5 FEMHE  Notes to the Financial Statements

(IR g AR AR )
(Prepared in accordance with PRC Accounting Regulations)
1 Aw)fiige B B 2R H 1 COMPANY PROFILE AND PRINCIPAL ACTIVITIES
KEAIER IR A R AR (T4 ) Tianjin Capital Environmental Protection Company Limited (the “Company”)
JEIN 1993 4 6 H 8 HEH#E A\ R was established on 8 June 1993 in the People’s Republic of China (the “PRC”) as a
(TR ) GEM AL B A IRA T o A joint stock limited company. The activities of the Company and its subsidiaries
PR A ([AEEHE ) BUR i AE (the “Group”) include sewage water processing, construction of sewage water
SEBSELAE V5 7K I B B 5 7K i P R e i 3 processing plants, production of recycled water, construction materials and operation
B o kORI H b A E A i of road toll stations.
B o
PR A [ BB i AC it The operation mode of the Group’s principal activities is described below:
(a) VGAREILEH (@)  Sewage water processing
15K PR ZE ik - Water Processing Agreement:
BB itk - ASE B LI T = Pursuant to relevant agreements, the Group currently provides sewage water
Fi 7K R BB AR 15 K RS - processing services via three plants as follows:
{TAN AR R %5
Plant Location Contract Date Customer
K AT 2000410 71 10 A Pk AT
Ji Zhuang Zi, Tianjin 10 October 2000 TSC
K HR 2000410 1 10 H Pk AT
Dong Jiao, Tianjin 10 October 2000 TSC
M 2004 9 J1 16 1 B
Guizhou 16 September 2004 GCAB
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BN EE  Notes to the Financial Statements

1  COMPANY PROFILE AND PRINCIPAL ACTIVITIES (Continued)

(a)

Sewage water processing (Continued)
The principal terms of the pricing formula as set out in the relevant contracts

are briefly summarised below:

TSC: (“Tianjin Sewage Company is a state owned enterprise under

supervisory control of Tianjin Municipal Engineering Bureau

(TMEB)”):

The Company will have full recovery of actual operating costs, including
depreciation and amortisation of fixed assets, excluding interest expenses

and foreign exchange gains or losses and at minimum:

(i) earnareturn of 15% per annum of the average balance of the monthly
net book value of fixed assets (as defined in the agreement) of the

plants; and

(i)  incentive pricing adjustments will be made for cost saving and/or
when actual processing volume exceeds the minimum processing

volume stipulated in the agreement.

GCAB: (“Guiyang City Administration Bureau”):
Initial price is Rmb0.84 per cubic meter for the first two years after the

agreement date, thereafter

() the price after two years will be determined by a pricing formula
which will effectively allow to full recovery of the actual business
costs, including operating cost, depreciation, income tax and a return

of 8% on budgeted net assets of the plant; and

(i) the price might be revised after considering the factors of renovation
of equipment, additional investment, power and energy and labour

force etc.

Tianjin Capital Environmental Protection Company Limited
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B HREMEE  Notes to the Financial Statements

(A5 B T LR )
(Prepared in accordance with PRC Accounting Regulations)
1 AnfiiskFEEE 9 1  COMPANY PROFILE AND PRINCIPAL ACTIVITIES (Continued)
(b)  5KME BRI R (b)
W e ik
HAEA T 2001 459 A 24 H B
PEK o FIEETI CGE kB (PR )

Construction of sewage water processing plants
Construction Agreement :
Pursuant to an agreement (“Construction Agreement”) between the

Company and TSC on 24 September 2001, the Company is to provide

138

TERE TR o) ([ mTlc e
k) o ARTERPIR A R
i AT =15 7K 2R R

construction services to TSC in respect of three plants detailed below:

HHAR IS5 ®IET k(34 At
Project Xian Yang Lu Ji Zhuang Zi Bei Cang Total
HRAEN SRR (LK) 45 8 28 # 10 83 #
Designed capacity (M?/day) 450,000 280,000 100,000 830,000
bR TH 2006 4F-4] 2006 4] 2006 4F-4]
Estimated date of completion Early 2006 Early 2006 Early 2006
ANREHEET UNEL AR ANREEHEHET ANREEHE T
Rmb’ million Rmb’ million Rmb’ million Rmb’ million
TR A
Actual construction cost:
—J% 2004 4 12 J1 31 H
- Up to 31 December 2004 641 723 184 1,548
—Eg 2005 4FHHY
- Additions during the year 200 121 153 474
— %2005 4 12 J1 31 H
- Up to 31 December 2005 841 844 337 2,022
FRAR A
Budgeted cost:
— 8B GEREGE)
-As revised(note(ii)) 958 1,027 408 2,393
—InET 2 Kb GERG))
-As previously reported(note(i)) 1,199 1,055 366 2,620
Pk mfh (GEREGn))
Owned by TSC (note(iii)) 394 100 211 705
A NG
Owned by the Company 805 955 155 1,915
CHERERWNE (FHEG))
Construction fees recognised (note(i)):
— 142004 % 12 J1 31 H
- Up to 31 December 2004 302 209 133 644
= 2005 4FJE
- For year ended 31 December 2005 104 39 110 253
— 420054 12 J1 31 H
- Up to 31 December 2005 406 248 243 897
KRR Al
- Total balance not due 61 60 51 172
CE
Total expected 467 308 294 1,069
T2 (GEREG))
As previously reported(note(i)) 589 317 264 1,170
ESE LR A
% of completion of construction:
—J% 2004 4 12 J1 31 H
- As at 31 December 2004 53% 69% 50%
—Ji% 2005 4 12 1 31 H
- As at 31 December 2005 88% 82% 83%
T A S BRI 4 AT PR W]
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BN EE  Notes to the Financial Statements

(RS v 0 o B A 44
(Prepared in accordance w1th PRC Accounting Regulations)
1 Anflir R EEES 5 1 COMPANY PROFILE AND PRINCIPAL ACTIVITIES (Continued)
(b) GARBIMRRES () (b)  Construction of sewage water processing plants (Continued)
iR E B R

The principal terms of the Construction Agreement are summarised below:

W > AN RITERIETS
7K 3 T LR
> Pk B[R A
AT AN AR
W 748T  (ER S AL
ARYE RS 7K e
TREZ R - RIEEFTR M
A R AR A
R 10.69 {5 T 3
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A BATE R E A 2 fh5H e
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AR I8 S B i e T e
CLoE M LR 2 e (F A
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K

HRAEA LS ) LR K A ) BT
ok > 76 R EE=ART5 K E
PHGGR I 1% - BT ARE
I B 16 1 B 7K g 2
ZEEthh sk i BB Bt
(MR EE 1(a) Brad) o

a fee will be paid by TSC during the period of constructing the plants
as a reward to remunerate the Company for accepting the
responsibility to construct the sewage plants. The aggregate
construction fees payable to the Company for the construction of
these three plants amount to approximately Rmb1,170 million,

currently revised to Rmb1,069 million;

fee is payable by TSC in advance on a monthly basis according to the
percentage of completion of the respective construction projects
estimated by the Company. The percentage of completion of each
project will be adjusted on a quarterly basis according to the

certifications issued by qualified independent surveyors or engineers;

the Company is responsible for the funding of the construction cost

of these plants, and

upon commencement of operations of the three sewage water
processing plants, the rights and obligations between the Company
and TSC will follow the terms as specified in the Water Processing

Agreement as applicable to the Tianjin plants (Notel(a)).

Tianjin Capital Environmental Protection Company Limited

Annual Report 2005




140
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(Prepared in accordance with PRC Accounting Regulations)

1  COMPANY PROFILE AND PRINCIPAL ACTIVITIES (Continued)

(b)

Construction of sewage water processing plants (Continued)

Transfer Agreement:

Also, on 24 September 2001, respective agreements (“Transfer Agreements”)
were signed whereby the Company would acquire the above three plants
from TSC and would be responsible for the construction and management
of the remaining uncompleted portion of the plants. The transfers were

deemed completed on 30 October 2002.

Co-operative Agreement:
On 25 August 2003, the Company entered into an agreement with TSC

(“Co-operative Agreement”) whereby:

the Company would be responsible for the overall execution of the

construction of the three plants;

TSC would be responsible for making use of the original loans from
two foreign banks (the “Foreign Loans”) to fund certain property,

plant and equipment used in these plants;

TSC would sell to the Company these Foreign Loans funded property,
plant and equipment after their installation and the issuance of
verification reports, at their carrying value. The construction fee
charged by the Company pursuant to the above mentioned
Construction Agreement, would include the cost of these property,

plant and equipment as the base; and

the Company would be responsible for the repairs and maintenance
of these property, plant and equipment during the construction

period.
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(Prepared in accordance with PRC Accounting Regulations)
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BN EE  Notes to the Financial Statements

1  COMPANY PROFILE AND PRINCIPAL ACTIVITIES (Continued)

(b)

(9

Construction of sewage water processing plants (Continued)

Note:

(i) Costs and fees as previously reported are only estimated numbers set out in the contracts
which will be adjusted based on actual situation upon completion.

(i1) In 2005, the Company revised the budgeted construction cost of the above three plants

based on a valuation report issued by a independent valuer. Accordingly, the budgeted
construction fees had been revised using the same return rate to reflect the change of
cost. The revised construction costs and fees is pending approval from the Company’s

shareholders and agreement with TSC.

(iii)  Assets owned by TSC are those funded by certain foreign loans.

Road toll stations

Prior to 2003, the Company owned the right to set up toll stations at the
junctions between the Tianjin city roads and expressways leading to the city
and to collect tolls generally from non-Tianjin registered motor vehicles
(other than those exempted by law) passing these toll stations. The right

was for a term expiring on 28 February 2029.

During 2003, following the reform of the public transportation network,
the Tianjin Municipal Government decided to relocate certain toll stations,
including those of the Company, to the boundary of the interstate highways
surrounding Tianjin. The collection of tolls from non-Tianjin registered
vehicles will be centralised at a Tianjin Toll Collection Office (“Toll
Collection Office”) set up by TMEB. As a result, the Company’s toll stations
were demolished since 31 May 2003 and TMEB agreed to compensate the
Company principally as follows:

Tianjin Capital Environmental Protection Company Limited
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B HREMEE  Notes to the Financial Statements

1 Al REEEE &)
(o) EMBCRWER (4

AN FIREAR R A B o
Hji 200346 A 30 H 2 Bk
FEA RN 3,300 Eoosh T
7B -

H 200345 H 31 H AL 4 #ilk
oyl (0T BT ) BT
Rz H Ik > $E R E R AL
F LAFF TR - A
A AR R A T E
AN AL 2003 4 6 F HERRK)
AR 550 # 7 AY A Rl

Sz
fix °©

AT BLHEA 6 1R
AR HE > SRR E 2003 4F 7
F1HEE 202942 F 28 H

PN SRENITSP W
$®ﬂ%ﬁ%%&%%%
B~ FHE ST -

AN TR 2003 47 H 24 H BT
TR T T B e R ik
Btk -

AN T ZE RIS 6 58
W vl B A T A — WOl S A
HAEME ;

AATFI —FHEER AT

H15% 6 1R B & i 2003 47
7 F B A i AT
e TR B ] 5
7 4F BN SRR R e
JRE Wi 2 4 ] /4 B IR
AT BRI o

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

1  COMPANY PROFILE AND PRINCIPAL ACTIVITIES (Continued)

(¢)  Road toll stations (Continued)

a one-off cash compensation by TMEB equivalent to the net book
value of the assets of the demolished toll stations as at 30 June 2003

of about Rmb33 million;

compensation for loss in revenue, during the period from 31 May
2003 to the date of completion of construction of the new toll
stations(mentioned in following paragraph), equivalent to the revenue
received in the same period of last year of about Rmb5.5 million net

of expenses; and

Company was granted the collection right of six new toll stations
from 1 July 2003 to 28 February 2029. However, the Company is
not allowed to transfer, lease or pledge the right to other parties

without TMEB’s consent.

In tandem, the Company entered into an agreement (“Toll Collection

Agreement”) with Toll Collection Office on 24 July 2003 with following

principal terms:

the Company engaged the Toll Collection Office to collect the tolls
at the six new toll stations on its behalf for which it will pay a

management fee;

the Company is to receive the actual tolls collected from the six new
stations for the corresponding period/year, subject to minimum toll
fee for each period/year based on the forecast traffic flow and tolls
for the corresponding period/year as stipulated in a traffic flow and
tolls forecast report for the six new toll stations issued by a professional

consulting company in July 2003; and
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(Prepared in accordance with PRC Accounting Regulations)
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BN EE  Notes to the Financial Statements

COMPANY PROFILE AND PRINCIPAL ACTIVITIES (Continued)

(9

Road toll stations (Continued)
. any shortfall to the Company between actual and the agreed

minimum will be compensated to the Company by the Toll Collection

Office.

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS

(a)

(b)

(9

Basis of preparation
The financial statements have been prepared in accordance with the
Accounting Standards and the Accounting System for Business Enterprises

promulgated by the Central Government of the People’s Republic of China.

As at 31 December 2005, the Group and the Company’s current liabilities
exceeded their current assets by approximately Rmb119 million and Rmb259

million respectively.

Despite the foregoing, these financial statements have been prepared on a
going concern basis, because the Directors of the Company believe that the
undrawn bank facilities together with the continuing supports of the Group’s
bankers are sufficient to support the Group and the Company to meet their

respective liabilities as and when they fall due.

Financial year

The financial year is from 1 January to 31 December of each calendar year.

Reporting currency
The reporting currency is Renminbi (“Rmb”) and amounts in the accounts

are stated to the nearest thousand of Rmb unless otherwise stated.

Tianjin Capital Environmental Protection Company Limited
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B HREMEE  Notes to the Financial Statements
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(Prepared in accordance with PRC Accounting Regulations)

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

(d)  Basis of accounting
The accrual concept is adopted as basis of accounting. Unless for special
circumstance, assets are initially recorded at their acquired costs, and

subsequently adjusted for impairment, if any.

(e)  Cash
For the purpose of cash flow statement, cash comprises cash in hand and

deposits repayable on demand.

(f)  Entrusted lending
Entrusted lending refers to loans that the Company has provided to other
parties via intermediary financial institutions. Balances due within one year
are included as short-term investments. Interest income that has been accrued
but can not be collected when due is reversed and further accrual for interest

income is suspended.

()  Receivables and provision for doubtful debts

Receivables comprise trade and other receivables.

The Group adopts the provision method to account for potential doubtful

debts. Receivables are stated in net value after deducting provision for

doubtful debts.

Provision for doubtful debts is made after the evaluation of the recoverability
of receivables. When there is evidence that receivables are not recoverable,
such as in the event that the entity is deregistered, bankrupt, has negative
assets and insufficient working capital etc., the corresponding receivables
are recognised as bad debts and net off the corresponding amounts of

provision for doubtful debts.
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(Prepared in accordance with PRC Accounting Regulations)
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BN EE  Notes to the Financial Statements

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

(h)

()

Inventories
Inventories comprise raw materials, work in progress, finished goods, spare

parts and consumables.

Raw materials and finished goods are stated at the lower of cost and net
realisable value. Spare parts and consumables are stated at cost less provision

for obsolescence.

Cost is determined on the weighed average basis. The cost of finished goods
and work in progress comprises raw materials, direct labour and an allocation
of all production overheads incurred based on normal operating capacity.
Provision for declines in the values of inventories are determined on item-
by-item basis when the carrying value of the inventories is higher than their
net realisable value. Net realisable value is determined on the basis of

anticipated sales proceeds less estimated distribution and selling expenses.

Long-term equity investments
Long-term equity investments are equity investments held for more than

one year.

Cost of long-term equity investments are accounted for based on the actual
amounts paid. The Company adopts the equity method to account for the
invested entities in which the Company holds 20% or more of the voting
share capital, or holds less than 20% of the voting share capital but has
significant influence on the entities” operating decisions. The Company
adopts the cost method to account for the invested entities in which the
Company holds 20% or less of the voting share capital, or holds more than
20% of the voting share capital but has no significant influence on the

entities’ operating decisions.

Tianjin Capital Environmental Protection Company Limited
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(Prepared in accordance with PRC Accounting Regulations)

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)
(i)  Long-term equity investments (Continued)
The Company adopts the equity method to account for its subsidiary in the
accounts of the Company. A subsidiary is an enterprise in which the
Company holds directly or indirectly more than 50% of the voting share
capital, has the power of decision making on the financing and operating
strategies of the enterprise and accordingly is able to obtain benefits from

its operating activities.

Provision for diminution in value of long-term equity investment is made
based on the difference between carrying value and recoverable amount of
long-term equity investment in the cases where there is deterioration in the
operating results of the invested company. The recoverable amount is the
higher of its net selling price and its value in use. The net selling price is the
amount obtainable from the sale of the asset in an arm’s length transaction
between knowledgeable and willing parties, after deducting any incremental
direct disposal costs. Value in use is the present value of estimated future
cash flows expected to be derived from continuing use of the asset and from

its disposal at the end of its useful life.

When there is an indication that the need for an impairment provision
recorded in a prior year no longer exists or has decreased, which result in
the recoverable amount exceeding the carrying value of the investment, the
provision for impairment loss is reversed to the extent of the amount of

impairment loss recognized in prior years.
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(Prepared in accordance with PRC Accounting Regulations)
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BN EE  Notes to the Financial Statements

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

()

Fixed assets and depreciation
Fixed assets are stated at cost less accumulated amortisation/depreciation

and accumulated impairment losses, if any.

Amortisation of land use rights, other than those in relation to the toll
stations business, is calculated to write off their cost, on a straight line basis

over the period of land use rights of 50 years.

Depreciation of the road and amortisation of land use rights in relation to
the toll stations business are calculated to write off their cost on a units-of-
usage basis whereby the depreciation and amortisation are provided based
on the share of estimated traffic volume for a particular period over the
projected total traffic volume throughout the period of 30 years for which

the right to operate the road is granted.

Depreciation of leasehold buildings and structures is calculated to write off
their cost, on a straight line basis over their expected useful lives. The periods

adopted for depreciation range from 10 to 50 years.

Other tangible fixed assets are depreciated at rates sufficient to write off the
cost of the assets, less estimated residual value, over their estimated useful

lives on a straight line basis. The estimated useful lives are as follows:

Machinery and equipment
Motor vehicles and others

10-20 years
5-15 years
Major costs incurred in restoring fixed assets to their normal working
condition are charged to the profit and loss account. The expenses relating
to improvements of fixed assets are capitalised and amortised over their

expected useful lives.

The gain or loss on disposal of a fixed asset is the difference between the net
sales proceeds and the carrying amount of the relevant asset, and is recognised

in the income statement.
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(Prepared in accordance with PRC Accounting Regulations)

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

(j)  Fixed assets and depreciation (Continued)
Repair and maintenance expenses are charged to the income statement as

incurred.

Individual assets for which there are indications that the carrying values are
higher than their recoverable amounts, arising from the occurrence of events
or changes in circumstances, are reviewed for impairment. If the carrying
value of such assets is higher than the recoverable amount, the excess is

recognized as an impairment loss.

When there is an indication that the need for an impairment provision
recorded in a prior year no longer exists or has decreased, which result in
the recoverable amount exceeding the carrying amount of the asset, the
provision for impairment loss is reversed to the extent of the amount of
impairment loss recognized in prior years. The increased carrying amount
of the assets should not exceed the carrying amount that would have been
determined had no impairment loss been recognized for the asset in prior

years.

(k) Construction in progress
Construction in progress represents fixed assets under construction or being
installed and is stated at cost. Cost comprises original cost of plant and
equipment, installation, construction and other direct costs which include
interest cost on specific borrowings used to finance the capital assets, prior
to the date of reaching the expected usable condition. Construction in
progress is transferred to fixed assets when the asset has been substantially

completed and reaches the expected usable condition.

Provision for impairment is considered as for fixed assets in Note 2(j) above.
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BN EE  Notes to the Financial Statements

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

o

Borrowing costs

Except the issuance expense of convertible bonds (Note 2(n)), interest cost,
ancillary costs, and exchange differences incurred in connection with specific
borrowings obtained for the acquisition or construction of fixed assets are
capitalised as costs of the assets beginning when the capital expenditures
and borrowing costs have been incurred and the activities to enable the
assets to reach their expected usable condition have commenced. The
capitalisation of borrowing costs ceases when the construction in progress
has reached the asset’s expected usable condition. Borrowing costs incurred

thereafter are recognised as expenses in the period in which they are incurred.

In each capitalisation period, the amount of interest cost included in the
borrowing costs to be capitalised should be determined according to the
weighted average amount of accumulated expenditures incurred for the
acquisition or construction of a fixed asset up to the end of the current
period and the weighted average interest rate of related borrowings, not
exceeding the interest cost of the specific borrowings actually incurred during
the current period. Borrowing costs such as exchange differences and
significant ancillary costs in connection with specific borrowings in foreign
currency are capitalised based on actual amount in the period in which they

are incurred.

Borrowing costs in connection with other borrowings are recognised as

expenses in the period in which they are incurred.
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(Prepared in accordance with PRC Accounting Regulations)

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

(m)  Research and development expenses
Research and development expenses are charged to the income statement as

incurred.

(n)  Convertible bonds
Convertible bonds are classified as liabilities and are stated at principal

amount.

The difference between issuing cost of the bonds and the interest income
derived during the issuing period is amortised over the bonds’ issue period
on a straight line basis. Interest expense for the bonds is accrued periodically.
Interest and issuance cost are capitalized or expensed according to the
purpose/use of the issuance proceeds. Upon conversion into the Company’s
share, the converted quantity of share times par value is recognized as share
capital whilst difference between share capital converted and par value of
the bonds is recorded in capital surplus. If redeemed or repurchased in
advance, bond payable will be offset in proportion whilst corresponding

issuance cost will be charged to the income statement.

(o)  Employee social security and benefits
The Group contributes on a monthly basis to various defined contribution
retirement benefit plans organized by relevant municipal and provincial
governments in the PRC. The municipal and provincial governments
undertake to assume the retirement benefit obligation of all existing and
future retired employees payable under these plans. Contributions to these

plans are expensed as incurred.

The Group provides housing fund based on certain percentage of the wages
and with no more than the upper limit of the requirement. The housing
fund is paid to social security organisation, corresponding expenses are

expensed or included in the cost of sales for the current year.
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(Prepared in accordance with PRC Accounting Regulations)
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BN EE  Notes to the Financial Statements

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

(p)

(@)

Deferred taxation

Deferred taxation is accounted for using the liability method, in respect of
timing differences between profit as computed for taxation purposes and
profit as stated in the accounts to the extent that a liability or an asset is

expected to be payable or receivable in the foreseeable future.

Foreign currency transaction

Transactions denominated in foreign currencies are translated into Rmb at
the exchange rates stipulated by the People’s Bank of China prevailing at the
transaction dates. Monetary assets and liabilities denominated in foreign
currencies at the balance sheet date are translated into Rmb at the exchange

rates stipulated by the People’s Bank of China at the balance sheet date.

Except for the exchange differences attributable to specific foreign currency
borrowings and arising during the period of acquisition and construction
of fixed assets are capitalised, all other exchange differences arising are taken

to the income statement.
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(Prepared in accordance with PRC Accounting Regulations)

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

() Revenue recognition
(i) Revenue from sewage water processing services is recognised when
services are rendered. Revenue from sewage water processing plants
construction services is calculated based on the percentage of
completion during the construction period of the respective sewage
water processing plants. The percentage of completion is determined
with reference to the certification of qualified independent surveyors

or engineers in the People’s Republic of China.

(i)  Toll fee income is recognised when fees are received from road users

or compensated from collection office, if any.

(iii)  Revenue from the sale of goods is recognized when significant risks
and rewards of ownership of the goods are transferred to the buyer,
the Group retains neither continuing managerial involvement to the
degree usually associated with ownership nor effective control over
the goods sold, and it is probable that the economic benefit associated
with the transaction will flow to the Group and the relevant revenue

and costs can be measured reliably.

(iv)  Interest income is calculated based on the period of the principal

deposited and the effective interest rates.
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BN EE  Notes to the Financial Statements

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

(s)

Leases

A finance lease is a lease that transfers in substance all the risks and rewards

incident to ownership of a leased asset. An operating lease is a lease other

than a finance lease.

(ii)

Finance lease

At the inception of a lease, the leased assets are recorded at an amount
equal to the lower of the carrying amount of the leased asset originally
recorded in the books of the lessor and the present value of the
minimum lease payments, and recognise a long-term liability at an
amount equal to the gross amount of the minimum lease payments.
The difference between the recorded amount of the leased asset and
the liability is recognised as unrecognised finance charges and
amortised during the lease term on a straight line basis. Depreciation
policy for leased assets are consistent with that for depreciable assets

which are owned by the group.

Operating lease
Lease payments under an operating lease should be recognised as an
expense in the income statement on a straight-line basis over the

lease term.

Taxation

(i)

(ii)

Income tax
Corporate income tax is accounted for using the tax liability method

under the effective tax method. The tax rate is 33% of taxable income.

Business tax

The business tax rate is 5% of gross service income.
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(Prepared in accordance with PRC Accounting Regulations)

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND
BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

(t) Taxation (Continued)

(1ii)  Value added tax
The value added tax (VAT) payable is calculated as 17% of taxable
sales, net of deductible input VAT.

(1v)  Government surcharges
Government surcharges comprise of city construction tax and
education surcharge, calculated respectively at the tax rate of 7%

and 3% of the amount of business tax or value added tax.

(u)  Related parties
Related parties refer to state-owned companies or other companies under

the supervisory control of TMEB (Note 31).

(v)  Basis of preparation of consolidated financial statements
The consolidated accounts, including the accounts of the Company and its
subsidiaries, are prepared in accordance with Cai Kuai Zi (1995) No. 11
“Temporary Regulations for Preparation of Consolidated Accounts” issued

by the Ministry of Finance.

From the date of obtaining the effective control on a subsidiary, the Company
begins to consolidate the subsidiary’s revenue, cost, profit, and will cease
the consolidation from the date of losing effective control. All significant
intercompany transactions and balances are eliminated in the consolidated
accounts. Minority interests represent the portion of the equity interests of

the subsidiaries which does not belong to the Group.
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(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

2 \HHEOR - asHEEE RS PE® 2 ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND

wl e rl o W () BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

v)  BPFERHERENER % () (v)  Basis of preparation of consolidated financial statements (Continued)
EAAG DFREE Y 1A Rl BLAA ) When there is inconsistency in accounting policies between the subsidiaries
R EFTEORA—8 > Hl e and the Company, and when the discrepancies arising from the inconsistency
R 22 L DR BRI have a material impact on the consolidated accounts, they will be adjusted
FAN RIBATI & R BUR T LA according to the Company’s accounting policies.

H o
3 HEWHESE 3 CASH AND BANK BALANCES
L A

Group Company
J# 2005 4 J# 2004 4F 7 2005 4 J# 2004 4F
12H31H 127131 H 12H31H 127131 H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARBT ARHETT ARET ARHETT
Rmb’000 Rmb’000 Rmb’000 Rmb’000

B Cash on hand 234 151 2 8

RATAT Cash in bank 800,060 1,341,848 544,460 1,259,611 155

Horpr Including;

FEHRTERENES @) -Special funds for construction
in progress (note (a)) 281,742 129,145 266,329 128,887
&S (GEFE®Db)) -Bank deposits (note (b)) 56,182 23,332 56,000 23,332
800,294 1,341,999 544,462 1,259,619

(a) (EETRRERES TSRS R (2 The special funds for construction in progress represent the unutilised
ACEAEIHRF WA SR T A7 balances of the special loans for sewage water processing projects (Notel
HERE (HE 1) - (b).

(b)  A20054F 1231 H > fRiEEBRA] (b)  Balance as at 31 December 2005 includes Rmb47 million (2004: Rmb20
B Ry TR IR A PR st million) held as guarantee for the issuance of the Company’s convertible
NEM 47,000 T 0 (2004 4F bonds. The remaining balance of Rmb9.18 million (2004: Rmb3.33 million)
20,000 T-78) 5 HAERFIE LI #% represented deposit for project bids.

Bk S FbEH AR 9,182 T
JG (2004 4F £ 3,332 F70) o
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3

(R v B e s L A )
(Prepared in accordance with PRC Accounting Regulations)
BWES @ 3 CASH AND BANK BALANCES (Continued)
BRI Bl i i R B B4 For the purpose of the cash flow statement, cash comprises the following:
ot Bl
Group Company
J# 2005 4 Ji% 2004 4F J# 2005 4 Ji% 2004 4
12H31H 12H31H 12H31H 12731 H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
AR¥TIL ANR#TIT ARWTI NG S T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
HHES Cash and bank balances 800,294 1,341,999 544,462 1,259,619
B JRERAT B AR A K Less: Deposit with non-bank
financial institution — (400,000) — (400,000)
R4 Restricted deposits (56,182) (23,332) (56,000) (23,332)
B Bl i B R B4 Cash shown on the cash flow
statement 744,112 918,667 488,462 836,287
i 10) ¢ 4  SHORT-TERM INVESTMENT

J#% 2005 4F 12 H 31 B E MRS B AN
AR =0 AR R
FIHIH 25200643 H 23 B » AFFIRA A
5% o WEZFTEHC T A 53

o

B

(3

The loan as at 31 December 2005 of Rmb16 million (2004:nil) represents entrusted
loan to a third party with interest rate of about 5% per annum and maturity on 23

March 2006. This entrusted loan has been fully recovered on maturity.
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(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

5 HHORK 5
FENCRFARE A 0

ACCOUNTS RECEIVABLE

Ageing analysis of accounts receivable is as follows:

i A
Group Company
#2005 4F J#% 2004 4F #2005 4F it 2004 4F
12H31H 12H31H 12H31H 12731H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARBETIL ARHET T ARBETIL ARHET 7T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
LAELAA Within 1 year 346,810 380,484 340,857 377,864
124 Between 1 and 2 years 187,195 13,318 187,195 13,318
REN I (B Net accounts receivable 534,005 393,802 528,052 391,182
FEWCE WA T Details of the trade receivables are
set out as follows:
JENCHE K 2 7] Due from TSC
— 5K BB A -Revenue from sewage water
processing services 45,544 133,541 45,544 133,541
— V5K B R A A -Revenue from sewage water
processing plants
construction services 466,185 238,484 466,185 238,484
JENS A T B A T2 O A = Due from Tolls Collection Office
— U T U -Tolls 16,323 19,157 16,323 19,157
—HE -Others — 639 — — 57
TR B 3 Due from GCAB
— 5K B A -Revenue from sewage water
processing service 5,953 1,981 — —
534,005 393,802 528,052 391,182
Wk R B AR R — AR Less: Receivables of construction
157K SR BRI A fee due in more than
(FEREG)) one year(note (i) (466,185) — (466,185) —
67,820 393,802 61,867 391,182

EARMENRF A A AR 5% (%
5%) VAL BB (¥ AR AR S

As at 31 December 2005, there were no accounts receivables from any of the

Company’s shareholders who hold 5% or more of voting shares.

ARG Note (i):

HREHK A FIEE R R IR > PR AR E
7 ST LRSI HGRAR A A T (L 1(b)) < %2006 47
4117 H > kAR g E e JokAREgA
2005 4FAFJE AL WIAF P PR Ll Y E A A A R
AR (R a0 75 07 5 5 0 B SRR G it
M) o 120054 127131 H > FE 2y A FIEAE
JETRIY G A Sy AR 6. 18 T - L -
TR S K 2 7] 9 RE R RE S 2 i o] o

Under the Co-operative Agreement, TSC would sell certain of its assets to the Company upon completion
and verification (Note 1(b)). Accordingly on 17 April 2006, TSC confirmed to the Company that it
would pay all the construction fees owed to the Company using the above mentioned assets within two
years from the year end of 2005 (final agreement is subject to the Company shareholders’ approval). As
at 31 December 2005, these assets, which are currently used and managed by the Company, amount to

about Rmb618 million. As such, the Directors believe that the amount due from TSC is fully recoverable.

WRBRDGHE > BB AR SRE
ANRME 4. 66 8T TN EERIIEI

Ee
sA ©

Following the repayment plan, the balance of Rmb466 million representing

construction fee income has been reclassified to long-term receivables.
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(IR g AR AR )
(Prepared in accordance with PRC Accounting Regulations)
6  JEHOK 6  OTHER RECEIVABLES
HE UG LA —F LR » K As at 31 December 2005, the majority of other receivables are aged within one
PREE T IR A A F 5% (55%) PLER year and there were no other receivables from any of the Company’s shareholders
DRREB 73 B SR IR who hold 5% or more of voting shares.
7 B 7 PREPAYMENTS TO SUPPLIERS
i i
Group Company
J# 2005 4 i 2004 4 J# 2005 4¢ i 2004 4F:
12H31H 12/31H 12H31H 12731 H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARET AR¥TIT ARET ARWTT
Rmb’000 Rmb’000 Rmb’000 Rmb’000
TR R R Prepayment for purchase
of a building — 115,411 — 115,411
He Others 4,016 3,042 1,467 404
4,016 118,453 1,467 115,815
#1E 2004 12 H 31 A » BT EREET Prepayments as at 31 December 2004 included about Rmb115 million being the
LFEH 115 B8 70 Sy AR 2w B ATRT I 2 3% prepayment for the office building (Note 10). This amount has been transferred to
BT (3R 100 > %E8 fixed assets during 2005.

CUJA 2005 4 B B 7 o

FEARBMIRA T BIFAALF 5% (& As at 31 December 2005, there were no prepayments to suppliers from any of the
5%) DAL FRHHER A3 IO S o Company’s shareholders who hold 5% or more of voting shares.
8 R 8  INVENTORIES
£k A
Group Company
i 2005 4 JiA 2004 4F J# 2005 4¢ JiA 2004 4
12H31H 12131 H 12H31H 12131 H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARWET I AT 0 ARWET L NG T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
JER R Raw materials 2,918 1,954 2,510 1,646
2 S A Finished goods 6,423 3,725 — —
TSR E 5 #E Spare parts and consumables 2,487 121 104 121
11,828 5,800 2,614 1,767
RH G EBRRB A R A
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(HRAE B m AR )
(Prepared in accordance with PRC Accounting Regulations)
9  RWIBHELE 9  LONG-TERM EQUITY INVESTMENTS
b gl
Group Company
J# 2005 4 J# 2004 J# 2005 4 J# 2004
12/ 31H 12131 H 12/ 31H 12131 H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARWTE ANRHT T ARWTE ARWT T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
TAAKE i) Investment in subsidiaries
(note (a)) — — 437,036 133,243
HERMIEHERE GEE©®)) Other long-term equity investments
(note (b)) 6,000 6,000 4,000 4,000
6,000 6,000 441,036 137,243
TARAFEBELBHRMT The movement of equity investment in subsidiaries for year 2005 is set out below:
J A Hi Rt 29 W i U
Initial cost Accumulated changes in equity Book value
ARAEREA
Bk
Jeg 30
Share loss/
1231 H 12031 H 12131 H  contribution 12H31H 12J131H 12731H
31 December AR 31 December 31 December surplus 31 December 31 December 31 December
2004 Addition 2005 2004 for the year 2005 2004 2005 159
ARWTIE  ARBTE  ARET ARETE  ARBTE  ARBTLZ  ARWTT ARWTE
Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
139,500 310,880 450,380 (6,257) (7,087) (13,344) 133,243 437,036
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(AR B m AR AR )
(Prepared in accordance with PRC Accounting Regulations)
9  RIMBHESE (4 9  LONG-TERM EQUITY INVESTMENTS (Continued)
(a) TAABYE (a)  Investment in subsidiaries
BROCHAIERR (Filk) ARA R The Company’s subsidiaries are registered and established in China other
TER WML - AR RILE AT than Tianjin Capital Environmental Protection (Hong Kong) Co., Ltd.
AE B N RE AL which is registered in Hong Kong,
Al
WM BPORA
Paid-up capital Investment P Al bR
N N Interest
TAAHRE RS 3 T #T T #T held
Name of subsidiary Principal activities (In million) (In million) (%)
FMAIZEABATBRA TS 7K SR et i B 58 8 S Rmb100 95 95
(TS I8R5 7K i B R )
Guizhou Capital Water Co., Ltd. Development and construction of
municipal sewage water plants
KR A REAEA R (hK) KA E ~ K B R Rmb100 98 98
(iR oK i s
Tianjin Water Recycling Production of recycled water,
Co., (“TWRC”) (note(i)) equipment development and

technical consulting for water
recycling business.

RHAZE R AR 7 BRI R - S Rmb45 26 58
(RIZERA) GGERED) Manufacture of new types of

Tianjin Capital New Materials construction materials

Co., Ltd.(“TCNM”) (note(ii))
2005 FHLAL -
Established during 2005:
IR BE RIS S A RS 7] B Rmb35 33 99.75
Chibi Capital Water Co., Ltd. Pre-operating
BRI/ A7 R B Rmb38 27 70
Baoying Capital Water Pre-operating

Co., Ltd.
RIS ARBATRR A W R Rmb45 44 99.90
Fuyang Capital Water Co., Ltd. Pre-operating
UL BSOS A7 PR B Rmb20 18 90
Honghu Capital Water Co., Ltd. Pre-operating
3 A SR B AT PR ) B Rmb120 108 90
Qujing Capital Water Co., Ltd. Pre-operating
KHAERR (T ARAH B 4 USD7.8 1 100
Tianjin Capital Environmental Pre-operating

Protection (HK) Co., Ltd.

R H RIS BRI AT R 7
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BN EE  Notes to the Financial Statements

(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

9 RWBERE @ 9  LONG-TERM EQUITY INVESTMENTS (Continued)
(a) TAREE (45 (a)  Investment in subsidiaries (Continued)

iz Note:

(i) 200548 H 24 H » A% A)HAE ) H (i) On 24 August 2005, the Company resolved to increase its investment in TWRC by
JKHEINEEE N RS 000 7C MLk Rmb80 million. After this additional capital contribution, the registered capital of
A% KRR A A R TWRC increased to Rmb100 million and the Company’s equity interest increased to
&L > A2 A B A HE 4 3 i ) 98%.
98% °

(ii) A 20054 12 H 29 H > A b 2k (i) On 29 December 2005, TCNM made a further call for capital of Rmb8 million. As
B N800 BT o AN Al K2 the Company did not take up its share of call, the Company’s shareholding was diluted
ME LI R WO A B L 1 i from 71% to 58%.

1% % 58% °

(b) e RMBhEB ¥ (b)  Other long-term equity investments
whE A
Group Company
Percentage of Percentage of
interest in interest in
registered capital registered capital
(i % 4 gt Cost  MipiBt¥ A Cost
ik A B il et RN JBe R A
HAK ARHTT HAK ARHTT
% Rmb000 % Rmb000
PRt S Tianjin Baotong Qinjiliao
AR A () Co., Led.(*) 20 2,000 20 2,000
KA T AA Y ey Tianjin Northern Human
AR Resources Co., Ld. 6.1 2,000 6.1 2,000
A TR R Tianjin Pipeline Engineering
HIRAF(F) Management Co., Ltd.(*) 20 2,000 — —
6,000 4,000
¥ ARSI E - * The Group has no significant influence on these entities.

Tianjin Capital Environmental Protection Company Limited
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B
20054F 1 A 1 HERER
i o W M

AAEHEN
P R TR A

AHE D

2005 4F 12 A 31 H#:%

Rty e

20054E 1 H 1 HiR%
AAEFHE
2005 4F 12 A 31 H #5348

VHE
2005 4F 12 A 31 H #5348

2004 4F 12 H 31 HER%

B HREMEE  Notes to the Financial Statements

Cost

At 1 January 2005

Fixed assets
reclassification

Additions

Include: transferred
from CIP

Disposals

At 31 December
2005

Accumulated
depreciation/
amortisation

At 1 January 2005

Additions

Disposals

At 31 December
2005

Net book value
At 31 December
2005

At 31 December
2004

ASERA A i - R R R

IR B A

#2005 4F 12 H 31 B > AAFZFAH
REEPOKA PRI 7 2 [ G R AE
FTARARE (A 25 N R 1.38 80T
%A R > B ke
PBUNSB) 2 3 AN A E RS
T BB B A 8% B OB 7 w8
HEMPE

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

10 FIXED ASSETS AND ACCUMULATED DEPRECIATION/

AMORTISATION
aF
Group
GiE & P ]
EY OB kite
S I HE Buildings ~ Machinery Motor
Land use bt and and vehicles it
rights Road  structures  equipment  and others Total
ARWTE ARWTT ARWTET ARWTT AR¥TT ARWTT
Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
649,891 185,418 687,041 277,840 75,852 1,876,042
— 4,412 (21,879) 17,467 —
— 281,834 44,469 17,141 343,444
— 102,124 41,229 14,409 157,762
— (2,022) (5,742) (1,658) (9,422)
649,891 185,418 971,265 294,688 108,802 2,210,064
(71,337) (39,448) (291,389) (144,165) (35,987) (582,326)
(14,666) (3,453) (25,539) (14,521) (12,713) (70,892)
— 2,012 5,468 863 8,343
(86,003) (42,901) (314,916) (153,218) (47,837) (644,875)
563,888 142,517 656,349 141,470 60,965 1,565,189
578,554 145,970 395,652 133,675 39,865 1,293,716

All of the Group’s land use rights, road, buildings and structures are located in the

PRC.

Of the Group’s net book value of fixed assets and construction in progress as at 31

December 2005, about Rmb138 million relates to the Company’s subsidiary, Tianjin

Water Recycling Co., Ltd., which has been incurring continuous losses since

commencement of its operations. Given the promising prospects of water recycling

industry as encouraged by the PRC government, the Directors of the Company

believe there is no indication at the current stage that these assets may be permanently

impaired.

RH AR R B AT IR A W
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BN EE  Notes to the Financial Statements

(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

10 BBk B ® #8f 10 FIXED ASSETS AND ACCUMULATED DEPRECIATION/

(%) AMORTISATION (Continued)
Al
Company
PR R 0 i B
EY R ), 3:571
S Hu A B Buildings ~ Machinery Motor
Land use W and and vehicles At
rights Road  structures  equipment  and others Total
ARBETT AR¥TT AR¥ETT AR¥WTULT AR¥ETFT ARETG
Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
Jf Cost
2005 4F 1 1 1 B 8% At1January 2005 645,804 185418 628,101 205,823 68,089 1,733,235
AR Additions — — 164,800 1,544 8,063 174,407
Hob R TREA Include: transferred
from CIP — — 12,105 — 4,061 16,166
AL Disposals — — (2,022) (5,742) (1,666) (9,430)
2005 412 71 31 A 8R% At 31 December
2005 645,804 185,418 790,879 201,625 74,486 1,898,212
Bty esh Accumulated
depreciation/
amortisation
200541 H 1 HERHEE At 1 January 2005 (71,112) (39,448) (289,527) (137,376) (34,863) (572,326)
AR Additions (14,581) (3,453) (19,966) (9,358) (5,830) (53,188)
ARAE D Disposals — — 2,012 5,468 863 8,343
2005 4F 12 H 31 HEREA At 31 December
2005 (85,693) (42,901) (307,481) (141,266) (39,830) (617,171)
T Net book value
2005 4F 12 71 31 HERH At 31 December
2005 560,111 142,517 483,398 60,359 34,656 1,281,041
2004 4F 12 4 31 AR At 31 December
2004 574,692 145,970 338,574 68,447 33,226 1,160,909

ARKE LT R 0 B AR R
1.56 {870 - MEARFAR > HRERFIHL
N BHE3,700 8 TTHT IS S 0 1 2 B A HE
R A A AR AT

The total price for the new office building acquired in 2005 has been agreed at
Rmb156 million. As at 31 December 2005 the remaining amount due of about
Rmb37 million will be settled when the ownership of the building is transferred to

the Company.

RS R B ) AR T A A A R
Ho REAEEA M SR > B
1 A e A A AT A R ) 2 AR TS i 7
PEARAT AN FR AR o any.

Transfer of the ownership of the building is in process. Based on the legal advice
from the Group’s legal counsel, the Directors of the Company believe that the title

will be received in due course without additional significant cost to the Group, if

Tianjin Capital Environmental Protection Company Limited

Annual Report 2005




B HREMEE  Notes to the Financial Statements

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

11 fEgTH 11  CONSTRUCTION IN PROGRESS
#2005 48 % 2005 4 TRBEA
LH1H 12A31H i)
B Asat g As at jige 3 Incurred costs
TREHAR Budget 1 January ASERM  Transferred 31 December Source of to budget
Water Recycling Project costs 2005 Additions out 2005 funds costs ratio
ARHTE  ARBTE ARWTL  ARETE  ARWT %
Rmb’000 Rmb’000 Rmb'000 Rmb'000 Rmb'000 (%)
B Xian Yang Lu 1,199,720 544,536 52,574 — 597,110 EE VLT ¢ 50
157K R Bank loans and
self-raised fund
SR Fi57k Ji Zhuang Zi 1,054,722 634,477 39,635 — 674,112 H# RRTER 64
RERR (MR (Expansion) Bank loans and
self-raised fund
LHEKERERK  BeiCang 366,327 104,845 26,979 — 131,824 AFMBITER 36
Bank loans and
self-raised fund
WL Research and 16,546 6,525 1,613 (932) 7,206 HE 44
Development Self-raised fund
Center
EETFIEK Ji Zhuang Zi 58,990 5,175 53,246 — 8421 (% 99
R (o) (Reconstruction) Self-raised fund
BT &HIEH Staff Dormitory 8,907 5,401 576 — 5977 HE 67
Self-raised fund
HREESKIEHM Chibi 23,000 6,591 — (6,591) —  BE
Self-raised fund
HE Others — 12,353 3,510 (15,234) 629  HE
Self-raised fund
ki Total (Company) 2,728,212 1,319,903 178,133 (22757) 1475279
S5k Ji Zhuang Zi 138,348 138,348 161 (138,509) —  HE SUTEH
EhiNRE Water Recycling BEIAE
Project Specific bank loans
and self-raised fund
RMEGKERE  Baoying 93,400 — 47,982 — 9%  HE 51
Self-raised fund
He Others — 3,087 31,413 (3,087) 31413 AE
Self-raised fund
APk Total (Group) 2,959,960 1,461,338 257,689 (164,353) 1,554,674
oo Including:
AR e Capitalised
borrowing costs
— /AT -Company 38,231 35,254 — 73,485
— i -Group 43,543 35,254 (7,536) 71,261
T A S BRI 4 AT PR W]

LR



(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

11

12

TR (9

R B~ A S AU Ve K R HE R
2006 45— E N FEAGE T » HIEA#K
N ¥ R T R T B
FRHERI AR MR R A 128 7 5L -

AR R 2 Bl (O AR BRI (RfFGE
1(b)) » BEKZA Rl € 7E 757K i B ROR 156
AR S AT K HEE: © £F 2006 4F- 3 H 20
H o AR E 3 M 5Lk 15 /K R 2 e A
H K KB BRSO A M A5 B AR OB AS 23R
TERCE RS H o SRRk
JA AR ) A AT B 0 B BRI SR
ifE o

T 0 BAT K

HRAEA A R 2 /A F B R KB A PR
NE) (TERPKE ) BRI RRE A G
i 2005 4F- 12 H 18 HEST Mk - B0
TR A 5o 5. 55 T IBURY I A £ 2 s 7l
15 7K i SR 30 4F 9 1) 8 78 34 4 M 45 HE
A A Bt AT R 1.02 BT #
18 = 2005 4F 12 H 31 HIRIFEM A
R 41 H B TR BB K B AR IR % 1wk
BB R B & SO IR FAT K
JH o

11

12

BN EE  Notes to the Financial Statements

CONSTRUCTION IN PROGRESS (Continued)

All the three sewage water processing plants in Tianjin were substantially completed
during the first quarter 2006 and will be subject to inspection by relevant authorities
before commencing commercial operations. The inspection process is expected to

be completed within the next twelve months.

Under the terms of the Construction Agreement (Note 1(b)), the Company will
collect processing fees upon commencement of the plants’ operations. On 20 March
2006, the Directors of the Company proposed that processing fees be payable
from completion date of construction rather than completion of the inspection
date. This proposal is pending approval by the Company’s shareholders at the

forthcoming Extraordinary General Meeting.

LONG-TERM PREPAYMENT TO SUPPLIERS

Pursuant to the agreement dated 18 December 2005, the Company is committed
to a total consideration of Rmb102 million to Fuyang Construction Committee
for the 30-year asset beneficiary right of sewage plant originally owned by Fuyang
Government. The balance of long-term prepayment as at 31 December 2005 of
Rmb41 million represents a portion of prepayment to Fuyang Construction

Committee.

Tianjin Capital Environmental Protection Company Limited
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(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

13 B4 13 SHORT-TERM LOANS
#2005 4 Jit 2004 4F 2005 41§
AN 12A31A SRR
Asat Asat Interest
31 December 31 December Rate
2005 2004 Year 2005
ARBFI ARHT 7 ERA
Rmb’000 Rmb’000 % Guarantor
HBIR L8 China Minsheng Bank 300,000 — 5 ST KRB &
HIRA R
Including 100 million guaranteed
by the Company’s controlling
shareholder-Tianjin Municipal
Investment Company Limited
(“TMICL”)
TEIE R8T Shen Zhen Development Bank 100,000 — 5.6 —
Tl EERT CITIC Industrial Bank 90,000 — 5 —
iR R AT Shanghai Pudong
Development Bank 100,000 100,000 5.6 —
LT Total-Company 590,000 100,000
biNe: G Other banks 5,000 15,000 5364 RHWREEARA
TMICL
Ak Total-Group 595,000 115,000
14. HEAF RS 14 ACCOUNTS PAYABLE
A R MEART B 4 B A R AT AR A ] 5% As at 31 December 2005, there were no accounts payable to any of the Company’s
(5 5%) DA & 32 PR RE A7 1 J B K shareholders who hold 5% or more of the voting shares.
JH o
15 PR 15 ADVANCES FROM CUSTOMERS
AR BRI A AL 7 5% As at 31 December 2005, there were no advances from any of the Company’s
(55 5%) LA 3R Y FBOSR 9 35K shareholders who hold 5% or more of voting shares.
I o
RH G EBRRB A R A
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(8icS Gl hopip sl TR

(Prepared in accordance with PRC Accounting Regulations)

16 HEA BRI 16 DIVIDEND PAYABLE
AN FR 200545 A 31 H BBAR I H K Pursuant to the shareholders meeting held on 31 May 2005, the Directors proposed
G - DIEE 20044 12 H 31 H to distribute a final dividend of Rmb1.00 (tax included) for every ten shares held
b B 133 I A 2 > B 10 IR by shareholders based on the total number of shares of 1,330 million as at 31
BHASAFARE T (F8) PRE December 2004, totalling Rmb133 million (2004: Rmb0.80 (tax included) for
A ANRH 1.33187T (2004 4F © B 10 % every ten shares held by shareholders, totalling Rmb106 million).

REBREAFMARKES A (HH) Tk
wo SeE ARE Lo6 fE0T) -

SRR A B B B A 140 R ST A R i The balance as at 31 December 2005 represents the dividend for prior years not
SR NI IR o yet paid to the legal person shareholders in China.
17 ERBE 17 TAXES PAYABLE
Bk AW
Group Company
#2005 4 it 2004 4F #2005 47 it 2004 4F
12431H 12H31H 12/31H 12031 H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
AREET NG T AREETE NEHETIT
Rmb’000 Rmb’000 Rmb’000 Rmb’000
JE A B Income tax 71,445 88,186 69,787 87,301
JEAS R Y Business tax and others 4,962 6,066 5,666 5,287
76,407 94,252 75,453 92,588
18 M EHEM X 18 OTHER PAYABLES
Pk |
Group Company
#2005 42 % 2004 4F #2005 42 it 2004 4F
12H31H 12A31H 12H31H 12H31H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARWT L AR#ET G ARWT I AREET T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
JRE A R R A Construction costs payable 70,547 97,720 70,547 97,720
R £ B 1 [ 5 RO Payable for purchase of
fixed assets 50,512 55,000 36,589 —
HE Others 7,984 3,864 4,758 3,774
£t Total 129,043 156,584 111,894 101,494
AR E AT TR MR AL F5% As at 31 December 2005, there were no other payables to the Company’s
(5 5%) A_E R UAE R 0 Y PR B9 2K shareholders who hold 5% or more of voting shares.
I/E\ o

Tianjin Capital Environmental Protection Company Limited
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(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

19 BB 19 LONG-TERM LOANS
RIEEBEER T The loans mature as follows:
&l A
Group Company
J# 2005 4 Ji% 2004 4F J# 2005 4 Ji% 2004 4F-
12A31H 12H31H 12H31H 12A31H
31 December 31 December 31 December 31 December
2005 2004 2005 2004
AR¥TIL ANR#TIT ARWTI NG S T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
—4ELIA Payable within one year 62,500 50,000 60,000 50,000
HAER Payable in the second year 136,500 60,000 134,000 60,000
BEERHIAEN Payable in the third year to
fifth year 448,500 502,000 391,000 452,000
HAFLIAR Payable after the fifth year 57,500 43,000 50,000 43,000
705,000 655,000 635,000 605,000
W BAIAE) A fER Less: Portion of long-term
—FERE S liabilities due within one year (62,500) (50,000) (60,000) (50,000)
642,500 605,000 575,000 555,000
Horh a4 - Including:
KBEHRIT GER(a)) State Development Bank
(note(i)) 585,000 555,000 585,000 555,000
FEDERERIT GERE(D)) China Everbright Bank
(note(ii)) 100,000 100,000 50,000 50,000
TR R GEREC)) China Construction Bank
(note(iii)) 20,000 — — —
705,000 655,000 635,000 605,000
(@) W% A K R K T BUR R TR R 4 O e LU H AT (i) This borrowing is secured by TMEB guarantee together with certain of its fee collection rights,

(b)

(c)

ST P I RS Fy R o 2SI T RERR
A Hh A FBRA ARG 4 2 M A8 R 2 4
B > BURERRE 5.8% #1 6.19% (2004 4F

5.8%) -

TG T PR 2 E R K R A W B R 1
TELPHLA K ph A2 TR AR SRR A PR A > 4
FIHE 5% 51 5.8% (2004 4F : 5% 31 5.8%)

AR A RIS RREAEGR o ORI Ly

B\ RERA T RAME TR » BURET- S 4RI 1y
6.1% (2004 4 : 4E)

and bears an interest floating in accordance with the rates for long-term loans as promulgated
by the People’s Bank of China. The average prevailing interest rate ranges from 5.8% to 6.1%

(2004: 5.8%) per annum.

(i) The borrowing is secured by the right to receive sewage water processing fees of TSC together
with guarantee from TMICL and bears interest rate ranging from 5% to 5.8% (2004: 5% to

5.8%) per annum.

(iii) This borrowing is secured by the Company’s guarantee and bears interest in accordance with
the rates for long-term loans as promulgated by the People’s Bank of China. The average prevailing

interest rate is 6.1% (2004: nil) per annum.

RH AR R B AT IR A W

LR



BN EE  Notes to the Financial Statements

(RRLER o e A I )
(Prepared in accordance with PRC Accounting Regulations)
20 MEAT 2R 20 CONVERTIBLE BONDS
Ji 1 i
2004 4F R 2005 4
1231H Portion of 12H431H
AT 31 December  redemption and 31 December
Issuance 2004 conversion 2005
fEE (Tik) No. of bonds (units in *000) 12,000 12,000 (8,279) 3,721
EFEm (T Value of bonds (Rmb *000) 1,200,000 1,200,000 (827,903) 372,097
AN TN 200447 H 1 H AT 1,200 On 1 July 2004, the Company issued 12 million “A share” convertible bonds
BRI A R E S > AR A R certificates at face value of Rmb100 each(“Bonds”), which was listed on Shanghai
1007C > FEFHET ATEHR A R R SR Stock Exchange. The aggregate amount of the Bonds issued was Rmb1,200 million.
R 12 (850 o BT E L NRE The net cash received from issuance of bonds is about Rmb1,165 million after
3,500 cH% » BATHEASTME 2 e H deducting the issuance expenses of about Rmb35 million.
PANRWL65ETC o s% M1 LIRS
o b isc sy o
o M *  Redemption during the year:
2005%F:8 1 ] A L AR 40 A A About 8.24 million of Bonds were redeemed during August 2005. The
A w4 T A NR 824 & premium for the redemption is Rmb16.5 million.
TCHY AT [FIREACA RIS T A
NEHE 1,650 oy [ S E S -
o UK +  Conversion during the year:
#2005 F 1231 H » BFHH During 2005, Bonds with aggregate value of about Rmb4 million were
400 # 7T 7] BB\ T R A T converted into the Company’s A shares at Rmb6.08 per share. As a result of
AJBIBER - SRS 2y N R W 6.08 conversion, the Company’s share capital and capital reserve increased by
TC o BRAR - AN FRIBARAS Rmb658,058 and Rmb3,342,942 respectively.

TS AE A P A R 658,058 JTAN
AR 3,342,942 7 -

Tianjin Capital Environmental Protection Company Limited
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20 MEMHEER (a0
o BT

O]

SE AT v iR 5 o
AR AT R AT (T4 R
NI SRAERFEER - i h
A RIEE IR BRI 2 DR
PRAULRIELR o BB B 81T
ZH (20047 H1H) 12
fiil A% 1 5% — il 22 5 H
(2005 7A1H) & (55
H) o 2R A R 55
H (200046 430 H) il
M —MzEs Ik (&%
ERIER S DNCIE Vit
PG o A ) PTG £
Fr I R R B AR Sy IR
RW 7.7 70 o RN
AN A EF A REREA A
FBCEE RO T S5 B AR 1B LE B A
K& o SR R A T
]~ A~ o) B o Ik se
VY Lo R (YNCIRIE
BRI 2 %I 5 M5 B
W AN FBR AR R
AR R SR A2 SR T
AEIFLRA » A S AT
Bl S SN Ry ]
FEZ 5 R s AR 1
] PR B PR P ) 2 2 [T 2
gg o

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

20 CONVERTIBLE BONDS (Continued)

. Principal terms of bonds:

i)

The Bonds, guaranteed by the Construction Bank of China, Tianjin
Branch (“the guarantor”) and counter-guaranteed by TMICL to the
guarantor, are convertible into shares of the Company at any time
on and after 1 July 2005 and prior to 30 June 2009. The initial
conversion price of the bonds is set as Rmb7.7 per share and the
Company is entitled to revise the conversion price during the
conversion period based on the market price of the Company’s shares.
Unless previously redeemed, converted or purchased and cancelled,
the bonds will be redeemed within 5 days after maturity date on 30
June 2009 at 100% of the principal amount and accrued interest in
the fifth year plus an interest compensation for the difference between
the five times of bond interest of the fifth year and actual total interest

paid in the 5 years.

RH AR R B AT IR A W
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(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

20 MEAHEEZR () 20 CONVERTIBLE BONDS (Continued)
° FEBK () . Principal terms of bonds: (Continued)

A B BT R 5 1 B T A
FIRE 1.7% % 2.7% > BH
HATE SR AR RS
F S T 1 e T AR R
KU E TR R0
KT T LATA%E - #452005
412 A 31 HIESERE - AL
AlEHR TRAFIRA AR
1,900 #J0 (2004 4FF -
AR 1,400 #T) o

A BTE AT R 5 3
11 H— 45 £ 5 AU
VLA R SRR o
RAD T ASRIBCEAEAT Ao
4830 2 5 H A ER 20 13
25 B O E S AT &
W AE RS 130% > A
A A HERZTE Y 102% 3 55
TR AR BE AR A B
5 R ] A Bl 3 AR AR
AT o

AN AR SR A
TE AT AL\ v R 2 RO A
W& FIRIRE TS o QRAL
) AR A AT AT A 30
385 A HAEE 20 fi2¢ 5 H
) SR A AT A S
WII70% 5 > G2 AHA
FREAS AT 1 ] i ) i
F5 A TR oy I8 8 AR
Al o

These Bonds bear interest ranging from 1.7% to 2.7%. The actual
interest payable to the bond holders will be based on the carrying
bond interest rate and adjusted according to the five-year fixed deposit
rate published by the State. As at 31 December 2005, the Company
accrued the related bonds interest of about Rmb19 million (2004:
Rmb14 million).

The Company has the option to redeem the bonds one year after its
issuance through its maturity in whole or in part at 102% of par
value plus current year’s interest, provided that during conversion
period, the closing prices of the A shares for any 20 days in 30

consecutive trading days are more than 130% of the conversion price.

The Bonds holder has the option to resell the bond to the Company
in the conversion period in whole or in part, provided that during
the conversion period, the closing prices of the A shares for any 20
days in 30 consecutive trading days are less than 70% of the conversion

price.

Tianjin Capital Environmental Protection Company Limited
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20

21

22

WA % () 20

o RBEEGK ()
(i) MRS EA R
R ER TR BE
2005 4 12 A 31 H Ik > s
B s ANRH 7.7 T2
IS AR 6.08 70 ©

e A E R RS RN 21
—ER BRI A R B AR A A
ZFN R K T R A Y HIH
&> HEF RS 1008 T - AL T
157K B LR EE R o HARREATSIAA A
1,083 85T » By TER BT BURN H B
PR - b 1,000 70 R AL Fi5 K
] TRk o Db b BIEREAT I B LA
A2 HEEAMAAFE - I 1 F
TEELHEIE 58 U A T sl i 72 3K H I
ik o

Al R A 2 ) e R e
L BR R v R R AE - b A AT 30
CEAREHE -

T 00 HE A 22
JiA 2005 4F BEAR A ) [ R HR T B CLAR R g
TS & AR L8800 > FNE
KRR o 5% K H 2005 4EE 43 12
FEREIR o BPEERIRRAT6 5%
fEsE LA AR Sy RS B B AR
SRAT A ) — A SR R 2 0010.3%

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

CONVERTIBLE BONDS (Continued)

. Principal terms of bonds: (Continued)
(i)  Pursuant to the provision relating to the downward adjustment to
the conversion price in the prospectus, the conversion price has been
revised downward from the initial Rmb7.7 to Rmb6.08 as at 31
December 2005.

LONG-TERM LIABILITIES DUE WITHIN ONE YEAR

Specific payables mainly include specific fund totalling Rmb81 million (2004:
Rmb81 million), granted by TMEB to one of the Company’s subsidiaries for the
construction of Tianjin Ji Zhuang Zi Sewage Water Recycling Project. The
remaining balance of about Rmb10.83 million was obtained from other authorities
of Tianjin Municipal Government, of which Rmb10 million was used for the
construction of Tianjin Ji Zhuang Zi Sewage Water Recycling Project. These specific
payables are interest free, and the method and date of repayment will only be

determined after the completion of the construction project.

The repayment scheme for the long-term liabilities mentioned above is still under
negotiation. As the terms are uncertain, these payables have been reclassified to

current liabilities

LONG-TERM PAYABLES

The Rmb180 million loan from TMEB was taken during 2005 specifically for
construction of Sewage Water processing plants. The loan is repayable in equal
instalments within twelve years from 2005. The loan bears interest at 5% per annual
for the first six years. From the seventh year to maturity, the interest will be based

on the one-year deposit plus 0.3% premium.
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BN EE  Notes to the Financial Statements

(R o e st LR A )
(Prepared in accordance with PRC Accounting Regulations)
23 ek 23 SHARE CAPITAL
A
Company
J# 2005 47 it 2004 4F
12H31H 12131 H
JBe By ¥ 31 December 31 December
No. of shares 2005 2004
T AREET L NBRHET T
’000 Rmb’000 Rmb’000
AT SR AR Issued and paid up capital
) HREES AR T2 AR : (1) A shares with per value Rmb1:
i) A U S A Non-circulating shares
9 R State shares 839,020 839,020 839,020
BERE N Legal person shares 38,485 38,485 38,485
O A A A Circulating shares
AL R Public shares 113,153 113,153 112,495
990,658 990,658 990,000
2  HREEBARK 1 TZHE: (2)  H shares with per value Rmb1:
[ER RIS 0 Circulating shares outside China
LARCE/N Public shares 340,000 340,000 340,000
1,330,658 1,330,658 1,330,000
A A B H BEAE 45 5 T Y 5 A 7] 5 hE All the A and H shares rank pari passu in all respects.
. 173
ﬁﬁ o
AR A B HLANTT - The changes in shares by classification are set out below:
JBe Ay Yk
Number of shares
s
2004 4F 20054 BARKHI(%)
12H31H AAER 12H31H % of
As at Bkt 20 As at total share
31 December Increase 31 December capital
2004 (Note 20) 2005
i A e Non-circulating shares 877,505,000 — 877,505,000 65.95
Wi A % Circulating A shares
RN - Public shares 112,495,000 658,058 113,153,058 8.50
Ui H i Circulating H shares
— A ARk - Public shares 340,000,000 — 340,000,000 25.55
1,330,000,000 658,058 1,330,658,058 100

Tianjin Capital Environmental Protection Company Limited

Annual Report 2005
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B HREMEE  Notes to the Financial Statements

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

23 JBAR ) 23 SHARE CAPITAL (Continucd)
AN AR 2003 4 12 H 23 H 2 BARA SR The Company established a Sponsored Level I American Depositary Receipts
1 (BB RLERAT) B — AR (“ADR”) Program with the Bank of New York (as the Depositary Bank). The
T E(ADR) - EHEAEZ L ZEEE Securities and Exchange Commission of The United States declared that the
% 3 B A AT IR R R ) registration statement of the ADR Program has become effective on 23 December
HER o AR BUFIEIRRE R # 2 g y 3 2003. Each ADR under the ADR Program shall represent 20 H shares of the
B AFAEIRREAR S A — IR R A s Company listed on The Stock Exchange of Hong Kong Limited, trading of the
W5 28 oy B A R ) TR H BB Ay o Company’s ADR will only be made in the over-the-counters markets in the United
2R BAAAEIRE R 2 AR E States.
A TE R B AL T8 558 5 Py L7
/\ET%.iﬁ&l\fﬁi@ EE °
J 2003 FEE - AN FRAINAE K 4% Since 2003, the Company did not and will not issue any new shares under such
KB FCIRRE T M B4 T A ADR Program.
24 HAARKH AR 24 CAPITAL RESERVE FUND AND GENERAL RESERVES
AR A
Group and Company
Y # ik
B AR VAL T B MRS
Capital Statutory Statutory
reserve fund  common reserve  provident fund
(FtFEa) (itFEb) (iERE D)
ARHT T AR¥ET T ANRHET T
(note (a)) (note (b)) (note (b))
Rmb’000 Rmb’000 Rmb’000
200541 1H At 1 January 2005 69,289 116,232 58,117
AN (GEfE(a)) Contributed surplus (note(a)) 5,893 — —
A A (GERE(D)) Transferred from profit appropriation (note(b))
—RBUEE RS AES -Transfer to statutory common reserve — 17,581 —
—RWEE AR -Transfer to statutory provident fund — — 8,791
2005 4F 12 H 31 H At 31 December 2005 75,182 133,813 66,908

(@) EARNBEARBEMETRRI
AR > LS SR LA 4R B 1R

B AS -
by  EERBAEEMEE N e
RIEAN IR B e st st

ST RN 10% sHEE E BB AEE
(B R HIEA R S A I E I EARIS50%
Fik) o SR 5%-10% s HR R E A
i o M B BALIREIRE Z AT
o

(@)  Capital reserve fund comprises share premium arising from the issuance of
shares, and it can be utilised to offset prior years’ losses or for issuance of

bonus shares.
(b)  The statutory common reserve and the statutory provident fund.

According to the Company’s Articles of Association, it is required to transfer 10%
and 5% to 10% of the net profit of the Company as shown in the accounts prepared
under PRC accounting regulations to the statutory common reserve (until the
reserve reaches 50% of the registered capital) and statutory provident fund,
respectively. The transfers to these reserves must be made before the distribution of

dividends to shareholders.

RH AR R B AT IR A W
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BN EE  Notes to the Financial Statements

OB o A )

(Prepared in accordance with PRC Accounting Regulations)

24 HEAARBREBAR 50 24  CAPITAL RESERVE FUND AND GENERAL RESERVES (Continued)
AR ) S PR AR A B o The Company’s Directors have proposed to transfer 10% and 5% of the net profit
JEE R AR 109% K 5%73 il 5t T of the Company for 2005 prepared under PRC accounting regulations to the
HBERBARS AR 17,581,297 1€ statutory common reserve of Rmb17,581,297(2004: Rmb32,320,000) and to the
(2004 4F = A RH32,320,000 70) FlE statutory provident fund of Rmb8,790,648(2004:Rmb16,160,000), respectively.

ANga N 8.790,648 76 (20044F = A
R 16,160,000 7C)  ©

R AR AR R IR

: The statutory common reserve shall only be used as follows:

7=

(1) THliksE (1) to make up losses;

Q) BRAALNEAERAM (2)  to expand the Company’s production operation; or

(3)  PEFBA o (3)  to increase the capital of the Company.

AnAEAR 2 B FRORAE FBOR K 48 8 PRl Upon approval of its shareholders, the Company may convert its statutory common
BERBRAEEEABA > TR reserve into share capital. When converting the Company’s statutory common
TR B R ST 4 OB A ISR G reserve into capital, the amount of such reserve remaining unconverted must not

A 25% o be less than 25% of the registered capital. b
TR g FUT A2 Al LAY & 1 The statutory provident fund shall only be used for the collective welfare of

Fl > BB RO R AR 1 —#8r » TETE 5 employees. This fund forms part of the shareholders’ equity and is non-distributable

HIAME ML o other than upon liquidation.

Tianjin Capital Environmental Protection Company Limited
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25

26

AR 2 WA

RS
0 AR

W RBOE
AN A
(BiE24))
RBGEE A 4
(FffsE24))
JREART S 40 e A ) — M SRR
HEHERG 4R B B 4 A

AR R

EREHBARSEHER 206

25 UNDISTRIBUTED PROFITS

Original amount of
undistributed profit at the
beginning of the year

Add: Current year’s profit

Less: Transfer to statutory
common reserve
(Note (24))
Transfer to statutory welfare
fund (Note 24))
Cash dividend distribution by

general shareholder meeting

Undistributed profit at the
end of the year

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

APt A

Group Company
2005 4R 2004 4FJE 2005 4R 2004 4EJE
2005 2004 2005 2004
AR¥TIE NS AR¥TIE AR¥F T
Rmb’'000 Rmb’000 Rmb’'000 Rmb’000
662,125 493,808 662,125 493,808
175,857 323,197 175,815 323,197
837,982 817,005 837,940 817,005
(17,581) (32,320) (17,581) (32,320)
(8,791) (16,160) (8,791) (16,160)
(133,000) (106,400) (133,000) (106,400)
678,610 662,125 678,568 662,125

INCOME FROM PRINCIPAL OPERATIONS AND SEGMENT

INFORMATION
(a) FEFBHBWA (@  Income from principal operations
a0k A
Group Company
2005 4E ¥ 2004 4F 2005 4E S 2004 4F &
Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARWT I NG ST ARWT I AR¥F
Rmb’000 Rmb’000 Rmb’000 Rmb’000
V5K EE A Sewage water processing services 278,710 460,056 253,000 437,768
T5 7K i SRR R A Sewage water processing plants
construction services 253,001 225,144 253,001 225,144
531,711 685,200 506,001 662,912
S N Tolls income* 65,290 67,374 65,290 67,374
SHEHEA R Sales of construction materials 1,777 2,574 — —
K R BB Recycled water and pipeline
connection 13,057 — — —
611,835 755,148 571,291 730,286
* BB AR 6,529 ECR IR B % it * The olls income of Rmb65.29 million represents the minimum toll fee guaranteed

Bt R e Y S IR T A (MERELGe)
Hoe i TR A S N R 400 TR T

BORAE R -

under the Toll Fee Collection Subcontracting Agreement (Note 1(c)), which includes

about Rmb4 million compensation by the Toll Collection Office.

RH AR R B AT IR A W
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BN EE  Notes to the Financial Statements

(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

26 EEBEBBRARSEHEER 26 INCOME FROM PRINCIPAL OPERATIONS AND SEGMENT

(#8) INFORMATION (Continued)
(b) AEHEEF (b)  Segment information
HREIR
T R R
Sewage [PV, 3
water ig ]
processing B Recycled
and sewage et s bR water and
water plant Road toll ~ Construction pipeline Juks i
construction stations materials connection Unallocated Group
2005 4B

Year ended 31 December 2005
AEWT G ARHF NI ST ANRHF ARHEFIE AR#F

Rmb’000 Rmb'000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
TEERHIA Income from principal
operations 531,711 65,290 1,777 13,057 — 611,835
W AR AR Less: Costs for principal
operations (153,843) (15,070) (1,860) (15,721) — (186,494)
TS KM Business tax and surcharges (27,172) (3,591) () (575) — (31,340)
TEEHAE Profit from principal
operations 350,696 46,629 (85) (3,239) — 394,001
W HERA Less: Selling expense — — (675) — — (675)
B Administrative
expenses (44,779) (2,985) (4,424) (3,439) — (55,627) 177
s Financial expense - net (75,424) — (644) (3,233) — (79,301)
s HEA Add: Other gains — — — — 8,268 8,268
F#E/ (B#8) 8% Toul profit/(loss) 230,493 43,644 (5,828) (9,911) 8,268 266,666
B PR s Less: Income taxes (75,517) (14,403) — — (2,728) (92,648)
A (R Net profit/(loss) before
— /b W R A 5 DA minority interests 154,976 29,241 (5,828) (9,911) 5,540 174,018
e SRR Minority interests (170) — 1,709 300 — 1,839
R/ (FER) Net profit/(loss) 154,806 29,241 (4,119) (9,611) 5,540 175,857

Tianjin Capital Environmental Protection Company Limited
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B HREMEE  Notes to the Financial Statements

(AR B m AR AR )

(Prepared in accordance with PRC Accounting Regulations)

26 FEBEBWRARSEBEPR 26 INCOME FROM PRINCIPAL OPERATIONS AND SEGMENT

(#)

(b)  REBER (F)

INFORMATION (Continued)

(b)  Segment information (Continued)

5K I
57K B R
Sewage water
processing and A B v ez
sewage water Road toll Construction el
plant construction stations materials Group
Year ended 31 December 2004
2004 4
NG ST NG ST NG ST ARET
Rmb’000 Rmb’000 Rmb’000 Rmb’000
EX /T ON Income from principal
operations 685,200 67,374 2,574 755,148
B T SER AR Less: Costs for principal
operations (133,382) (13,128) (2,048) (148,558)
FEFEHBLAE L Business tax and surcharges (37,683) (3,728) — (41,411)
BRI Profit from principal operations 514,135 50,518 526 565,179
W B Less: Administrative expenses (46,198) (4,147) (3,280) (53,625)
HE Financial expense - net (23,795) (3,320) (154) (27,269)
He Gl A Other (loss)/gains (2,480) 1,006 — (1,474)
FiE, () Hasd Total profit/(loss) 441,662 44,057 (2,908) 482,811
Wk PrAg R Less: Income taxes (145,907) (14,509) — (160,416)
AT UER) Net profit/(loss) before
— D BB SRAE 45 DA minority interests 295,755 29,548 (2,908) 322,395
PR L E Add: Minority interests (51) — 853 802
A (B Net profit/(loss) 295,704 29,548 (2,055) 323,197
27 BEBREFW 27 BUSINESS TAX AND SURCHARGES
a0k A
Group Company
2005 4E ¥ 2004 4F 2005 4E B 2004 4F %
Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARWT NG ST ARWT I ARWET T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
AR Business tax (28,458) (37,647) (28,564) (36,536)
IR City construction tax (2,017) (2,635) (2,000) (2,557)
HE N Education surcharge (865) (1,129) (857) (1,096)
(31,340) (41,411) (31,421) (40,189)
T TR R 4 LS )

LR



BN EE  Notes to the Financial Statements

(R4 P I i TR R Y )
(Prepared in accordance with PRC Accounting Regulations)
28 B EH AN 28 PROFIT FROM OTHER OPERATIONS
ahF A
Group Company
2005 4% 2004 2005 4% 2004 -
Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December
2005 2004 2005 2004
AREET X NG T AREET L NG T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
e Rental 10,169 — 10,169 —
HE Others (2,599) 3,058 (1,601) 973
7,570 3,058 8,568 973
FH B S5 I 2 A28 FIE 2005 47 R Rental profit represents the net income from office building lease after deducting
TR B/ M L RSO 0 I A 2 P4 10 the related expenses.
199
29 WHHBRM - S8 29 FINANCIAL EXPENSES - NET
aPF A
Group Company
2005 4 2004 4 2005 4 2004 4
Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December 179
2005 2004 2005 2004
ARWTIE ARHET T ARMTIE AREET T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
HATEF N Interest expense of bank
A ) R S borrowings and
convertible bonds (79,502) (52,566) (75,314) (49,746)
s EAERE Add: Interest capitalised 35,254 24,107 35,254 21,482
FE Interest expense — net (44,248) (28,459) (40,060) (28,264)
e R A Add: Interest income 8,843 6,466 8,013 6,275
W AR T 2 R Less: Amortization of
GRS bonds issuance cost and
redemption premium (40,033) (3,460) (40,033) (3,460)
afite Security fees (3,250) (1,750) (3,250) (1,750)
He Others (613) (66) (605) (63)
(79,301) (27,269) (75,935) (27,262)

Tianjin Capital Environmental Protection Company Limited
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30

31

(AR B m AR AR )
(Prepared in accordance with PRC Accounting Regulations)
BREHR 30 INVESTMENT LOSS
o A7
Group Company
2005 4P 2004 4 2005 4F R 2004
Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARHTG NI ARWTG ARHET T
Rmb’000 Rmb’000 Rmb’000 Rmb’000
et i Share of loss of subsidiary based
JREAG T2 w518 on equity accounting — — (9,634) (700)
i 184 05 B 1% 31 RELATED PARTIES
(a)  AFFESE B B4R Y B O (@)  Related parties that have controlling relationship
T B30 B2 B AR by i HRREA
L VEAR Place of Principal Relationship Type of Legal
Name of related party registration businesses: with the Company:  enterprise: representative
KA BB E AR W] R PNE BRI PERBR ATFRZ ] BAT
TMICL BR BB Controlling Limited Ma Bai Yu
Tianjin, BB shareholder company
the PRC Development, of the Company
construction and
management of
municipal
infrastructures
KA TR H R EERHWWE - R CEL 4 HRIgED
TMEB Tianjin, yNiibbe Supervisory Government Sun Zeng Yin
the PRC TER controller of authority
Supervisory the Group’s
management of the  businesses
infrastructure and
road construction
in Tianjin
I AR A AN R A FERMEE9) ©
Note: These companies are subsidiaries of the Company and their principal businesses are detailed in Note 9(a).
it o A 2 KOs AR F R3O
AR Limited company Zhang Wen Hui
Qu Jing Capital
B AR AT IR A AL i
Guizhou Capital Limited company Gu Qi Feng
KHEFKARE A AR F R3O
Water Recycling Limited company Zhang Wen Hui
KHEAEEMARA T AR T Ay
New Materials Limited company Luo Lian Fang
PR AT A R FRAF 3
Fu Yang Capital Limited company Zhang Wen Hui
U ES ATPRZ ] MR
AR AT Limited company Lin Wen Bo
Bao Ying Capital
RH AR R B AT IR A W
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BN EE  Notes to the Financial Statements

(Prepared in accordance with PRC Accounting Regulations)

31 BWGHE

() AEfEPE BB BB ()

31 RELATED PARTIES (Continued)

(@)  Related parties that have controlling relationship (Continued)

w5 E-E SUR A F B B HRIEA
BRI 75 4 Place of Principal Relationship Type of Legal
Name of related party registration businesses: with the Company:  enterprise: representative
TREERIZE KB A PR ) AT 5 A
Chi Bi Capital Limited company Zhang Wen Hui
UL T A 2B AT IR 7 ARATH SRS
Hong Hu Capital Limited company Zhang Wen Hui
KRR (Fi) HRAT AR el ke
Hong Kong Capital Limited company Gu Qi Feng
(b)  AF7EF B AR 149 Bl 083 7 19 ek ¢ (b)  Paid up capital of related parties that has controlling relationship and their
A& B S5 movements
J# 2005 4¢ J# 2005 4
1A1H 1231 H
As at As at
1 January RSB I 31 December
2005 Additions 2005
ARHETT ARHTT ARHETT
Rmb’000 Rmb’000 Rmb’000
KA TBCEL A A TMICL 1,820,000 — 1,820,000
E?%E'J%N% PR A * Qu Jing Capital* — 120,000 120,000
BN AR Guizhou Capital 100,000 — 100,000
REEORATRGUL 20 ) Water Recycling 20,000 80,000 100,000
REEAEBHATIR 2 7] New Materials 37,500 8,000 45,500
ﬁ%ﬁﬂ%ﬁ(?ﬁ Fﬁﬁﬁj * Fu Yang Capital* — 45,000 45,000
BRI AT AT 20 Bao Ying Capital* — 38,000 38,000
IR AT AR R+ Chi Bi Capital* — 35,000 35,000
BT RS AT R ] Hong Hu Capital* — 20,000 20,000
FLTIT FoLTiT FLTiT
USD’000 USD’000 USD’000
RIAERGE (Fl) ARA Hong Kong Capital* — 7,840 7,840
* HAE T FI B AR A 2005 4F BT *

Tianjin Capital Environmental Protection Company Limited
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B HREMEE  Notes to the Financial Statements

(IR g AR AR )
(Prepared in accordance with PRC Accounting Regulations)
31 BT BAR () 31 RELATED PARTIES (Continucd)
() AFAETE B A 00 R OB 07 P 2 () Share or equity of the Company held by a related party and its movements
) By s i 4 B JL S AL
#2005 1 1H AR 7# 20054 12 A 31 H
As at 1 January 2005 Additions As at 31 December 2005
Rmb’000 % Rmb’000 % Rmb’000 %
ARHTIE Al ARWTT Hol  ARW¥TOC Tt
PN ey
A IRZ ] TMICL 839,020 63.08 — — 839,020 63.05
(@) AAFAESE ] B AR i 2 2 B Bh O (d)  Major related parties that have no controlling relationship
SRSB4
Relationship with the Group
Pk A 7] 52 T 3 A 2 2 4 )

32

Tianjin Sewage Company
PRSI /S ¢1 YN S e
Tianjin Sewage Management Bureau
No.8 Management Office
KH K TR W)
Tianjin Sewage Engineering Company
R HETIT R B BRSO
Tianjin Road & Bridge Management Bureau
PRELI T @R R
Tianjin Municipal Engineering Design Research Institute
BfE (KM TRMHARA T
Scott Willson (Tianjin) Consultancy Company

State-owned company under the supervisory control of TMEB
IF] 52 T B B3 Y B £ 8 )

State-owned company under the supervisory control of TMEB

IF] 52 T B B3 B £ 8 )

State-owned company under the supervisory control of TMEB
7] 52 T B B2 0 B £ 2 8 )

State-owned company under the supervisory control of TMEB
7] 52 17 R B £ S 0 )

State-owned company under the supervisory control of TMEB
AR TR R A T

Associated Company of Tianjin Municipal Investment Co., Ltd

i 85 22 5 32 RELATED PARTY TRANSACTIONS
T4 2005 4 A1 > A2 [ B T B g o H The following is a summary of significant transactions with related companies
HEEPETIE RSN during the year 2005, which were carried out in the normal course of operations of
the Group.
2005 4% 2004 -
Year ended Year ended
B8 77 0 4 A RGP 31 December 31 December
Related parties Nature of transaction 2005 2004
AR¥TIL ANRHET T
Rmb’000 Rmb’000
WA -
Income
Pk 15K IR B A (GERE(a)) 253,000 437,768
TSC Revenue from sewage water processing services (note (a))
Pk Aw IRETG KRR LR A GERE(D)) 253,001 205,144
TSC Revenue from construction of sewage water
processing plants (note (b))
SCH
Expense
KB B AT R 7] WAERMEERA (R 2004 4FEREE) — 963
TMICL Operating lease rental in respect of office

premises(ceased during 2004)

RH AR R B AT IR A W
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BN EE  Notes to the Financial Statements

(R o e st LR A )
(Prepared in accordance with PRC Accounting Regulations)
32 BBRS 32 RELATED PARTY TRANSACTIONS (Continued)
2005 4EJE 2004
Year ended Year ended
W88 5 1 45 4 RO T 31 December 31 December
Related parties Nature of transaction 2005 2004
ARWTIE ARBET 6
Rmb’000 Rmb’000
e
Others
T3 7K i R JAE A5 7K e A
— REEH PR TR
Related Amounts payable for sewage water processing
contractors plants construction costs
-Tianjin Sewage Engineering Company — 2,733

KA BB E AR ] FRATA A AR (AL ToR)

TMICL Holding of convertible bonds (Unit: in thousand) 209 209

(a)  BLTOAR) AR BB —0y (5K HL (@  This represents revenue derived from the sewage water processing
Ll ak) B TS AR IR FS T HEK services rendered by the Company to TSC according to Sewage Water
25wl P RE U BN - F LT Processing Agreement, details of which are set out in Note 1(a).
I(a) °

(b)  BETHAL R LR K A R HTY (b)  This represents revenue derived from the construction of sewage water 183
7Kg (W) 76 2 TRENCE h processing plants services rendered by the Company to TSC according
) T 7R 2 = 5 7Kl B 2 Por to Sewage Water Plants Construction Fee Agreement, details of which
WEBAS A - wERLIHEE 1(0) - are set out in Note 1(b).

Tianjin Capital Environmental Protection Company Limited
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CHREE R st B AR )
(Prepared in accordance with PRC Accounting Regulations)
33 WK 33 CAPITAL COMMITMENTS
T4 R J8E A bR A
Contracted but not provided for Authorised but not contracted for

% 2005 42 #2004 4F HE 2005 4 #2004 1F
12H31HIE 1231 HIE 2H31HIE 127131 Ik
31 December 31 December 31 December 31 December
2005 2004 2005 2004
ARWHEL ARWEETT  ARWHEELT  ARWEEC
Rmb’ million Rmb’ million Rmb’ million Rmb’ million

15K R E Wiater processing plants in:
— B - Xian Yang Lu 56 70 #ERE Note(i) 589
—HET - Ji Zhuang Zi 5 19 B Notel(i) 401
—desr - Bei Cang 18 98 ik B¥ Note(i) 164
— IREE - Chi Bi — 9 — 5
i - Qu Jing 290 — — —
— R - Fu Yang 61 — — _
—HuM - Hang Zhou — — 180 —

NS Office building — 39 — 20

ik Zhongshui — — — 5

AT TCEP(HK) 62 — — —

e Others — — — 26

492 235 180 1,210
i3 Note:
(i) 1 TR B S R Tl KA R R B 1 (i) The intention to acquire the remaining assets belonging to TSC is as described in note 5(i).
T AR BFRE () IRk o
34 #HHME 34 DIRECTORS REMUNERATION

JA 2005 4F 1A > A B ] A< R S AT The Company and its subsidiaries have paid an aggregate remuneration (including

TME (BEFHS - BREMNEH T salaries, housing allowance and other allowance) of Rmb1,832,800 to the

i) AW 1,833 o0 (20044 © AR Company’s directors (2004: Rmb1,855,000). The total amount includes director

W 1,855 To0) - Hrh s Rty fees of Rmb624,180 (2004: Rmb636,000) paid to independent non-executive

SN 2 AR 624 T 78 (20044F directors during the year.

e ANRE¥636 T -

R H RIS BRI AT R 7
LR




(HRAE B m AR )

(Prepared in accordance with PRC Accounting Regulations)

35

36

19 4% 95 0H

A A A JRIBAHR 2006 4F 3 H 20 A 4ikifE
AR R MR SRR L ) KA BT O M
OB R o MR BTy
B AR R E IR SR 1 A AR R
2006 43 A 8 H kM) A BB S 145
10/53.7 R A » 3551 41,866,631 [ ©
JRCHE T B AR A A RAS T R
W R A 63.05% TR
59.91% © FIFFER T A4 A IR R
41,866,631 FA R 5 5y T R i 1 Ut 4 Fie
A FLERFTAT I i SRR £ BR VR U
S o BRI PE 2R SR IR I TR
IR0 AT 2 > RV P I S AE F
S 52 AR = AF R e 2 T B LT RE
B 10% -

MR 6 2006 44 H 20 H 4 1) P
o AN FEEED®EITKRA
1,330,658,058 Mt 2 KL » o] 4 i Fie AU g
10 BOIREE B & A R4 1 (580 1E
2005 FREBRAM > L AR
53,226,3227C © H R ILIEFR R W o O K
ELE - BB (R aahEl
—EEAMRABRER) > WIHRA
R B A AN TEA G R R L B AT T A
JEIE o £ B ER T 2005 47 BE B ROK €
LI E > IR ) B B BAE 2006
A REGRHRE T REAT AR -

o 5l R iR 9
REFHRFI 200654 A 20 H & A
A ER AR -
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EVENTS AFTER BALANCE SHEET DATE

Subsequent to year end, on 20 March 2006, the revised stock reform plan proposed
by the Company’s controlling shareholder, TMICL, was approved by the Company’s
shareholders of A shares. According to the stock reform plan, TMICL will pay to
the Company’s shareholders of A shares as registered as at 8 March 2006, 3.7
shares for each 10 shares held and total payment is 41,866,631 shares. After the
stock reform, TMICL equity interest in the Company reduced from 63.05% to
59.91%. After the Company’s stock reform, all of the non-circulating shares were
converted into restricted circulating shares except for the 41,866,631 shares paid
to the Company’s A share holders which became non-restricted circulating shares.
Shares held by TMICL are restricted to the extent that, within 3 years after the

stock reform, TMICL can only sell a maximum of 10% of its total shares.

Pursuant to the Board of Directors’ meeting held on 20 April 2006, the company
proposed to distribute a final cash dividend of Rmb0.4 (tax included) for every ten
shares held by shareholders, totalling Rmb53,226,332, based on the total number
of shares of Rmb1,330,658,058 as at 31st December 2005. The above proposal is
subject to the shareholders” approval. According to revised “Accounting Standards
for Business Enterprises — Events Occurring After the Balance Sheet Date”, such
distribution of dividend has not been presented as liability in the accounts. Upon
the approval at the coming shareholders meeting to be conducted, dividend

distribution will be recorded as dividend payable in the 2006 accounts.

AUTHORISATION FOR THE ISSUE OF THE ACCOUNTS

The accounts were authorized for issue by the Directors on 20 April 2006.
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