.584%
Expected dividend yield Nil Nil

Any changes in the major inputs into the model will result in changes in the fair value of the
conversion options element of the China Botanic Convertible Bonds. The change in the fair value
of the conversion options element of the China Botanic Convertible Bonds during the period
ended 30 September 2008 result in a fair value loss of HK$17,309,000, which has been included
in the “Change in fair value of derivative financial instruments (including conversion options
embedded in convertible bonds)" in the condensed consolidated income statement for the period

ended 30 September 2008.
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22. BORROWINGS

As at
30 September 31 March
2008 2008
Original (unaudited) (audited)
Notes  currency HK$'000 HK$'000
Current

Bank loans — unsecured 26a(i) RMB - 3,601
Bank loans — secured 26a(i) RMB 134,545 83,813
Other loans — unsecured 26a(i) RMB 33,237 28,394
Other loans — secured 26a(i) RMB 68,640 11,833
Government loans — unsecured RMB 49,565 54,251
285,987 181,892

Non-current
Bank loans — unsecured 26a(i) RMB 368,698 316,417
Bank loans — secured 26a(i) RMB 44,316 -
Bank loans — secured 26a(ii) usb 279,000 -
Other loans — unsecured 26a(i) RMB - 2,393
Other loans — secured 26a(i) RMB 13,472 11,079
Government loans — unsecured RMB 48,204 51,528
753,690 381,417

1,039,677 563,309
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23.

Convertible notes

a

The carrying values of the liability component, equity component and derivative component of the

convertible bonds are as follows:

Liability component

2011 2012
Convertible Convertible
Bonds (note a) Bonds (note b) Total
HK$'000 HK$'000 HK$'000
At 1 April 2007 64,900 - 64,900
Net carrying amounts on initial recognition - 556,554 556,554
Interest expenses 1,138 33,696 34,834
Interest on convertible bonds paid (478) - (478)
Arising from exercise of conversion rights (65,560) - (65,560)
Net carrying amounts at 31 March 2008 and
at 1 April 2008 - 590,250 590,250
Net carrying amounts on initial recognition - - -
Interest expenses - 27,151 27,151
Interest on convertible bonds paid - - -
Arising from exercise of conversion rights - - -
Redemption by the Company (note c) - (114,836) (114,836)
Net carrying amounts
at 30 September 2008 - 502,565 502,565
Equity component
2011 2012
Convertible Convertible
Bonds (note a) Bonds (note b) Total
HK$'000 HK$'000 HK$'000
At 1 April 2007 2,326 - 2,326
Arising from exercise of conversion rights (2,326) - (2,326)
Net carrying amounts
at 31 March 2008 - - -
Derivative component
- classified as current liabilities
Net carrying amounts on initial recognition - 81,388 81,388
Change in fair value of derivative
financial instruments - 13,247 13,247
Net carrying amounts at 31 March 2008
and at 1 April 2008 - 94,635 94,635
Arising from redemption by the Company (note c) - (22,008) (22,008)
Change in fair value of derivative financial
instruments - 23,688 23,688
Net carrying amounts
at 30 September 2008 - 96,315 96,315
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Notes:

(a) Pursuant to an announcement (the “2006 CB Announcement”) dated 26 June 2006 and
information memorandum (the “2006 Information Memorandum”) of the Company dated
30 June 2006, the Company issued HK$260,000,000 2.5 per cent convertible bonds (the
“2011 Convertible Bonds") at 100% of principal amount to DBS Bank Limited (“DBS") on
30 June 2006 (the “2006 CB Issue”).

(b)  Pursuant to an announcement (the “2007 CB Announcement”) dated 18 July 2007 and
information memorandum (the “2007 Information Memorandum”) of the Company dated
3 August 2007, the Company issued HK$650,000,000 zero coupon convertible bonds (the
“2012 Convertible Bonds") at 100% of principal amount to DBS on 3 August 2007 (the
“2007 CB Issue”).

The 2012 Convertible Bonds are convertible at any time on or after 2 September 2007 and
up to the close of business on 20 July 2012 by the bondholders into ordinary share of the
Company of HK$0.01 each at the option of the bondholder, at an initial conversion price
of HK$7 per share (the “Conversion Price”). The conversion price is subject to adjustment
on the occurrence of dilutive or concentrative event. If on 3 February 2009, the average
of the closing prices of the share of the Company on each trading day in the period of 15
consecutive trading days ending on (and including) the day immediately prior to 3 February
2009 (the "Reference Price") is less than the Conversion Price on such date, the Conversion
Price shall be reset to the Reference Price (the “Conversion Price Reset”) provided that
the Conversion Price shall not be reduced on 3 February 2009 to below HK$5.45. Unless
previously redeemed, converted or purchased and cancelled, the Company will redeem the
2012 Convertible Bonds at 132.77 per cent of its principal amount on 3 August 2012.

Both the Company and the bondholders have redemption options on the 2012 Convertible
Bonds pursuant to the 2007 Information Memorandum.

On or after 3 February 2009 and on or prior to 2 August 2010, the Company may redeem
all or some of the 2012 Convertible Bonds at their accreted principal amount, in whole but
not in part if on each of not less than 20 consecutive trading days ending not earlier than
14 days prior to the date on which the notice of redemption is given to bondholders, the
aggregate value on each trading day shall have been at least 150 per cent of the accreted
principal amount in respect of each HK$100,000 on such trading day.

On or after 3 August 2010 and on or prior to 24 July 2012, the Company may redeem all
or some of the 2012 Convertible Bonds at their accreted principal amount, in whole but
not in part if on each of not less than 20 consecutive trading days ending not earlier than
14 days prior to the date on which the notice of redemption is given to bondholders, the
aggregate value on each trading day shall have been at least 130 per cent of the accreted
principal amount in respect of each HK$100,000 on such trading day.

On 3 August 2010, the bondholders of the 2012 Convertible Bonds will have the right
at such holder's option, to require the Company to redeem all or some of the 2012
Convertible Bonds at 118.538 per cent of their unpaid principal amount as at 3 August
2010.

In the event that the Company's shares cease to be listed or admitted to trading on the
Stock Exchange, each bondholder shall have the right, at such bondholder's option, to
require the Company to redeem all or some of such holder's 2012 Convertible Bonds at
their accreted principal amount.
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Further details of the terms and conditions of the 2007 CB Issue have been set out in the
2007 CB Announcement and the 2007 Information Memorandum.

The Group determined that the Conversion Price Reset will not result in settlement by
the exchange of a fixed amount of cash for a fixed number of the Company's shares. In
accordance with the requirement of HKAS 32, the bond contract is separated into two
components: a compound derivative component consisting of the conversion option and
the redemption option, and a liability component consisting of the straight debt element.
The compound derivative component is carried at fair value on the balance sheet with any
changes in fair value being charged or credited to the income statement in the period when
the change occurs.

(c)  During the period, the Company has made early redemption of 2012 Convertible Bonds
with total aggregate cash consideration of HK$89,376,000 (before expenses). As a
result, the principal amount of 2012 Convertible Bond reduced from HK$650,000,000 to
HK$529,200,000. Subsequent to the balance sheet date and up to date of this interim
report, the Company has made further early redemption of 2012 Convertible Bonds with
total aggregate cash consideration of HK$130,638,550 (before expenses). As a result, the
principal amount of 2012 Convertible Bonds reduced from HK$529,200,000 at the balance
sheet date to HK$294,900,000 at the date of this interim report.

The fair value of the derivative component of the 2012 Convertible Bonds was calculated using
the Binominal model with the major inputs used in the model as follows:

30 September 31 March

2008 2008

Stock price HK$1.33 HK$2.60
Expected volatility 66.09% 57.55%
Risk free rate 2.41% 1.84%
Expected life 3.8 years 4.3 years
Expected dividend yield Nil Nil

Any changes in the major inputs into the model will result in changes in the fair value of the
derivative component. The change in the fair value of the derivative component during the
period ended 30 September 2008 results in a fair value loss of HK$23,688,000, which has been
included in the “Change in fair value of derivative financial instruments (including conversion
options embedded in convertible bonds)” in the income statement for the period ended 30
September 2008. The early redemption of 2012 Convertible Bonds during the period results in
a fair value gain of approximately HK$47,468,000 which has been included in the “Gain on early
redemption of convertible bonds” in the income statement for the period ended 30 September
2008.

Interest expenses are calculated using the effective interest method by apply the effective interest
rate of 9.2% to the adjusted liability component.
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Deferred tax liabilities are calculated in full on temporary differences under the liability method
using a principal taxation rate of 25% (2007: 33%).

The movement on deferred tax liabilities during the period is as follows:

Fair value

adjustments

arising from
other financial Revaluation of

assets properties Total
HK$'000 HK$'000 HK$'000
At 1 April 2008 34,042 79,301 113,343
Credited to income statement (note 7) (34,042) (5,263) (39,305)
At 30 September 2008 - 74,038 74,038
25. Share capital
Number of shares Value
‘000 HK$'000
Authorised:
Ordinary shares of HK$0.01 each at 30 September
2008 and 30 September 2007 20,000,000 200,000
Issued and fully paid:
Ordinary shares of HK$0.01 each at 1 April 2007 1,189,834 11,898
Share option exercised 3,270 33
Conversion rights of 2011 Convertible Bonds exercised 33,838 338
Placing and subscription of new shares 14,096 141
Repurchased and cancelled (1,254) (12)
Ordinary shares of HK$0.01 each at 31 March 2008 1,239,784 12,398
Repurchase of share (note a) (10,314) (103)

Ordinary shares of HK$0.01 each at 30 September 2008 1,229,470 12,295
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During the period ended 30 September 2008, the movements in share capital were as follows:

(@

During the period ended 30 September 2008, 10,314,000 ordinary shares were
repurchased by the Company on the Stock Exchange of Hong Kong Limited. Details of
the repurchases are disclosed in Purchase, Sale or Redemption of the Company's Listed
Securities of this Interim Report.

The repurchased shares were cancelled and, accordingly, the issued share capital of the
Company was reduced by the nominal value of these shares. The premium payable on
repurchase was charged against the share premium account. An amount equivalent to the
nominal value of the share cancelled was transferred from retained earnings to the capital
redemption reserve.

26. Pledge of assets

(i) The Group's bank and other loans at 30 September 2008 were secured by:

(i)

(a) pledge of water revenue of certain subsidiaries;

(b) guarantees by You Tao and Lin Hua Dong (being senior management of certain
subsidiaries), JTFEEKFIKEFREART, IRTHES and BT EILRERE
4 & BPR AR The Group has not recognised the financial impact in respect of these
guarantees as their fair value cannot be reliably measured and no transaction price
was recorded;

(c)  charges over property, plant and equipment in which their aggregate carrying amount
as at 30 September 2008 was HK$175,592,000 (31 March 2008: HK$106,602,000);

(d) charges over interests in land use rights in which their aggregate carrying amounts as
at 30 September 2008 was HK$259,460,000 (31 March 2008: HK$3,532,000);

(e) charges over other intangible assets in which their aggregate carrying amount as at 30
September 2008 was HK$135,387,000 (31 March 2008: HK$138,267,000); and

(f)  charges over the Group's bank balance in amount of HK$24,143,000 as at 30
September 2008 (31 March 2008: 35,333,000).

On 18 December 2007, the Company entered into a term facility agreement with DEG
— Deutsche Investitions — Und Entwicklungsgesellschaft MBH (“DEG") and Nederlandse
Financierings-Maatschappij Voor Ontwikkelingslanden N.V. (“FMO") for a loan facility of up
to US$36 million (the “Loan Agreement”). The subscription monies for the Warrants shall
be satisfied by way of set off of any outstanding amount under the Loan Agreement. The
loan facility under the Loan Agreement is secured by (i) shares of certain subsidiaries of the
Group; (ii) the Group's equity investment in China Botanic; and (iii) a bank account of the
Group (the “Charges").
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In order to satisfy one of the conditions precedent of the Loan Agreement, the Company,
the Lenders and China Water Group (HK) Limited ("CWG"), a wholly owned subsidiary of
the Company, entered into an Amended and Restated Facility Agreement dated 13 August
2008 (the "Amended Loan Agreement”) to amend the Loan Agreement to the effect that,
among others, CWG shall replace the Company as the borrower under the Loan Agreement
and the Company shall become a guarantor under the Loan Agreement. In connection
with the Amended Loan Agreement, the Company shall issue to DEG and FMO warrant
instrument with the right to subscribe for the ordinary shares of the Company at the
subscription price of HK$7 up to USD10.8 million (the “Warrants”).

Under the Amended Loan Agreement, the Group shall repay the loan starting from 15
September 2010 by instalments with the last instalments to be payable on 15 March 2015.

Under the Amended Loan Agreement, the Compnay, Guarantor, has financial covenants
over several aspects which generally concerning (i) the indebtedness as compare with
profitability during the period; (i) the indebtedness as compare with the equity level; (iii)
the current ratio analysis; and (iv) debt service coverage ratio analysis with reference to
terms and definitions stated in the Amended Loan Agreement.

Under the Amended Loan Agreement, the use of proceeds are solely for the purposes
described in certain projects stated in the Amended Loan Agreement which are related to
development of water supply business of the Group.

Under the Amended Loan Agreement, the borrower and the Guarantor (the “Obligors”) has
undertaking to the Lenders for certain negative pledge over certain aspects which including
(i) certain restrictions on certain arrangement or transaction is entered into primarily as a
method of raising financial indebtedness or of financing the acquisition of an assets; (i)
certain restrictions on create new charge over its assets of the Obligors. The negative pledge
are exempted on certain circumstances as defined in the Amended Loan Agreement.

Under the Amended Loan Agreement, the Guarantor should fulfill certain minimum
requirements before make or declare any dividend or other distribution of any financial year
of the Guarantor.

Under the Amended Loan Agreement, any events of defaults included but not limited to
dissatisfaction in meeting the minimum requirements of financial covenants, non-payment
of loan instalments when fall due and insolvency occurred etc. In such events of default
happens, any loans outstanding will become immediately due and payable.

o e = 3\
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27. Litigation

As at 30 September 2008, neither the Company nor other members of the Group had any
outstanding litigation or arbitration of material importance and the Directors had no knowledge of
any pending or threatened litigation or claims of material importance against any member of the
Group.

28. Related party transactions

The Group has the following material related party transactions:

six months ended
30 September

2008 2007

(unaudited)  (unaudited)

HK$°000 HK$'000

Sale to a minority equity holder of subsidiaries (Note) - 8,050

Note: The sales represented sale of biological assets to China National Administration Center for
Sea Buckthorn Development, a minority equity holder of subsidiaries. The sales were based
on mutually agreed terms.

During the period, the Group has acquired 0.54% equity interest of JTA/KIEHRAF] from Mr.
Li Ji Sheng, the executive director of the Company for a cash consideration of RMB1.5 million or
approximately HK$1.66 million.

On 28 March 2008, the Group entered into an agreement for the acquisition of 70% equity
interests in BN AZEIRE R RKBMR AR (Huizhou Daya Bay Yinlong Running Water
Company Limited), #M T A T:E/8RERBR LA (Huizhou Daya Bay Qingyuan Environmental
Protection Co., Limited) and M A5/ B F/KBR A7 (Huizhou Daya Bay Riyuan Purified
Water Co., Limited). The total consideration is approximately RMB190.1 million (approximately
HK$210.6 million) which was settled in cash. The acquisition constitutes a connected transaction
for the Company under Chapter 14A of the Listing Rules and is subject to the reporting and
announcement requirements under the Listing Rules and has been approved by the independent
shareholders of the Company on a special general meeting held on 5 May 2008. The acquisition
was completed during the period.

On 15 October 2008, the Company entered into an agreement with Color Hill Group Limited,
a company incorporated under the laws of the British Virgin Islands with limited liability (the
"Vendor"), to acquire 10% of the equity interest in 7RIl 22595735 B 3% A B2 2 7] (Xinyu Xiannuhu
Xincheng Kaifa Company Limited), a sino-foreign joint venture enterprise incorporated in the PRC
(the "Target"). The Target is principally engaged in infrastructure construction works in Xinyu City,
Jiangxi Province, PRC. The consideration of HK$24,500,000 which settled by cash are paid by
the Company. After completion, the Company will directly hold 40% and indirectly hold another
30% of the equity interest in the Target. The acquisition constitutes a connected transaction
for the Company under Chapter 14A of the Listing Rules and is subject to the reporting and
announcement requirements under the Listing Rules and has been approved by the independent
shareholders of the Company on a special general meeting held on 25 November 2008.
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Commitments
At the balance sheet date, the Group had the following outstanding commitments:
() Capital commitments
As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$'000 HK$'000
Contracted, but not provided for
— Construction in progress 409,778 67,059
- Plant and machinery 10,019 9,799
— Leasehold improvements 116 448
— Water pipelines 187,932 18,623
607,845 95,929
(i) Operating lease arrangement

As leasee

The Group leases certain of its leasehold land, office premises and properties under
operating lease arrangements for terms ranging from one to twenty years. Certain leases
contain an option to renew the lease and renegotiated the terms at the expiry dates or at
dates mutually agreed between the Group and the landlords. None of the leases include
contingent rentals.

At the balance sheet date, the Group had total future minimum lease payments under non-
cancellable operating leases falling due as follows:

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$'000 HK$'000
Within one year 6,412 4912
In the second to fifth year, inclusive 8,374 9,196
After five years 18,830 19,301

33,616 33,409
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(i)

(iv)

As lessor

The Group sub-leases certain of its leased properties under operating lease arrangements
for terms ranging from one to five years. Certain leases contain an option to renew the
lease and renegotiated the terms at the expiry dates or at dates mutually agreed between
the Group and the landlords. None of the leases include contingent rentals.

At the balance sheet date, the Group had total future minimum lease receivables under
non-cancellable operating leases falling due as follows:

As at
30 September 31 March
2008 2008
(unaudited) (audited)
HK$'000 HK$'000
Within one year 905 1,271
In the second to fifth years, inclusive 1,036 1,415
1,941 2,686

At the balance sheet date, the Group had other commitments amounted to
HK$442,213,000 (31 March 2008: HK$540,883,000) in respect of its business
development and infrastructure projects in the PRC.

At 30 September 2008, the Company had commitment to make direct capital injections to
its equity ventures operating in the PRC of approximately HK$386,177,000 (31 March 2008:
HK$240,435,000).

Contingent liabilities
As at 30 September 2008 and 2007, the Group had no material contingent liabilities.
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Post balance sheet events

The details of the significant post balance sheet events of the Group are set out below:

On 15 October 2008, the Company entered into an agreement with Color Hill Group Limited,
a company incorporated under the laws of the British Virgin Islands with limited liability (the
“Vendor"), to acquire 10% of the equity interest in #7728 45 B 2 A BR 2 7] (Xinyu Xiannuhu
Xincheng Kaifa Company Limited), a sino-foreign joint venture enterprise incorporated in the PRC
(the "Target"). The Target is principally engaged in infrastructure construction works in Xinyu City,
Jiangxi Province, PRC. The consideration of HK$24,500,000 which settled by cash are paid by
the Company. After completion, the Company will directly hold 40% and indirectly hold another
30% of the equity interest in the Target. The acquisition constitutes a connected transaction
for the Company under Chapter 14A of the Listing Rules and is subject to the reporting and
announcement requirements under the Listing Rules and has been approved by the independent
shareholders of the Company on a special general meeting held on 25 November 2008.

On 17 November 2008, the Company has entered into an underwriting agreement with China
Botanic Development Holdings Limited, a company incorporated in the Cayman Islands with
limited liability, the issued shares of which are listed on the Stock Exchange (“China Botanic”),
as the underwriter to fully underwrite the offer shares under the open offer subject to the terms
and conditions of an underwriting agreement. Assuming that no qualifying shareholders of
China Botanic taken up any offer shares, the aggregate number of offer shares to be taken up
by the Company shall amount to not less than 345,968,750 offer shares and not more than
404,376,092 offer shares and the aggregate subscription price to be paid by the Company in
such event shall amount to a maximum of approximately HK$32.4 million. As at the date of
this interim report, the Group is a shareholder of China Botanic, beneficially holds an aggregate
of 133,000,000 shares of China Botanic, the aggregate subscription price to be paid by the
Company, assuming no underwritten offer shares to be take up by the Company, is approximately
HK$5.3 million.

Subsequent to the balance sheet date and up to the date of this interim report, the Company has
made further early redemption of 2012 Convertible Bonds with total aggregate cash consideration
of HK$130,638,550 (before expenses). As a result, the principal amount of 2012 Convertible
Bonds reduced from HK$529,200,000 at the balance sheet date to HK$294,900,000 at the date
of this interim report.



WL s e VA )

JETE CHINA WATER AFFAIRS GROUP LIMITED

INTERIM DIVIDEND

The Board has resolved not to declare an interim dividend for the six months ended 30
September 2008.

MANAGEMENT DISCUSSION AND ANALYSIS

Business review and business outlook

For the period under review, the Group recorded turnover of approximately HK$386.0
million (2007: HK$364.2 million), while net loss attributable to equity holders of the
Company amounted to approximately HK$186.0 million (2007: profit of HK$211.7 million).

For the period under review, the city water supply revenue (which comprising water supply
and installation income) amounted to approximately HK$248,808,000 for the period ended
30 September 2008 (2007: HK$200,844,000), representing an increase of 23.9% as
compared with corresponding period in 2007. The segments profits from city water supply
business for the period ended 30 September 2008 is approximately HK$63,965,000 (2007:
HK$50,673,000) representing an increase of 26.2% as compared with corresponding period
in 2007.

The sewage treatment revenue amounted to approximately HK$15,459,000 for the period
ended 30 September 2008 (2007: HK$10,086,000), representing an increase of 53.3% as
compared with corresponding period in 2007. The segments profits from sewage treatment
business for the period ended 30 September 2008 is approximately HK$4,445,000 (2007:
HK$3,513,000), representing an increase of 26.5% as compared with corresponding period
in 2007.

The Group will continue to implement its strategies for development of city water supply
business in the PRC. Given the Group’s competitive advantages and expertise in water
business, friendly government policies that promote development of high quality city water
supply business in PRC and the water business is less influenced by capital market and
economy downturns, the Company believe that the continuous development of water
business are in the best interests of the Company and the shareholders as a whole.
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Liquidity and financial resources

As at 30 September 2008, the Group had current assets of approximately HK$1,791 million
(31 March 2008: HK$1,449 million) and current liabilities of approximately HK$1,434
million (31 March 2008: HK$1,101 million). The Group's current ratio is approximately 1.25
times as at 30 September 2008 as compared with approximately 1.32 times as at 31 March
2008. The Group had total assets of approximately HK$4,836 million (31 March 2008:
4,426 million) and total liabilities of approximately HK$2,778 million (31 March 2008:
HK$2,200 million) representing a gearing ratio (expressed as total liabilities to total assets)
of approximately 57.4% as at 30 September 2008 as compared with approximately 49.7%
as at 31 March 2008.

As at the date of the balance sheet, the Group has consolidated cash and cash equivalent
of HK$515,581,000. Out of which of approximately HK$285,047,000 are placed in bank
balances with financial institutions operating in Hong Kong. The remaining balances which
denominated in China Renminbi are mostly placed in bank balances by subsidiaries of the
Company in the PRC.

On 15 October 2008, the Company entered into an agreement with Color Hill Group
Limited, a company incorporated under the laws of the British Virgin Islands with limited
liability (the “Vendor"), to acquire 10% of the equity interest in a2 HFHMBEE AR R
a] (Xinyu Xiannuhu Xincheng Kaifa Company Limited), a sino-foreign joint venture enterprise
incorporated in the PRC (the "Target”). The Target is principally engaged in infrastructure
construction works in Xinyu City, Jiangxi Province, PRC. The consideration of HK$24,500,000
which settled by cash are paid by the Company. Up to the date of this interim report, the
Company has paid approximately HK$15 million to the vendor.

On 17 November 2008, the Company has entered into an underwriting agreement with
China Botanic Development Holdings Limited, a company incorporated in the Cayman
Islands with limited liability, the issued shares of which are listed on the Stock Exchange
("China Botanic"), as the underwriter to fully underwrite the offer shares under the open
offer subject to the terms and conditions of an underwriting agreement. Assuming that
no qualifying shareholders of China Botanic taken up any offer shares, the aggregate
number of offer shares to be taken up by the Company shall amount to not less than
345,968,750 offer shares and not more than 404,376,092 offer shares and the aggregate
subscription price to be paid by the Company in such event shall amount to a maximum
of approximately HK$32.4 million. As at the date of this interim report, the Group is a
shareholder of China Botanic, beneficially holds an aggregate of 133,000,000 shares of
China Botanic, the aggregate subscription price to be paid by the Company, assuming no
underwritten offer shares to be take up by the Company, is approximately HK$5.3 million.
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Subsequent to the balance sheet date and up to the date of this interim report, the
Company has made further early redemption of 2012 Convertible Bonds with total aggregate
cash consideration of HK$130,638,550 (before expenses). As a result, the principal amount
of 2012 Convertible Bonds reduced from HK$529,200,000 at the balance sheet date to
HK$294,900,000 at the date of this interim report.

Subsequent to the balance sheet date and up to the date of this interim report, the
Company has made further repurchase of shares of 22,598,000 of the Company on the
Stock Exchange of Hong Kong Limited with aggregate cash consideration (before expenses)
of approximately HK$24,851,000.

On 22 September 2008, the Company and Prime Investments Holdings Limited, a company
incorporated in the Cayman Islands and continued in Bermuda with limited liability, the
issued shares of which are listed on the Stock Exchange entered into an sell and purchase
agreement for disposal of convertible bonds which convertible into shares of China Botanic
with a face value of HK$25,000,000 for cash consideration payable by Prime Investments
Holdings Limited of HK$30,000,000. The transaction was completed and the cash
consideration has been fully received before the date of this interim report.

Moreover, in view of the recent financial market uncertainty, the Group have plans to
disposal some of the Group's investments that are without controlling interests which
including the equity investments in China Water Industry Investment Corporation. The
Board of the Company believed that the plan will raising more financial resources for the
Group and at the same time have no negative impact on the revenue and size of operation
of water business as the profit and loss account of such investments are not being
consolidated in the Group's financial statements.

In light of the financial measures taken to date, the Group will have sufficient working capital
to meet its financial obligations in full as they fall due in the foreseeable future.

Employees and remuneration policies

As at 30 September 2008, the Group had approximately 4,100 full-time employees. Most
of them station in the PRC while the remaining in Hong Kong. The remuneration package
of the employees is determined by various factors including the employees’ experience and
performance, the market condition, industry practice and applicable employment law.
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DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS AND SHORT POSITIONS

At 30 September 2008, the interests and short positions of the directors and chief
executives in the share capital of the Company and its associated corporations (within the
meaning of Part XV of the securities and Futures Ordinance (the “SFO") (the "Associated
Corporations”) as recorded in the register maintained by the Company pursuant to Section
352 of the SFO or as otherwise notified to the Company and the Hong Kong Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of Listed Companies
("Model Code") were as follows:

(a) Shares

Approximately

Capacity/ percentage of

Nature of Number of Shares shareholding

Name of Director interest  Long position  Short position  in the Company

Mr. Duan Chuan Liang (Note) ~ Corporate and 160,276,301 - 13.03%

beneficial

Mr. Chen Guo Ru Beneficial 1,370,000 - 0.11%

Mr. Zhao Hai Hu Beneficial 1,900,000 - 0.15%

Mr. Zhou Wen Zhi Beneficial 870,000 - 0.07%

Note: These 145,682,301 shares consists of 112,336,301 shares held by Asset Full Resources
Limited and 100,000 shares held by Tat Chi International Inc., both of which are companies
wholly and beneficially owned by Mr. Duan Chuan Liang, and 47,840,000 shares held by
Mr. Duan Chuan Liang personally.

(b) Underlying shares

Approximately

Capacity/ percentage of

Nature of Number of Shares shareholding

Name of Director interest  Long position  Short position  in the Company

(Note)

Mr. Duan Chuan Liang Beneficial 50,000,000 - 4.07%
Mr. Wu Jiesi Beneficial 7,000,000 - 0.57%
Mr. Zhou Wen Zhi Beneficial 500,000 - 0.04%
Mr. Lii Ji Sheng Beneficial 1,000,000 - 0.08%
Mr. Chen Guo Ru Beneficial 500,000 - 0.04%
Mr. Zhao Hai Hu Beneficial 800,000 - 0.06%

Note: Options to acquire ordinary shares of the Company, further details of which are set out in
the section headed “Share Option Schemes” below.
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SHARE OPTION SCHEMES

The following table disclosures movements in the Company's share options during the

period:
Number of share options Exercise  Exercise
At Granted  Exercised Lapsed At period of price
Name or category 1 April during during during 30 September Date of grant share  of share
of participant 2008  the period  the period  the period 2008 of share options  options  options
(Hk9)
(note a)
Directors
Mr. Duan Chuan Liang
(note b) 50,000,000 - - - 50,000,000 2 February 2007 Period 3 360
Mr. Li Ji Sheng 1,000,000 - - - 1,000,000 10 August 2007 Period 5 458
Mr. Wu Jiesi 6,000,000 - - - 6,000,000 29 March 2006 Period 1 145
1,000,000 - - - 1,000,000 10 August 2007 Period 5 458
7,000,000 - - - 7,000,000
Mr. Chen Cuo Ru 500,000 - - - 500,000 10 August 2007 Period 5 458
Mr. Zhou Wen Zhi 500,000 - - - 500,000 10 August 2007 Period 5 458
Mr. Zhao Hai Hu 800,000 - - - 800,000 10 August 2007 Period 5 458
Other employees
In aggregate 2,300,000 - - - 2,300,000 17 March 2006 Period 2 116
1,000,000 - - - 1,000,000 29 March 2006 Period 1 145
21,900,000 - - - 21,900,000 30 April 2007 Period 4 435
25,200,000 - - - 25,200,000
Suppliers/Advisors
In aggregate 9,500,000 - - - 9,500,000 30 April 2007 Period 4 435

94,500,000 - - - 94,500,000
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Period 1 29 March 2006 to 28 March 2011

Period 2 17 March 2006 to 16 March 2011

Period 3 2 April 2007 to 1 April 2009

Period 4 30%, 30%, 30%, 10% were exercisable on 30 April 2007 to 29 April 2009, 30 October
2007 to 29 April 2009, 30 April 2008 to 29 April 2009 and 30 October 2008 to 29 April
2009, respectively.

Period 5 30%, 30%, 30%, 10% were exercisable on 10 August 2007 to 9 August 2009, 10 February
2008 to 9 August 2009, 10 August 2008 to 9 August 2009 and 10 February 2009 to 9
August 2009, respectively.

(a) The exercise price of the share options is subject to adjustment in the case of rights or bonus
issues, or other similar changes in the Company's share capital.

(b) The number of share options granted to Mr. Duan Chuan Liang on 2 February 2007 exceeded
the individual limit of 1% of the shares of the Company then in issue and were approved by the
shareholders of the Company by poll at the special general meeting held on 8 May 2007.

Other than as disclosed in the sections headed "Directors’ and chief executives’ interests
and short positions” and “Share Option Schemes” above, none of the Directors or chief
executives of the Company had or was deemed to have any interests or short positions
in the shares, underlying shares or debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the SFO which were required to be notified
to the Company and the Stock Exchange pursuant to Division 7 and 8 of Part XV of the SFO
(including interests or short positions which the Directors and the chief executives were
taken or deemed to have under the provisions of the SFO or which were required, pursuant
to section 352 of the SFO, to be entered in the register referred to therein; or which were
required to be notified to the Company and the Stock Exchange pursuant to the Model
Code for Securities Transactions by Directors of Listed Issuers contained in the Listing Rules.

DIRECTORS’ AND CHIEF EXECUTIVES" RIGHTS TO ACQUIRE SHARES
OR DEBT SECURITIES

Other than as disclosed in the sections headed "Directors’ and chief executives’ interests
and short positions” and “Share Option Schemes” above, at no time during the year was the
Company, its subsidiaries or its fellow subsidiaries a party to any arrangements to enable the
Company's directors or members of its management to acquire benefits by means of the
acquisition of shares in or debt securities (including debentures) of, the Company or any
other body corporate.
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SUBSTANTIAL SHAREHOLDERS

As at 30 September 2008, so far as is known to any Directors or chief executive of the
Company, the following persons (other than a Director or chief executive of the Company)
had interests or short positions in the Shares or underlying Shares which would fall to be
disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the SFO,
or, who was, directly or indirectly, interested in 5% or more of the nominal value of any
class of share capital carrying rights to vote in all circumstances at general meetings of any
other member of the Group.

Approximately
Capacity/ percentage of
Nature of shareholding
Name interest Number of Shares in the Company

Long position Short position Long position Short position

Asset Full Resources Limited

(Note) Corporate 112,336,301 - 9.14% -
Atlantis Investment

Management Limited Corporate 297,948,000 - 24.23% -
JP Morgan Chase & Co. Corporate 73,454,289 504,000 5.97% 0.04%

Note: These Shares are beneficially owned by and registered in the name of Asset Full Resources
Limited, a company incorporated in the British Virgin Islands, whose entire issued capital is wholly
and beneficially owned by Duan Chuan Liang, an executive director and chairman of the Company.

Save as disclosed above, as at 30 September 2008, so far as is known to any Director or
chief executive of the Company, no person (other than a Director or chief executive of the
Company) had interests or short positions in the Shares or underlying Shares which would
fall to be disclosed to the Company under the provisions of Division 2 and 3 of Part XV of
the SFO, or who was directly or indirectly, interested in 5% or more of the nominal value of
any class of share capital carrying rights to vote in all circumstances at general meetings of
any other member of the Group or any options in respect of such capital.
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CORPORATE GOVERNANCE

The Directors consider that the Company has complied with the applicable code provisions
of the Code on Corporate Governance Practice (the "Code") as set out in Appendix 14 to
the Listing Rules throughout the six months ended 30 September 2008, except for certain
deviations as follows:

Code Provision A.4.2

Under this code provision, every director should be subject to retirement by rotation
at least once every three years. According to the Company's bye-laws, at each annual
general meeting, one third of the directors shall retire from office by rotation provided that
notwithstanding anything therein, the chairman of the Board of the Company shall not
be subject to retirement by rotation or taken into account in determining the number of
directors to retire. As continuation is a key factor to the successful long term implementation
of business plans, the Board believes that the roles of the chairman provide the Group with
strong and consistent leadership and allow more effective planning and execution of long-
term business strategy. As such, the Board is of the view that the chairman of Board should
not be subject to retirement by rotation.

MODEL CODE FOR SECURITIES TRANSACTION BY DIRECTORS

The Company has adopted the Model Code for the Securities Transaction by Directors of
Listed Issuers set out in Appendix 10 to the Listing Rules as the Company's code of conduct
for dealings in securities of the Company by its directors. Having made specific enquiry of all
directors, the directors have confirmed compliance with the required standard set out in the
Model Code as provided in Appendix 10 of the Listing Rules for the six months ended 30
September 2008.
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PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED

SECURITIES

During the six months ended 30 September 2008, the Company repurchased its own
shares on The Stock Exchange of Hong Kong Limited as follows:

Aggregate

Number of Highest Lowest  consideration

shares price price (excluding

Month/Year repurchased per share per share expenses)
HK$ HK$ HK$

September 2008 10,314,000 1.38 1.17 13,617,180

The shares repurchased during the period were cancelled in September 2008 and
accordingly, the issued share capital of the Company was diminished by the nominal value
thereof. The premium payable on repurchase was charged against the share premium
account of the Company.

Save as disclosed above, neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company's listed securities during the period.

REMUNERATION COMMITTEE

The Remuneration Committee comprises the four independent non-executive directors
of the Company, is responsible for reviewing and evaluating the remuneration polices of
executive directors and making recommendations to the Board from time to time.

AUDIT COMMITTEE

The Audit Committee comprises the four independent non-executive directors of the
Company has reviewed with management the accounting principles and practices adopted
by the Group and discussed internal controls and financial reporting matters including a
general review of the unaudited interim condensed accounts for the six months ended 30
September 2008 with the directors.

On behalf of the Board
Duan Chuan Liang
Chairman

Hong Kong, 30 December 2008

As at the date of this report, the Board comprises two executive Directors, being Mr. Duan
Chuan Liang and Mr. Li Ji Sheng, four non-executive Directors, being Mr. Chen Guo Ry,
Mr. Wu Jiesi, Mr. Zhao Hai Hu and Mr. Zhou Wen Zhi, and four independent non-executive
Directors, being Ms. Huang Shao Yun, Ms. Liu Dong, Mr. Chau Kam Wing and Mr. Ong King
Keung.
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