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Major Events

During the year 2005, there is no litigation or arbitration that is material to the

Company.

During the reporting period, the Company undertake the following acquisitions.

The Company disclosed to the public “Announcement on the Acquisition of the

Relevant Assets and Franchised Operation of Qujing Recycled Water Supply and

Sewage Water Treatment Corporation by Tianjin Capital Environmental Protection

Co. Ltd. ” on 10th January, 20006. For details, please see the Shanghai Securities,
Hong Kong Wen Wei Po, and The Standard on 10th January, 2006.

Significant connected transactions

1. Major connected transactions in respect of the sales of goods and services

1)

The Company’s sewage water treatment business has been operated
pursuant to the “Sewage Water Processing Agreement” entered into
with TSC on 10th October, 2000. Under such agreement, the
Company’s Dongjiao sewage water treatment plant and Jizhuangzi
sewage water treatment plant will provide sewage water treatment
services for TSC (who is a connected person of the Company since
TSC and TMICL are all under the supervisory control of the Tianjin
Urban Construction Bureau and TMICL is the controlling
shareholder of the Company and beneficially owns a aggregate of
approximately 63.05% of the issued share capital of the Company),
in accordance with the price determined based on the price calculation
formula stipulated in the Sewage Water Processing Agreement. TSC
is a State-owned enterprise established in the PRC and is subject to
regulation by the Tianjin Urban Construction Bureau. The price
determination formula allows the actual operating costs to be covered
in full by sewage water treatment operations, including the
depreciation and amortization of fixed assets (but excluding interest
expenses and exchange gains and losses) and a return of 15%
calculated based on the annual average of the monthly average net
book value of the relevant fixed assets (as defined in the Sewage Water
Processing Agreement) of the sewage treatment operations, and cost
saving or an incentive price adjustment when the actual treatment

volume exceeds the minimum treatment volume provided in the
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agreement. During the reporting period, the Company processed
131 million cubic metres sewage water and received service fees for
sewage water treatment of RMB253 million under the “Sewage Water

Processing Agreement” with TSC.

Application for a waiver effective until 31 December 2006 has been
made in respect of the above continuing connected transactions
pursuant to the requirement of continuing connected transactions
as set out in Chapter 14A of the Listing Rules of the Hong Kong
Stock Exchange.

Pursuant to the Sewage Water Plants Fee Agreement entered into
with TSC on 24th September, 2001, the Company has undertaken
the construction of Xianyang sewage water treatment plant, expansion
of Jizhuangzi sewage treatment plant and Beicang sewage water
treatment plant (the “Sewage Water Treatment Plants”) and will
contribute the capital required for the Sewage Water Treatment Plants.
Pursuant to the Sewage Water Plants Fee Agreement, during the
construction period of the Sewage Water Treatment Plants TSC agrees
to pay and the Company agrees to receive a fees in order to provide
incentives and compensate the Company in constructing the Sewage
Water Treatment Plants. The fees paid under the Sewage Water Plants
Fee Agreement are the sum of 23.7% of the simple averages balances
of the estimated construction costs of each sewage water treatment
plant for each year/period during the construction period (from 24th
September, 2001 to the completion and commissioning of the Sewage
Water Treatment Plants). Based on this calculation, the fees charged
by the Company for the construction of the Sewage Water Treatment
Plants are approximately RMB1.17 billion. Pursuant to these
arrangements, TSC shall pay the fees to the Company on a monthly

basis based on the estimated completion percentages in respect of all
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Major Events BRI

items for the month prepared by the Company, and make
corresponding adjustments according to verifications made by
independent surveyors or engineers on the works volume completed.
Meanwhile, pursuant to the Sewage Water Plants Fee Agreement,
after the Sewage Water Treatment Plants come into operation, the
relationship in respect of rights and obligations between the Company
and TSC will be governed pursuant to the “Sewage Water Processing
Agreement”. Pursuant to the Sewage Water Plants Fee Agreement,
during the reporting period, the actual works completed for Beicang
sewage water treatment plant, Xianyang sewage water treatment plant
and the expansion of Jizhuangzi water sewage treatment plant
amounted to RMB474 million. Pursuant to the “Sewage Water Plants
Fee Agreement”, the Company received an income of RMB253

million.
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Pursuant to the “Report on Project Investment Evaluation” by the
independent project appraiser appointed by the Company, as at 31
December 2005, the actual investment completed were
RMB2,020,206,100. Uncompleted project investment was estimated
to be RMB373,281,800. The estimated project construction cost
was RMB2,393,489,300. The estimated project investment saved
was RMB227,277,700. According to the calculation based on the
“Sewge Water Plants Fee Agreement”, from 1 January 2006 until the
completion of the procedure for the completion of three constructions

in progress, the remaining total fees amounted to RMB175,886,439.

Application for a waiver, effective until 31 December 2006 has been
made in respect of the above connected transactions pursuant to the
requirement of continuing connected transactions as set out in

Chapter 14A of the Listing Rules of the Hong Kong Stock Exchange.

The Company entered into the “Sewge Water Processing Interim
Service Agreement” with TSC on 20 March, 2006. For details of
such agreements, please refer to the section headed “Operation of
the Company’s key business” in the Chairman’s Statement of the
annual report, and the Shanghai Securities, Hong Kong Wen Wei Po
and The Standard on 21 March 2006.
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2. AN IR THE SR LR 2. Review of the above continuing connected transactions by the independent
BUA BRI S non-executive Directors and the auditors of the Company
AT B R ERHA ) After reviewing the above current’s year continuing connected transactions,
% > L IR T R SERT  ak BE the independent non-executive Directors confirmed that such connected
2 transactions were:

L RSB R — e R 1. entered into in the ordinary and usual course of business of the Group;
BRI 5

2. Fe(a) I 7 M (B 2. conducted either (a) on normal commercial terms (as compared with
BUIERETTRRII S transactions of similar nature carried out by similar entities in the
) oi(b) (L ) A PRC) or (b) (if no comparison is available) on terms no less favorable
RN T = B R i than those available to or from independent third parties; and
ibie

3. el M=) VamaresLili) 3. entered into on terms that are fair and reasonable so far as the
TR AL Shareholders are concerned.

RFLL L BUE R FHERE A Y) After reviewing the above current’s year continuing connected transactions, 265
1% A FI RIS RE R L T A R the auditors of the Company also confirmed the matters stated in rule 14A.38
55 14A38 IRFTHI FIH of the Listing Rules.

AN TR E B EFHERHA ) The Company confirms that it has complied with the disclosure requirements
HSE E TR B B R R in accordance with the Listing Rules for the above continuing connected
transactions.

ACETED 4. Custody

2005 FEFEAL A G HIH The Company did not have any custodian matters during the year.

AL 5. Hiring

2005 AL ARG 4 IH The Company did not have any hiring matters during the year.

HE R 6. Leasing

2005 4R BEAC S w A B 5 IH The Company did not have any leasing matters during the year.
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7. PEREN 7. Guarantee
B NRHET T
Unit: RMB’000
AAEAMERRTR (A EEEERR T AR HER)
External Guarantees Provided by the Company (Excluding Guarantees Offered to Holding Subsidiaries)
Py
LL VRS
LEXE (AT)
BRER (&% EH) AR/ Guarantee
% Occurrence Date R &% Yaph i P J AT e provided to
Name of  (Date for Signing ~ Guaranteed Guarantee Guarantee Performed ~ connected party
Guaranteed Party ~ Agreement) Amount Type Period or not or not (yes or not)
ek NI R B A At Total guaranteed amount during the reporting period 0
Wk BRI AR Rt Total remaining guaranteed amount as at the end of the reporting period 0
R EaT SR LEE 5 e
Guarantee provided by the Company to subsidiaries
A A B PR A AR R AR Gt Total guaranteed amount during the reporting period 125,000
b IR BT RIYE IR ERER & 5t Total of un-guaranteed balance during the reporting period 125,000
SRR (REEPRB T A ER)
Total guarantee provided by the Company (including guarantee provided to subsidiaries)
byt Total guarantee 125,000
PEORARENG 2 W RS A9 L (%) Ratio of total guarantee to the Company’s net assets (%) 5.47%
Hop Of which:
TR ~ BN BCH B 7 SR A4 DRy 3 Guarantee actually provided to Shareholders,
actually controlled parties and its related parties 0
Tl R R R R 0% 1Y Guarantee directly and indirectly provided on the liabilities
BAR R SRS B 1B (R B of guaranteed targets with gear ratio of over 70% 0
PEORABRRR R TT B 50% Hh4M I A FH Guarantee with total amount exceeding 50% of the net assets 0
LAt IR R R R Total of the above three guarantee amounts 0
8. ZrE BRI 8. Trust arrangement
2005 4EBEAC A TR SR IH o The Company did not make any trust arrangements during the year.
9.  HbERAM 9. Other major contracts
2005 4 EEAC Al HA EE R A ] o The Company did not enter into any other major contracts during the year.
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Matters of commitments

During the reporting period or remaining effective up to the reporting period, the
Company or Shareholders who are interested in more than 5% of the total issued
share capital of the Company had not published any matters of commitments in

the designated newspapers and websites.

On 20th February 2006, the Company issued the “Notice of Tianjin Capital
Environmental Protection Company Limited regarding the convening of relevant
shareholders’” meeting of A Shares market”, and commenced with the Share
Segregation Reform. On 17th April 2006 and 18th April 2006, the Company
issued the “Announcement of Tianjin Capital Environmental Protection Company
Limited regarding the implementation of the Share Segregation Reform”. For details
of the Company’s Share Segregation Reform, please see the related announcements
dated 17th February 2006, 17th April 2006 and 18th April 2006 published on the
website of SSE (www.sse.com.cn) and the Hong Kong Stock Exchange

(www.hkex.com.hk).

Appointment and changes of the auditors of the Company

During the reporting period, the Company did not appoint other accounting firms.
The Company originally appointed PricewaterhouseCoopers Zhong Tian CPAs as
its domestic audit institution and PricewaterhouseCoopers in Hong Kong as its
foreign audit institution. The Company paid remuneration totaling approximately
HK$3.5 million to the two audit institutions for the audit services provided in the

previous year. For the past three years, the Company did not change its auditors.
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13.

14.

15.

16.

17.

18.

Punishment and Reforms of the Company, the Board and Directors

During the reporting period, none of the Company, the Board and the Directors
was a subject of inspection, administrative punishment or criticism by CSRC or

public censure by any securities exchange.
Other significant events:
The Company did not have any other major events during the reporting period.

Significant Changes in the Profitability, Asset Position and Credit Position of the

Guarantor for the A Share Convertible Bonds of the Company

The guarantor for the A Share Convertible Bonds of the Company is the Tianjin
Branch of the China Construction Bank. During the reporting period, the
profitability, asset position and credit position of the guarantor did not experience

any significant changes.

Pre-emptive right: Pursuant to the Articles of Association and laws of China,

Shareholders of the Company do not have pre-emptive right.

Tax concession: Holders of listed securities of the Company were not granted any

tax concession for holding securities of the Company.

Charge of assets: The Company did not charge any assets of the Company or its

subsidiaries.

Bank loans and other borrowings: For details, please refer to notes 13 (Short-Term
Loan) and 19 (Long-Terms Loan) of the Notes to the Financial Statements in the
Report of the Auditors prepared under the PRC GAAP and note 20 (Borrowing)
of the Notes to the Consolidated Financial Statement in the Report of the Auditors
prepared under the HK GAAP in this annual report. For the interest capitalised
during the financial year, please refer to note 11 of the Notes to the Financial
Statement in the Report of the Auditors prepared under the PRC GAAP and note
6 of the Notes to the Consolidated Financial Statement in the Report of the Auditors

prepared under the HK GAAP.
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Financial position analysis: For details, please refer to the Directors’ Report of this

annual report.

Reserve distributable to Shareholders as at the balance sheet date: For details, please
refer to note 24 of the Notes to the Financial Statements in the Report of the
Auditors prepared under the PRC GAAP and note 19 of the Notes to the
Consolidated Financial Statement in the Report of the Auditors prepared under

the HK GAAP in this annual report.

Shares pledged by the controlling Shareholder: As at 31st December 2005, TMICL,
the controlling Shareholder of the Company, holds 839.02 million non-circulating
Shares of the Company. A total of 215.40 million non-circulating Shares of the
Company were pledged. On 2nd November, 2005, it pledged 119.05 million non-
circulating Shares of the Company owned by it to the Tianjin Branch of China
Minsheng Banking Company Limited. On 9th November, 2005, it pledged 96.35
million non-circulating Shares of the Company owned by it with the Tianjin Branch
of China Industrial Bank Co., Ltd. The above pledged shares accounted for 25.67%
of the Shares of the Company held by TMICL and 16.19% of the total number of

issued Shares of the company.

Advance to entity: As at 31st December, 2005, pursuant to the “Sewage Water
Processing Agreement” and the “Sewage Water Plants Fer Agreement” entered into
between the Company and TSC, total receivables and long-term receivables of the
Company from TSC amounted to RMB511,729,000, approximately 11.7% of
the total market capitalization of the Company as at 31st December, 2005. TSC is
a State-owned enterprise established in the PRC and under the supervisory control

of Tianjin Urban Construction Bureau. TSC is a connected person of the Company.

Litigation or arbitration: During this reporting period, the Company did not have

any major litigations, arbitrations.

Exposure to fluctuation in exchange rates and contingent liability: During the
reporting period, the Company had not experienced any exposure to fluctuation
in exchange rates and any related hedges. In addition, the Company did not have

any contingent liability during the reporting period.
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