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OVERVIEW

We are a well-established general contracting construction group in Hunan Province with
over 40 years of operating history. According to the F&S Report, we (i) were one of the top ten
non-state owned construction enterprises in terms of construction revenue in 2021 among 3,438
non-state owned construction enterprises in Hunan Province with a market share of approximately
0.2% in 2021; and (ii) ranked the fifth among 302 non-state owned construction enterprise with
first grade general contractor qualification in Hunan Province in terms of construction revenue in
2021, with a market share of approximately 0.2% in 2021. In 2021, Hunan Province accounts for
approximately 4.5% of the market size of construction industry in the PRC. We possess six
first-grade construction qualifications: (i) first-grade qualification in building construction general
contracting (EE5E L TR S HK); (ii) first-grade qualification in municipal and public
construction general contracting (M7 B H THE il AR Z4); (iii) first-grade qualification in
building renovation and decoration specialised contracting (FEEEHEIEF A TR HEREZH); (iv)
first-grade qualification in steel structure construction specialised contracting (4% TF2 2 37K
fZ#]); (v) first-grade qualification in foundation construction specialised contracting (b3 R
THREFERMSH); and (vi) first-grade qualification in lifting equipment installation construction
specialised contracting (5 S %4 TFEHZER 15 H). We also possess six other second-grade
and third-grade contracting qualifications covering aspects such as electrical and mechanical
construction, curtain wall construction, highway construction, water resources and electric power
construction and environmental protection construction. For details, please refer to the paragraph

headed “Licences, Qualifications and Permits™ in this section.

We were granted various awards for achieving high standards in construction quality,
including the National Quality Project Silver Award (B Z {88 TFEHVE 4%), the Furong Prize (3
#¢4%), the highest honour for construction quality in Hunan Province awarded by Hunan Province
Association of Construction Industry (#iFg & &5 ¥ €), and Shennong Prize (f/24%), being the
highest honour for construction quality in Zhuzhou awarded by Zhuzhou Construction Industry
Association (FRINTT %2R &). In addition, we were also awarded various accolades in
recognition of our emphasis on work safety, such as three of our completed projects being
recognised as one of the Standardised Construction Project Safety Construction Sites for National
Exchange Study (4[5 % [ A 4% 22 8 2 i i i TRETE H il 1% 248 = A e AL T ) in 2017, 2018
and 2020, respectively, for our effort in adopting and implementing the standardised construction
safety system, and we were recognised as the 2017 City Outstanding Enterprise in Production
Safety (20174 &1 & 2L E TAEE & 3) for our contribution in promoting production safety
in Zhuzhou. For details of the accolades obtained by our Group, please refer to the paragraph

headed “Our Business Operations — Awards and recognitions” in this section.
During the Track Record Period, we primarily focused on the provision of construction

services comprising: (i) civil building construction services, provision of construction contracting

mainly as general contractor for residential, industrial and commercial construction projects; (ii)
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municipal works construction services which mainly consisted of construction of urban roads,
education institutions, sports stadiums and water supply works; (iii) foundation works services
which include foundation construction as well as earthwork construction; (iv) prefabricated steel
structure construction services; and (v) other specialised contracting works which includes building
renovation and decoration construction specialised contracting. We provide comprehensive
construction services to customers throughout the construction process from project procurement,
management, construction to supervision and to a lesser extent, we also engage in provision of

construction machinery and equipment service.

Being the fifth-ranked non-state owned construction enterprise with first grade general
contractor qualification in Hunan Province in terms of construction revenue in 2021 and having an
operating history of over 40 years, we are well-positioned to benefit from the continuous
development of Hunan Province and have built a successful track record in the construction
industry of Southern China. Leveraging on our industry experience, we tapped into Hainan
Province market since 2010 and currently we have 22 branch offices across various provinces in
the PRC as at the Latest Practicable Date.

Leveraging on our construction expertise accumulated during over 40 years of operating

history, we have participated in the construction of the following notable projects in recent years:

Progress as at the

Project Name Description of project Project Type Latest Practicable Date
Langting Lanjiang Main High-rise building with a total height of 183.5 Civil building Completed in
Structure® (FiZEET) metres and a total construction area of 118,198m* construction FY2021

in Zhuzhou, which was recognised by the Zhuzhou
Association of Construction Industry (¥ T 85
%£0€) in April 2020 as the tallest
construction-in-progress building in Zhuzhou

Zhongtian Hangxiao Steel A prefabricated steel structure plant together with a  Prefabricated steel Completed in

Structure Prefabricated steel structure research and development structure FY2021
Building Base Phase I integrated building with 11 floors and a total construction
Construction and R&D construction area of approximately 47,559.2m” in
Building* (" K Hi Zhuzhou
MR A R (—
) TREAPLT )
Dongfang Xin’an Social housing in Hainan Province, with a total Civil building On-going
Homeland (Phase II)* construction area of 257,278m? construction

CGROATHH LR R (M)
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Project Name

Description of project

Project Type

Progress as at the
Latest Practicable Date

Tongdao County Sports
Stadium* (HEHEF
)

Chunteng Village*
(R /1N

Zhuzhou Jianning
International
Experimental College
Phase IT* (PR 7 %
I P B A (e
i) =)

Qi Bo Yuan Xing Xiang
Dian and Second-Hand
Vehicles Trading
Centre* (RIHETY 45
MEF R D)

A sports stadium in Tongdao Dong Autonomous
County of Hunan Province with a total
construction area of 20,805m?, comprising sports
stadium, swimming pool, sports ground and

ancillary facilities

A group of residential buildings in Zhuzhou
comprising 22 blocks with a total construction
area of 292,568m>, among which the East Lot
(Blocks 10-13 together with the basement) and
Phase III were both recognised as the Standardised
Construction Project Safety Construction Sites for
National Exchange Study (4 2 # & 414k 58 2
Y E sk TREIE F M T % 2 s AR I T o) by the
Construction Safety Branch of the China
Association of Construction Industry (F'H#5E¥
WhEr @2 % 274 and Block 13 was being
awarded the Hunan Province Outstanding
Construction Project (I F & B8 TH2)

Phase II of a college in Zhuzhou with a total
construction area of 18,911m?, comprising a sports
stadium, library and art gallery, which was being
awarded the Hunan Province Outstanding

Construction Project (iF5 & 8 LF%)

The largest trading centre for vehicles in Zhuzhou as
recognised by the Zhuzhou Association of
Construction Industry (BRI T 5 £ i €) on 22
May 2020, with a total construction area of
approximately 51,424.8m”
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Progress as at the
Project Name Description of project Project Type Latest Practicable Date
Zhong’ou Kun Lun A group of residential buildings in Zhuzhou with a Civil building Completed in
Shoufu Phase 1 total construction area of 150,757m?, which was construction FY2018
Construction (' EkeF being recognised as the Hunan Province
L) Construction Industry New Technology

Application Demonstration Construction (15 &
RSB R TR

Lai Yin Village* (#7/h A group of residential buildings with total Civil building Completed in the
ﬁ) construction area of 308,651m? in Zhuzhou, construction year ended 31

among which Block 29 was accredited as December 2017
AAA-level Safe and Civilized Standard

Construction Site (AAAS %2 SCHIHE AL T i)

by the China Association Construction Industry

(HEI 52K €) while Blocks 30, 31 and 32

were awarded the Hunan Province Outstanding

Construction Project (i F & B H T12)

Note: Qi Bo Yuan Xing Xiang Dian and Second-Hand Vehicles Trading Centre* (JRIEEE S5 K —FHL Y H 1)
project comprises the Second-Hand Vehicles Trading Centre* (—FHi2& 5 H1.L>) project and the Xing Xiang Dian*
(JE£JE) project, which were completed in the year ended 31 December 2018 and FY2019 respectively according
to the respective project completion inspection certificate.

We have been dedicated to R&D for improvement in our construction know-how essential for
the advancement of our construction efficiency and quality, which in turn enhance our
competitiveness with the industry. For details, please refer to the paragraph headed “Our Business

Operations — R&D and know-how” in this section.

Our business and scale of operations grew steadily over the years. Our total revenue
increased by approximately RMB1.5 million from approximately RMB1,821.9 million in FY2019
to approximately RMB1,823.4 million in FY2021. We also recorded substantial growth in our
profit with our profit and total comprehensive income for the year, which increased by
approximately RMB11.0 million, from approximately RMBS50.9 million in FY2019 to
approximately RMB61.9 million in FY2021, representing a CAGR of approximately 10.3%. For
3Q2021 and 3Q2022 our total revenue was also increased from approximately RMB1,325.4 million
to RMB1,366.0 million, and our profit and total comprehensive income was also increased from

approximately RMB47.8 million to RMB51.2 million during the same period.
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With our over 40 years of operating history and experience in the construction industry, our
experienced management team, our technical excellence as supported by our broad range regulated
construction qualifications, in-house R&D capability, we are confident that we are able to capture

growth opportunities in the PRC construction industry.
COMPETITIVE STRENGTHS

We believe we have the following competitive strengths which differentiate our Group from

our competitors:

We are one of the leading general contracting construction enterprises with long operating

history in Hunan Province

We are a well-established general contracting construction group in Hunan Province with
over 40 years of operating history. According to the F&S Report, we were (i) the fifth-ranked
non-state owned construction enterprise with first grade general contractor qualification in Hunan
Province, in terms of revenue generated from construction contracting business in 2021; and (ii)
one of the top ten non-state owned construction enterprises in Hunan Province in terms of
construction revenue in 2021. Throughout our four decades of experience in the construction
industry, we have expanded from Hunan Province and have established presence across various
provinces in Southern China. As at the Latest Practicable Date, we have established 22 branch
offices in different cities in Hunan Province, Hainan Province, Hubei Province, Fujian Province
and Guangdong Province in the PRC to expand our exposures in different regions of the Southern
China.

During the Track Record Period, we were engaged in 307 projects and recognised a total
revenue of RMB6,781.2 million from construction contracts. As at 30 September 2022, we had 143

on-going projects with an aggregate original contract sum of approximately RMBS,701.6 million.

We believe by leveraging our construction expertise accumulated during our over 40 years of
operating history and our leading position in Hunan Province, we would continue to grow and

expand our market share in the industry.

We leverage our broad range of regulated qualifications to undertake a wide range of

construction projects

The construction contracting industry in the PRC is highly regulated. We possess a broad
range of regulated qualifications in the construction industry, covering various construction
categories. As at the Latest Practicable Date, we possess six first-grade construction qualifications:
(i) first-grade qualification in building construction general contracting (% T2l LK ES
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#%); (ii) first-grade qualification in municipal and public construction general contracting (T B/
LR THROEH); (i) first-grade qualification in building renovation and decoration
specialised contracting (FEEEHAE KA THEHEERMFTH); (iv) first-grade qualification in steel
structure construction specialised contracting (S%5HE LFEHERETH); (v) first-grade
qualification in foundation construction specialised contracting (Hi%EFEHE TF2 2 2E/K B 5 5H); and
(vi) first-grade qualification in lifting equipment installation construction specialised contracting
(R S 26 TRE B3R5 M), We also possess six other second-grade and third-grade
contracting qualifications covering different aspects such as electrical and mechanical construction,
curtain wall construction, environmental protection construction. For details, please refer to the

paragraph headed “Licences, Qualifications and Permits” in this section.

These qualifications allow us to undertake a variety of civil building construction and
municipal works construction for general construction as well as various specialised construction

projects and provide us with competitive edge over our competitors.

We are a renowned market player in the construction industry in Hunan Province as

demonstrated by numerous awards accredited to us

We have been granted various awards for achieving high standards in construction quality,
including National Quality Project Silver Award (B Z{E'E TFEEE 4%), the Furong Prize (FR%
#2), the highest honour for construction quality in Hunan Province awarded by Hunan Association
of Construction Industry* (5§ & @ 5E2E W) and Shennong Prize (ff24%), the highest honour
for construction quality in Zhuzhou awarded by Zhuzhou Construction Industry Association* (#k M
M2 €). In addition, we were granted various accolades in recognition of our emphasis on
work safety such as three of our completed projects being recognised as one of the Standardised
Construction Project Safety Construction Sites for National Exchange Study (4= [ 0 [# 4 4%k 2 2 52
WA TR H M L %24 EiEdE{e THb) in 2017, 2018 and 2020, respectively, for our effort
in adopting and implementing the standardised construction safety system, and we were recognised
as the 2017 City Outstanding Enterprise in Production Safety (20174F £ 2T %24 E TIEEF
3£) for our contribution in promoting production safety in Zhuzhou. We have also been awarded a
number of awards by government authorities in recognition of our credibility. During the Track
Record Period, we have been rated as Grade A Tax Credit Unit (ABL{5 HASE{7) by Hunan
Province State Administration of Taxation of the PRC ({#1Fd & Bl X Fi¥5 4 )5) and Hunan Province
Local Administration of Taxation (#]Fg#& 17 BiH5)). For details, please refer to the paragraph

headed “Awards and Recognitions” in this section for more accolades obtained by our Group.

We obtained a vast majority of our projects through tendering, including public tendering and
tender by invitation. We believe our renowned reputation in Southern China construction industry
as demonstrated by the numerous accolades accredited to us can provide us with competitive edge

over our competitors to secure new construction contracts from existing and potential customers.
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We possess R&D capabilities and expertise in developing know-how for construction use

We are committed to developing and adopting innovative construction know-how for the goal
of increasing our construction efficiency and quality, which in turn enhance our competitiveness
within the construction industry. As at the Latest Practicable Date, our R&D department has 6
employees. We have also been engaged in R&D continuously and researched on R&D topics
covering different aspects such as steel structure construction techniques, green building
technology and foundation works construction methods during the Track Record Period, which
were implemented in our construction process. For FY2019, FY2020, FY2021 and 3Q2022, our
total R&D expenses amounted to approximately RMB60.8 million, RMB54.1 million, RMB56.7
million and RMB42.1 million, respectively, for the purpose of improving our construction methods
and our know-how of our construction process. As our Group believes that the R&D activities will
bring long-term benefits to our Group, our Group devoted substantial resources in R&D activities,
developed 24 patents, and undertook 114 R&D topics during the Track Record Period and up to
the Latest Practicable Date. For details, please refer to the paragraph headed “Our Business

Operations — R&D and know-how” in this section.

In recognition of our R&D capabilities, achievements and initiatives, Zhongtian Construction,
our principal subsidiary has been accredited the status of High and New Technology Enterprise
(FFTH i {53£) since 2018, and has been enjoying a preferential EIT rate of 15%, (as compared to
the standard EIT rate of 25%).

We believe that our dedicated effort in R&D and our construction expertise experience
accumulated through our long history allow us to detect and adapt to the changing market trends
and our customers’ needs, keep ourselves abreast of the evolving technological advancements in
the construction industry and differentiate ourselves from our competitors, which in turn further

strengthens our market position.

Well-positioned to capture the latest development trend of green building, prefabricated
construction methods and EPC model in the PRC

We strive to enhance our competitiveness through leveraging on our optimised contracting

model and construction methods to win bidding and capitalise on business opportunities.

Prefabricated buildings are becoming increasingly popular in the PRC construction industry
given its efficiency, quality and environmental-friendly attributes according to the F&S Report.
Prefabricated construction method involves the assembling of a large portion of prefabricated
units, thereby shortening the construction period, reducing the use of manpower, reducing the
waste of materials, lowering energy consumption and pollution. These advantages of prefabricated

building construction can address the various challenges faced by the PRC construction industry,
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including the surging labour costs as a result of the ageing population and the decreasing number
of workers who are willing to engage in the construction industry as well as tightening
environmental protection requirements by the PRC government. Hence, the PRC government is
actively promoting the development of prefabricated building. In February 2017, the State Council
issued Opinions on Promoting the Sustainable and Healthy Development of the Construction
Industry (3755 Bt 22 158 BH A (2 4 12 58 S 15 A8 fe Bl 9% e 19 2 ), which proposed that prefabricated

buildings are encouraged to develop, and it should account for 30% of new buildings by 2025.

According to the F&S Report, considering the on-going government supportive policies and
the increasing maturity of the market in the next five years, the market size of prefabricated steel
structure civil building in the PRC is projected to reach RMB3,247.7 billion by 2026 while the
prefabricated steel structure civil building market in Hunan Province is projected to reach
RMB114.2 billion in 2026, representing a CAGR of 33.3% from 2022 to 2026.

Recently, the EPC construction model has also been encouraged by various policies of the
PRC government including the Several Opinions on Further Promoting the Development of
General Contracting on Construction JS [2016] No. 93 (B #E— 25 i TR ARG A T
L) #1[2016]93%%) issued by MOHURD in May 2016 and the National Standard Code for
General Contracting Management of Construction Projects (13 Z 15 4E (s TH H T72 2R 6 8 FLHR
#i)) issued by the MOHURD in May 2017.

We possess first-grade qualification in steel structure construction specialised contracting (%
A TR R E M), which is the highest level of qualification in steel structure construction.
In order to tap into these latest development trends of the PRC construction industry, in November
2017, we entered into a strategic EPC Tripartite Framework Agreement with Hangxiao Technology
and Hunan Design Institute, a state-owned company established in the PRC to form a business
alliance in developing prefabricated steel structure building construction for residential properties
under the EPC model, pursuant to which Hunan Design Institute will provide comprehensive
design services, while Hangxiao Technology will be responsible for the provision of prefabricated
steel structure products, and our Group will handle the implementation of prefabricated steel
structure construction works, as well as the provision of warranty services. With our efforts in
keeping up with these latest development, we have undertaken 12 prefabricated steel structure
construction projects during the Track Record Period, and we believe we are well-positioned to tap
into the latest development trend of PRC construction industry which can fuel us for future growth

in the long run.
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Our experienced and dedicated senior management team and highly skilled personnel in

construction industry

We believe our experienced and stable management team with extensive knowledge in the
construction industry and who are also our Shareholders is fundamental to our Group in building a
solid foundation for the subsequent development of our business. Our senior management team is
under the leadership of Mr. Yang, the chairman of our board and an executive Director who has
over 25 years of experience in the construction industry and has been serving as the management
of our Group for over 15 years. Our senior management team and key technical personnel also
have extensive management skills, operating experience and industry expertise, and many of them
have been working for us for a significant portion of their professional career. For details, please
refer to the section headed “Directors and Senior Management” in this document. Over the years
of our development, our senior management team is supported by our skilled personnel. As at the
Latest Practicable Date, our Group has two doctorate degree’s holders, 10 master degree’s holders,
52 first-grade qualified constructors and 97 second-grade qualified constructors. We believe that
the leadership, vision and extensive experience of our management team will continue to build

upon our core strengths to execute our business plan and drive us to future growth and success.

BUSINESS STRATEGIES

We strive to attain sustainable growth and continue to leverage our market position in the
competitive construction industry and seek to promote long-term shareholder value by

implementing the following business strategies:

Expand business through funding our capital needs and cash flows for upcoming projects and

enhance our market presence to capture more business opportunities

We make progress billing to our customers for our construction contracts. For cases when
several prescribed milestones are stipulated in the relevant construction contracts, we are entitled
to start making progress billing only after the first milestone has been reached. Accordingly,
during the Track Record Period, as we incur material costs and subcontracting costs during the
initial stage of these projects, we experience a net cash outflow before reaching the milestone that
we were entitled to bill our customers. According to the F&S Report, it is common for
construction contracts to include several prescribed milestones in the PRC construction industry
and thus leading to main contractors usually having a net cash outflow at the initial stage of
construction projects. During the Track Record Period, our Group utilised bank and other
borrowings as well as internal resources to finance such upfront costs. Due to the timing mismatch

between the cash inflows and cash outflows of a typical construction project, we are required to
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carefully assess the initial working capital requirements of business opportunity before we proceed
to submit our tender. We also manage and monitor our working capital and available banking

facilities closely to ensure that we have sufficient financial resources to implement our projects.

Our Directors believe that, after [REDACTED], our market presence will be significantly
enhanced and thereby allowing us to capture future business opportunities and consolidating our
market position in the construction industry including Hunan Province and Hainan Province. Our
Directors further believe that a [REDACTED] platform and our enhanced brand image will allow
us to reach out to more customers and enable us to undertake more construction projects. In line
with our aim to further capture the growing construction market in the PRC, we expect to require
the dedication of additional financial resources as the initial working capital to invest in our future
projects.

Moreover, we aim to continuously expand to other regional markets in Southern China to
further capture the business opportunities brought by the growth of the PRC construction industry
through establishing branch offices in Southern China cities, such as Shenzhen and Zhuhai, which
our Directors believe can increase our business coverage and capture more market opportunities.

In view of the above, we intend to apply approximately HK$[REDACTED] million
(equivalent to approximately RMB[REDACTED] million), or [REDACTED]% of the net
[REDACTED] of the [REDACTED], to fund our upfront expenditure of three projects on hand as
part of our expansion strategy. Please refer to section headed ‘“Future Plans and Use of
[REDACTED]” for further details.

Invest in construction machinery and equipment to enhance our technical equipment

capability

In order to strengthen our position to undertake construction works projects, we have invested
and will continue to invest in construction machinery and equipment including construction lifts,
construction cranes, excavators and bulldozers. As at 30 September 2022, we maintained
approximately 51 units and 52 units of construction cranes and construction lifts, respectively. For
details, please refer to the paragraph headed “Our Business Operations — Raw materials,
machinery and equipment and suppliers — Machinery and equipment” in this section. Our
Directors believe that having our own construction machinery and equipment allows us to reduce
our reliance on suppliers for leasing of machinery and equipment for our building construction
projects and enhance our flexibility in managing our work schedules and maintaining our work

quality and safety.

In view of the above, we intend to apply approximately HK$[REDACTED] million
(equivalent to approximately RMB[REDACTED] million), or [REDACTED]% of the net
[REDACTED] of the [REDACTED], to acquire and/or replace our construction machinery and
equipment. For details, please refer to the section headed “Future Plans and Use of
[REDACTED]” in this document.
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Further strengthen our R&D capabilities to embrace the latest development trend of PRC

construction industry

We believe that our high-quality and safe construction performance is largely attributable to
our R&D capability, and is critical to our sustainable growth and further expansion of our business
in the future. Accordingly, we are devoted to R&D with the goal of driving improvement in
construction technologies and increasing operating efficiency. Going forward, we will continue
strengthening our R&D capabilities and commit to the development and improvement of our
construction methods to enhance the overall quality of our construction works, keeping pace with
latest development trend in the PRC construction industry including but not limited to the use of
prefabricated construction and green building technology. We believe it will provide us with
competitive edge over our competitors and allow us to capture more business opportunities and to
complete our construction projects in a more efficient manner and with better quality control

management.

In view of the above, we intend to apply approximately HK$[REDACTED] million
(equivalent to approximately RMB[REDACTED] million), or [REDACTED]% of the net
[REDACTED] of the [REDACTED], to fund the establishment and operation of our know-how
centre including (i) recruiting professionals; (ii) purchasing equipment and software; (iii) financing
the operating costs including purchasing the materials to be used in R&D; and (iv) paying the rent
and renovation costs of the know-how centre to strengthen our R&D capabilities, with a particular
focus on the R&D of the know-how for prefabricated steel structure construction which is being
increasingly adopted by market participants, as well as other traditional construction technology.
For details, please refer to section headed “Future Plans and Use of [REDACTED]” in this

document.

Capitalise on the latest development trend of green building, prefabricated construction
methods and EPC model in the PRC

According to the F&S Report, the construction industry in China has developed significantly
in recent years and innovative technologies, building techniques and practice including
prefabricated building and green building are being increasingly adopted by the market participants
and the EPC model has also been encouraged by various policies of the PRC government. For
details, please refer to paragraph headed “Competitive Strengths — Well-positioned to capture the
latest development trend of green building, prefabricated construction methods and EPC model in
the PRC” in this section.

With our first-grade qualification in steel structure construction specialised contracting (845

W TR HZEK S ), which is the highest level of qualification in steel structure construction

and our increasing effort in the R&D in prefabricated steel structure construction through the
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establishment of the know-how centre, we intend to expand our business by undertaking more
prefabricated steel structure construction projects in the future. Moreover, we will also be actively

seeking the opportunity to conduct construction projects under EPC model.

We believe we can capitalise on the latest development trend and increase our market share to

solidify our position as a leading construction enterprise in Zhuzhou.
Strive to secure more projects from Government-related Entities

Our customers include both government entities, state-owned enterprises and state-invested
enterprises (collectively, the “Government-related Entities”) and private enterprises. For FY2019,
FY2020, FY2021 and 3Q2022, approximately RMB662.9 million, RMB453.3 million, RMB447.7
million and RMB676.5 million of our revenue was generated from Government-related Entities,
representing approximately 36.4%, 25.6%, 24.6% and 49.5% of our total revenue for each of
FY2019, FY2020, FY2021 and 3Q2022, respectively.

Our Directors considered that the projects from Government-related Entities are generally
less vulnerable or sensitive to the property sales market or individual performance or financial
conditions of the project owners in the PRC than the projects from non-Government-related
Entities. Government-related Entity customers also in general have good creditability and had
minimal history of default. Therefore, to maintain a healthy customer mix, leveraging our Group’s
experience and proven track records in undertaking projects from Government-related Entities, we
intend to put more focus on securing new projects from Government-related Entities. Our Board
will also perform periodic review on the existing customer mix and to make appropriate

adjustment when needed to cope with the market appetite.
OUR BUSINESS OPERATIONS

During Track Record Period, we principally engage in provision of services contracting of (i)
civil building construction, (ii) municipal works construction, (iii) foundation works, (iv)
prefabricated steel structure construction and other specialised contracting works which are further

described as follows:
Civil building construction

During the Track Record Period, majority of our revenue was generated from civil building
construction business. We provide general contracting building services for residential, industrial

and commercial construction projects. We hold the first-grade qualification in building
construction general contracting (& 5E T 7 jfs T AR —#)).
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Municipal works construction

We provide municipal works construction services. We hold the first-grade qualification in
municipal and public construction general contracting (HTECA M T TA/RGZK). Our
municipal work construction business includes construction of urban roads, education institutions,
sports stadiums, tunnels and underground traffic construction, water supply works, sewage
treatment works, thermal works, gas pipeline construction, different types of municipal domestic

refuse disposal construction and urban square construction.
Foundation works

We provide foundation works construction services. We hold the first-grade qualification in
foundation construction specialised contracting (HiFEHEERE THEHERE S ). Our business in

foundation works include foundation construction and earthwork construction.
Prefabricated steel structure construction

We provide prefabricated steel structure construction. We hold the first-grade qualification in
steel structure construction specialised contracting (845 #5 T2 H /K5 5K). Our prefabricated
steel structure construction business mainly includes the construction of bogie welding plant,

enclosure systems, building and structural works for steel structure buildings.
Other specialised contracting works

We provide other specialised contracting works, which includes building renovation and
decoration works services and others. We hold various specialised contracting construction
licences including the first-grade qualification in building renovation and decoration specialised
contracting (RZFEHM TR EFERMSH). Our building renovation and decoration works

business mainly comprises woodwork, suspended ceiling works, painting and the paving of tiles.
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The following table sets forth a breakdown of our revenue by project type for the periods

indicated:

FY2019 FY2020 FY2021 3Q2021 3Q2022

% of total % of total % of total % of total % of total

Revenue revenue Revenue revenue Revenue revenue Revenue revenue Revenue revenue

RMB’000 RMB’000 RMB’000 RMB 000 RMB000
Revenue from construction contracts
Civil building construction . . . . . 888,497 48.8 1,031,904 583 885259 485 657407 496 670,050 49.1
Municipal works construction . . . . 669,011 36.7 485,033 214 427745 235 262,359 198 461373 338
Foundation works . . . . ... .. 146,162 8.0 120,067 6.8 114,195 6.3 81,161 0.1 22455 1.6
Prefabricated steel structure
construction works . . . .. .. 62,650 3.5 106,345 6.0 369,761 203 305,023 230 202,563 148
Other specialised contracting
works (Note). . . ... ... .. 49,666 21T 11857 10 17,170 09 1294 10 3,79 03
Subtotal . ... 1,815,986 99.7 1,761,206 99.5 1,814,130 995 1,318,874 99.5 1,360,237 99.6
Revenue from provision of
construction machinery and
equipment service . . ... ... 5,930 03 8,694 0.5 9,254 0.5 6,518 0.5 5,793 04
Total . ............... 1,821,916 100 1,769,900 100 1,823,384 100 1,325,392 100 1,366,030 100

Note: Our other specialised contracting works mainly include building renovation and decoration works.

FY2019 FY2020 FY2021 3Q2021 3Q2022

% of total % of total % of total % of total % of total

Revenue revenue Revenue revenue Revenue revenue Revenue revenue Revenue revenue

RMB’000 RMB’000 RMB'000 RMB000 RMB’000
Revenue from construction contracts
Commercial projects . . . . . . . . 134,780 74 341,054 193 318,983 175 250,751 189 324,097 237
Residential projects . . . ... . . 671,504 369 632,442 357 57383 315 456,076 345 380,056 218
Industrial projects . . . . ... .. 276,905 152 218,079 123 209,274 115 139,634 10.5 100,917 74
Public facilities projects . . . . . . 731,506 402 566,392 320 708,800 389 471,131 355 554400 406
Others ... ........... 1,291 0.1 3,239 0.2 3,239 0.2 1,282 0.1 767 0.1
Subtotal . . . .. ... ... ... 1,815,986 99.7 1,761,200 995 1,814,130 99.5 1,318,874 99.5 1,360,237 99.6

Revenue from provision of
construction machinery and
equipment service . . ... ... 5,930 03 8,004 0.5 9,254 0.5 6,518 05 5,793 04

0 1,366,030 100

Total ................ 1,821,916 100 1,769,900 100 1,823,384 100 1,325,392 1

=3
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Provision of construction machinery and equipment service

We primarily allocated our self-owned construction machinery and equipment including
construction cranes and construction lifts to support our construction projects in Zhuzhou during
the Track Record Period. However, in the event that there were idle construction lifts or
construction cranes which were not deployed in our construction projects in Zhuzhou, we might

lease them to our customers.

Under our typical leasing arrangements with our customers, we may be required to provide
technical staff for operating the respective machinery and equipment, as well as responsible for the

repair, maintenance, transportation and installation during the rental period.

A vast majority of our construction projects were awarded through tenders. On a few
occasions, we were engaged in several related projects and/or entered into multiple contracts. The
following table sets forth the breakdown of revenue from construction contracts attributable to
contracts obtained through (i) public tender; (ii) invitation to tender and (iii) non-tender for the

periods indicated:

FY2019 FY2020 FY2021 3Q2021 3Q2022

% of total % of total % of total % of total % of total

Revenue revenue Revenue revenue Revenue revenue Revenue revenue Revenue revenue

RMB'000 RMB'000 RMB000 RMB000 RMB000
Public tender. . . . ... ... ... 1,583,995 87.2 1,388,135 78.8 1,326,880 730 943,267 715 1,060,777 78.0
Invitation to tender (Note). . . . . . . 230,698 127 369,832 200 484,011 207 374,325 284 298,152 219
Subtotal for tender . . . . . ... .. 1,814,693 99.9 1,757,967 99.8 1,810,891 99.8 1,317,592 99.9 1,358,929 99.9
Non-tender . . .. ......... 1,293 0.1 3239 02 3,239 02 1,282 0.1 1,308 0.1
Total revenue from construction
contracts . . . . ... ... ... 1,815,986 100 1,761,206 100 1,814,130 100 1,318,874 100 1,360,237 100

Note: Invitation to tender mainly include tenders for ancillary services in relation to main tender obtained through public
tender and tenders to related companies.
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The following table sets forth the breakdown of revenue by geographical locations for the
periods indicated:

FY2019 FY2020 FY2021 3Q2021 3Q2022

% of total % of total % of total % of total % of total

Revenue revenue Revenue revenue Revenue revenue Revenue revenue Revenue revenue

RMB000 RMB000 RMB000 RMB’000 RMB000
Hunan Province . . ... ... ... 1,302,621 715 1326848 749 1,381,893 758 1024227 713 921761 07.5
—Zhuzhou . . ... 1,051,711 517 1,136,903 042 1211754 66.5 897,561 077 13417 530
— Other cities. . . . ... .. .. 250,910 138 189,945 10.7 170,139 9.3 126,605 9.6 198344 145
Hainan Province . . . .. ... ... 402,306 221 376,546 213 388,687 213 263981 199 388,745 B35
Others (Note) . ... ........ 116,989 64 66,506 38 52,804 29 37184 28 5554 40
Total ................ 1,821,916 100 1,769,900 100 1,823,384 100 1,325,392 100 1,366,030 100

Note: Others mainly include Hubei Province, Zhejiang Province, Fujian Province, Guangdong Province, Jiangsu
Province and Jiangxi Province. We have not established branch office in Zhejiang Province, Jiangsu Province and
Jiangxi Province as at the Latest Practicable Date.
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Notes:

Opening on-going projects represented projects that have confirmed engagements, excluding (i) those inactive and
immaterial projects which generated aggregate revenue and incurred aggregate cost of less than RMB10,000 over
the Track Record Period and (ii) new contracted construction projects for the corresponding financial year/period.

A construction project is considered completed when (i) an acceptance of project completion inspection report
issued by the relevant government authority(ies) is issued; or (ii) revenue being fully recognised with respect to
contract sum as amended from time to time. Please refer to the section headed “Business — Operation process —
Completion and acceptance” in this document for further details.

Contract sums do not include any variation orders and/or VAT.

Part of the closing contract sum of on-going projects has already been recognised as revenue by our Group during
the Track Record Period and up to the Latest Practicable Date.
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Top 10 construction projects for each year/period during the Track Record Period

The following table sets out information regarding our top 10 construction projects for each
of FY2019, FY2020, FY2021 and 3Q2022 in terms of revenue contribution to our Group in each

of the respective years/period during the Track Record Period:

Amount of
revenue % of total
Project name and recognised  revenue for
Ranking project code Customer Project type Description of works Location of project for the year the year
RMB000
FY2019
l. Chunteng Village Third ~ Zhongtian Holdings  Civil building Residential complex Junction of Liyu South Road and Bogu 152301 §4
Phase* (FENEZH)  Group construction construction project Mountain Middle Road, Zhuzhou*
(8333) (RS
2 Dongfang Xin'an Oriental Shouchuang ~ Civil building Social housing South side of Dongfeng Road, Dongfang 133852 13
Homeland (Phase 11)* ~ Xingda Investment ~ construction construction project City, Hainan Province*
(RATHERRC o, Lu* (RAE (B RTAEHEN)
) 6713) PIRER AR
i)
3. Changjun Yunlong Zhuzhou Economic ~ Municipal work Education institution The former campus of Central South 1173573 (N
Experimental School Development construction construction University of Forestry and Technology,
(Second Phase)* Group Xiangzhang Community, Xuelin Street
(RZEERERC Office, Zhuzhou Yunlong Demonstration
&) District* (KMZER B RE g
FlRit BRI R
4 Jindong Taozi Lake* Hunan Liling Civil building Residential complex Junction of Fenghuang Avenue and Guoci 115,348 04
(ERETH) Underglaze Wucai ~ construction construction project Road, Liling City, Hunan Province*
City Development (e AR TR A ERE R CER)
and Construction
Co, Lid. (M
RUTERRRE
BRARLT)
5. Sanya Summer Customer E Foundation works Piling and earthwork Northeast Junction of Yuxin Road and Yuxiu 73,394 40
Experience Plaza* (= Road, Sanya City, Hainan Province (7
HEHER AR E MR AR AR
&%) 080)
0. Chunteng Mansion® Zhongtian Holdings  Civil building Residential complex Junction of Huangshan West Road and West 63,701 35
(IR §741) Group construction construction project Loop Ring Road, Tianyuan District,
Thuzhou (FRHTI K 7B 1L TR LTI R
SRR
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Amount of
revenue % of total
Project name and recognised  revenue for
Ranking project code Customer Project type Description of works Location of project for the year the year
RMB000
1. Sanya City Third Ring ~ Customer T Municipal work Urban roads construction ~ West from Yuxin Road (junction of the 57,589 32
Road (=i =584 construction Penang River Express Ring Road), East
(9816) from junction of the Lizhigou Express
Ring Road, along Xiabaopo Village, Hakka
Village and Baopo Village, Sanya City
North, Hainan Province® (2 =i
EXH BRAMHORAEERTEY
RRERMMRASAL OB I
R GRZGRE GRS
§. Langting Lanjiang Main ~ Langting Real Estate ~ Civil building Residential complex Junction of Changjiang North Road and 56,650 3l
Strucuret (EEET) construction construction project Lushan Road, Tianyuan District, Zhuzhou*
(8208) (MR BRI RE LK E R
)
9. Vehicle Plant Living Zhuzhou Hetang Civil building Residential complex Living area of Zhuzhou Vehicle Factory, 50333 28
Zone Renovation* District Housing construction construction project Hetang District, Zhuzhou* (ST 7
(B R R and Urban Rural MR R SRR
(8272) Development
Bureau® (kM
BRI
A)
10. Zhongtian Hangxiao Steel  Zhongtian Holdings  Prefabricated steel Factory premise Jinshan Science and Technology Industrial 4319 13
Structure Prefabricated  Group structure construction  construction project Park, Hetang District, Zhuzhou*
Building Base Phase I works (BT B R 2 L L TR
R&D Building* (%
AR A
- M) (8285)
FY2020
L. Hainan Lixun Meion ~ Customer P Civil building Complex building 32 kilometres from Haiyn West Line, Bailian 0317 125
Science and construction construction project Town, Chengmai County, Hainan
Technology Park* (% Province* (§7H# HEE A ERRRTS
FAREEHAR WER)
(9828)
1 Chunteng Mansion* Zhongtian Holdings  Civil building Residential complex Junction of Huangshan West Road and West §9,687 5l
(RELH) 0141) Group construction construction project Loop Ring Road, Tianyuan Distric,
Thuzhou* (WM K3 B SR
SREUR)
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Amount of
revenue % of total
Project name and recognised  revenue for
Ranking project code Customer Project type Description of works Location of project for the year the year
RMB'000
3. Langting Lanjiang Main ~ Langting Real Estate ~ Civil building Residential complex Junction of Changjiang North Road and 74,866 42
Structure* construction construction project Lushan Road, Tianyuan District, Zhuzhou*
(VL) (8208) (RN BRI R4 X ER
)]
4. Dongfang Xin'an Oriental Shouchuang ~ Civil building Social housing South side of Dongfeng Road, Dongfang 51474 3l
Homeland (Phase 11)* ~ Xingda Investment ~ construction construction project City, Hainan Province* (FE# %A%
(%R E Co, Lid* (R Rita)
(=) 6773) BIRESEARL
i)
5. Thongtian Lutai* (i X*  Zhongtian Holdings  Prefabricated steel Residential complex South of Yandi Avenue, North of Yanziling 51425 32
#8) (8337) Group structure construction  construction project Road, East of Liyu Road, West of Lihe
Road, Tianyuan District, Zhuzhou* (3
TRTRATKEMR - EF ML
R FEHU)
0. Tongdao County Sports ~~ Customer U Municipal works Sports stadium Tongdao Dong Autonomous County, Hunan 49,680 28
Stadium* (B construction construction project Province*
1) (8659) (B EERIKERE)
1. Chunteng Village Third ~ Zhongtian Holdings ~ Foundation works Earthwork Yandi Avenue North, Wuguang New City, 471583 27
Phase Earthwork* Group Tianyuan District, Zhuzhou* (AR 7T
(FE=HL0) BRERAAT L)
(8399)
§. Shui Zhu Jiayuan* Customer W Civil building Residential complex Junction of Shuizhu Road and Guihua Road, 45,643 26
(KITfESR) (8378) construction construction project Hetang District, Zhuzhou*
(KWK AT B RIER)
9. Zhuzhou Zhongmei Customer Q Civil building Public facilities Junction of Hetang Avenue and Yantong 44674 15
Hospital* (tkH % construction construction project Road, Zhuzhou City, Hunan Province*
be) (8222) (A SR A A R AR R
10. Panlong Yulan Valley*  Zhuzhou Economic  Civil building Residential complex Side of Yunlong Avenue West, Yunlong 38334 12
(BEEWD) Development construction construction project Demonstration Zone, Zhuzhout (M Z
Group TRERERKERH)
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Amount of
revenue % of total
Project name and recognised  revenue for
Ranking project code Customer Project type Description of works Location of project for the year the year
RMB'000
FY2021
l. Zhongtian Lutai* Zhongtian Holdings  Prefabricated steel Residential complex South of Yandi Avenue, North of Yanziling 286,609 15.7
(hReER) (8337) Group structure construction ~ construction project Road, East of Liyu Road, West of Lihe
Road, Tianyuan District, Zhuzhou*
(MR T RAF KB » FeF B
1 IR FAHIUE)
1 Hainan Lixun Meiln ~~ Customer P Civil building Complex building 32 kilometres from Haiyu West Line, Bailian 133,130 13
Science and construction construction project Town, Chengmai County, Hainan
Technology Park* Province* (WA &M W ERRT S
(B TRE IR NLER)
(9828)
3. Chaling County People’s ~ Chaling County Civil building Public facilities Chaling County People’s Hospital, Zhuzhou 120,461 0.6
Hospital Phase II* (% People’s Hospital*  construction construction City* (M AR EE AR B Bt
RRARRRCH)  RREARER)
(8938)
4 Zhongyuan Guosheng ~ Customer M Civil building Commercial building North of Nada Guosheng Road, Danzhou 68,353 37
Plaza Phase II* construction construction project City, Hainan Province* ({7 & fEM i AF
(MREEESCE) REEH L)
(9839)
3. Liuyang Jiangwan School ~ Customer N Municipal works Public facilities Tonghui Village and Xiejia Village, Chunkou 60991 33
(Phase T)* (BIFLE construction construction projects  Town, Liuyang City, Changsha* (i 105
BRC-1) TENEREH - #XH)
0. Zhongyuan Guosheng  Customer M Civil building Commercial building ~ North of Nada Guosheng Road, Danzhou 60,350 33
Plaza Phase I* construction construction project City, Hainan Province* (5 # B A
(TREERS REEHLH)
() (9833)
1. Jincheng International ~ Zhuzhou Jincheng ~ Municipal works Education Institution South of Jinjing Road, West of Jinquan 51119 32
School* (& Investment Holding ~ construction construction Road, North of Jinlong East Road, Hetang
1) (9830) Group Co., Ltd ¥ District, Zhuzhou City* (HM i e
(KHERBEER FRRLIE - SRMUE - SRR
SRARLA)
§. Langting Lanjiang Main ~ Langting Real Estate ~ Civil building Residential complex Junction of Changjiang North Road and 56,880 3l
Structure* construction construction project Lushan Road, Tianyuan District, Zhuzhou*
(L) (8208) (W R TR RILLASE LR ER
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Amount of
revenue % of total
Project name and recognised  revenue for
Ranking project code Customer Project type Description of works Location of project for the year the year
RMB'000
9. Amusement and Customer Group C ~ Civil building Factory premise Rail Transit City, Shifeng District, Zhuzhou 56,205 3l
Intelligent Equipment construction construction project City* (BT Bl 138 28
R&D and Production
Base Construction
(Phase T)* (EEAE
KRR EEELER
1) (3888)
10. Fengxi Region Water,  Customer F Civil building Public facilities Lusong District, Zhuzhou City* (HH &L 45437 23
Electricity, Road, Land construction construction E)
Levelling and Ancillary
Works (1% k&A1
“E-TRMELR)
(8313)
Amount of
revenue % of total
Project name and recognised  revenue for
Ranking project code Customer Project type Description of works Location of project for the period  the period
RMB'000
302022
| Thongtian Lutai* (%> Zhongtian Holdings  Prefabricated steel Residential complex South of Yandi Avenue, North of Yanziling 170,677 125
ER) (59 Group structure construction construction Road, East of Liyu Road, West of Lihe
Road, Tianyuan District, Zhuzhou (F
TRERAT KL EFRALL
FBUR EAHUM)
2 Kairuisi Project Hunan Kairuisi New  Civil building Factory premise East of Jinyue Road, West of Dashi Bridge, 82,781 0.1
Phase I* Material construction construction Xinma Industrial Park, Tianyuan District,
FEB-HER) Technology Co., Thuzhou City* (K CE RS LER
(8997) Lid* (AR SARUA KAEIR)
HHBRARL
)
] Zhongyuan Guosheng ~ Customer M Civil building Commercial building ~ North of Nada Guosheng Road, Danzhou 68,346 50
Plaza Phase [* construction construction City, Hainan Province* (B & EM TR
(FREERAH) REEHLH)
(9833)
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Amount of
revenue % of total
Project name and recognised  revenue for
Ranking project code Customer Project type Description of works Location of project for the period  the period
RMB'000
4 Xupu County Chengbei ~ Xupu County Urban ~ Municipal works Public facilities Surrounding of Chengbei School, Xupu 67,832 50
School Supporting Construction construction construction County* (ROVEERMIL 2L i)
Facilities Construction ~ Investment Co,,
Project* (HIFBMNE  Ludx (ROBERATE
HEERMERR L HRHERRAT)
fi(itioon)
5 Zhongyuan Guosheng ~ Customer M Civil building Commercial building North of Nada Guosheng Road, Danzhou 67,782 50
Plaza Phase II* construction construction City, Hainan Province* (& fEM i AF
(TRAERSCH) REEH L)
(9839)
b Jincheng International ~ Zhuzhou Jincheng ~ Municipal works Public facilities South from Jinjing Road, West of Jinquan 61,669 45
School* Tnvestment Holding  construction construction Road, North of Jinlong East Road, Hetang
(BB 9830)  Group Co., Ltd.t District, Zhuzhou City* (FEH A E &
(KHERBEER RO SRMUE - 2ERBUL)
SEARLA)
1 Sanya City Third Ring ~ Customer T Municipal works Urban roads construction ~ West of Yuxin Road (junction of the Penang 58,202 43
Road (=T =58 construction River Express Ring Road), East of junction
(9816) of the Lizhigou Express Ring Road, along
Xiabaopo Village, Hakka Village and
Baopo Village, Sanya City North, Hainan
Province* (578 =5 ELH EiLE
MRGRHEERRTES ) RERAA
BARELAR  IHRER T &
VRS LGRS
§ Hainan Lixun Mein ~ Customer P Civil building Complex building 32 kilometres from Haiyn West Line, Bailian 56,646 4l
Science and construction construction Town, Chengmai County, Hainan
Technology Park* Province* (B # HWEHERER A
(BENLERRAR) NRER)
(9828)
9 Independent Customer Y Civil building Factory premise Phase I of Independent Entrepreneurial Park, 49,179 36
Entreprencurial Park construction construction Tianyi Science and Technology City,
Block H Plant* Thuzhou City* (A K5 R £
(AL AR *E- s
F) (6288)
10 Tower 20 Laiyin Village*  Zhongtian Holdings  Civil building Residential complex §49 Honggi North Road, Zhuzhou City* 46,720 34
(RTE/ME0M) (9829)  Group construction construction (FRMTTAL A B 93)
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Backlog and New Contract Value

Backlog represents an estimate of the remaining contract value of our construction projects as
at a certain date. For details, please refer to the section headed “Risk Factors — Risks relating to
our business — Backlog may not be indicative of our future results of operations.” in this
document. New contract value represents the aggregate contract sum (excluded VAT) of
construction projects undertaken by us during a specified period. The following table sets forth the
movement in contract value of backlog of our construction projects by business segments during
the Tack Record Period:

Prefabricated Other
Municipal steel structure specialised
Civil building works Foundation construction contracting
construction construction works works works (Note 1) Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

FY2019

Opening contract value of backlog . . . . . . 1,135,156 813,588 56,068 17,243 38,083 2,060,138
Add: new construction projects contracted . . 441,338 529,323 110,671 56,706 1,527 1,139,565
Add: adjustment/variation orders . . . . . . . 165,581 48,111 19,295 9,326 10,200 252,513
Less: revenue recognised . . . . . ... ... 888,497 069,011 146,162 62,650 49,666 1,815,986
Ending contract value of backlog (Note 2). . 853,578 722,011 39,872 20,625 144 1,636,230
FY2020

Opening contract value of backlog . . . . . . 853,578 722,011 39,872 20,625 144 1,636,230
Add: new construction projects contracted . . 1,201,803 321,895 131,954 670,550 30,354 2,356,556
Add: adjustment/variation orders . . . . . . . 228,962 56,091 2,795 18,662 3,686 310,196
Less: revenue recognised . . . . .. ... .. 1,031,904 485,033 120,067 106,345 17,857 1,761,206
Ending contract value of backlog (Note 2). . 1,252,439 614,964 54,554 603,492 16,327 2,541,776
FY2021

Opening contract value of backlog . . . . . . 1,252,439 614,904 54,554 603,492 16,327 2,541,776
Add: new construction projects contracted . . 925,233 164,605 80,471 42,257 12,591 1,225,157
Add/(less): adjustment/variation orders. . . . 101,966 60,207 7,763 2,420 3,638 175,994
Less: revenue recognised . . . . . ... ... 885,259 427,745 114,195 369,761 17,170 1,814,130
Ending contract value of backlog (Note 2). . 1,394,379 412,031 28,593 278,408 15,386 2,128,797
3Q2022

Opening contract value of backlog . . . . . . 1,394,379 412,031 28,593 278,408 15,386 2,128,797
Add: new construction projects contracted . . 1,393,562 208,603 — 1,524 20,705 1,630,394
Add/(less): adjustment/variation orders. . . . 237,960 98,111 5,423 20,420 3,683 365,597
Less: revenue recognised . . . . . ... ... 670,050 461,373 22,455 202,563 3,796 1,360,237
Ending contract value of backlog (Note 2). . 2,355,851 257,372 11,561 103,789 35,978 2,764,551
After Track Record Period and up to the

Latest Practicable Date

Opening contract value of backlog . . . . . . 2,355,851 257,372 11,561 103,789 35,978 2,764,551
Add: new construction projects contracted . . 54,039 85,754 — — — 139,793
Add/(less): adjustment/variation orders. . . . — — — — — —
Less: revenue recognised . . . . . ... ... 75,374 57,700 12 7,989 2,156 143,231
Ending contract value of backlog (Note 2). . 2,334,516 285,426 11,549 95,800 33,822 2,761,113
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Notes:
1. Our other specialised contracting works mainly include building renovation and decoration works.
2. Ending contract value of backlog means the opening contract value plus contract value of new projects minus

revenue recognised during the relevant year/period indicated.

Our Liquidity Position

Our Directors are of the view that, in order to undertake more large-scale projects, it is
essential and crucial for us to carefully and prudently maintain a strong liquidity position at all
times to ensure our smooth business operations and to be able to devote sufficient resources in the

implementation of our business plans.

We recorded net cash from operating activities of approximately RMB96.1 million, RMB42.5
million and RMB31.6 million for FY2019, FY2020 and FY2021, respectively. We recorded net
cash used in operating activities of approximately and RMB26.0 million for 3Q2022. The level of
our bank balances and cash went through a typical rise and fall cycle each year as affected by the
intake of new projects and the progress of on-going projects. As at 30 September 2022, we had
cash and cash equivalents of approximately RMB127.0 million.

Cash requires for our current operation scale

Our Group’s cash and cash equivalents is generally required to be utilised in the following
ways: (i) to satisfy needs of working capital for the daily operations under our Group’s current
operation scale; and (ii) to fund part of the upfront expenditures of our construction projects from

time to time.

(a) Needs of working capital for daily operations

In line with the PRC construction industry, our Group requires a substantial amount of
working capital to run our daily operations and satisfy our payment obligations from time to time,

including payments to our suppliers, subcontractors, direct labour and staff.

To ensure we have sufficient funding for our operations and we are able to meet our payment
obligations from time to time, our Group will maintain at all times a reasonable level of working
capital for our daily operations, which is generally not less than the aggregate sum of (a) the
payment to our Group’s suppliers in respect of the material costs; (b) the payment to our Group’s

subcontractors in respect of the subcontracting costs; and (c¢) the payment of our Group’s direct
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labour and other staff costs for at least two months. Based on our current operation scale, it is
estimated that our working capital needs generally amount to not less than approximately RMB100

million by month.

It is crucial for our Group to meet our payment obligations in a timely manner. Delayed
payments to any of our suppliers, subcontractors and/or direct labour and staff may have negative
impact on our project progress and as such may affect our project delivery schedule. All of the
above could have an adverse impact on our Group’s reputation in the PRC construction services

industry and hinder our business development.

(b) Funding part of the upfront expenditures at the initial stage of our new projects

undertaken from time to time

In line with the industry practice according to the F&S Report, our Group generally has a net
cash outflow at the initial stage of our new projects. Depending on the nature, size, duration,
scope, specification and complexity of the projects to be undertaken, our Group generally has to
incur significant upfront expenditures such as payment for raw material costs, labour costs,
subcontracting costs and insurance costs during the initial stages of our projects before reaching
the prescribed milestones so that we are entitled to bill our customer. With reference to projects
undertaken during the Track Record Period and according to the F&S Report, it is estimated that
an average upfront expenditure equivalent to approximately 20% of the total contract value would

be required.

We generally experience a net cash outflow at the initial stages of our projects primarily due
to the difference in timing between our upfront expenditure payments at the initial stages of our
projects and our receipt of progress payments from our customers upon reaching prescribed
milestones or completion of our construction works. Generally, we are entitled to bill our
customers according to value of work performed after the commencement of the construction
works, ranging from 70% to 85% of the total value of the work performed as stipulated in the
relevant construction contract (with exceptions as stated in the paragraph headed “Our business
operations — Operating process — Project implementation phase — Progress billing to customers”
in this section) and credit terms of up to three months are usually granted to our customers. In
addition, such work progress shall be reviewed, inspected and certified by relevant professional
parties engaged by our customers, which may cause further delay of receiving the first progress
payment from our customers. The difference between the credit terms granted to our customers and
those granted by our suppliers and subcontractors, coupled with the time required for assessing our
completion progress by our customers and for making payment application as mentioned above,
would result in net cash outflow. Accordingly, our Group’s working capital is generally tied up
until we receive substantial progress payments from our customers and we generally have to fund

our upfront expenditures by utilising our internal resources.
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In light of the above, it is imperative for our Group to adopt a prudent financial management
strategy and to strive to maintain a robust liquidity position and a reasonable level of working
capital buffer to support our current operation scale and anticipated business expansion. Further, it
is also essential for our Group to maintain a healthy buffer at all times to maintain our Group’s
reputation in the PRC construction services industry, so as to allow our Group to capture potential

business opportunities from time to time.

No third party payment

Save for the expenditure and project cost paid by our employees as reimbursement which is
incidental to our ordinary course of business, our revenue and expenses were genuinely and
directly settled by our customers or us, respectively, and not by or via any other third parties,
including any connected person or related party of our Group during the Track Record Period.
Where payment was made by our shareholders as our employees, the amounts are recorded as

amounts due to related parties on the combined statements of financial position of our Group.

Contracting Models

Our construction contracting business mainly includes the following models:

. PC model: under this model, we are responsible for the procurement of general
equipment and materials for construction. In addition, we are in charge of the execution
of the construction plan in accordance with the design plan and schedule provided by

the project owner.

. EPC model: under this model, depending on the terms of the contract, we cooperate
with third party design institute before the construction begins and throughout the EPC
projects to provide contracting services for either the entire project or for certain stages
in the project including survey, design, procurement, construction, testing and
commissioning of an engineering project, or any combination of the above. We are
responsible to the project owner for the construction quality, safety and timely delivery

and cost of the project.
. Specialised subcontracting model: under this approach, the general contractor or project

owner directly subcontract a portion of the project that requires specialised

qualifications.
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The following table sets forth a breakdown of our revenue from construction contracts by

construction contracting business models for the periods indicated:

FY2019 FY2020 FY2021 3Q2021 3Q2022

% of total % of total % of total % of total % of total

Revenue revenue Revenue revenue Revenue revenue Revenue revenue Revenue revenue

RMB’000 RMB’000 RMB’000 RMB 000 RMB000
PCmodel . ... .......... 1,634,568 90.1 1,565,974 88.9 1,285,054 708 929,097 704 994,282 731
EPCmodel . ... ......... 139,369 17 188444 10.7 517,079 285 380,667 289 356451 262
Specialised subcontracting model . . . 42,049 22 6,788 04 11,997 0.7 9,110 0.7 9,504 0.7
Total revenue from construction
confracts . . . ... ....... 1,815,986 100 1,761,206 100 1,814,130 100 1,318,874 100 1,360,237 100

As at 31 December 2019, 2020 and 2021 and 30 September 2022, the contract value of our
on-going construction projects contracted under EPC model amounting to approximately
RMB528.2 million, RMB1,443.8 million, RMB1,396.3 million and RMB1,529.9 million,
respectively. The increase in contract value of construction projects under EPC model in FY2020
was due to the effectiveness of EPC model to optimise costs and resources throughout the
construction projects and our Group was awarded with three new projects under the EPC model in
FY2020, in particular the Zhongtian Lutai* (' Ke# &) project which has a total contract sum
(excluding VAT) of approximately RMB611.1 million. Our growth in the contract amount of
construction projects under the EPC model representing a CAGR of approximately 30.5%
throughout the Track Record Period, which was in line with the industry trend of approximately
30.2% from 2021 to 2025. The increment was mainly due to Zhongtian Lutai* (F K« &) project
that recognised approximately RMB286.6 million in FY2021 compared to RMB57.4 million in
FY2020. However, our Company has no present plan to focus on EPC model instead of PC model

in the near future.
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Since November 2017, we have formed an alliance with Hangxiao Technology and Hunan

Design Institute, a state-owned company established in the PRC to increase our chance to

undertake projects under EPC model, by way of the entering into of the EPC Tripartite Framework

Agreement. Summary of the material terms of our EPC Tripartite Framework Agreement with

Hangxiao Technology and Hunan Design Institute regarding the joint development of prefabricated

steel structure building system for residential properties under the EPC model is as follows:

Date of the EPC Tripartite
Framework Agreement:

Parties:

Nature of the EPC Tripartite
Framework Agreement:

Term of the EPC Tripartite
Framework Agreement:

16 November 2017

Hunan Design Institute, Hangxiao Technology and
Zhongtian  Construction. For details of Hangxiao
Technology, please refer to the paragraph headed
“Customers and suppliers — Overlapping of customers and
suppliers” in this section and the section headed “History,
Development and Reorganisation — Disposal of interests in
Hangxiao Technology” in this document.

Separate specific agreements will be entered into for each
project.

Effective since 16 November 2017 until the expiry of the
licence to use a series of patents relating to “Steel
Structural Residential System” (8i%5#5{:E#E &) held by
Hangxiao Technology on 30 May 2027.

The licence to use a series of patents relating to “Steel
Structural Residential System” (845t E# &) as owned
by Hangxiao Steel Structure was initially granted by
Hangxiao Steel Structure to Zhongtian Construction
pursuant to a cooperation agreement between Hangxiao
Steel Structure and Zhongtian Construction dated 31 May
2017, which was subsequently amended by an agreement
entered into among Hangxiao Steel Structure, Hangxiao
Technology and Zhongtian Construction on 21 March 2018
(together, the “Patent Licence Agreements”), where the
party being licensed to use a series of patents relating to
“Steel Structural Residential System” (A% ETEH &) as
owned by Hangxiao Steel Structure was amended from
Zhongtian Construction to Hangxiao Technology, as the
patents in relation to the Patent Licence Agreements mainly
involve the technologies for the design and manufacture of
steel structure which is more relevant to the principal
business of Hangxiao Technology and the licence to use
those patents were transferred to Hangxiao Technology at
the time when it commenced the design and manufacture of
steel structure business.
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Scope of cooperation: The parties to the EPC Tripartite Framework Agreement
will utilise their respective strengths to jointly develop
prefabricated steel structure building system for residential
properties under the EPC model, whereby Hunan Design
Institute shall be responsible for providing engineering
services, while Hangxiao Technology shall be responsible
for provision of prefabricated steel structure products and
Zhongtian Construction shall be responsible for the
construction works.

Hangxiao Steel Structure, one of the shareholders of Hangxiao Technology who was
responsible for providing technical know-how and expertise for the business operation and
development of Hangxiao Technology, has granted a licence to Hangxiao Technology to use a
series of patents relating to “Steel Structural Residential System” (8l &5 #{EEfE &) as owned by
Hangxiao Steel Structure pursuant to the Patent License Agreements. We contemplated to enter
into the cooperation agreement with Hunan Design Institute and Hangxiao Technology at the time
of establishing Hangxiao Technology in September 2017 in order to jointly develop prefabricated
steel structure building system for residential properties under the EPC model by way of
leveraging the engineering and design qualification possessed by Hunan Design Institute to
provide comprehensive design services, as well as utilising the licence to use a series of patents
relating to “Steel Structural Residential System” (Hi#5tEEMA) as held by Hangxiao

Technology to provide prefabricated steel structure products.

During the Track Record Period, there was one project operated under the EPC Tripartite

Framework Agreement.
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Operation Process

The following chart demonstrates the typical operation process of our business:
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Project assessment phase

Our market operation department makes efforts to identify and explore business
opportunities. Please refer to the paragraph headed “Sales and Marketing” in this section for
further details of our sales and marketing activities. To prepare tender submission proposal for
construction projects, we will collect public and available information of construction projects

from the government and the internet.

An internal assessment will be conducted to determine whether to undertake the potential
construction project, taking into account various factors including technical requirements,
commercial terms, estimated costs, location, availability and capacity of our resources and
customer background. Generally, we are required to complete the project assessment within three

business days.
Project preparation phase

Awards of our construction projects by our customers are generally by way of public tender
or invitation to tender. Pursuant to the Bidding Law of the People’s Republic of China (93 A\ &
AN B R AR5 promulgated by the SCNPC on 30 August 1999 and amended on 27 December
2017, projects related to, among others, large-scale infrastructure, public utilities and other
projects related to general public interests and public security must be awarded through tender. For
details, please refer to the section headed “Regulatory Overview — Administration of tender and
bid” in this document. The project preparation phase detailed as follows typically takes

approximately two to four months.
Tendering process

When we determine to pursue and bid for the potential construction projects, we are required
to prepare the tender submission proposal in accordance with requirements set out in the tender
document through conducting detailed project analysis. We will carry out a comprehensive review
on the technical and machinery requirements, payment terms and scope of work of the construction
projects, as well as a detailed risk assessment and analysis on the customer. We will include
estimates of costs and the construction work required for different aspects of the project in the
tender submission proposal. Our market operation department will finalise the tender submission

proposal and submit the document before the tender submission deadline.

Various departments are involved in the tendering process. For example, our market operation
department will conduct a market analysis on the tendering, our technical quality department will
evaluate the construction plan, which our finance department will ensure we have sufficient

funding for the project.
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In FY2019, FY2020, FY2021 and 3Q2022, we submitted 114, 172, 102 and 179 tender
documents, respectively, and the number of projects awarded to us were 32, 33, 26 and 19
respectively, and our tender success rates were approximately 28.1%, 19.2%, 25.5% and 10.6%,
respectively. After the Track Record Period and up to the Latest Practicable Date, we submitted 56
tender documents, of which five projects were awarded to us and our tender success rate of the
period was 8.9%. On a few occasions, we were engaged in several related projects and/or entered
into multiple contracts with the same customer by way of one single tender. We believe that (i) the
decrease in tender success rate from approximately 28.1% in FY2019 to approximately 19.2% in
FY2020 was mainly because we were focusing on projects with larger contract sum in FY2020
compared to FY2019; (ii) the increase in tender success rate from approximately 19.2% in FY2020
to 25.5% in FY2021 was mainly because we are more selective in submitting tenders, and focus on
quality instead of quantity of the tender proposals; and (iii) the decrease in tender success rate in
3Q2022 was due to our focus on projects with larger scale contract sum in 3Q2022 compared to
3Q2021.

Price determination and costs management

We determine the price quote for the tender process based on a number of factors, including
the costs of raw materials, cost of machinery and equipment, subcontracting costs, labour costs,

complexity of the construction and a mark-up.

Our construction contracts will be either on a fixed-unit-price or fixed-total-price basis. Our
fixed-total-price contracts quote a fixed total contract value, which may include a price adjustment
mechanism. Such price adjustment mechanism generally allows adjustment of price in the event
that: (i) we experience major raw material price fluctuations of 3% to 5%; (ii) we are required to
provide additional services; (iii) certain force majeure events occur; or (iv) policy adjustments take
place. Our fixed-unit-price contracts contain fees to be determined by a unit price and actual
amount of work performed. The total settlement price may be fixed or adjustable by negotiation

with reference to a government-published price and market price.

We are exposed to cost fluctuations as a main contractor. In order to control our price risk,
fixed-unit-price contracts, where the total price is adjustable, are preferred. We will accept and
enter into fixed-total-price contracts if the scale of construction project is small or as requested by
our customers. In this situation, we will try to negotiate to include a price adjustment mechanism

in our fixed-total-price contracts.
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Project Implementation Phase

Contract Signing

For each of the construction project, we will enter into a construction contract with customer.

The principal terms of construction contract typically include: (i) contract term; (ii) pricing and

price adjustment; (iii) payment term; (iv) performance guarantee; (v) project delays and damages;

(vi) subcontracting; (vii) breach of contract; (viii) compensation; and (ix) early termination.

During the Track Record Period, other than the EPC Tripartite Framework Agreement, we did not

have any other material long-term strategic cooperation agreement with our customers.

The following sets forth a summary of the principal terms of our typical construction

contracts:

Contract term

Pricing and price

adjustment

Typically two months to three years, and depending on the scale
and complexity of the construction project, the projects may

extend beyond three years.

Usually on a fixed-total-price basis or fixed-unit-price basis (i.e.
final contract sum to be determined based on agreed unit rates
and measurement of quantities of work done as well as the price

adjustment mechanism provided in the contract).

Fixed-unit price contracts contain fees to be determined by a
unit price and actual work performed, and the final settlement
price may be fixed or adjustable by negotiation with reference to

a government-published price.

If during the course of the project there is any material change
in the scope of work (such as the work quantity, change in the
timetable of the project or additional work is required as agreed
by both parties), or in the cost of certain raw materials or labour
costs, the price may be adjusted according to the schedule of
rates which form part of the contract or a pre-determined
formula based on the unit prices of the main raw materials and
government price indexes where applicable. Supplemental
agreements will be entered into between us and our customers to

document the price adjustments.
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Payment term

During the project implementation phase, unless there are
specific milestones stipulated in the relevant contracts, the
progress billable amount is based on a progress billable
percentage, generally ranging from 70% to 85%, of the total
value of the work performed, as stipulated in the relevant
construction contract (with exceptions as stated in the paragraph
headed “Our business operations — Operating process — Project
implementation phase — Progress billing to customers” in this

section) .

If specific milestones are stipulated in the contracts, generally
speaking, we are able to start billing at an agreed percentage,
generally ranging from 70% to 85%, of the total value of work
performed upon achieving the relevant milestone (with
exceptions as stated in the paragraph headed “Our business
operations — Operating process — Project implementation phase
— Progress billing to customers” in this section) . The billable
percentages may vary upon reaching different milestones and
typical milestones stipulated in construction contracts include (i)
the completion of the foundation works and/or the basement of
the buildings; (ii) the completion of the main structure and/or
the roofing of the buildings; and (iii) the removal of exterior

frames of the buildings.

The total amount we are entitled to make billing to our
customers (on an accumulative basis) is generally up to 95% to
97% of the final settlement value after the completion and

acceptance (including the settlement audit).

Usually retention money of 3% to 5% of the final settlement
value will be retained by our customers for a warranty period of
one year to two years after the completion and acceptance of the
project. The retention money is usually paid by our customers to
us in instalments during the warranty period or paid in full after

the warranty period.
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Performance guarantee

Project delays and
damages

Subject to negotiation with our customers on a case-by-case
basis, our Group may negotiate for an advance payment
arrangement with our customer, under which our Group is given
an advance payment which amounts to 10% to 30% of the
contract value, payable by our customer upon entering into of

the construction contract.

We may be required to pay performance guarantee in the form of
a letter of guarantee or deposit of not exceeding 10% of the
contract value or a specified amount stipulated in the

construction contracting contract.

Customers are entitled to deduct or require the issuing bank to
pay upon receiving a confirmation from the issuing bank if we
fail to fulfil our obligations regarding project quality, project
schedule and safety management set forth in the construction

contracting contract.

The amount of performance deposits as at 31 December 2019,
2020 and 2021 and 30 September 2022 and the Latest
Practicable Date was approximately RMB27.4 million, RMB25.5
million, RMB19.0 million, RMB14.7 million and RMB14.0
million, respectively. The amount of performance bonds issued
by our bank(s) as at 31 December 2019, 2020 and 2021 and 30
September 2022 and the Latest Practicable Date was
approximately RMB20.5 million, RMB12.5 million, nil, RMB2.5
million and RMB2.5 million, respectively.

If the project is delayed due to the customer’s fault (e.g.
providing the wrong blueprint, altering the scope of work, or
causing delay in providing materials etc.), we are normally
entitled to extend the construction period and/or increasing our
fees. However, if the project is delayed due to other factors (e.g.
delay due to occurrence of force majeure events), we are
normally required to report to the customer and make
arrangements to minimise the loss. In addition, we are usually
entitled to an extension of time for completion of the contract
works in such cases. The party that causes a delay in the project
will be liable to pay liquidated damages as stipulated under the

contract.

- 196 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

Subcontracting

Breach of Contract

Compensation

Bonus

Depending on the scale and complexity of each project, we may
be allowed to engage subcontractors to provide some of the
specialised construction services required. Generally, we are
required to inform and obtain approval from customers before
we engage subcontractors. For details, please refer to the

paragraph headed “Subcontracting” in this section.

Usually, customers will be deemed to have breached the contract
if they (i) fail to provide us with prior notice of commencement
of construction works within the timeframe as specified in the
construction contract; (ii) delay in making payments without our
prior consent; (iii) alter the scope of work without any prior
agreement; (iv) in the event that the construction is temporary
stopped, fail to provide us with a reasonable notice of returning
to work; (v) fail to provide the materials in the agreed qualities,
quantities and/or formulations; and/or (vi) express explicitly or
by action not performing principal obligations under the

contract.

Usually, we will be deemed to have breached the contract if we
(i) fail to meet the agreed quality standard or fail to meet the
inspection standard; (ii) cause delay in the construction works
without any reasonable excuse; (iii) fail to meet the “Safe and
civilised construction” standard under the PRC laws and
regulations; and (iv) causing any accidents or quality incidents
which incur losses to our customers or end users due to reasons

attributable to us.

Generally, the party in breach of contract is required to pay a fix
amount of damages to the aggrieved party to compensate for its
losses. In some cases, we may alternatively negotiate with our
customers and enter into a separate agreement in relation to the

compensation amount and settlement matters.

For a limited number of projects, specific conditional bonus was
stipulated in the contract, which can be broadly categorised into

targeted award bonus and targeted project schedule bonus.
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Early termination : Generally, it may be early terminated: (i) by mutual agreement
between parties; (ii) by us in the event that the customer delays
payment without prior agreement to extend the payment
schedule, and such delays have not been rectified within the
timeframe as specified in the construction contract; (iii) by the
customer in the event that we subcontract the construction work
in whole or in part without prior approval from the customer;
(iv) by any party due to a breach by the other party which
prevents the performance of the contract; or (v) upon the
occurrence of a force majeure event. In such an event, the
customer shall settle all outstanding payments including
compensation to us, and all remaining construction works will

cease and performance guarantee will be released.

Apart from pre-agreed bonus as discussed above, there might also be discretionary bonus
granted to us by our customers which is not stipulated in the terms of the contracts. However, as
confirmed by our Directors, we did not receive any pre-agreed bonus nor discretionary bonus from

our customers during the Track Record Period.

Project Construction Preparation

Upon execution of the construction contract, we will establish a project management team
with an assigned project manager. Members of our project management team normally include
project manager, site manager, technical manager, quality manager and safety manager, project
accountant, material manager and data officer. The project management team members will be
responsible for the construction, inspection, safety, quality control, procurement of raw material,
machinery and equipment, and other general administrative works related to the construction
project. We will formulate a work plan for each construction project we undertake. Such plan
would include setting management milestones, thereby dividing the project into various stages,
which we would estimate the time required for the project and arrange to make plan for

procurement of raw materials and equipment and manpower accordingly.

For projects adopting the EPC contracting models, we may cooperate with third-party design

institutes to formulate the construction blueprint and design plan before the construction begins.

Depending on the scale and complexity of the construction project, we may arrange to engage
third parties to provide labour services and certain specialised subcontracting services. Please refer
to the paragraph headed “Raw Materials, Machinery and Equipment and Suppliers —

Subcontracting” in this section for further details.
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Procurement

Our work safety, procurement and subcontracting department and cost and contract
department are responsible for procuring the raw materials and equipment required under our
construction projects. For details of our procurement from suppliers, please refer to the paragraph

headed “Raw Materials, Machinery and Equipment and Suppliers — Suppliers” in this section.

Progress billing to customers

Generally, according to the construction contracts entered into between our Group and the

customers, we are entitled to bill the customers based on the following:

(i) During the project implementation phase, unless there are specific milestones stipulated
in the relevant contracts, the progress billable amount is based on a progress billable
percentage, generally ranging from 70% to 85%, of the total value of the work

performed, as stipulated in the relevant construction contract.

(ii) If specific milestones are stipulated in the contracts, generally speaking, we are able to
start billing at an agreed percentage, generally ranging from 70% to 85%, of the total
value of work performed upon achieving the relevant milestone. The billable
percentages may vary upon reaching different milestones and typical milestones
stipulated in construction contracts include (i) the completion of the foundation works
and/or the basement of the buildings; (ii) the completion of the main structure and/or the

roofing of the buildings; and (iii) the removal of exterior frames of the buildings.

(iii) After the completion and acceptance (including the settlement audit), the total billing
amount that we are entitled to make billing to our customers (on an accumulative basis)
is generally up to 95% to 97% of the final settlement value (i.e. the finalised total value
of work after the settlement audit). The remaining 3% to 5% will be retained by our
customers as retention money for a warranty period which generally lasts for one year to

two years after the completion and acceptance of the project.

It is the general case that the construction projects undertaken by our Group normally have a
range of 70% to 85% progress billable percentage. According to the F&S Report, the percentage of
performed work that can be billed to customers out of all work performed before settlement audit
is comparable to those of our industry peers and our Group’s billing process and the timing of
billing were comparable to those of our industry peers on the basis that (i) payments for the

construction services are generally made upon achieving key milestones set forth in the
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construction services contracts; and (ii) the industry peers are generally entitled to bill the
customers 50% to 90% of the total amounts of the work performed during the performance of the

construction works before the settlement audit.

According to Hunan Engineering Management Society, there will be different progress
billable percentages for construction projects of different types and in different regions. When
facing customers with strong bargaining power, such as large enterprises, state-owned enterprises
or government-related customers and those involving in landmark projects, construction companies
are generally willing to accept special payment terms (for example, little prepayment or with lower
progress billable percentages) and agree to bear large upfront costs in a bid to participate in
large-scale or landmark projects, which is common and reasonable in the construction industry in
the PRC.

Thus, our Directors are of the view that the payment terms of our Group’s projects were

reasonable and in line with those adopted by our industry peers.

Further, according to the F&S Report, attributed to the potential benefits that a construction
company can enjoy by undertaking such projects, it is common (i) for landmark projects to have
relatively special payment terms (including little prepayment or with lower progress billable
percentages); and (ii) for PRC construction companies, which have sufficient cashflow, experience,

manpower and expertise, to undertake such projects.

Reasons that we accepted projects with special payment terms

There are certain occasions that may lead to our Group undertaking some projects with
special payment terms with substantial upfront project cost to be incurred with little or no
prepayment or progress payment from the customer in the early stage of the project or with lower

progress billable percentages.

Since the shares of Zhongtian Construction became quoted on the NEEQ in 2017, the
business of our Group has entered into a rapid development stage and we would like to attain
further growth by gaining better reputation and more experience through undertaking more

large-scale or landmark projects so as to enhance our bargaining power in the future.

Therefore, for some relatively large-scale public infrastructure projects or landmark building
construction projects, we may undertake these projects even if the construction project stipulated
some special payment terms (i.e. substantial upfront project cost to be incurred with little or no
prepayment or progress payment from the customer in the early stage of the project or with lower
progress billable percentages) after considering, among other things, (i) the benefit to our

reputation and market position after undertaking the projects; (ii) the expected profitability to the
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project; and (iii) the impact to the financial and liquidity position of our Group. Below are some
projects with special circumstances that our Group experienced special payment terms during the
Track Record Period:

Special circumstances of Yueyang Wangjia River Improvement Work* ({5 F F G TFE)
project

Yueyang Wangjia River Improvement Work* ({5 £ 56 H TFE) project concerned a
relatively large-scale public infrastructure with a total contract sum (exclude VAT) of
approximately RMB61.0 million and we were being engaged before the Track Record Period more
than ten years ago in 2012 where we were at an earlier stage of development. Despite its
prolonged billing schedule, our Group negotiated with the customer of Yueyang Wangjia River
Improvement Work* (5 £ X MIGM TFE) project, and received from it early payment of
approximately RMB14.9 million up to 31 December 2017, representing approximately 24.4% of
the contract sum. The overall project was profitable. The settlement audit was also completed on 9
February 2021 with no adjustment on the accumulated revenue recognised and 93.2% of the total
settlement sum has been settled by this customer. Our Directors considered that as (i) this
particular project brought favourable results to us by enriching our credentials in large-scale public
infrastructure projects; and (ii) the prolonged billing schedule did not negatively affect our
on-going business development and performance, it is reasonable to agree to incur such a
substantial amount of contract costs with little prepayment before the first payment milestone from

the customer.

Our Directors confirmed that the customer of Yueyang Wangjia River Improvement Work*
(W ER MG THE) project is an Independent Third Party and the contract terms were

determined after arms’ length negotiation between our Group and this customer.
Special circumstances of Langting Lanjiang Main Structure® (B« L) project

The Langting Lanjiang Main Structure* (Fi%E«%{L) project is a project for the construction
of a building with a total of 47 storeys and a height of 170 metres. It was considered as a
landmark project and was recognised by the Zhuzhou Association of Construction Industry (F& U 7
AR E) in April 2020 as the tallest construction-in-progress building in Zhuzhou. For this
project, we were entitled to make a series of progress billing upon reaching the agreed project
milestones as stipulated in the construction contract. The first milestone of the project is the
completion of 15 storeys of the main structure of the buildings including completing its foundation
work. Only after reaching this milestone, we were entitled to bill 50% of the total value of work

performed, while the progress billable percentage is lower than the general billing terms of
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70-85% of the total value of work performed. However, we negotiated for and received an early
payment of approximately RMB21.7 million, representing approximately 15.9% of the original
contract sum, at the early stage of the project up to March 2019.

Since the shares of Zhongtian Construction became quoted on the NEEQ in 2017, our
business entered a rapid development stage. Despite the special billing schedule, having considered
that (i) Langting Lanjiang Main Structure® (B{E«%IT) project as a landmark project which could
greatly enhance our reputation and would be a precious opportunity for us to demonstrate our
capability in order to attract more business opportunities in the future; (ii) the expected gross
profit margin of the Langting Lanjiang Main Structure®* (HH%ZE«%E7L) project; (iii) our then
cashflow position; and (iv) our increasing experience and capability to undertake this sizeable
project, our Directors are of the view that it is in the interest of our Group to undertake the project

in spite of its special billing terms.

In light of the above, our Directors considered that it is reasonable for a construction
contractor to agree to incur such a substantial amount of contract costs before the first payment
milestone given that (i) our Group received early payment of approximately RMB21.7 million,
representing approximately 15.9% of the original contract sum and (ii) there is sufficient cashflow;

and (iii) it is probable that such project will bring along abundant benefits to our Group.

Our Directors confirmed that Langting Real Estate (the customer of Langting Lanjiang Main
Structure® (FAZE<EEYT) project) is an Independent Third Party and the contract terms were

determined after arms’ length negotiation between our Group and Langting Real Estate.
Corporate governance measures for assessing future construction projects

To enhance corporate governance measures for assessing future construction projects and to
ensure the financial impacts have been taken due consideration before undertaking projects with
special payment terms (i.e. with substantial upfront project cost to be incurred with minimal or no
prepayment or progress payment from the customer in the early stage of the project), we have
adopted the following governance measures for assessing the payment terms of construction

projects.

When there are potential construction projects with special payment terms or relatively high
risk, a tender assessment committee comprising the persons-in-charge of the market operation
department, cost and contract department, finance department, legal department, etc. of our Group
will consider whether we should proceed with such project after weighing in various factors
including, (i) whether the project is a landmark building or large-scale municipal projects that
could enhance our profile and hence attract more business opportunities in the future; (ii) the

creditability and the repayment ability of the customer; (iii) the potential impact of the project on
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the cashflow and financial position of our Group; (iv) estimated costs and profitability of the
project; and (v) availability and capacity of our resources. We would only enter into such
construction contracts only if it has obtained unanimous approval by the members of the tender

assessment committee.

Accordingly, during the Track Record Period, as we incur material costs and subcontracting
costs during the initial stage of some projects, we experience a net cash outflow before reaching
the milestone that we were entitled to bill our customers. According to the F&S Report, it is
common for construction contracts to include several prescribed milestones in the PRC
construction industry and thus leading to main contractors usually has a net cash outflow at the

initial stage of construction projects.

Project Construction and Ongoing Inspection

For building construction projects, the construction process typically involves (i) foundation
works, (ii) main construction works, and/or (iii) fine decoration. Typically, the foundation works
would include earthwork, pile foundation works, while main construction works would include
formwork, reinforcement works, concrete works, masonry works, mechanical and electrical works
and ancillary works. We have adopted project management and control procedures and carried out

our construction works in accordance with such procedures.

For construction projects involving construction of urban roads which typically include
roadbed drainage works, subgrade excavation, subgrade filling and subgrade completion, the
construction process typically starts with roadbed construction, followed by road base construction,
pavement construction, road accessory works and facilities. We have adopted project management

and control procedures and carried out our construction works in accordance with such procedures.

Depending on the respective project duration, we generally formulate construction schedules

and report the progress to customers on a monthly basis.
Project Management
Project management responsibility system

Since the shares of Zhongtian Construction were quoted on the NEEQ in 2017, our business
had been growing rapidly and the number of our construction projects had increased. In light of
the growing business scale, to enhance the accountability of the persons-in-charge of the

construction projects and in line with the industry practice, we had put in place a project

management responsibility system for better monitoring of our construction projects.
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The following chart demonstrates the typical operation flow of our project management

responsibility system:

Re-selection of
person-in-charge if
consensus cannot
be reached
between us and the
person-in-charge

New contact awarded

v

Selection of proposed person-in-charge by operation,
production, human resources and other departments

v

Project assessment to generate a weighted overall score

score
lower than
threshold

¢ score higher than threshold

Determination of the minimum amount of
responsibility deposit and minimum number of
required person-in-charge

v

Negotiations with person-in-charge

¢ reached a consensus

Payment of responsibility deposits

v

Project implementation and completion of construction

Negotiation with
person-in-charge for
discretionary amount of
responsibility deposit to be paid/
No payment of responsibility
deposit is required

v

Preliminary project evaluation

Payment of
responsibility deposit

!

Normal completion

|

Return of responsibility deposits

l

|

Delay of project or occurrence of
other punishable incidents caused by
the person-in-charge

Return of responsibility deposits
after deduction or penalty

l

Completion of settlement audit

l

Profitability goal achieved

|

}

l

Profitability goal not achieved

Determination of rewards

Determination of discretionary bonus

}

}

Award of rewards to person-in-charge
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Project assessment

We assess each project individually in determining whether a project should be managed

under the project management responsibility system. We adopt a scoring system taking into

account the factors below and generate a weighted overall score for each project:

(1)

(ii)

(iii)

Technicality of the project — Technicality consideration includes scale, duration,
features, specific technical requirements and difficulties of the project, which are the
most crucial factors that may affect the profitability and risk management of a project.
We rely on the technical report prepared by our senior engineer with first class
registered constructor qualification that is independent of the relevant construction
project, which in general will highlight the technicality considerations of the project and
identify the concerned areas that need to be handled by the person(s)-in-charge. The
technical report will also be reviewed by our another senior engineer and further
confirmed by our general manager. The higher the technical requirement of a project,
and the higher the risk exposed to us, therefore, the more likely that the project would

be managed under the project management responsibility system.

Competence of the person-in-charge — our operation, production and human
resources departments will jointly select suitable employee from the project management
department, to take up the role of a person-in-charge. We will consider both the
employee’s project management experience in our Group and the employee’s prior
performance to determine his/her competence. For example, if the proposed
person-in-charge is less experienced or has an average performance record, the weighted
overall score will be higher and the project is more likely to be managed under the

project management responsibility system.

Other considerations — our deputy general manager, who is the head of the market
operation team, will also assess other commercial parameters of the project, including
but not limited to, other special terms of the project and favourability of the payment

schedule as stipulated in the construction contract.

The weighted overall score would be generated based on the above factors to determine (i)

whether the project should be managed under the project management responsibility system; and

(ii) the

minimum amount of responsibility deposits and the minimum number of

person(s)-in-charge we require for the project.
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As at 31 December 2019, 2020 and 2021 and 30 September 2022, 40.0%, 42.6%, 38.4% and
32.9% of our projects (in terms of numbers) and 70.4%, 74.8%, 66.7% and 55.9% of our projects
(in terms of contract sum), respectively, are managed under the project management responsibility

system.

Negotiation with person(s)-in-charge

After project assessment, we would negotiate the amount of the responsibility deposits to be
placed with each of the person(s)-in-charge, which should not be lower than the required minimum
responsibility deposits level based on the corresponding weighted overall score. The higher the
weighted overall score, the higher the minimum responsibility deposits level would be required for
the project to be fulfilled by the person(s)-in-charge in that project. In any event, the total amount
of responsibility deposits paid should be less than 10% of the contract sum of a project. In the
case where such weighted overall score is less than a certain level, responsibility deposit is not

strictly required for such project.

We would conduct commercial negotiation with the proposed person(s)-in-charge and allow
him/her to decide whether he/she would participate in the responsibility deposit arrangement and
the amount he/she is willing to place as responsibility deposits of that project. During the Track
Record Period, the actual responsibility deposits paid by the relevant person(s)-in-charge was less

than 6% with an average of 1.0% of the original contract sum of the relevant project.

If consensus could not be reached, we would go through the person-in-charge selection and

the project assessment process again.

During the Track Record Period, depending on the availability and capacity of the
person-in-charge, each person-in-charge may be responsible for more than one project and each

project may have more than one person-in-charge.

Payment of responsibility deposits

Upon reaching consensus with the person-in-charge on the amount of responsibility deposits,
we discuss the payment term of the responsibility deposits with the person-in-charge during the
commercial negotiation and generally the responsibility deposits were paid in full or by instalment
during the Track Record Period. As confirmed by the person(s)-in-charge, the responsibility
deposit was settled by the financial resources of the person(s)-in-charge and their respective family
without financing from our Group. Our Directors confirmed that except for the salary, bonus and
other fringe benefits paid to the person(s)-in-charge, we had not provided financing by any means

to the person(s)-in-charge to pay the responsibility deposits.
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Preliminary project evaluation and return of responsibility deposits

Under the project management responsibility system, we incentivise the person(s)-in-charge
who has placed responsibility deposits to us and has assisted us in achieving outstanding
performance in the project by giving rewards to the person(s)-in-charge. We maintain a logbook to
evaluate the status of projects that are managed under the project management responsibility
system, including whether the project can achieve the prescribed goals and to calculate how much
rewards to be awarded to or penalty to be deducted from the person(s)-in-charge. Generally, we
will perform preliminary evaluation at the time of completion of the construction of the project

and final evaluation after the settlement audit of the project and update the logbook accordingly.

Generally, the responsibility deposits would be returned to the person(s)-in-charge of the
construction project in full (subject to the adjustment in accordance with the penalty mechanism
and hence the amount being deducted) after the completion of the construction of the project. To
serve as a protection, the responsibility deposit paid by the person(s)-in-charge will be subject to
deduction as penalty in case of a delay of project schedule caused by the person(s)-in-charge or
any quality or safety issue caused by the person(s)-in-charge. During the Track Record Period, as
confirmed by the Directors, no punishable incident has occurred in any completed project managed
under the project management responsibility system. Thus, no penalty was deducted from the

responsibility deposits returned to the persons-in-charge.

Final project evaluation for determination and payment of reward

The final project evaluation is mainly based on the profitability. We would set a targeted
profit margin for each of our projects (the “Profit Margin Floor”). The portion of actual profit
(calculated from the actual profit margin that exceeding the Profit Margin Floor of that project)
will be awarded to the persons-in-charge. Where there is more than one persons-in-charge in a
project, the reward will generally be shared among the persons-in-charge in the project in
proportion to the amount of responsibility deposits they placed. In addition, we will evaluate the
individual performance of each person-in-charge in that project based on objective parameters,
including but not limited to, the level of construction quality, degree of project safety, job
competence and project efficiency, to compute the final rewards to each person-in-charge.
Discretionary bonus may also be granted to the persons-in-charge who have outstanding

performance in the project.

The reward for each project is finalised and paid to the persons-in-charge only after the
completion of the settlement audit and that the contract assets (other than the retention money) and
trade receivables due from the customer for the respective project is received. Such timing of the
reward payment is to ensure that the project revenue and costs up to the stage of settlement audit

are taken into account (including bad debt, if any) in finalising the amount of reward to
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employees, and to ensure a fair reward mechanism for our Group and for all employees involved.
Therefore, our Directors are of the view that it is reasonable (i) that no reward is granted by our
Group for projects that has completed construction but the settlement audits process has yet to be
completed; and (ii) for our Group to take a few years to grant the relevant rewards to the

respective persons-in-charge when those projects take a long time to complete settlement audit.

Project management responsibility system as industry practices

According to F&S, it is common for construction companies in the PRC to secure
responsibility deposits from the person(s)-in-charge. Payment of responsibility deposits is part of
the job expectation for our employees to take up the role as the person(s)-in-charge of the

respective construction projects and such arrangement was in line with the industry practice.

According to F&S, based on the interviews conducted with industry peers, including five
major unlisted construction companies headquartered in Hunan Province and five listed
construction companies, and review of publicly available documents issued by the industry peers,
it is common for construction companies in the PRC to secure responsibility deposits from
person(s)-in-charge of the construction project and the project management responsibility system

adopted by the industry peers share the features below:

Amount of responsibility deposits: Varies from project to project and generally represents less

than 10% of the contract sum

Basis of determination of the (i) the amount of responsibility deposits placed varies
amount of responsibility from project to project based on different attributes,
deposits: such as technicality, project scale and competence of

the person-in-charge; and

(ii) the remuneration of the respective employee may not
be the key consideration in determining the amount of
responsibility deposit and the rewards under the

project management responsibility system.

Timing for repayment of For responsibility deposits, generally repaid after
responsibility deposits and completion of the construction.
rewards:

For the rewards, generally awarded after the completion of
the settlement audit and some may be awarded after the
contract assets (other than retention money) and trade

receivables is received, which may take up to several years.
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Reward mechanism: The amount of rewards under the project management

responsibility system is determined mainly with reference

to, among others, the profitability of the said project.

The range of percentage of rewards to the responsibility
deposits paid are generally between 0.1% and up to 150%
of the responsibility deposits paid.

Based on the above comparison between our Group and the industry peers, F&S is of the

opinion that the amount and duration of the responsibility deposits, the amount of rewards of our

project

management responsibility system and the determination of rewards to the

persons-in-charge, are generally in line with the industry practice for the following reasons:

(@)

(b)

(©)

(d)

the amount of responsibility deposits paid by the employees of our Group was less than
6% with an average of 1.0% of the contract sum of the relevant project, which is within
the benchmark generally adopted by the industry peers, being less than 10% of the

contract sum;

the timing for return of responsibility deposits of our Group is similar to those of the
industry peers which is after the completion of the construction and may take several
years since the responsibility deposits were paid by the employees of our Group, and the
relevant rewards of our Group will be paid after the settlement and it is completed and

that the contract assets (other than retention money) and trade receivables is received;

the actual rewards granted and the anticipated rewards to be granted by our Group for
each person-in-charge for each project completed as at 30 September 2022 (including
those that completed settlement audit and in settlement audit process) ranged from 0.4%
to 64.6% of the responsibility deposits balance contributed by the corresponding
person-in-charge as at 30 September 2022, and was within the range of industry peers
that from 0.1% to up to 150%; and

the determination of reward to person(s)-in-charge depends on the commercial judgment
and decision of each company and may vary among the industry peers. Our
determination of reward to the person(s)-in-charge under the project management
responsibility system mainly based on the profitability of the projects is comparable

with some industry peers.
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Commercial rationale for our Group to adopt the project management responsibility system

We believe the project management responsibility system can align the interests of
person(s)-in-charge of the construction project and the project management teams with that of our
Group and provide our key personnel with the incentive for a better performance in our

construction projects while we can be benefited from the overall higher performance achieved.

The project management responsibility system is commercially justifiable from our

perspective because:

(a) according to F&S and Hunan Engineering Management Society, the arrangement is in
line with the industry practice for the person(s)-in-charge of the construction project to
provide financial security in the event of any default in the construction process and

outcomes;

(b) it can provide quality assurance to us. If we fail to adhere to the standards and
requirements stipulated in the construction contracts, additional capital, manpower, time
and other resources may be incurred to rectify the defects. The arrangement can align
the interest of our employees to that of ours. When our employees are motivated to
achieve the prescribed goals, we will benefit from better project performance in terms of

quality of works and accumulate reputation in the construction industry;

(c) it can provide performance security to us. In case of any project delay caused by us or
our employee, we may be required to make compensation to the customers for their
losses. Further, any delay in achieving key milestones of a construction project or
completing a construction project could result in a delay or a reduction of payment of
the contract value by the customers and hence adversely affect our cash flow. The
arrangement can align the interest of the employees to that of ours. When the employees
are motivated to achieve the prescribed goals, we will benefit from better assurance in

terms of project progress and accumulate reputation in the construction industry;

(d) it can increase the awareness of occupational health and safety in the construction site.
Construction sites are potentially dangerous workplaces and any equipment failure or,
industrial accidents would cause personal injuries and fatalities. If any such accident is
caused by the negligence or fault of our employees, it may result in disciplinary action
by the local government and work safety related claims or legal proceedings against us.
The arrangement can align the interest of the employees to that of ours. The project
management responsibility system can help reduce the number of workplace injuries and

fatalities by emphasising occupational safety during the construction process; and
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(e) further to paragraphs (b) to (d) above, coupled with the fact that we would generally
have to manage more than 100 on-going projects across multiple provinces by different
persons-in-charge at the same time with contract sum of the largest projects up to
RMB600-700 million, it is desirable for us to manage the risk of certain projects by the
project management responsibility system, in addition to our general quality control
procedures. For further details, please refer to the paragraph headed “Business —

Quality control and management” in this document.

Commercial rationale for the persons-in-charge to participate in the project management

responsibility system

To the best knowledge of our Directors, many of our employees are ambitious and willing to
contribute and pay full effort in the companies they worked for in exchange for opportunities to be
in-charge of sizable and notable projects and seize career advancement opportunity. Therefore, we
believe that the relevant employees who would like to develop their career in the construction
industry and gain the opportunity and experience to be in-charge of sizable and notable projects
are willing to participate in our project management responsibility system and place responsibility
deposits. In addition, according to F&S, it is common for construction companies in the PRC to
secure responsibility deposits from the person(s)-in-charge. Payment of responsibility deposits is
part of the job expectation for an employee to take up the role as the person(s)-in-charge of the
respective construction projects in many construction companies in the PRC and such arrangement
was in line with the industry practice. F&S is of the view that the participation in the project
management responsibility system as requested by the relevant construction companies is common

and important for employees who seek to lead or manage major construction projects.

The responsibility deposits would be returned to the persons-in-charge in full when the
project is completed if no punishable incident occurred such as delay occurred in the projects that
is caused by the person(s)-in-charge. During the Track Record Period, there is no deduction of
responsibility deposits as no incident that caused delay in the completion of the relevant projects
or prejudiced any quality and safety issue related to the person-in-charge has occurred. For some
of the projects with responsibility deposits in place during the Track Record Period, the rewards or

anticipated rewards are substantial as compared to the responsibility deposits they placed to us.

Please refer to the paragraph headed “Operation process — Project implementation phase —
Project management responsibility system — Financial analysis of the project management
responsibility system — Rewards to the persons-in-charge” in this document. In comparison,

investment in the financial market does not necessarily yield a high return at an acceptable risk.
For example, the MSCI China Total Return Index, which measures the performance of global
Chinese companies including large and mid-cap representation across China A shares, H shares, B
shares, Red chips, P chips and foreign listings (e.g. ADRs) in a net total return form (i.e.

reinvestment of net dividend payout into the index portfolio), has experienced significant
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fluctuation and yet recorded very low or negative investment return from a negative 29.4% to
1.3% from 2017 to 2021. The three-year RMB benchmark deposit interest rates published by the
People’s Bank of China was only 2.75% per annum during the period from 2017 to 2021. It is
reasonable for the persons-in-charge to devote their financial resources in the project management
responsibility system, which they have certain degree of influence in the rewards, rather than in
other saving or investment options which might have a low or even negative return, or with

significant fluctuation.

Nonetheless, it is the person-in-charge’s personal informed decision to participate in the
project management responsibility system after considering his/her personal capability,

affordability, risk to be involved and anticipated return from the relevant project.

Financial analysis of the project management responsibility system

Responsibility deposits received

As at 31 December 2019, a total of 70 persons-in-charge placed responsibility deposits for 71
projects. The responsibility deposits paid for each project ranged from RMB2,000 to RMB2.4
million, with an average of approximately RMB454,000, whereas the responsibility deposits placed
by each person-in-charge ranged from RMBS5,000 to RMB1.9 million, with an average of
approximately RMB461,000.

As at 31 December 2020, a total of 75 persons-in-charge placed responsibility deposits for 50
projects. The responsibility deposits paid for each project ranged from RMB18,000 to RMB2.6
million, with an average of approximately RMB728,000, whereas the responsibility deposits placed
by each person-in-charge ranged from RMB4,000 to RMB2.5 million, with an average of
approximately RMB485,000.

As at 31 December 2021, a total of 76 persons-in-charge placed responsibility deposits for 44
projects. The responsibility deposits paid for each project ranged from RMB18,000 to RMB3.9
million, with an average of approximately RMB791,000, whereas the responsibility deposits placed
by each person-in-charge ranged from RMB10,000 to RMB3.3 million, with an average of
approximately RMB458,000.

As at 30 September 2022, a total of 59 persons-in-charge placed responsibility deposits for 33
projects. The responsibility deposits paid for each project ranged from RMB31,000 to RMB3.9
million, with an average of approximately RMB766,000, whereas the responsibility deposits placed
by each person-in-charge ranged from RMB10,000 to RMBI1.9 million, with an average of
approximately RMB428,000.
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The following table sets forth the breakdown of ranges of responsibility deposits per project

and per person-in-charge by bands as at the dates indicated:

Range Per project Per person-in-charge
As at 30 As at 30
As at 31 December September As at 31 December September
2019 2020 2021 2022 2019 2020 2021 2022

Less than RMB400,000 . . . .. 43 20 19 12 41 45 49 37
RMB400,000 to RMB799,999 . 14 11 8 8 15 14 11 10
RMBS800,000 or above . . . . .. 14 19 14 13 14 16 15 12
Total . . ............... 71 50 44 33 70 75 76 59

Note: Responsibility deposits of a project may be contributed by more than one persons-in-charge, one person-in-charge
may also contribute responsibility deposits in multiple projects, therefore the amount of responsibility deposits per
project is not equivalent to the amount of responsibility deposits per person-in-charge.

The range of annual remunerations of the relevant persons-in-charge was approximately
RMB96,000 to RMB240,000. Despite the responsibility deposits paid by the person(s)-in-charge
was higher than their annual salary level, our Directors considered that it is reasonable because (i)
the deposit placed by the employee is based on commercial negotiation after taking into account
their own capability to afford the deposit amounts; and (ii) affordability is not solely dependent on
the employee’s annual salary level, but also on the overall net worth from other sources including

investment returns, family wealth and accumulated savings.

As at 31 December 2019, 2020 and 2021 and 30 September 2022, the ageing analysis of

responsibility deposits based on receipt date is as follows:

As at
As at 31 December 30 September

2019 2020 2021 2022

RMB’000 RMB’000 RMB’000 RMB’000

Current year . .. ................. 9,309 25,249 11,905 4,280
-2 years ............ ... ... .... 8,466 5,233 17,391 8,927
2-3 years .. ... 13,748 3,075 3,151 8,799
34 years .. ... 730 2,116 973 2,523
Overdyears...........oouuun... — 730 1,400 741
Responsibility deposits received . . . .. 32,253 36,402 34,820 25,270
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Most of the responsibility deposits received as at 31 December 2019 aged within three years,
with only approximately RMBO0.7 million aged more than three years. While for the responsibility
deposits received as at 31 December 2020, 31 December 2021 and 30 September 2022,
approximately RMB2.8 million, RMB2.4 million and RMB3.3 million respectively aged more than
three years remains relatively stable. The increment in the balance from 31 December 2019 was

mainly due to fact that some large-scale projects lasted for more than two years.

The table below shows the movement of the balance of responsibility deposits for each of the

years/period comprising the Track Record Period:

2019 2020 2021 2022
RMB’000 RMB’000 RMB’000 RMB’000

Opening balance as at 1 January .... 26,800 32,253 36,402 34,820
Add: ..o 11,438 17,053 9,312 —
Less: oo (5,985) (12,904) (10,894) (9,550)
Closing balance as at 31 December/

30 September. . ................ 32,253 36,402 34,820 25,270
Net responsibility deposits inflow/

(outflow) during the year/period . .. 5,453 4,149 (1,582) (9,550)

Our Directors considered that the amount of responsibility deposits was not significant to our
working capital sufficiency and our Group will not face any liquidity problem without such

responsibility deposits for the following reasons:

(i) the responsibility deposits paid was on a rolling basis. We receive responsibility
deposits from our persons-in-charges from time to time and return to them after
completion of the construction of the project. The balance of responsibility deposits of
approximately RMB25.3 million as at 30 September 2022 was the cumulative result of
the receipt and payment of responsibility deposits over several years rather than the
receipt in one single year. On the other hand, the gross operating cash outflow of our
Group amounted to over approximately RMB1.6 billion for 3Q2022 and the balance of
responsibility deposits as at 30 September 2022 only accounts for less than 2% of such
cash outflow. Thus, the amount of responsibility deposit does not have any material

effect on our cashflow even if it is considered as our “source of financing”;

(ii) the average cash and cash equivalents balances as at each quarter-end date were
RMB59.2 million, RMB75.4 million, RMB60.8 million and RMB76.8 million,
respectively, for FY2019, FY2020, FY2021 and 3Q2022. It is respectfully submitted that
the net responsibility deposits inflow/(outflow) only represented approximately 9.2%,

5.5%, (2.6)% and (12.4)% of the average quarter-end cash and cash equivalents during
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the respectively years. Our Directors considered that the retaining of responsibility
deposits does not have any material impact on the working capital sufficiency of our

Group during the Track Record Period; and

(iii) the capability of our Group to secure bank borrowings was substantiated by the fact that
our Group had bank and other borrowing of approximately RMB142.8 million as at 30
September 2022.

Rewards to the persons-in-charge

During the Track Record Period, a total of 85 projects under the project management
responsibility system have completed construction as at 30 September 2022. Among them, 60
projects have completed settlement audit, out of which 47 projects have achieved the profitability

goal.

There are in total 52 persons-in-charge placed responsibility deposits for these 47 projects
that have achieved the profitability goal, and the total amount of responsibility deposits paid for
the 47 projects that have achieved the profitability goal of approximately RMB28.3 million. The
relevant amount paid by each of these 52 persons-in-charge ranged from approximately RMB2,000
to RMB1.9 million with an average of approximately RMB429,000. The total rewards awarded to
these 52 persons-in-charge amounted to approximately RMB1.6 million during the Track Record
Period and the range of rewards was from RMB430 to RMB103,320. The per annum return for
each of these 52 persons-in-charge as a percentage of the responsibility deposits placed for each of

them ranged from approximately 0.1% to 16.1%.

The table below sets forth the distribution of rewards awarded to and the per annum return
accrued of the relevant 52 persons-in-charge by bands in terms of the corresponding responsibility

deposits placed by them:

Amount of rewards Per annum return
Total Total
RMB20,000 number of RMB2,000 RMB6,000 number of
Less than to RMB60,000  persons-  Less than to to RMB10,000  persons-
Amount of responsibility deposit RMB20,000 RMB59,999  or above  in-charge RMB2,000 RMB5,999 RMB9,999  or above  in-charge
Less than RMB400,000 . . . . .. 14 12 3 29 7 9 4 9 29
RMB400,000 to RMB799,999 . . 3 3 2 § | 3 2 2 8
RMB800,000 or above. . . . . . . 4 9 2 15 2 3 6 4 15
Total number of persons-in-charge. 21 24 7 52 10 15 12 15 52
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While the final project evaluation is mainly based on the profitability, project scale is one of
the factors affecting the absolute amount of actual profit, hence the potential rewards awarded by
our Group. The average reward awarded to the 52 persons-in-charge during the Track Record
Period was approximately RMB31,000. Such amount of reward is not significant mainly because
the scale of those projects with reward awarded is generally smaller than the other on-going
projects under the responsibility deposits arrangement in terms of the project original contract
sum. The original contract sums of those projects with reward awarded during the Track Record
Period ranged from RMB2.3 million to RMB196.8 million, with an average of RMB59.7 million,
while the original contract sum of other on-going projects with responsibility deposits
arrangements in place as at 30 September 2022 ranged from RMBI11.3 million to RMB708.7
million, with an average of RMB768.1 million. The average contract sum of the other on-going
projects with responsibility deposits arrangements in place are approximately 2.8 times of the
projects with rewards under the responsibility deposits arrangement during the Track Record
Period. Meanwhile, the net profits of most of these projects only barely achieved the profit target
and hence the total amount of actual rewards of approximately RMB1.6 million for the relevant 52
employees during the Track Record Period were relatively minimal. In recent years, our Group is
capable of undertaking construction projects with higher profit margin and better monitoring the
construction projects in terms of progress, profitability and quality, and as a result, the number of
projects that can achieve prescribed goals is expected to increase and is expected to exceed the
profit target by a higher margin, and is expected to lead to the higher amounts of total monetary
rewards that may be awarded to the relevant person(s)-in-charge as preliminary evaluated in
September 2022.

In respect of the 22 projects that were completed but still in the process of settlement audit,
based on the preliminary evaluation, it is expected that 17 of them will achieve the profitability
goal and the anticipated rewards that may be awarded to the 27 person(s)-in-charge involved was
estimated to be approximately RMB1.6 million. The total amount of the relevant responsibility
deposits placed for these 17 projects as at 30 September 2022 amounted to approximately RMB2.6
million. The relevant persons-in-charge for these projects are expected to receive the rewards by
FY2023 or FY2024, and the expected per annum returns in respect of each of such projects ranged
from less than RMB1,000 to approximately RMB70,700.

These anticipated rewards, together with the projects that completed the settlement audit and
achieved the profitability goal, in aggregate amounted to approximately RMB3.1 million,
represented approximately 0.4% to 64.6% of the respective responsibility deposits paid by the
person(s)-in-charge. We will perform further final evaluation for these projects and estimation of
the amounts to be accrued after completion of the settlement audit. During the Track Record

Period and up to the Latest Practicable Date, our Group has settled approximately RMB2.0
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million of rewards in respect of construction projects with responsibility deposits arrangements.
The responsibility deposits placed by the relevant person-in-charge in respect of these projects
which we have settled the rewards have been returned upon the completion of construction of the

project.

The on-going projects with responsibility deposits in place as at 30 September 2022 has
either been completed or are expected to be completed from September 2022 to June 2024. As at
the Latest Practicable Date, the estimated duration to be taken for the relevant persons-in-charge to
receive the rewards for the on-going projects with responsibility deposits arrangement in place as
at 30 September 2022 ranged from two years to seven years, with an average of approximately 3.8
years calculated based on the year of placing the responsibility deposits and the expected year to
receive the anticipated rewards assuming that the settlement audit will be completed in 1.5 year
after the expected project completion date (i.e. the average settlement period for the Track Record
Period). While the estimated duration for the relevant persons-in-charge to receive the rewards
may take over five years and up to seven years, it is mainly attributable to the long project

durations for large scale projects.
Legality of the project management responsibility system

Regarding the legality of the project management responsibility system, our PRC Legal
Advisers conducted an interview with Zhuzhou Municipal Human Resources and Social Security
Bureau (#&¥M T AT &AL & R [%)5, the “Zhuzhou HRSS Bureau”) on 26 August 2021 and
understood that the Zhuzhou HRSS Bureau is of the view that, given that as confirmed by
Zhongtian Construction and the responsibility deposits were agreed and arranged independent of
and separate from the employment contract with each person-in-charge, the implementation of the
project management responsibility system will not affect the employment relationship between the
persons-in-charge and Zhongtian Construction. Hence, the rights and obligations thereunder are
outside the scope of Labor Law, Labor Contract Law and other relevant labor laws and regulations
and there will be no violation of any labor laws and regulations arising from the project
management responsibility system. As advised by our PRC Legal Advisers, Zhuzhou HRSS Bureau

is the competent authority to confirm the above matter.

As advised by our PRC Legal Advisers, given the payees of the responsibility deposits are the
persons-in-charge of our Group for the purpose of incentivising for better performance in the
construction projects, the project management responsibility system does not violate any relevant
laws, regulations and regulatory documents, and will not constitute illegal fundraising/borrowing,

and are legally binding on us and the person(s)-in-charge.
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Pursuant to an interview conducted with ZHURD on 14 May 2020, ZHURD confirmed that
the aforesaid business model does not involve any qualification affiliation and as advised by our
PRC Legal Advisers, ZHURD is the competent regulatory authority responsible for the

administration of any construction misconduct in Zhuzhou.

As advised by our PRC Legal Advisers, the arrangement with the person(s)-in-charge of the
construction project does not involve qualification affiliation given that pursuant to such
arrangement, the person(s)-in-charge of the construction project, as the employee(s) of our Group,
operate(s) and manage(s) the staffing and financial aspects of the relevant projects on behalf of our
Group, and therefore, the control and interests of the relevant projects still vested in our Group. As
such, this arrangement does not involve any external entity or individual undertaking the operation

or management of projects under the name of our Group.

To mitigate the risk of being identified as being involved in qualification affiliation

arrangement, we have implemented the following internal control policies:

1.  we would only designate our employees as responsible persons or project managers for

construction projects undertaken by us;

2. we have set up a compliance team which is led by the safety, procurement and
subcontracting department and the legal department, and the compliance team would

conduct monthly compliance check to ensure no qualification affiliation;

3. we have adopted contract review procedures, including but not limited to the followings,
to ensure no unauthorised subcontracting by responsible persons or project managers for

construction projects:

(a) the contracts shall be reviewed by both our cost and contract department and our

legal department or by external experts when necessary before execution; and

(b) after such review, the construction contracts can only be signed by deputy general
manager or other senior manager depends on the contract sum of the contracts;
while the project contracts can be signed by the designated financial officer of

such project;
4. we would conduct on-site inspection of every on-going construction project and the

project manager would be responsible for overall management and supervision to ensure

no unauthorised personnel takes part in any of our projects;
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we would provide training to our management and staff on compliance with the

applicable laws and regulations in the PRC;

suppliers (including subcontractors) should generally be selected from our list of
qualified suppliers, and we would only select suppliers (including subcontractors) that
are not on our list of qualified suppliers in exceptional cases where there are no
available suppliers (including subcontractors) on our list of qualified suppliers which are
located in the vicinity of the relevant construction site(s) or where the prices or fees
offered by the suppliers (including subcontractors) on our list of qualified suppliers
exceed our budget or where the schedule of receiving payments from our customers do
not match with the payment schedule required by the suppliers (including

subcontractors) on our list of qualified suppliers; and

our project managers shall be responsible for monitoring the strict compliance of all

subcontracting arrangements in accordance with the terms of the construction contracts.

The Sole Sponsor is also of the view that our project management responsibility system,

including the amount and duration of the responsibility deposits, the amounts of rewards granted

by us and the determination of reward under the project management responsibility system is

reasonable on the following basis:

(a)

(b)

(c)

according to F&S, our Group’s project management responsibility system, including the
amount and duration of the responsibility deposits, the amount of rewards and the
determination of reward to the person(s)-in-charge, are generally in line with the

industry practice;

according to Hunan Engineering Management Society, it is common for construction
company to retain deposits of not more than 15 to 20% of the contract sum from the
responsible project-in-charge or other project member for project management to

safeguard the performance of the project;

based on the interviews conducted with our Directors and the person(s)-in-charge, there
is commercial rationale for us to adopt and the employees to participate in the project
management responsibility system and such arrangement is mutually beneficial to both
parties. For details, please refer to the paragraphs headed “Commercial rationale for our
Group to adopt the project management responsibility system” and “Commercial
rationale for the person-in-charge to participate in the project management responsibility

system” above; and
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(d) as advised by our PRC Legal Advisers, the project management responsibility system
does not violate any relevant laws, regulations and regulatory documents, and will not
constitute illegal fundraising/borrowing and are legally binding on our Group and the

person(s)-in-charge.

Completion and Acceptance

After completion of the construction project and satisfaction of internal inspection, our
customers, inspectors, the survey, construction and design professionals and the relevant
government authorities then conduct project inspections together with us with prior notice given to

us. We may be required to perform modifications from time to time during the inspection.

Upon satisfaction of the inspection, we will receive an acceptance of project completion
inspection report issued by the relevant government authorities, which is approved by all parties
involved in the inspection process. Such satisfaction of inspection and acceptance represents
completion of the project. Thereafter, we will confirm the final settlement amount with our
customers by conducting an internal review of the accounts and according to the construction audit
report agreed between us and our customers. Our customers will pay the final settlement amount,

save for the retention money.

Post-execution Stage

Customer Service and Collection of Retention Money

We generally provide warranty in relation to the construction to our customers for a period
between one and two years after the completion of the customer inspection and acceptance
process, depending on the type of construction services provided. During the warranty period, we
are responsible for any construction defects pursuant to the terms of our construction contract.
Under our typical construction contract, our customers retain a retention money for 3% to 5% of
the contract value. The retention money is usually paid in instalments during the warranty period
or paid in full after the warranty period. As at the Latest Practicable Date, over 3% of the
retention money fell due as at 30 September 2022 has been collected by us, and no specific

provision was made for the retention money.
Seasonality
As most of our construction projects were located in provinces and regions with relatively

mild seasonal weather changes during the Track Record Period, our construction contracting

business was not subject to major seasonality fluctuations.
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We typically record higher revenue in the second half of the year than in the first half of the
year. We attribute this seasonality to the effect of the long Chinese New Year holiday and Labor

Day holiday which most of our projects are suspended.

Licences, Qualifications and Permits

Licences, qualifications and permits are required for us to carry out our operations and
undertake a variety of construction projects in China. As advised by our PRC Legal Advisers,
construction enterprises in the PRC are required to obtain the requisite licences, qualifications and
permits from the relevant regulatory authorities of the location of its establishment or the
MOHURD instead of the locations of construction projects where the construction services are
provided. Our PRC Legal Advisers further advised that during the Track Record Period and up to
the Latest Practicable Date, we have obtained the requisite licences, qualifications and permits

from the relevant PRC regulatory authorities for our operations in all material respects.

The following table sets forth our material operating licences, qualifications and permits as at
the Latest Practicable Date:

Name of the operating licences,

qualifications or permits Issuing Authority Holder Effective period
First-grade qualification in building MOHURD Zhongtian 9 July 2019 —
construction general contracting Construction 31 December 2023

(BRETRETRAQTH ... ..

First-grade qualification in municipal and MOHURD Zhongtian 9 July 2019 —

public construction general contracting Construction 31 December 2023

(MBAR TR TRRLTER) ... ...

First-grade qualification in building HHURD Zhongtian 3 July 2019 —
renovation and decoration construction Construction 31 December 2023

specialised contracting

(RELBEN TRIEGREEH) . .. ..

First-grade qualification in steel structure MOHURD Zhongtian 9 July 2019 —

construction specialised contracting Construction 31 December 2023

(WHEBIRESORATERH) . ... ... ..

First-grade qualification in foundation HHURD Zhongtian 3 July 2019 —

construction specialised contracting Construction 31 December 2023

(EERTREERASH) .. ... ..
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Name of the operating licences,

qualifications or permits Issuing Authority Holder Effective period

First-grade in lifting HHURD Kaida Apparatus 13 September 2022 —
equipment installation construction 13 September 2027
specialised contracting
(BESHLETEERREEH) ... ..

Second-grade qualification in electrical and ~ HHURD Zhongtian 3 July 2019 —
mechanical construction general Construction 31 December 2023
contracting
BETRETARERR) .. ... ...

Second-grade qualification in curtain wall HHURD Zhongtian 3 July 2019 —
construction specialised contracting Construction 31 December 2023
(BERM IRIEREAH ... ...

Third-grade qualification in highway ZHURD Zhongtian 21 October 2020 —
construction general contracting Construction 31 December 2023
(AHTRETERE=H).. ... ... ..

Third-grade qualification in water resources ~ ZHURD Zhongtian 21 October 2020 —
and electric power construction general Construction 31 December 2023
contracting
KMKELEBTARO=F) ... ...

Third-grade qualification in building ZHURD Zhongtian 21 October 2020 —
electrical and mechanical installation Construction 31 December 2023
construction specialised contracting
(RERELETREERE=H) ... ..

Third-grade qualification in environmental ZHURD Zhongtian 21 October 2020 —
protection construction specialised Construction 31 December 2023
contracting
RELBEERE=H). . ... ...

Qualification in formwork and scaffold ZHURD Zhongtian 11 June 2019 —
specialised contracting (with no Building 31 December 2023

grading system)

(BHRMTFRIRQARDER) ... ..
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Name of the operating licences,
qualifications or permits Issuing Authority Holder Effective period
Work safety permit HHURD Zhongtian 2 December 2019 —
(HRREFE) ... Construction 1 December 2022
2 December 2022 —
1 December 2025
HHURD Zhongtian 30 September 2017 —
Building 6 August 2023
HHURD Kaida Apparatus 30 June 2021 —
29 June 2024
High and New Technology Enterprise Hunan Provincial Science and Zhongtian 18 September 2021 —
Certificate Technology Department (1§ Construction 17 September 2024
LR 35 BRHEH ), Department

Note:

of Finance of Hunan Province
(1979 5 B BUBE) and Hunan
Provincial Tax Service of the

State Taxation Administration

(MR R EERER)

As advised by our PRC Legal Advisers, pursuant to the Provisions on the Administration of Qualifications of
Enterprises in the Construction Industry (RS ETREMHD), () Zhongtian Construction’s first-grade
qualification in building construction general contracting (E:5€ T.REifi T.48/K 615 #)), first-grade qualification in
municipal and public construction general contracting (TTEBUAH L2 LK EZH) and first-grade
qualification in steel structure construction specialised contracting (§lil %51 L2 237K 5 5) shall be issued by
MOHURD; (ii) Zhongtian Construction’s first-grade qualification in building renovation and decoration
construction specialised contracting (EEEFEMBEHEA TAZH R AT ), first-grade qualification in foundation
construction specialised contracting (HbE:E:ffE T B EIKEEZ M), second-grade qualification in electrical and
mechanical construction general contracting (#7E TR ji T 48R W& #K), second-grade qualification in curtain
wall construction specialised contracting (EEEEFEfE LEHE KAL) and Kaida Apparatus’ first-grade
qualification in lifting equipment installation construction specialised contracting (L Bff %4 TR RS
#%) shall be issued by HHURD, the provincial level authority overseeing housing and urban rural development in
the location of incorporation of the relevant subsidiaries (i.e. Hunan Province); and (iii) Zhongtian Construction’s
third-grade qualification in highway construction general contracting (/s THEHE TR A =4}), third-grade
qualification in water resources and electric power construction general contracting (7K F|7K 76 TR jfi T4 & £ =
#%), third-grade qualification in environmental protection construction specialised contracting (BRff T2 2K
—#&) and Zhongtian Building’s qualification in formwork and scaffold specialised contracting (with no grading
system) (AR Al FF 28 227K 0 (R 43 % 5))) shall be issued by ZHURD, the city level authority overseeing housing
and urban development in the location of incorporation of the relevant subsidiaries (i.e. Zhuzhou).
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With respect to the above licences and qualifications that will expire within 2022, we will
renew such licences and qualifications with the relevant government authorities prior to their
expiration. As advised by our PRC Legal Advisers, there is no foreseeable difficulties in their
renewals so long as we meet the applicable requirements and conditions and adhere to the
procedures set forth in the relevant laws and regulations as required by the relevant government

authorities.

Market and Competition

The construction industry in the PRC has developed significantly in recent years as a result
of high economic growth and a strong real estate market. In particular, the construction industry in
Hunan Province has seen rapid growth in recent years as a result of significant demand from
urban-rural development and overseas expansion simulated by the Belt and Road Initiatives. The
construction industry in the PRC is fragmented. According to the F&S Report, we were
fifth-ranked non-state owned construction enterprise with first grade general contractor
qualification in Hunan Province, in terms of construction revenue in 2021. The main entry barriers
to the China construction industry in which our Group operates include the regulatory qualification
requirements for contractors, reputation and track record, requirements for professional technical
staff and capital requirement. Please refer to the sections headed “Industry Overview” and

b}

“Regulatory Overview” in this document for more information on the PRC construction market

and the relevant laws and regulations, respectively.

We believe our competitive advantages allow us to compete with our competitors. We have
obtained a broad range of qualification, allowing us to undertake wide scope of construction works
and capture business opportunities which our competitors may not be qualified for. Our
development and implementation of innovative and high-quality construction know-how with our
R&D capabilities allows us to adapt to the market trend of upgrading construction management
technology. Moreover, our ability to embrace the latest development trend of green building,
prefabricated construction methods and EPC model in the PRC also enables us to capture business
opportunities. Furthermore, our reputation in the PRC construction industry as demonstrated by the
numerous awards accredited to us, as well as our experienced and dedicated senior management
team and highly skilled personnel in construction industry are key advantages we possess. For
details of our competitive strengths, please refer to the paragraph headed “Competitive Strengths”

in this section.
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Awards and Recognitions

The following table sets forth the major awards and recognitions received by us from the

relevant government authorities and professional institutions:

Year of

Project name and project code Description of project Award and Recognitions Awarding authority grant

Chunteng Village Third Residential building, piling, ~ Shennong Prize (¥ F24%) Zhuzhou Construction 2020
Phase* renovation and decoration (Note 1) Industry Association*

CEHE/ME =) (8333) and installation works of a GRULIEE E375)
civil building construction
project
Standardised Construction Construction Safety Branch 2018

Project Safety Construction  of the China Association of
Sites for National Construction Industry*
Exchange Study* (TRBEEGGEELS
(GRERESER QN 28
BRIREAMIZ 2%
AL L)

Chunteng Village Block Residential building, Shennong Prize (FfiE4%) Zhuzhou Construction 2019
10-13 and Basement* renovation and decoration (Note 1) Industry Association*
(RHE/MR10- 13T and installation works of a (TS £ )

%) (8238, 8239) civil building construction
project
Hunan Province Outstanding ~ Hunan Province Association 2019
Construction Project* of Construction
(MH B EE L) (Note 2)  Industry* (58 & B EEEH
)
Standardised Construction Construction Safety Branch 2017

Project Safety Construction
Sites for National
Exchange Study*

(4 B B A R 2 ALY
BRIREAMIZ 2%
R THh)
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Year of
Project name and project code Description of project Award and Recognitions Awarding authority grant
Material Preparation Plant Residential building and Hunan Province Outstanding ~ Hunan Province Association 2019
Renovation* ({1 B installation works of a Construction Project* of Construction
5 ) (8693) civil building construction (MR EEELH) (Note 2)  Industry*
project (MrEEREERHe)
Shennong Prize (Ff f242) Zhuzhou Construction 2018
(Note 1) Industry Association*
(P )
Kaifenglong City* Residential building, Hunan Province Outstanding ~ Hunan Province Association 2019
(SLEEEIR) (8598) renovation and decoration Construction Project* of Construction
and installation works of a (R HEE L) (Note 2)  Industry*
civil building construction (ﬁﬂfﬁﬁ@%%fﬁ@)
project
Shennong Prize (F R 58 Zhuzhou Construction 2018
(Note 1) Industry Association*
(MR EERE)
Yongle Village Minglun Commercial and residential ~ Hunan Province Outstanding ~ Hunan Province Association 2019
Village Industrial building, renovation and Construction Project of Construction
Development* (7K 441 decoration and installation (W BEE L) (Note 2)  Industry
fik TE3) (8262) works of a civil building (WA B EERH )
construction project
Qianjin Xiangjiang Factory premises, piling, Furong Prize Hunan Province Association 2017
Pharmaceutical* renovation and decoration (%) (Note 3) of Construction
(TEHITEE) (8603) and installation works of a Industry
civil building construction (ﬁﬂfﬁﬁ@%%fﬁ@)
project
Zhong’ou Kun Lun Shoufu ~ Residential building, piling, ~ Shennong Prize (# f24%) Zhuzhou Construction 2017
Phase I Construction* renovation and decoration (Note 1) Industry Association* (¥

(P BRE—#T
1) (8350)

and installation works of a
civil building construction

project

- 226 -

iR )



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS
Year of
Project name and project code Description of project Award and Recognitions Awarding authority grant
Hunan Province New Housing and Urban-Rural 2016
Construction Technology Construction Department
Application Demonstration of Hunan Province
Construction (5 & &% (WrE A AR A LB
LR R LR
Panlong Yulan Valley* Civil building construction National Construction Construction Safety and 2020
EREHS) project Engineering Project Machinery Branch, China
Standardised Safety Construction Industry
Construction Site* (B & Association* (PR EHE
R IBREHG TR 2% E e REe 2 REN T 8)
(L T
Jindong Taozi Lake* Civil building construction Shennong Prize (P2 5%) Zhuzhou Construction 2021
(B3 W 1) (8308) project (Note 1) Industry Association*
(M TS E )
Hunan Province Outstanding ~ Hunan Province Association 2021
Construction Project* of Construction
(WHEBE TR (Note 2)  Industry* (WRIHEEE
i)
Chunteng Mansion* Civil building construction Shennong Prize (M F4%) Zhuzhou Construction 2021
(RHEAE) (8741) project (Note 1) Industry Association*
(MR )
Zishan Lake Lining Prefabricated steel structure ~ Hunan Province Steel Hunan Steel Structure Green 2021
Supporting Area* (FE L] project Structure Gold Award Building Industry
EERER) (Wr B At 2 ) Association (i F 7 & 45 e
B RETERE)
Zhongtian Hangxiao Steel Prefabricated steel structure  Shennong Prize Zhuzhou Construction 2022
Structure Prefabricated project (FE5E) (Note 1) Industry Association*
Building Base Phase I (BT B S )
R&D Building*
(R AR R Hunan Province Outstanding ~ Hunan Province Association 2022

Hdb(— )L ) (8285)

Construction Project (HF
BEE L) (Note 2)
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Changjun Yunlong Municipal construction Shennong Prize Zhuzhou Construction 2022
Experimental School project (HIREE) (Note 1) Industry Association*
(Third Phase)* (REFE (TR E)
ERZihE=H
Hunan Province Outstanding ~ Hunan Province Association 2022
Construction Project (1 of Construction Industry
BEETE) (Note 2) (HP B R )
First Bidding Section of Prefabricated steel structure ~ Shennong Prize Zhuzhou Construction 2022
Xuebao Xincai Science and  project (= 8%) (Note 1) Industry Association*
Technology Park (ML)
Construction®
(BEM AR
AR
First Bidding Section of Civil building construction ~ Hunan Province Construction ~ Housing and Urban-Rural 2022
Zhongtian Lutai (Block project Safety Production Construction Department
6-10 and Basement)* Standardization “Excellent of Hunan Province (HF#
(FREA—TEE(6-10% Construction Site in R AR A )
HBTE)) Annual Project Evaluation”
in 2021 (MR 2021
e 9 MR 4
[ERIRH % R
THi])
Shui Zhu Jiayuan* Civil building construction Hunan Province Construction ~ Housing and Urban-Rural 2022
(KPrE3t) project Safety Production Construction Department

of Hunan Province (HF &
R )

Standardization “Excellent
Construction Site in
Annual Project Evaluation”
in 2021% (WA E 202155
B TE 24 ERE(

[EEHEETHER
Ti])
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Amusement and Intelligent ~ Civil building construction Hunan Province Construction ~ Housing and Urban-Rural 2022
Equipment R&D and project Safety Production Construction Department
Production Base Standardization “Excellent of Hunan Province (Wi &
Construction* (&M% & Construction Site in R AR R )
SRR E A Annual Project Evaluation”
in 2021% (HI#IA2021 5 %
BEMTE 2% R
[EERA%THER
Thi) )
Integration and upgrading of  Civil building construction Hunan Province Construction ~ Housing and Urban-Rural 2022
Bogie Urban Rail Frame* project Safety Production Construction Department
(H R EROERE A AR Standardization “Excellent  of Hunan Province (H#4
Construction Site in T AR )
Annual Project Evaluation”
in 2021% (WIHB20215F %
BEM T 24 AR
[FEBAETER
i) )
Changjun Zhuzhou Yunlong  Civil building construction Hunan Province Construction ~ Housing and Urban-Rural 2022
Experimental School Third project Safety Production Construction Department
Phase Feng Yu Playground, Standardization “Excellent of Hunan Province (if #
the Guard of Junior High Construction Site in LR
School and Duty Room* Annual Project Evaluation”
(RIVRMZRE RN in 2021 (WM B2021
HHEEH T = BB WM T2 EIRE
% M - R [ERIRH % R
THi])
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Yidu Qingtianli Phase IT* Civil building construction Hunan Province Construction ~ Housing and Urban-Rural 2022
(E AR K1) project Safety Production Construction Department
Standardization “Excellent of Hunan Province (Wi &
Construction Site in £ AR A )
Annual Project Evaluation”
in 2021% (WM E2021 5
BN TE 2% R
[ERIEH %R
Thi) )
Panlong Ecological Civil building construction ~ Hunan Province Construction ~ Housing and Urban-Rural 2022
Community Yulan Valley project Safety Production Construction Department
184, 20# and Basement Standardization “Excellent of Hunan Province (HH#
(A REAL (B R R84 Construction Site in {EF FIR AR L)
4B E) Annual Project Evaluation”
in 2021% (R E 20214 %
BEM T 24 AR
[FEBAETER
i) )
N/A Civil building construction National Quality Project National Engineering 2005
project Silver Award Construction Award
(BZ Y TRBEE) Approval Committee
(AR TEEREELZA
)
N/A N/A 2021 Hunan Province Hunan Provincial Credibility 2022
Credibility Enterprise Enterprise Association (1]
QOAVEEWEBTERE  HATARERGNEER
fERE%) @)
N/A N/A 2019 Hunan Province Hunan Provincial Credibility 2020

Credibility Enterprise

(20194 FE 1R 5 5F &[] 2

[ 5%)
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N/A N/A 2019 Advanced Unit in Zhuzhou Hetang District 2020
Promoting Regional Committee of the Chinese
Economic Development Communist Party (3t
QOIERUERAAEE  WiEEZEE)
JESEHERA)
N/A N/A 2018 Hunan Province Hunan Provincial Credibility 2019
Publicised Major Credible Enterprise Association
Enterprise (20184 & i i (Wra B AR ERE AR
BFEAERRAREE) e
N/A N/A Zhuzhou City-level Zhuzhou Construction 2019,
Construction Industry Industry Association 2020
Enterprise with AAA (RN T RS2t )
Credit Rating
(R B3 T Bl
BAAADLE)
N/A N/A Grade A Tax Credit Unit Hunan Province State 2017-2019
(WBLLE FIASREAL) Administration of Taxation
of the PRC (i HE %
H 4 %) and Hunan
Province Local
Administration of
Taxation* (A # i
#R)
N/A N/A 2017 City Outstanding Chinese Communist Party 2018
Enterprise in Production Zhuzhou City Committee
Safety Q017FE2H%2  office
EELHEERRF)
Notes:
1: During the Track Record Period and up to the Latest Practicable Date, including those disclosed above, we have
received a total of 33 Shennong Prize (#523&) for our construction projects.
2: Including those disclosed above, we have received a total of 46 Hunan Province Outstanding Construction Project

Award* (5 & B8 THE), among which 12 of them were received during the Track Record Period.
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3: We have received a total of nine Furong Prize* (FE#E4%), all of which were received before the Track Record
Period.

R&D and know-how

We are committed to developing know-how for the goal of increasing construction efficiency
and quality, which in turn enhance our competitiveness with the industry. We believe that
innovative technology in construction will also help achieve labour costs control, energy
conservation and emission reduction. As at the Latest Practicable Date, our R&D department has 6
employees. Members of our R&D department have obtained qualifications in key areas that are
related to our operations such as senior engineers, registered engineers, constructors, as well as
master degrees in relation to chemical analysis, civil engineering and structural engineering, etc.
The department is supervised by Mr. Chen Peirun* (Pf35{#), our deputy general manager
responsible for the R&D and quality management of our Group, who has over 29 years of
experience in the construction industry. For details, please refer to the section headed “Directors

and Senior Management — Senior management” in this document.

For FY2019, FY2020, FY2021 and 3Q2022, our total R&D expenses amounted to
approximately RMB60.8 million, RMB54.1 million, RMB56.7 million and RMB42.1 million,
respectively, for the purpose of improving our construction methods and know-how, thereby
boosting the efficiency and cost-effectiveness of our construction process. As our Group believes
that the R&D activities will bring the long-term benefits to our Group, our Group devoted
substantial resources in R&D activities, developed 24 patents, and undertook 114 R&D topics
during the Track Record Period and up to the Latest Practicable Date. Since the know-how and
construction methods improved by our R&D activities do not only apply to a particular project but
can be applied in similar projects, our Directors believe that (i) the engagement in R&D activities
would bring long-term benefit to our Group; and (ii) in our Group’s continuing quest to expand
our business and markets, our Group shall continue to draw on the accumulated knowledge resided
in its R&D activities and any economies of scale that can be extracted to improve productivity
efficiency in the long run. As advised by F&S, the level of R&D expenses incurred by our Group

was in line with those of its industry peers.
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Highlights of our know-how

Listed below are the patents which we obtained as at the Latest Practicable Date:

Patent registered Type Patent number

a)  Self-tapping foundation piling method capable of establishing Invention Z1.201610155221.5

machine tool foundation on soft soil*

(—HERD R b BT R R B IO B R i)
b)  Wall wiper for civil construction* (— 71 #ifi Tl ki) Utility model ~ ZL201820417392.5

c)  Construction fence applicable to building construction* Utility model ~ ZL201820433116.8
(— R S 3 2 T o (T B A 068 Ty e )

d)  Roof painting device for civil construction* Utility model ~ ZL201922229182.0
(— R T TR R 2

e)  External construction curtain wall convenient for safeguarding Utility model ~ ZL201922366666.X

purposes*

(— LG A A 1 S 2 19 R S

f)  Perforated concrete pump pipe fixing device* Utility model ~ ZL201922258695.4
(GFAERE L REEERE)

g)  Concrete pump horizontal fixed damping device* Utility model ~ ZL201922260495.2
(R L RE OB E Rk E)

h)  The construction structure of the external wall pouring formwork Utility model ~ ZL.202021356889.4
against the pull bolt*

(MR e S B i R G T4 )

i)  Waterproof plugging structure Utility model ~ ZL202021356887.5

for pulling bolt holes of external wall*

(OMIE R LD K B S5 55 )

j)  New flip-type discharge channel for construction elevator* Utility model ~ ZL202021356615.5
(Bt T 56 A 57 2 Y L3

k) Mobile elevator shaft construction platform* Utility model ~ ZL202021356529.4
BEHXEHIIETF5)
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)

w)

Patent registered

Type

Patent number

Prefabricated truss floor bearing plate and its concrete floor

structure*

CREEAHT IR AR AR B TR 5 L M T )

Steel component hoisting device*

(RS R )

Concrete mixer for uniform mixing for building construction*

(RS T R S iR B L %)

Detachable pipeline fixing device for building construction®

(RS T o4 P AR 1 S )

Double-layer steel structure workshop with photovoltaic

modules*

(— A G AR ) 55 )

Positioning device for installing steel pipe bundle*
(R E R LR ERE)

A kind of municipal road construction method*

(—HE T BUE B 1 07 3% )

Detachable support building constructions*

(—REASE T T T35t )
Concrete point compaction device* (T 17 B % H A E)

ALC connection point between wall panel and door frame* (ALCH4

A BT RE £ 8 £ )

ALC slatted window opening structure and its connection with
window frame* (ALCHAR i 4k S H S A A O B )

Protection device along the stair and its installation structure® (#EHf
BB b i B T A K )

Concave non-adhesive plain brick curtain wall structure* ([U]#& % 4

iRy S )

~ 234 -

Utility model

Utility model

Utility model

Utility model

Utility model

Utility model

Invention

Invention

Invention

Utility model

Utility model

Utility model

Utility model

71.202021356330.1

71.202021484745.7

71.202021484742.3

71.202021484741.9

71.202021483231.X

71.202021483192.3

71.202010753610.4

71.202122008143.5

202110916416.8

71.202123230788.X

71.202123231122.6

71.202123315252.8

71.202220063618.2
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(a) Self-tapping foundation piling method capable of establishing machine tool foundation on
soft soil* (—BE Al Rk L Hl b 8 7 K B 1 B0 B K O )

Our self-tapping foundation pile method allows us to dispense with construction step required
for fixing the machine tool on soft soil, thereby streamlining our workflow in foundation works

and reduce our construction costs incurred.

The use of our patented method will reduce the cost of foundation processing by up to 20%

and shorten the construction period by up to 10 days.
(b) Wall wiper for civil construction* (— - & Jiti L ] & i #%)

Our patented wall wiper is able to ascend and descend to different height levels at ease for
plastering the wall surface of the construction works, especially the corners. Therefore, by using
our patented wall wiper the plastering process will be more efficient and effective comparing to
the traditional wall wipers, which could in turn improve our construction quality for our civil

construction project and reduce the construction costs.

The use of our patented wall wiper will reduce the cost of plastering by up to 10%, shorten

the construction period by up to 30 days and reduce quality defects.

(¢) Construction fence applicable to building construction® (— Fl JE JH % & L 12 v 48 72 15 a& 19
it I %5 )

Our patented know-how enables us to utilise dismantlable components which could be easily
dismantled and reused to build and install construction fences in our construction sites. This can
reduce the manpower, material and time required to build the construction fences and hence lower

our construction costs.

The use of our patented know-how in construction fence applicable to building construction

will reduce the construction costs by up to 3% and maintain a high level of work safety.
(d) Roof painting device for civil construction * (—FE 1+ & jiti T} J& Ifii 1 hill % E)

Our patented roof painting device is able to solve the problems of the ordinary painting
method that paint falls during the painting process and the painting shaft is difficult to replace,

causing wastage of paints and low efficiency of painting works.

By adopting this patented device, the cost of roof painting can be saved up to 8%, and the

construction period can be shortened by up to 10 days.
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(e) External construction curtain wall convenient for safeguarding purposes* (— B {8 & 7 11

D% 1 1Y A A

Our patented external curtain walls convenient for safeguarding purpose with sliding saddle
on the curtain walls can be fixed on the base of the construction cradles to stabilise the

construction cradle and enhance the construction safety.

Moreover, the curtain wall tiles of our patented curtain wall can be quickly replaced
individually according to the situational needs or for maintenance purpose. Without the need of
maintaining or replacing the curtain wall as a whole, maintenance costs of the curtain wall can be

reduced.

The use of our patented curtain wall will reduce the cost of curtain wall construction by up to
30%.

(f) Perforated concrete pump pipe fixing device* (FABBHEHLREPEHE) and (g)
Concrete pump horizontal fixed damping device* (it #E 1 & K F [B] %€ I 5% K &)

Our patented perforated concrete pump pipe fixing device has good stability, which can
reduce vibration and noise and ensure the safety of concrete transportation during the construction.
Our concrete pump horizontal fixed damping device is a vibration reduction device for concrete

pump pipes with good stability, safety and reliability.

By adopting these patented devices, the construction period can be shortened by up to 30
days. Further, safety accidents caused by unstable pump pipes can be prevented and noise pollution

can be reduced.

(h) The construction structure of the external wall pouring formwork against the pull bolt* (#p
e 8 R BEAR B 7 B8 FR it L 45 4%) and (i) Waterproof plugging structure for pulling bolt holes
of external wall* (P 3%t b W42 7L By Kk B 4% 45 H)

Our patented construction structure is composed of cast-in-place concrete, and it is highly
adaptable, convenient to use and can be easily dismantled. Our waterproof plugging structure is
able to solve the problems of the conventional polyvinyl chloride tubes that always spill during

secondary grouting.

By adopting these patented structures, the construction costs can be saved by up to 2%. Wood

materials used to support the structures can also be saved.
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(i) New flip-type discharge channel for construction elevator* (Jiti "L 7 F# 7 72 ¥ itk 72 Hi o} 45 #5)

Our patented discharge channel is able to automatically flip itself to discharge substances
from construction elevators. There is no longer a need to install a protective door which was used

for workers to manually flip the channel, thereby minimising workplace hazards.

The use of our patented discharge channel will shorten the construction period by up to 25

days, increase the efficiency of batch processing and maintain a high level of work safety.
(k) Mobile elevator shaft construction platform* (BB EMH i LT V&)

Our patented mobile elevator shaft construction platform is able to solve the problems of
conventional construction elevators that are unstable at a raised height and difficult to set up. This

construction platform is safe, reusable and easy to lift.

By adopting our patented construction platform, the construction period can be shortened by

up to 15 days.

(1)  Prefabricated truss floor bearing plate and its concrete floor structure® (¥ H0=CHi 2 HE &R
T I H5E -1 1T 45 )

Our patented floor structure is composed of steel truss and floor deck, and is able to reduce
the pressure of steel lashing, speed up construction progress and save partial formwork and costs.
Further, this patented floor structure is easy to use, cost-effective and has a highly accurate

positioning control.

The adoption of our patented floor structure will save construction costs by up to 4%, thereby
saving maintenance costs by up to 3%. Additionally, the construction period can be shortened by
up to 35 days.

(m) Steel component hoisting device* (— TS {F 1 % % &)

Our patented steel component hoisting device is able to solve the problem of the ordinary

bulky hoisting device that could not carry small construction components. This hoisting device is

convenient, easy to operate and suitable for small scale prefabricated steel structure construction.

By adopting this patented device, the cost of installation can be saved up to 10% and the

construction period can be shortened by up to 15 days.
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(n) Concrete mixer for uniform mixing for building construction* (& 5%t "L ] #2 ¥ ¥ 51 1 1 #é
ER €3 )

Our patented concrete mixer has the capability to create a balanced concrete mix. It is
efficient, reliable, environmentally friendly and has good noise control. Compared to traditional
concrete mixers, this patented concrete mixer is easier to install, and it generates less noise and

dusts while it is in operation.

The adoption of our patented concrete mixer will save construction costs by approximately

5% and shorten the construction period by up to 15 days. Noise pollution can also be reduced.

(o) Detachable pipeline fixing device for building construction* (5% "L J 7] $ff 51 8 43 [8] & %
#)

Our patented detachable pipeline fixing device is able to affix pipelines speedily, which
prevents the breakage of pipelines due to misplacement and eradicates safety hazards. This device
is sturdy, easily removable and serves the purpose of modernising construction techniques and

processes.

By adopting this patented device, the construction costs can be saved up to 2% and the

maintenance costs can be reduced by up to 2%.

(p) Double-layer steel structure workshop with photovoltaic modules* (—FE#7 X R 4 1F 0y % )&
94 245 4 It )

Our patented steel structure workshop consists of a transparent glass roof that captures good
natural lighting and an adjustable photovoltaic panel. This double-layer structure workshop has
good durability, shock resistance and sound insulation. In particular, the incorporation of
photovoltaic modules into the workshop can generate solar energy, thereby saving energy and

costs.

The use of this patented steel structure workshop will reduce construction and maintenance

costs by up to 3% and 2%, respectively. Construction period can also generally be shortened.
(q) Positioning device for installing steel pipe bundle* (— 1 #ij & HT L % %€ r K &)

Our patented positioning device is composed of steel pipe composite structure shear walls,
H-shaped steel beams, reinforced truss floor decks and lightweight partition walls. This positioning

device is used to place and install pipelines precisely and automatically, which in turn enhances

construction efficiency. It is safe, reliable, convenient to install.
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The use of our patented positioning device will reduce the cost of construction by up to 4%

and shorten the construction period by up to 40 days.
(r) A kind of municipal road construction method* (— ¥ i B 5 % Jjti . J5 %)

Our patented municipal road construction method consists of systematic technologies
including earth excavation, backfilling and consolidation on the base and surface layers of roads,
all of which optimise existing municipal road construction procedures and enhance the quality of
road constructions. This method can effectively process dust generated by asphalt, thereby

advancing occupational health and environmental safety.

By adopting our patented method, the construction and maintenance costs can be reduced by

up to 3% and 2%, respectively. The construction period can also be shortened by up to 30 days.
s)  Detachable support device for building constructions* (— & % L £ jiti 'L H vl #r :( % )

Our patented detachable support device has a collapsible bottom case and a telescopic rod
arranged on the support plate which together play a stable role. The disassembly and assembly
method is simple and convenient. There is also a support block on the side, which can prevent the
support device from tilting forward. Our patented detachable support device is also less bulky
compared to traditional support device, hence it is more convenient in moving the support device

around.
t)  Concrete point compaction device* (1%t 1.7 B & B K H)

Our patented concrete point compaction device is composed of a base with a wavy guide
groove and a vibration machine. The vibration machine can produce wavy vibration via the wavy
guide groove. Hence, the coverage of the vibration machine is enlarged and our patented concrete

point compaction device is able to vibrate concrete more evenly.

The use of our patented concrete point compaction device will reduce the cost of construction

by up to 6% and the construction period can be shortened by up to 10 days.

u) ALC connection point between wall panel and door frame* (ALC %% Bt Bd '] HE iy 2 £ 8 %)
Our patented connection point is composed of prefabricated ALC wall panel and door frame,

together with a specially designed connecting component. Our patented connection point is able to

solve the problem of cracking at the connection point between ALC wall panel and door frame and

hence ensure the strength of connection between ALC wall panel and door frame.

- 239 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

Our patented connection point can reduce the cost of construction by 4%, reduce the future

cost of maintenance by 2% and shorten the construction period by up to 20 days.

v)  ALC slatted window opening structure and its connection with window frame* (ALC#1R &
i 4 i B B 1 HE 1 238 1 Hi s )

Our patented ALC slatted window opening structure and its connection with window frame is
able to solve the problem of insufficient bearing capacity of the ALC slatted window opening

structure and to provide stable and sufficient strength of connection with window frame.

The use of our patented ALC slatted window opening structure and its connection with
window frame satisfies with the requirements of green construction and can reduce the cost of

construction by 2%.

w) Protection device along the stair and its installation structure* (M58 By & % B Rk H %
FHH)

Our patented protection device along the stair and its installation structure can be
prefabricated in batches and be reused, hence lower the construction cost, material cost and labor
cost. Moreover, our patented protection device is able to prevent construction workers being hit by

fallen objects along the stair edge and therefore ensure the safety of construction worker.

By adopting our patented protection device, the cost of construction can be reduced by 2%

and the construction safety of employees is enhanced.
x) Concave non-adhesive plain brick curtain wall structure* (P13 7 Sl K5 4% 75 7K 18 3% % 45 W)

Our patented concave non-adhesive plain brick curtain wall structure is composed of a
stress-bearing frame and a concave stand with several connecting components. Plain bricks were
staggered onto the stress-bearing frame and steel pipes were passed through the reserved hole on
the concave non-adhesive plain bricks. Hence, our patented concave non-adhesive plain brick
curtain wall structure enables the reuse of the plain bricks and steel pipes and minimises the

deterioration of the materials.

Our patented concave non-adhesive plain brick curtain wall structure helps reduce the cost of

construction by 8% and reduce the construction period by up to 5 days.

Furthermore, as at the Latest Practicable Date, we were in the process of applying for four

patents.
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During the Track Record Period and up to the Latest Practicable Date, we have also been
engaged in R&D continuously and conducted research on 114 R&D topics in relation to different
aspects including civil building construction, municipal works construction, prefabricated steel
structure construction, foundation works and other specialised contracting works which includes
building renovation and decoration construction, all of which have been implemented in our

construction process.

Our efforts in R&D enable us to (i) improve our construction methods and know-how for
different types of construction projects including civil building construction, municipal works
construction and prefabricated steel structure construction which in turn enhance the quality of our
construction works and enable us to undertake some notable projects, and improve occupational
safety and well-being of the construction workers of our Group by making use of specialised
equipment; and (ii) boost the cost-effectiveness of our construction works through the adoption of
enhanced building equipment and green building construction method, which are further elaborated

below:

(i) Improving our construction methods and know-how which in turn enhance the quality of our

construction works

Through our R&D activities, we have improved our various constriction methods and
know-hows. For example, we adopted steel and aluminium frames to replace the traditional models
made of bamboo and wood in our civil building construction works, as steel and aluminium frames
are of lighter weight and stronger in structure, such that they could provide concrete moulding
with better quality for our construction process. We also develop know-how to increase the quality
of our prefabricated steel structure construction works, such as the application of a combination of
concrete and structural steel in our construction works for high-rise prefabricated steel structural
buildings to increase their load-bearing capacity, earthquake-resistant and fire-resistant capability.
In the field of municipal works construction, we improved various construction methods and
know-hows to enhance the quality of our urban road construction works, including improving the
quality of cement and the flatness of the roadbeds, improving the anti-rutting performance of the
road surfaces and reducing the risk of road structure subsidence. For example, the application of
the control of the longitudinal slope, cross slope and flatness of the road base surface will enhance
the quality of urban road construction works, shorten the construction period by up to 30 days and
reduce the amount of construction costs by up to 5%. In view of the improved quality of our
construction works, during the Track Record Period, we did not experience any quality issues, or
subject to any penalty from government authorities in relation to the quality of our construction
projects in material respect. With our enhanced construction quality benefiting from the

improvement in construction methods and know-how, we were able to undertake some notable
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projects, including Langting Lanjiang Main Structure* (Hi%E e+ VL) project, which was
recognised by the Zhuzhou Association of Construction Industry (#& ¥ 7 2 2E2E 17 &) as the tallest

construction-in-progress building in Zhuzhou.

The application of our R&D topics also encourages the use of specialised equipment which
aims at improving the occupational safety and well-being of our construction workers. For
example, we developed specialised safety installations on curtain walls to increase the stability of
construction cradle when carrying out construction works at height. Our Group also developed a
specialised lifting scaffolding technique to boost the level of the occupational safety of its
construction workers when carrying out construction works at height which will reduce the costs
of raw materials in the relevant construction project by up to 3%. As a result, the level of
occupational safety of the relevant construction projects was enhanced which was proven by our

low fatality rate during the Track Record Period.
(ii) Boosting the cost-effectiveness of our construction works

The application of our enhanced construction methods and know-how from our R&D
activities could boost the cost-effectiveness of our construction works through the adoption of
enhanced building equipment. For example, we developed an improved scaffolding know-how with
automatic height adjustment function which could save the time and costs involved in the repeated
installation of scaffolds in traditional scaffolding methodologies to enhance our construction

efficiency and achieve cost-saving.

Through our R&D activities, we also developed green building construction method to
facilitate energy preservation and hence reduce our construction cost to enhance our
cost-effectiveness. For example, we developed a know-how that replaces traditional concrete
structures with steel tube bundle composite to reduce the amount of water wastage and achieve
cost saving. The application of (i) the intelligentised monitoring and control of dust emission in
construction works will reduce the amount of dust emission from construction works, maintain an
environmentally friendly working environment and reduce the construction period by up to 30
days; and (ii) the prefabricated temporary roads, which can be used repeatedly in different
construction projects, will reduce the amount of wastes and lower the construction costs by up to
5%.

We have achieved a more cost-effective construction workflow with our dedication in R&D
activities, which partly contributed the gradual increment of our Group’s overall gross profit
margins from construction contracts which from approximately 10.0% in FY2019 to 10.7% in
FY2020 and FY2021 and further increase to approximately 10.9% in 3Q2022.
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We have engaged Hunan Academy of Building Research Co. Ltd (I¥/ & & LR L F i
FREAL/A 7)) (“Hunan Academy of Building Research”) an independent R&D institute, to
conduct a review of topics covering 52 of our R&D topics including our top five major R&D
projects in terms of R&D expenses incurred in each of FY2019, FY2020, FY2021 and 3Q2022 as
well as 24 patents registered by our Group as at the Latest Practicable Date. Hunan Academy of
Building Research is a state-owned provincial scientific research institute principally engages in
scientific research and the provision of consulting services and was accredited as a High and New
Technology Enterprise and its wholly-owned subsidiary, Hunan Construction Engineering Quality
Inspection Centre Co. Ltd* (B FE A s TRRE 2483 0 A FR/AF]) was accredited as a national
advanced unit in construction quality inspection industry* (4B &5 TR E &g 173 e HER L),
Hunan Academy of Building Research considered that certain enhanced construction methods and
know-how developed from our Group’s R&D activities are unique in the industry and are
innovative as compared to those adopted by our industry peers. For example, the wall wiper
developed by our R&D activities enables us to ascend and descend to different height levels at
ease for plastering the wall surface of the construction works, especially the corners and hence this
device can achieve more efficient and effective plastering process comparing to the traditional wall
wipers or manual plastering of wall surface and we have obtained utility model patent for this
know-how. Our Group also developed specialised external curtain walls convenient for
safeguarding purpose with sliding saddle on the curtain walls that can be fixed on the base of the
construction cradles. Comparing with traditional curtain wall maintenance work using ordinary
construction cradle which the construction cradle may sway and have the risk of hitting the curtain
walls, the construction cradle of our patented curtain walls would be more stable and hence can
enhance the construction safety when carrying out the maintenance works of the curtain walls. Our

Group has also obtained patent for such know-how.

As a result of our R&D capabilities, achievement and initiatives, we have been certified as
“High and New Technology Enterprise (/=877 2£)” since 2018.

Raw Materials, Machinery and Equipment and Suppliers
Raw Materials

Our principal raw materials include steel, cement, masonry and concrete, most of which are
procured from suppliers in China. For each of FY2019, FY2020, FY2021 and 3Q2022, our cost of
raw materials amounted to approximately RMB796.4 million, RMB687.7 million, RMB642.7
million and RMB531.6 million, respectively, representing 48.6%, 43.5%, 39.5% and 43.7% of our
total cost of sales, respectively. Price adjustment terms may be included in the construction
contracts. We do not keep a significant inventory of raw materials to minimise inventory costs and
the risks associated with price fluctuations in raw materials. During the Track Record Period, we

did not experience any major price fluctuations, delays or shortages in our supply of raw materials,
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and we do not anticipate significant difficulties in obtaining alternative sources of supply if
necessary. For details about the effects that changes in the price and availability of raw materials
to our operating results, please refer to sections headed “Financial Information — Description of
certain key items for our results of operation — Cost of sales — Sensitivity analysis” and “Risk
Factors — Risks Relating to Our Business — Our operating results may be significantly affected

by changes in the prices and availability of raw materials” in this document.

Machinery and Equipment

We rely on a range of machinery and equipment to perform our construction contracting
business which we may purchase or lease such machinery and equipment from other parties, or use
those we own. We determine the specifications and the quantity of such machinery and equipment

to be purchased or leased based on the needs of our projects.

The machinery and equipment required for performing our construction contracting business
mainly include construction cranes, construction lifts, bulldozers, digging rigs, excavators,

construction piling machines, climb stands, bulk trucks and rebar processing sheds.

During the Track Record Period, we owned some of the major construction machinery and
equipment required in our business operations, such as construction cranes and construction lifts.
Construction cranes are generally used to lift and lower materials and/or equipment while

construction lifts are normally used to raise and lower people, materials or equipment.
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We also lease construction cranes and lifts and other machinery and equipment including
excavators, bulldozers, digging rigs, climb stands, bulk trucks and construction piling machines
from third parties to meet the needs of our construction projects. These machinery and equipment
are commonly used in the construction industry and are generally available in the market. Our
expenses to lease such machinery and equipment amounted to RMB35.5 million, RMB117.0
million, RMB199.4 million and RMB91.6 million for FY2019, FY2020, FY2021 and 3Q2022,
respectively. Generally, we pay a percentage of the contract value upon signing of the machinery

and equipment procurement or lease agreements and the remainder within a specific period.

We select our machinery and equipment suppliers based on numerous factors, including price,

and performance of the machinery and equipment offered.

Our machinery and equipment are primarily managed by our production operation
department. We formulate procurement plan and conduct periodic audits of our machinery and
equipment. Regular maintenance and repairs are carried out for our machinery and equipment
including oiling and cleaning, to ensure their condition, and hence safe for our use. For machinery
and equipment that we lease, the leasing companies are responsible for transporting the machinery

and equipment to the designated construction sites.

Suppliers

For large scale procurements, suppliers are usually selected through a bidding process,
procurement inquiry purchase or in other manner adopted by our work safety, procurement and
subcontracting department and cost and contract department as appropriate. Whereas for
procurements in smaller scale, we usually procure directly from suppliers selected from our list of
qualified suppliers. Suppliers are selected based on various criteria, including the price offered,
quality and delivery schedule of the raw materials or equipment, after-sale and customer services
to be provided, and the supply capacity, credit standing and client base of the suppliers. We
conduct evaluation on the qualified suppliers regularly, and update our list of qualified suppliers
half-yearly. For each procurement, we will enter into a supply contract with our suppliers, of
which the terms are negotiated based on our procurement contract template. During the
procurement process, we closely monitor the delivery schedule to ensure raw materials and
equipment are delivered on time. Raw materials and equipment procured are delivered, inspected,
safe-kept in accordance with the relevant environmental protection and occupational health and

safety requirements.
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The following sets forth a summary of the principal terms of our typical supply contracts for

principal raw materials:

Delivery, inspection and

performance

Pricing and price

adjustment

Payment schedule

Liquidated damages

Our suppliers are responsible for delivery of raw materials to our
destinated places such as our construction sites. Upon delivery,
our staff will inspect the quality and quantity of raw materials
according to our specifications and standard. If there is any
defect in quality or deficiency in quantity, our suppliers have to
deliver replacement or supplementary raw materials (as the case
may be) to our destinated places in accordance with the supply
contract and to bear the additional costs incurred. The delivery

cost and risks are borne by our suppliers;

The total price of raw materials are determined by a unit price
and the quantity delivered and the unit price is determined by
negotiation with our suppliers with reference to the prevailing
market price. The unit price may be adjusted by way of price
adjustment letter(s) confirmed by the suppliers and us or
supplemental contract(s), taking into account the fluctuations of

the market price, if any;

Invoice for raw materials procurement is generally issued upon
delivery of a specific quantity as set out in the contracts. Order
for raw materials is usually made on a monthly basis. The price
payable is usually determined by the unit price as agreed in the
contract times and the quantity of raw materials actually
delivered times a specific percentage and the remaining price
shall be settled at the end of each construction project.
Prepayments for raw materials procurement may be required on

a case by case basis and by negotiation; and

In the event of (i) delay in delivery of the raw materials; or (ii)
failure to meet the quality standards for raw materials, our
suppliers are liable for the liquidated damages and are required

to compensate us for the losses that we sustained, if any.
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Inventory

Our inventory mainly consists of raw materials, mainly being steel, cement, masonry,
concrete and consumables. As the raw materials we procured are directly transported to our work
sites, we keep low inventory levels for our operations. As at 31 December 2019, 2020 and 2021
and 30 September 2022, our inventories amounted to RMB0.7 million, RMB3.3 million, RMB3.0

million and RMBO0.9 million, respectively.

Subcontracting

During the Track Record Period, we engaged subcontractors to provide labour subcontracting
services and certain specialised construction services such as curtain wall construction, installation
of lifts, waterproofing and fireproofing works. For each of FY2019, FY2020, FY2021 and 3Q2022,
the total labour and construction subcontracting fees paid by us to the subcontractors engaged by
us amounted to approximately RMB569.0 million, RMB569.6 million, RMB644.4 million and
RMB502.1 million, respectively, accounting for approximately 34.7%, 36.0%, 39.6% and 41.2% of

our total cost of sales, respectively.

Given the professional expertise and comparative advantage our subcontractors have, we
believe our engagement of them can speed up the construction progress, lower the costs and
thereby improving cost efficiency. Moreover, subcontracting enables us to leverage on certain
qualifications held by the subcontractors which our Group does not possess. We follow strict
criteria in selecting subcontractors and maintain a list of qualified subcontractors which we would
usually choose from. We generally select subcontractors through a tendering process.
Subcontractors to participate in the tendering should pass our internal evaluation and be one of our
qualified subcontractors. A majority of such tenderings have been conducted through tender by
invitation. We select subcontractors primarily based on their qualifications, technological

capabilities, track record in quality and safety, financial strengths and offer prices.

Our management procedures include: (i) adopting a series of progress monitoring measures,
which include requiring subcontractors to formulate work schedules and furnish progress reports,
monitoring the implementation of work schedules and adjusting the same when necessary, as well
as implementing assessment, inspection and appraisal systems in this regard; (ii) adopting a series
of strict cost auditing measures, which are reviewed regularly; and (iii) designating personnels to

communicate with and supervise the construction and preparation of our subcontractors.

We also require our subcontractors to comply with our work safety standards and policies,
and to take measures to avoid any safety or other incidents during the course of their services. In
the event of any material failure by our subcontractors to meet our safety or quality standards, we

may cease to work with and/or claim damages from them. We incorporate subcontractors’ work
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quality, progress, health, safety and environmental protection record into our management system,
as we remain responsible to our customers for our subcontractors’ contractual performance

pursuant to the contracts or applicable laws.

Specialised Construction Services Subcontracting

We engage subcontractors from time to time to provide certain ancillary construction services
which require a certain level of expertise (such as curtain wall construction, installation of lifts,
fireproofing and waterproofing works) pursuant to the requirement of our customers, or if in the
interest of the construction project. We believe it is more beneficial to subcontract certain
specialised construction services where the construction subcontractors will be responsible for the
completion of the contracted matters. We engage our construction subcontractors on a
project-by-project basis. For each of FY2019, FY2020, FY2021 and 3Q2022, the total
subcontracting fees we paid to our specialised construction services subcontractors amounted to
approximately RMB131.1 million, RMB191.3 million, RMB124.3 million and RMB180.7 million,
respectively, accounting for approximately 8.0%, 12.1%, 7.6% and 14.8% of our total cost of sales,

respectively.

The terms of our subcontracting arrangements with construction subcontractors may vary
depending on our construction contracting contracts with our customers. The following table sets
out a summary of the principal terms of our typical specialised construction subcontracting

contracts:

Responsibilities : Our construction subcontractors are responsible for completing
the contracted ancillary construction services based on our
construction plan by allocating the necessary personnel,
construction materials and equipment. They must comply with
our various policies and follow our instructions on the
construction site. They are responsible for meeting our project
schedule and our quality, safety and accident prevention
standards. They are also required to provide monthly progress

reports to us.
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Quality and safety

Raw material

procurement

Subcontracting fees

Our construction subcontractors are responsible for reworks and
the associated costs if the quality of the subcontracted work fails
to meet the quality standards as required by us, relevant
regulations or local governmental authorities. In general, most of
our construction subcontracting contracts provide that our
construction subcontractors are responsible for the financial and
legal liability arising from safety accidents occurred during their

construction work.

According to the relevant PRC laws and regulations, we, as the
general contractor, hold general liability to such accidents. We
and our construction service subcontractor hold joint and several
liability to any safety accidents on the construction project. Our
construction service subcontractor shall hold the principal
liability if the safety accident was a result of its non-compliance
with the general contractor’s health and safety management

procedures.

In most cases, our construction subcontractors are responsible
for purchasing raw materials that they need for their
subcontracted work and the related raw material costs is borne

by our construction subcontractors.

We may prepare our construction subcontracting contracts based
on a fixed-unit-price or fixed-total-price basis, depending on the
duration and scale of the construction project. We prefer to enter
into  fixed-total-price  contracts with our construction
subcontractors as this can prevent our subcontracting costs from
being affected by market price fluctuations. For fixed-total-price
construction subcontracting contracts, the contract value includes
labour costs, raw material costs, machinery and equipment costs,
tax and other fees incurred in association with the subcontracted
work. For fixed-unit-price construction subcontracting contracts,
the contract value is determined by a unit price and the total

volume of actual work performed by the subcontractors.
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Payment schedule

Warranty

Liquidated damages

Termination

Labour Subcontracting

In most cases, we make progress payments to our construction
subcontractors calculated based on the subcontracted work
actually completed, with generally 10% to 30% withheld by us
until final inspection and acceptance of the construction project.
After completion of the project, we settle accounts with the
construction subcontractors where the remaining amounts from

each progress payments (save for the retention money).

Most of our construction subcontracting contracts provide for a
warranty period by our construction subcontractors for a period

of one to two years.

In most cases, our construction subcontractors are subject to
liquidated damages for each day they delay the schedule of our
construction projects, for any safety accidents occurred in
connection with the construction and for other breaches of the
construction subcontracting contracts. Our Directors advise that,
during the Track Record Period and up to the Latest Practicable
Date, we did not receive any liquidated damages from our

construction subcontractors.

In most cases, we are entitled to terminate the construction
subcontracting contracts in the event that our construction
subcontractors assign or subcontract the work, materially delay
our project schedule, or cause material quality issues or safety

accidents during their construction work.

During the Track Record Period, we entered into labour subcontracting service contracts on a

project-by-project basis to supply the labour force in our construction projects. For each of
FY2019, FY2020, FY2021 and 3Q2022, the total labour subcontracting fees paid by us to the
labour subcontractors engaged by us amounted to approximately RMB437.8 million, RMB378.3

million, RMB520.1 million and RMB321.4 million, respectively, accounting for approximately
26.7%, 23.9%, 32.0% and 26.4% of our total cost of sales, respectively.
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The following table sets out a summary of the principal terms of our typical labour services

contract:

Responsibilities

Quality and safety

Liquidated damages

Our labour subcontractors are responsible for providing labour
force which works under our instruction for our project as
stipulated in our labour services contracts. In most cases, the
labour subcontractors are responsible for some of the tools,
small-sized machinery and safety equipment needed on each

construction project.

Our labour subcontractors are responsible for reworks and the
associated costs if the quality of the subcontracted work fails to
meet our quality standards. Generally, we are responsible for the
overall management of the on-site personnel on our construction
projects, setting the safety measures and monitoring the
construction progress to ensure the quality standard of our
construction projects. Our labour subcontractors are primarily
responsible for ensuring that the quality of the subcontracted
work meets our quality standards, conducting training of the
subcontracted workers and monitoring their adherence to the
safety measures and procedures. According to the relevant PRC
laws and regulations, we, as the general contractor, hold general
liability to such accidents. We and our labour subcontractors
hold joint and several liability to any safety accidents on the
construction project. Our labour subcontractors shall hold the
principal liability if the safety accident was a result of its
non-compliance with the general contractor’s health and safety

management procedures.

Our labour subcontractors are subject to liquidated damages for
each day they delay the schedule of our construction projects.
Our Directors advise that, during the Track Record Period and
up to the Latest Practicable Date, we did not receive any

liquidated damages from our labour subcontractors.
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Subcontracting fees

Retention money

Payment schedule

Warranty

Termination

Most of our labour services contracts are prepared on a fixed
price on total costs or per unit price. The contract price is
calculated by the unit price per square metre of construction and
the gross floor area of construction. The unit price is determined
based on a number of factors, which generally includes labour
costs and management fees, plus a reasonable profit margin for
our labour subcontractors. We adopt the fixed-unit-price to
prevent our labour subcontracting costs from being affected by
wage fluctuations in the market and limiting our exposure to the
increase of labour cost. We believe that such pricing

arrangement is the norm in our industry.

In some cases, our labour subcontracting contracts may provide
for a retention money for 3% to 5% of the contract value to be
retained by us. The retention money is usually paid in full after

the warranty period.

We generally make progress payments to our labour
subcontractors upon our checking and acceptance of their work,
which is calculated as the percentage of completion applied to
the total contract value, less approximately 5% to 10% which is
withheld by us until final inspection and acceptance of the

construction project.

In some cases, our labour subcontracting contracts may provide
for a warranty period by our labour subcontractors for a period

of one to three years for the quality of the subcontracted work.

We are entitled to terminate the labour services contracts in the
event that our labour subcontractors subcontract the work
illegally or without our consent, fail to complete the project in
accordance with our project schedule or the quality of the
subcontracted work fails to meet our quality standards. Our
labour subcontractors may be required to pay us a penalty or

bear all economic losses arising from such termination.

For details, please refer to the section headed “Risk Factors — Risks relating to our business

— We have limited control over the quality, availability and costs of our subcontractors and

subcontracted workers”

in this document for more information on the risks associated with

specialised construction services subcontracting and labour subcontracting.
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Sales and Marketing

As at the Latest Practicable Date, our market operation department comprised five sales
personnel. Our market operation department is responsible for preparing tender submission
proposal, maintaining customer relationships, handling public relations, managing operation risks,
conducting evaluation on our customers, conducting market research, and is responsible for our
Group’s overall sales and marketing policy. We also maintain our own database for bidding and
tendering, and pay efforts to identify and explore new tendering opportunities based on public and
available information from the government and on the internet. Through our sales and marketing
efforts, we keep abreast of information of new and potential projects of existing and potential

customers.

Our customers include government entities, state-owned enterprises and state-invested
enterprises (collectively, Government-related Entities) and private enterprises. A vast majority of
our construction projects were obtained by way of tenders. In FY2019, FY2020, FY2021 and
3Q2022, we submitted 114, 172, 102, and 179 tender documents, respectively, and our tender
success rates were 28.1%, 19.2%, 25.5% and 10.6%, respectively. On a few occasions, we were
engaged in several related projects and/or entered into multiple contracts with the same customer

by way of one single tender.

CUSTOMERS AND SUPPLIERS

Customers

Our customers include government entities, state-owned enterprises, state-invested enterprises
(collectively, Government-related Entities) and private enterprises. For FY2019, FY2020, FY2021
and 3Q2022, approximately RMB662.9 million, RMB453.3 million, RMB447.7 million and
RMB676.5 million of our revenue was generated from Government-related Entities, representing
36.4%, 25.6%, 24.6% and 49.5% of our total revenue during the same years, respectively. For each
of FY2019, FY2020, FY2021 and 3Q2022, revenue from our top five customers amounted to
approximately RMB841.7 million, RMB796.6 million, RMB846.0 million and RMB579.7 million,
respectively, accounting for 46.2%, 45.0%, 46.4% and 42.4% of our total revenue, respectively.
Revenue from our largest customer for each of FY2019, FY2020, FY2021 and 3Q2022 amounted
to approximately RMB328.5 million, RMB312.1 million, RMB367.7 million and RMB223.2
million, respectively, accounting for 18.0%, 17.6%, 20.2% and 16.3% of our total revenue,
respectively. During the Track Record Period we did not have any long-term strategic cooperation
agreement with our customers. For details, please refer to the paragraph headed “Customers and

Suppliers — Overlapping of customers and suppliers” in this section.
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The following table sets forth our top five customers for the periods indicated:

Commencement of
business

% of total

Ranking Customer (Note 1) Principal business relationship since Credit terms Payment methods Revenue revenue
RMB'000
For FY2019
1 Zhongtian Holdings Group Real estate development, 2016 10 to 30 days Bank transfer 328,490 18.0
(Note 3) provision of ancillary
building services and
manufacture of steel
structure based in Hunan
Province
2 Zhuzhou Economic Real estate development based 2012 30 days Bank transfer 183,203 10.1
Development Group (Note ) in Hunan Province
3 Oriental Shouchuang Xingda ~ Real estate development 2016 10 days Bank transfer 133,852 13
Tnvestment Co., Ltd.* ()7 based in Hainan Province
HARERHARA)
(Note 2)
4 Hunan Liling Underglaze Real estate development 2018 30 days Bank transfer 115,348 6.4
Wucai City Development and  based in Hunan Province
Construction Co., Ltd.* (i
TR T IR R R
HIRAF) (Note 6)
5 Zhuzhou Hetang District Government bureau in Hunan 2018 30 days Bank transfer 80,284 44
Housing and Urban Rural Province
Development Bureau* (¥
i L A AR R )
Commencement of
business % of total
Ranking Customer (Note 1) Principal business relationship since Credit terms Payment methods Revenue revenue
RMB'000
For FY2020
. Zhongtian Holdings Group Real estate development, 2016 10 to 30 days Bank transfer 312,131 176
(Note 3) provision of ancillary
building services and
manufacture of steel
structure based in Hunan
Province
2, Customer P (Note 7) New energy technology 2020 10 days Bank transfer 220,518 12.5
research and development
based in Hainan Province
3 Zhuzhou Economic Real estate development based 2012 30 days Bank transfer 130,531 14
Development Group (Note 5)  in Hunan Province
4, Langting Real Estate (Note 4) ~ Real estate development based 2017 90 days Bank transfer 74,866 42
in Hunan Province
5. Customer Group O (Note §) ~ Urban infrastructure 2012 10 to 30 days Bank transfer 58,589 33

construction management
and project development
based in Hunan Province
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Commencement of
business % of total
Ranking Customer (Note 1) Principal business relationship since Credit terms Payment methods Revenue revenue
RMB'000
For FY2021
1. Zhongtian Holdings Group Real estate development, 2016 10 to 30 days Bank transfer 367,739 20.2
(Note 3) provision of ancillary
building services and
manufacture of steel
structure based in Hunan
Province
2, Customer P (Note 7) New energy technology 2020 10 days Bank transfer 133,130 13
research and development
based in Hainan Province
3 Customer M (Note 9) Real estate development based 2020 30 days Bank transfer 128,904 11
in Hainan Province
4, Chaling County People’s A public hospital in Hunan 2020 30 days Bank transfer 120,461 6.6
Hospital* (REEBEARER)  Province
5. Customer Group C (Note 10)  Trading and manufacturing of ~ 2017 30 days Bank transfer 95,776 53
railway equipment based in
Beijing
Commencement of
business % of total
Ranking Customer (Note 1) Principal business relationship since Credit terms Payment methods Revenue revenue
RMB'000
For 302022
1. Zhongtian Holdings Group ~ Real estate development, 2016 10 to 30 days Bank transfer 223,237 163
(Note 3) provision of ancillary
building services and
manufacture of steel
structure based in Hunan
Province
2, Customer M (Note 9) Real estate development 2020 30 days Bank transfer 136,128 10.0
based in Hainan Province
3 Hunan Kairuisi New Material ~ Trading and manufacturing of 2022 30 days Bank transfer 82,781 6.1
Technology Co., Ltd.* (] electronic materials based
I ERFRPAR,  in Hunan Province
i) (Note 11)
4, Zhuzhou Jincheng Investment Industrial investment based in - 2016 30 days Bank transfer 69,603 5.1
Holding Group Co., Ltd.* Hunan Province
(MW R R ERA
R (Note 12)
5. Xupu County Urban Engineering management 2017 30 days Bank transfer 67,832 5.0

Construction Investment
Co., Ltd.* (HOHREM i et
TEARAT) (Note 13)

based in Hunan Province

- 256 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

Notes:

1. Some of our customers are associated with each other. Customers that are under the control of the same ultimate
holding company, despite being separate legal entities, are grouped together and regarded as one single customer.
Except for Wuguang Investment which is wholly-owned by Hengji Real Estate and our deemed connected person,
we acquainted with these customers primarily through tendering. According to F&S, it is an industry norm that the
construction companies usually have relatively short business relationship with their customers as most of the

construction project(s) are obtained through tendering and the contractors are engaged on a project-by-project basis.

2. Oriental Shouchuang Xingda Investment Co., Ltd.* (B & 812 & A /A7) is a private company established
in the PRC with limited liability and RMB60 million of registered capital, which is based in Hainan Province and is
principally engaged in the business of real estate development. To the best knowledge of our Directors, Oriental
Shouchuang Xingda Investment Co., Ltd.* (R HAIBEEHEHGMAF) is wholly-owned by a corporate

shareholder which is owned by the two individuals who are Independent Third Parties.

3. Zhongtian Holdings Group represented four companies which Zhongtian Holdings had interests, namely Hengji
Real Estate, Wuguang Investment, Hangxiao Technology and Fangge Intelligence. For details of such companies,
please refer to the sections headed “Relationship with our Controlling Shareholder — Other businesses held by
Zhongtian Holdings” and “History, Development and Reorganisations — Disposal of Interests in Hangxiao
Technology” in this document.

4. Langting Real Estate is a private company established in the PRC with limited liability and RMB10 million of
registered capital, which is based in Hunan Province and is principally engaged in the business of real estate
development. To the best knowledge of our Directors, it is jointly owned by five individuals who are Independent
Third Parties.

5. A group of companies based in the PRC and the holding company of which is a state-owned enterprise. The
aforementioned holding company is principally engaged in the business of real estate development and has a
registered capital of RMBS50 million. To the best knowledge of our Directors, the aforementioned holding company
is an Independent Third Party.

6. Hunan Liling Underglaze Wucai City Development and Construction Co., Ltd.* (7 B B Al ~ 0% Ik BH 2 @ s
FR/ZvH]) is a private company established in the PRC with limited liability and RMB60 million of registered capital,
which is based in Hunan Province and is principally engaged in the business of real estate development. To the best
knowledge of our Directors, Hunan Liling Underglaze Wucai City Development and Construction Co., Ltd.* (#iF§
i I b N L% 0 BA R A BR A7) is ultimately owned by two individuals who are Independent Third Parties.

7. A private company established in the PRC with limited liability and RMBS50 million of registered capital. Customer
P is based in Hainan province and is principally engaged in the business of new energy technology research and
development. To the best knowledge of our Directors, Customer P is wholly-owned by three individuals who are

Independent Third Parties.

8. A group of companies based in the PRC and the holding company of which is a state-owned enterprise. The
aforementioned holding company is principally engaged in the business of urban infrastructure construction
management and project development and has a registered capital of RMB4 billion. To the best knowledge of our

Directors, Customer Group O together with the aforementioned holding company are Independent Third Parties.
9. A private company established in the PRC with limited liability and RMB10 million of registered capital. Customer

M is based in Hainan Province and is principally engaged in the business of real estate development. To the best
knowledge of our Directors, it is ultimately wholly owned by five individuals which are Independent Third Parties.
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10. A group of companies based in the PRC which are indirect non-wholly owned subsidiaries of a state-owned
enterprise with RMB23 billion of registered capital (the “Common Shareholder”). Two of the companies are the
subsidiaries of a company dual listed on the Main Board and the Shanghai Stock Exchange which is held as to
50.73% by the Common Shareholder. The said listed company is principally engaged in the business of trading and
manufacturing of railway equipment and, for the year ended 31 December 2021, recorded a total revenue and net
profit of approximately RMB226 billion and RMB15 billion, respectively. To the best knowledge of our Directors,
Customer Group C together with the Common Shareholder are Independent Third Parties.

11.  Hunan Kairuisi New Material Technology Co., Ltd.* (¥l &l& S EIEHEAR/AR]) is a private company
established in the PRC with limited liability and RMB300 million of registered capital, which is based in Hunan
Province and is principally engaged in the business of trading and manufacturing of electronic materials. To the

best knowledge of our Directors, it is jointly owned by fourteen individuals who are Independent Third Parties.

12.  Zhuzhou Jincheng Investment Holding Group Co., Ltd.* (BRI EHMBAEMARAF) is a state-owned
company established in PRC with limited liability and RMB1 billion of registered capital, which is based in Hunan
Province and is principally engaged in the business of industrial investment.

13.  Xupu County Urban Construction Investment Co., Ltd.* (ISR T 2 5 & A BR/A ) is a state-owned company
established in the PRC with limited liability and RMB137.8 million of registered capital, which is based in Hunan
Province and is principally engaged in the business of engineering management.

Hengji Real Estate, Hangxiao Technology and Fangge Intelligence are owned by Zhongtian
Holdings as to 85.82%, 68.29% and 70.00%, respectively, and Wuguang Investment is
wholly-owned by Hengji Real Estate. ZT (A) is owned by the same group of shareholders of
Zhongtian Holdings proportional to their respective shareholdings (subject to rounding) in
Zhongtian Holdings immediately before the Reorganisation. Hengji Real Estate, Wuguang
Investment, Hangxiao Technology and Fangge Intelligence are deemed connected persons of our
Company. Our Directors confirm that as at the Latest Practicable Date, except for Zhongtian
Holdings Group, all of our top five customers were Independent Third Parties. As at the Latest
Practicable Date, except for Zhongtian Holdings Group, all of our top five customers have no past
or present relationships (including, but not limited to, employment, trust, financing, or family
relationship) with our Group, our directors, shareholders, senior management or any of their
respective associates. For details of our relationship and transactions with Hengji Real Estate,
Wuguang Investment, Hangxiao Technology and Fangge Intelligence upon the [REDACTED],
please refer to the section headed “Connected Transactions” in this document. Save for the indirect
interest of the shareholders of ZT (A) in Hengji Real Estate, Wuguang Investment, Hangxiao
Technology and Fangge Intelligence, none of our Directors and their respective close associates or
any of the Shareholders (owns more than 5% of the issued share capital of our Company as at the
Latest Practicable Date) had any interest in any of our five largest customers during the Track
Record Period.
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Credit Policy

We generally grant credit terms of up to three months to our customers. In determining the
applicable credit terms, we perform credit evaluation on each customer with reference to various
factors including our past business relationship with them, payment history, reputation, financial
strength and our evaluation on their future operation risk. We implement internal control measure
and review the overdue receivables regularly to control our outstanding trade and bills receivables.

Our customers usually settle our bills by bank transfers.

As at 31 December 2019, 2020 and 2021 and 30 September 2022, our trade and bills receivables
(net) were approximately RMB482.8 million, RMB509.9 million, RMB445.4 million and RMB386.7
million, respectively. For each of FY2019, FY2020, FY2021 and 3Q2022, our average trade and bills
receivables turnover days were 76.9, 103.9, 97.3 days and 85.1 days, respectively. For details on our
trade and bills receivables, average trade and bills receivables turnover days and credit risks, please

refer to the section headed “Financial Information” in this document.

Suppliers

Our suppliers mainly include raw materials suppliers, subcontractors for labour services and
subcontractors for specialised construction works. For each of FY2019, FY2020, FY2021 and
3Q2022, purchase from our top five suppliers amounted to approximately RMB357.9 million,
RMB322.3 million, RMB474.5 million and RMB298.3 million, respectively, accounting for 21.8%,
20.3%, 29.2% and 24.5% of our total cost of sales, respectively. Purchase from our largest supplier
for each of FY2019, FY2020, FY2021 and 3Q2022 amounted to approximately RMB138.0 million,
RMB97.1 million, RMB158.5 million and RMB74.9 million, respectively, accounting for 8.4%,
6.1%, 9.7% and 6.2% of our total cost of sales, respectively.
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The following table sets forth our top five suppliers for the periods indicated:

Commencement of

business

% of total

Ranking Supplier (Note 1) Principal business relationship since~ Credit terms ~ Payment methods  Transaction amount cost of sales
RMB'000
For FY2019
| Hunan Buer Labor Labour subcontractor based in 2018 1to3 Bank transfer 137,963 8.4
Subcontracting Co., Ltd.* Hunan Province month(s)
(WEA—BHER AR
i) (Note 6)
2 Hunan Jujiang Construction  Labour subcontractor and 2017 lto3 Bank transfer 81,822 5.0
Labor Co., Ltd.* (MEAF  equipment lessor based in month(s)
HAEHRAR) (Note Hunan Province
4)
3 Supplier A (Note 2) Labour subcontractor based in 2017 lto3 Bank transfer 62,495 38
Hainan Province month(s)
4 Zhuzhou Dahan Steel Trading ~ Construction raw material 2017 5to 45 days  Bank transfer 41,697 25
Co., Ltd.* (WU KEHAE  provider and real estate or banks’ (Note 10)
54 R/A ) and Zhuzhou developer based in Hunan acceptance
Dahan Iron and Steel Province bill
Supply Chain Co., Ltd.*
(R o PR A
/+) (“Zhuzhou Dahan
Group”) (Note 3)
5 Hunan Zhuzhou South New ~ Construction raw material 2018 1to3 Bank transfer 33,888 2.1
Material Technology Co., provider based in Hunan month(s) (Note 11)

Ld.* (33 b A B
PHEH R/ H), Hunan
Changde Nanfang New
Material Technology Co.,
Ld.* (A0 TR
PHEARAT), (‘Hunan
Zhuzhou South New
Material Group”) (Note 5)

Province
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Commencement of
business % of total
Ranking Supplier (Note 1) Principal business relationship since Credit terms Payment methods ~ Transaction amount cost of sales
RMB'000
For FY2020
l. Hunan Buer Labor Labour subcontractor based in 2018 1t03 Bank transfer 97,136 0.1
Subcontracting Co., Ltd.* Hunan Province month(s)
(WRA SN ARL
) (Note 6)
2. Supplier A (Note 2) Labour subcontractor based in - 2017 lto3 Bank transfer 84,301 53
Hainan Province month(s)
3. Hunan Jujiang Construction  Labour subcontractor and 2017 lto3 Bank transfer 67,998 43
Labor Co., Ltd.* (MEAE  equipment lessor based in month(s)
ERBBARAH) Hunan Province
(Note 4)
4, Hunan Zhuzhou South New  Construction raw material 2018 [to3 Bank transfer 40,060 2.5
Material Group (Note 3) provider based in Hunan month(s) (Note 12)
Province
5. Supplier I (Note 7) Construction raw material 2020 lto3 Bank transfer 32,771 21
Provider based in Hainan month(s)
Province
Commencement of
business % of total
Ranking Supplier (Note 1) Principal business relationship since Credit terms Payment methods  Transaction amount cost of sales
RMB'000
For FY2021
1. Supplier A (Note 2) Labour subcontractor based in 2017 1103 Bank transfer 158,464 9.7
Hainan Province month(s)
2. Hunan Jujiang Construction  Labour subcontractor and 2017 lto3 Bank transfer 99,401 6.1
Labor Co., Ltd.* (R IF equipment lessor based in month(s)
ERAEAHRAR) Hunan Province
(Note 4)
3 Zhongtian Holdings Group ~ Design and manufacture of 2018 lto3 Bank transfer 92,912 5.7
(Note §) steel structure and provision month(s) (Note 13)
of ancillary building
services based in Hunan
Province
4 Hunan Buer Labor Labour subcontractor based in 2018 1to3 Bank transfer 82,746 5.1
Subcontracting Co., Ltd.* Hunan Province month(s)
(WP A~ 5B AR
) (Note 6)
5. Supplier H (Note 9) Construction material provider 2020 nil Bank transfer 41,654 2.6
based in Hainan Province (Note 14)
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Commencement of
business % of total
Ranking Supplier (Note 1) Principal business relationship since Credit terms Payment methods ~ Transaction amount cost of sales
RMB’000
For 302022
1. Supplier A (Note 2) Labour subcontractor based in 2017 lto3 Bank transfer 74,939 6.2
Hainan Province month(s)
2. Hunan Jujiang Construction  Labour subcontractor and 2017 1to3 Bank transfer 74,408 6.1
Labor Co., Ltd.* (ME#F  equipment lessor based in month(s)
BRBHERAF) Hunan Province
(Note 4)
3. Zhongtian Holdings Group ~ Design and manufacture of 2018 lto3 Bank transfer 62,291 51
(Note 8) steel structure based in month(s) (Note 15)
Hunan Province and
provision of ancillary
building services based in
Hunan Province
4. Hunan Buer Labor Labour subcontractor based in 2018 1to3 Bank transfer 46,787 38
Subcontracting Co., Ltd.* Hunan Province month(s)
(MEA—SHR AR
i) (Note 6)
S. Supplier H (Note 9) Construction material provider 2020 nil Bank transfer 39.904 33
based in Hainan Province (Note 16)

Notes:

1. Some of our suppliers are associated with each other. Suppliers that are under the control of the same ultimate
holding company, despite being separate legal entities, are grouped together and regarded as one single supplier. We
commenced our business relationship with these suppliers primarily through a bidding process and/or the selection
from our list of qualified suppliers. Our Group procured a significant amount of labour subcontracting services
from these newly established companies as we regularly evaluate and update our list of qualified suppliers with
new suppliers to meet our business needs, and that we considered the quotations from these newly established
companies are more competitive than other labour subcontractors. According to F&S, newly established companies
usually provide more competitive offers than well-established labour subcontractors in order to expand their
business and increase their market share at their early stage of development, also, construction labour supply in
Hunan and Hainan Province is sufficient and it is not difficult for labour subcontracting company to hire sufficient
labour to perform for their engaged projects. Therefore, these newly established companies managed to procure the
substantial amount of labour required by our Group shortly after their establishment.

2. Supplier A is a private limited liability company established in the PRC with RMB2 million of registered capital,

which is based in Hainan Province and is principally engaged in the business of the provision of labour
subcontracting services. To the best knowledge of our Directors, Supplier A is wholly-owned by an individual who
is an Independent Third Party.
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10.

11.

12.

13.

Zhuzhou Dahan Group is a group of companies based in the PRC which are indirect non-wholly owned subsidiaries
of a private limited company based in Hunan Province with RMB800 million of registered capital. The said holding
company is principally engaged in the business of real estate development and supply of construction raw materials
and, to the best knowledge of our Directors, is wholly-owned by three individuals who are Independent Third

Parties.

Hunan Jujiang Construction Labor Co., Ltd.* (] 5§ 5% 2 5% 29585 A FL 22 ) is a private limited liability company
established in the PRC with RMB2 million of registered capital, which is based in Hunan Province and is
principally engaged in the business of the provision of labour subcontracting services and the leasing of equipment.
To the best knowledge of our Directors, Hunan Jujiang Construction Labor Co., Ltd.* (il FA IF SR 5B R

) is wholly-owned by two individuals who are Independent Third Parties.

Hunan Zhuzhou South New Material Group is a group of companies based in the PRC, and the holding company is
a state-owned enterprise with RMB300 million of registered capital, which is based in Hunan Province and is
principally engaged in the business of the provision of construction materials. To the best knowledge of our
Directors, Hunan Zhuzhou South New Material Group together with the aforementioned holding company are
Independent Third Parties.

Hunan Buer Labor Subcontracting Co., Ltd.* (WA — 45364 R/A ) is a private limited liability company
established in the PRC with RMB2 million of registered capital, which is based in Hunan Province and is
principally engaged in the business of the provision of labour subcontracting services. To the best knowledge of our
Directors, Hunan Buer Labor Subcontracting Co., Ltd.* (MR A %80 WA R/A ) is wholly-owned by two
individuals who are Independent Third Parties.

Supplier I is a private limited liability company established in the PRC with RMB30 million of registered capital,
which is based in Hainan Province and is principally engaged in the business of provision of construction materials.
To the best knowledge of our Directors, Supplier I is wholly-owned by three individuals who are Independent Third
Parties.

Zhongtian Holdings Group represented four companies which Zhongtian Holdings had interests, namely Hengji
Real Estate, Wuguang Investment, Hangxiao Technology and Fangge Intelligence. For details, please refer to the
sections headed “Relationship with our Controlling Shareholder — Other businesses held by Zhongtian Holdings”
and “History, Development and Reorganisations — Disposal of Interests in Hangxiao Technology” in this

document.

Supplier H is a private limited liability company established in the PRC with RMB10 million of registered capital,
which is based in Hainan Province and is principally engaged in the business of provision of construction materials.
To the best knowledge of our Directors, Supplier H is wholly owned by two individuals who are Independent Third

Parties.

This transaction amount includes the purchase of raw materials (i) for our construction projects of approximately
RMB34.0 million and (ii) for our R&D activities of approximately RMB7.7 million.

This transaction amount includes the purchase of raw materials (i) for our construction projects of approximately
RMB31.8 million and (ii) for our R&D activities of approximately RMB2.1 million.

This transaction amount includes the purchase of raw materials (i) for our construction projects of approximately
RMB37.8 million and (ii) for our R&D activities of approximately RMB2.2 million.

This transaction amount includes the purchase of raw materials (i) for our construction projects of approximately
RMB86.8 million and (ii) for our R&D activities of approximately RMBS5.5 million.
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14.  This transaction amount includes the rental of equipment (i) for our construction projects of approximately
RMB39.0 million and (ii) for our R&D activities of approximately RMB2.7 million.

15.  This transaction amount includes the purchase of raw materials (i) for our construction projects of approximately
RMB60.6 million and (ii) for our R&D activities of approximately RMB1.7 million.

16.  This transaction amount includes the purchase of raw materials (i) for our construction projects of approximately
RMB37.0 million and (ii) for our R&D activities of approximately RMB2.9 million.

Our Directors confirm that as at the Latest Practicable Date, save for one of the
ex-shareholders of Hunan Jujiang Construction Labor Co., Ltd.* (W#Fd Z % 855555 A BRA A
being our employee, all of our top five suppliers for each of the year/period during the Track
Record Period were Independent Third Parties and they have no past or present relationships
(including, but not limited to, employment, trust, financing, or family relationship) with our
Group, our Directors, shareholders, senior management or any of their respective associates. None
of our Directors and their respective close associates or any of the Shareholders (which to the
knowledge of our Directors owns more than 5% of the issued share capital of our Company as at
the Latest Practicable Date) had any interest in any of our five largest suppliers during the Track
Record Period.

Overlapping of Customers and Suppliers

Hangxiao Technology had been both a customer and a supplier of our Group during the Track
Record Period. Hangxiao Technology was established in the PRC on 19 December 2017 and it
engages in the design and manufacture of steel structure. It had been held by Zhongtian
Construction as to 63.0% from 19 September 2017 to 1 March 2019. On 1 March 2019, our Group
disposed of our entire 63.0% shareholding interests in Hangxiao Technology and ceased to hold
any share in Hangxiao Technology. For details of Hangxiao Technology, please refer to the section
headed “History, Development and Reorganisation — Disposal of interests in Hangxiao
Technology” in this document. Hangxiao Technology is our deemed connected person. For details,

please refer to the section headed “Connected Transactions” in this document.

Hangxiao Technology is principally engaged in the design and manufacture of steel structure.
In view of the growing market of prefabricated steel structure building construction in the PRC
and the on-going government supportive policies in this regard, Zhongtian Construction entered
into the EPC Tripartite Framework Agreement in November 2017 with Hangxiao Technology and
Hunan Design Institute, a state-owned company established in the PRC, to jointly develop

prefabricated steel structure building system for residential properties under the EPC model.
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During the Track Record Period, our Group provided building construction services to
Hangxiao Technology and also purchased steel construction products or processing services from
Hangxiao Technology, which is in accordance with the terms of the relevant contracts with

Hangxiao Technology.

The following table sets out our Group’s revenue, purchase and gross profit amount from

Hangxiao Technology during the Track Record Period:

FY2019 FY2020 FY2021 3Q2022

RMB'000 % oftotal  RMB'000 % oftotal  RMB'OOO  %oftotal  RMB'OOO % of total
Revenue generated from our provision of

construction services to Hangxiao

Technology . . .. ........... 62,650 35 25323 14 10,746 0.6 1,482 0.1
Gross profit for our provision of

construction services to Hangxiao

Technology . ... ........... 1171 39 2,958 1.6 1,226 0.6 169 0.1
Our purchases from Hangxiao
Technology . . .. ........... 16,261 1.0 22,172 14 92270 58 55,720 4.6
FY2019 FY2020 FY2021 3Q2022

Weighted average gross profit margins
for our provision of construction
services to Hangxiao Technology. . . 11.5% 11.7% 11.4% 11.4%

During the Track Record Period, we were engaged by Hangxiao Technology for two

construction projects, namely Zhongtian Hangxiao Steel Structure Prefabricated Building Base

Phase I Construction® (H FATC i 8 45 46 fir o0 A 5 b (— 3)) TF2) and R&D Building* (BHIFA8).

Each of the average gross profit margin of the above two projects engaged by Hangxiao
Technology was approximately 12.9% and 10.8%, which were (i) within the range and close to the
weighted average gross profit margin of our Group’s other prefabricated steel structure
construction work projects not engaged by Zhongtian Holdings Group of approximately 13.0%
throughout the Track Record Period; and (ii) close to the average gross profit margin for
prefabricated steel structure construction work of approximately 14.3% among industry peers that
engage in prefabricated steel structure construction work in FY2021 according to the F&S Report.
We granted a credit period of approximately 30 days to Hangxiao Technology, which was within
the range of the credit period that was granted to other customers of our Group. For further details
on discussion on our Group’s gross profit margins, please refer to section headed “Financial
Information — Description of certain key items of our results of operation — gross profit and

gross profit margin” in this document.
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During the Track Record Period, our purchases of steel construction products from Hangxiao
Technology for FY2019, FY2020, FY2021 and 3Q2022 were mainly for four, 10, 11 and four
projects, respectively. The increase in our purchase from Hangxiao Technology in FY2021 was in
line with the growth in our Group’s prefabricated steel structure construction works segment, as
indicated by the significant increase in revenue generated from prefabricated steel structure
construction works from RMB106.3 million in FY2020 to RMB369.8 million in FY2021. In
particular, our Group made more purchases in FY2021 for Zhongtian Lutai* (" K &) project
with a total contract sum (exclude VAT) of approximately RMB611.1 million and generated
revenue of approximately RMB286.6 million in FY2021. In 3Q2022, the decrease in our purchase
from Hangxiao Technology was in line with the decrement in the revenue generated from

prefabricated steel structure construction works segment.

In respect of the projects which we purchased steel construction products from Hangxiao
Technology, the respective weighted average gross profit margins for such four projects in FY2019
was approximately 11.2%, 10 projects in FY2020 was approximately 8.4%, 11 projects in FY2021
was approximately 12.3% and four projects in 3Q2022 was approximately 8.0%, which were
within the range and comparable to the weighted average gross profit margins of our Group’s top
10 revenue generating projects for each of FY2019, FY2020, FY2021 and 3Q2022 not involving
Hangxiao Technology as the supplier of approximately 9.9% and ranged from 5.5% to 13.0%,
10.9% and ranged from 7.7% to 15.4%, 10.8% and ranged from 6.5% to 14.4% and 11.6% and
ranged from 6.4% to 14.4%, respectively. The average gross profit margin for projects involving
Hangxiao Technology as supplier increased significantly from approximately 8.4% for FY2020 to
12.3% for FY2021 was due to (i) different projects involved with different gross profit margins;
(ii) 80.2% of purchases from Hangxiao Technology in FY2021 were mainly for the Zhongtian
Lutai* (" Ke#EH) project, which was a prefabricated steel construction project that exhibit a
higher gross profit margin than the other construction projects; and (iii) the purchases from
Hangxiao Technology in FY2020 were dominated by a few industrial construction projects that in
general will have a lower gross profit margin due to the relatively lower construction complexity.
In particular, the weighted average gross profit margins of projects involved purchase from
Hangxiao Technology in FY2019 and FY2021 of approximately 11.2% and 12.3%, respectively,
was higher than the weighted average gross profit margins of our Group’s top 10 revenue
generating projects not involving Hangxiao Technology as the supplier due to the purchases in
FY2019 and FY2021 were mainly for two different building construction projects, namely
Zhongtian Hangxiao Steel Structure Prefabricated Building Base Phase I R&D Building* (41 KAT
Al o) A e i SR S B b (— )P WF#%) and  Zhongtian Lutai* (K« #), which involved the
prefabricated steel structure construction service that was relatively more complicated than other
types of construction services. For 3Q2022 the average gross profit margin for projects involving
Hangxiao Technology as the supplier was approximately 12.2%, which was relatively stable
compare with FY2021 despite the number of projects reduced, the dominant project was Zhongtian
Lutai* (7K« &) project for both periods.
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Our Directors also confirmed that the terms of our sales to and purchases from Hangxiao
Technology were determined on a project-by-project basis and the sales and purchases were neither
inter-connected nor inter-conditional with each other. The salient terms of the transactions our
Group entered into with Hangxiao Technology are similar to those with our other customers and

suppliers, which our Directors consider are on normal commercial terms.

Save for Hangxiao Technology, there were no other customers also being suppliers of our
Group during the Track Record Period and up to the Latest Practicable Date. Furthermore, having
considered that (i) the weighted average gross profit margins for our provision of construction
services to Hangxiao Technology was approximately 11.5%, 11.7%, 11.4% and 11.4% respectively
throughout the Track Record Period and the relevant credit term granted by Hangxiao Technology
was approximately 30 days, which was within the range and close to the weighted average gross
profit margin of prefabricated steel structure construction projects with Independent Third Party
customers and with similar credit terms; and (ii) the range of prices payable by our Group to
Hangxiao Technology for the purchase of raw materials were within the range of quotations
obtained from the Independent Third Party suppliers and the credit term offered by Hangxiao
Technology is generally one to three months, which were also similar to those Independent Third
Party suppliers, we believe that the price and credit terms offered to/by Hangxiao Technology are
in line with the market and our transactions with Hangxiao Technology are conducted on normal

commercial terms.

QUALITY CONTROL AND MANAGEMENT

We endeavour to achieve high standard quality control and management to maintain our track
record of quality, safe and effective performance. During the Track Record Period, we maintained
the GB/T19001-2016 idt 1SO9001:2015 and GB/T 50430-2017 quality management system
certification. Our Directors believe that provision of timely and quality construction works are
crucial to build up trust with customers and our reputation and success. We have adopted quality
control procedures to implement stringent measures during construction process, from procurement
of raw materials and equipment to completion and inspection of construction works. Our technical
quality department is responsible for quality management and inspection of the construction

projects.

- 267 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

The following sets forth a summary of our key quality control measures:

Internal reports and

records

Inspection of raw

materials

Testing and quality
control of

construction works

Quality control review

Subcontractors

Our project management team is required to keep the relevant
reports and records during construction process to document
construction progress, inspection results, quality and issues. It is
required to issue a project quality report to our technical quality

department every ten days.

Before our acceptance of raw materials procured, inspections are
conducted by samplers, quality controllers and supervising
engineers in accordance with the relevant regulations. We only
use raw materials after obtaining their approval and passing our

inspection.

Our quality controllers are responsible for setting up key points
of control throughout the process of our construction. Such
points of control allow for close supervision towards the
construction work and hence a better prevention of the
occurrence of quality issue. Testing of our construction works
may be carried out by independent inspection institutions or our

project testing laboratory established for such purpose.

Our technical quality department conducts quarterly review on
our project quality management and control system. We also
collect feedbacks from our customers periodically of their
satisfactory level on the quality of our construction works and

subsequent warranty services.

Our construction subcontractors are required to abide by our
quality control measures and meet our quality standards during
the course of their performance in our construction projects.
Please refer to the paragraph headed “Subcontracting” in this

section for further details.

During the Track Record Period, we did not experience any material quality issues or receive

any material complaints from our customers about the quality of our construction projects or

products.
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ENVIRONMENTAL PROTECTION AND OCCUPATIONAL HEALTH AND SAFETY

Environmental Protection

During our construction process, there are abortive work, building wastage and certain
wastage generated including solid waste, noise and polluted air. We have established and
implemented an environmental compliance system to specify various environmental protection
procedures and measures and ensure our compliance with GB/T24001-2016/ISO14001:2015
standards and the relevant PRC laws and regulations. We have adopted corresponding
environmental protection measures to ensure compliance with relevant laws and regulations,
including noise control, air pollution control, as well as solid waste and wastewater treatment. In

particular, our Group’s governance and management of environmental-related risks are as follows:

(a) Our Group’s governance around environmental-related risks

Our Group acknowledges its responsibility on environmental protection responsibilities and is
committed to comply with the Stock Exchange’s reporting requirements on environmental, social
and governance (“ESG”) upon [REDACTED]. We have established an ESG policy which outlined,
among others, (i) the appropriate risk governance on ESG matters; (ii) ESG strategy formation
procedures; (iii) ESG risk management and monitoring; and (iv) the identification of key
performance indicators (“KPIs”) and the relevant measurements. Our Group’s ESG policy was

established in accordance with the standards of Appendix 27 to the Listing Rules.

The ESG policy sets out the responsibility, authority and the process for handling and
investigating non-conformance, and rectification action to be taken in order to mitigate any
negative environmental-related risk impacts, and for initiating and completing corrective and

preventive action.

The Board has the overall responsibility for evaluating and determining our Group’s
ESG-related risks, and establishing, adopting and reviewing the ESG vision, policy and target of
our Group. The Board has established an ESG team (the “ESG Team”) to support it in
implementing the ESG policy and collecting ESG data from different parties while preparing for
the ESG report. It serves as a supportive role and has to report to the Board regularly and to
oversee and monitor in implementing measures to address our Group’s ESG-related risks and
responsibilities. The ESG Team comprises five staff from middle to senior management, which
include the department heads of the technological and work safety departments, the financial
controller, the HR manager and the production safety and procurement manager. The ESG Team
supports the Board in implementing the ESG policies and to ensure that the ESG targets, strategies

and policies agreed by the Board are effectively implemented.
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(b) The actual and potential impact of environmental-related risks on our Group’s business,
strategy and financial performance

Our operations at construction sites are subject to certain environmental requirements
pursuant to the laws of the PRC, including primarily those in relation to air pollution control,
noise control and waste disposal. For details of the regulatory requirements, please refer to the

section headed “Regulatory Overview” in this document.

Our Group is committed to environmental protection by conducting our business in an
environmentally responsible manner. We usually establish an environmental management system
throughout the duration of the projects. The system serves to provide a framework for action and
for the setting of the environmental objectives and targets. The system includes, among other
things, air pollution and emission, noise control, water pollution discharges, and waste disposal to

ensure our Group complies with the statutory obligations at all times.

Our PRC Legal Advisers have advised us that: (i) we did not violate any national or local
environmental laws and regulations during the Track Record Period that would materially and
adversely affect our business operations; and (ii) we were not subject to any material penalties,
claims, lawsuits in respect of environmental laws and regulations during the Track Record Period.

The relevant laws and regulations which our Group should abide by are detailed below:

Environmental risks/requirements Impact and consequence on our Group

(i)  Air pollution and emissions Non-compliance with the Law on the Prevention and
Control of Air Pollution (" #E A R HLANE KR I5 4 biia
%), promulgated on 5 September 1987 and last amended on
26 October 2018 by the SCNPC, by a company shall be
liable to a fine of RMB100,000 to RMB1,000,000 upon
conviction (Chapter 99).

(i1)) Noise control Non-compliance with the Law on the Prevention and
Control of Environmental Noise Pollution (7 %E A [ 3t Fl 5
BRIFEMEE VS YL B iAR7%) promulgated by the SCNPC on 29
October 1996 and amended on 29 December 2018 by a
company shall be liable to a fine for both the company and

the person-in-charge (Chapter 48).
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Environmental risks/requirements

Impact and consequence on our Group

(iii) Water pollution and discharges

(iv) Waste disposal

Non-compliance with the Law on the Prevention and
Control of Water Pollution (¥ A R ILHIE 7K {5 4 B iR k)
promulgated on 11 May 1984 and last amended on 27 June
2017 by the SCNPC by a company shall be liable to a fine
of RMB20,000 to RMB200,000 upon conviction (Chapter
82).

Non-compliance with the Law on the Prevention and
Control of Solid Waste Pollution (H 3 A F& A1 5 [# 4 g%
Y5 Y BR 5B iA1%) promulgated on 30 October 1995 and
last amended on 29 April 2020 by the SCNPC by a
company shall be liable to a fine of RMBS50,000 to
RMB1,000,000 upon conviction (Chapter 102).

Pursuant to the Environmental Protection Tax Law of the
People’s Republic of China (H#E A AN B B4 (R G B
%) issued by the SCNPC on 26 October 2018 and became
effective on the same date, enterprises, units and other
production operators that discharge taxable pollutants
directly to the environment within the territorial areas of
the PRC and other sea areas under the jurisdiction of the
PRC are the taxpayers of the environmental protection tax
and should pay environmental protection tax based on the
requirements of the law. Pursuant to Article 62 of the Law
of Administration of Tax Collection of the PRC, where,
within the prescribed time limit, a taxpayer fails to go
through the formalities for tax declaration and submit
information on tax payment or a withholding agent fails to
submit to the tax authorities statements on taxes withheld
and remitted or collected and remitted and other relevant
information, he or she shall be ordered by the tax
authorities to rectify within a time limit and may be liable
for a fine not more than RMB2,000; and if the
circumstances are deemed serious, he or she may be liable
for a fine not less than RMB2,000 but not more than
RMB10,000.

For details of relevant environmental regulations, please refer to the section headed

“Regulatory Overview — Regulations relating to environmental protection” in this document.
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If our Group breaches any environmental law and regulations, or faces any accusation of
negligence in environmental protection, it will adversely affect the reputation of our Group and
hence our creditability. It may affect our business performances and reduce the competitiveness of
our Group to new investors. Our business opportunities may also be negatively impacted, for
instance, when tendering for a contract, our Group may be disadvantaged by the reputational
damage and loss of creditability, as the tenderee may be less willing to grant the construction
project to our Group. To uphold sustainability values, our Group has integrated all environmental

considerations into our businesses.

Save for foregoing and up to the Latest Practicable Date, our Directors were not aware of any
actual environmental risks that could negatively and materially impact our Group’s businesses,

strategies and financial performance.

(c) Identification, assessment and management of environmental related risks by our Group

Save for monitoring and reporting on our Group’s ESG aspects by the ESG Team on the
operational level, our Group will conduct enterprise risk assessment at least once a year to cover
the current and potential risks faced by us in our business, including, but not limited to the risks
arising from the ESG aspects. The Board will assess or engage independent third party(ies) to
evaluate the risks and review our Group’s existing strategy, target and internal controls, necessary

improvement will be implemented to mitigate the risks.

We proactively identify any major environmental risks related to our business. We have set
up metrics and targets for environmental management, to review major environmental risk
performance on a regular basis. We will continue to emphasise on environmental protection by
allocating sufficient resources such as skilled personnel, technology and capital to ensure our

environmental compliance going forward.
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Emissions and consumption

The table below sets forth a breakdown of our gas emission:

FY2021
(approximate
tonnes)
Gas emissions
Nitrogen Oxides(“NOx”) 7 1 2,226,887
Sulphur Oxides (“SOx”) " 1 11,079
PM 00 0.006
Total eMISSIONS . . o v v vt e e e e e e e e e e e e 2,237,966
Emission density 2 2 12,336
Notes:
1. Refers to the gas emissions resulting from the consumption of fuel in our Group’s operations, including our

vehicles and equipment, taking into account the relevant emission rates and driving distances, which exclude

external service providers.

2. Refers to the emission of gas in tonne per RMB10 million of revenue.

Our Group emits gas in our daily operations from the consumption of gaseous fuels, such
waste gas mainly include pollutants including NOx and SOx and respiratory suspended particles
such as PM. Our Group emitted a total of approximately 2,211,035 tonnes and 2,237,966 tonnes of
waste gas for FY2020 and FY2021. For FY2020 and FY2021, our emission density was
approximately 12,554 tonnes and 12,336 tonnes per RMB10 million of revenue.

The table below sets forth a breakdown of our greenhouse gas (“GHG”) emission:

FY2021

(approximate
tonnes of CO,e)
GHG emission

Direct emission %€ 1 1,518
Indirect emission 2% 2 L 2,534
Total EMISSION. . . o ot e e e e e e e e e, 4,052
Emission density " 2. 22
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Notes:

1. Refers to the carbon dioxide equivalent (“CO,e”) which include carbon dioxide, methane and nitrous oxide
emission attributed to the consumption of fuel in our Group’s daily operations, including vehicles and equipment
that are controlled our Group and/or located within the physical boundary of our operations, taking into account the
relevant emission rates and driving distances, which exclude external service providers.

2. Refers to CO,e which include carbon dioxide, methane and nitrous oxide emission attributed to the electricity
purchased, taking into account the relevant emission rates, which exclude external service providers.

3. Refers to the emission of GHG in tonne per RMB10 million of revenue.

Our Group generates direct and indirect emissions of GHG due to consumption of fuel and
electricity. The total GHG emission of our Group was approximately 4,052 tonnes of CO,e,
respectively for FY2021.

Since January 2020, we requested our subcontractors to purchase gaseous fuel by themselves
and bear the relevant costs incurred in construction projects. According to “the Reporting
Guidance on Environmental KPIs” issued by the Stock Exchange, emissions generated from the
gaseous fuel used by our subcontractors are emissions from outsourced activities or other
contractual arrangements, which are classified as emissions other than direct emission. In such
case, the abovementioned gas and GHG emissions from sources that are owned or controlled by

our Group decreased in FY2021.

We target to maintain the emission density level of gas emissions to the level of FY2021 for
FY2022. We have set a target to reduce GHG emission to less than approximately 25.0 tonnes of
carbon dioxide emission per RMB10 million of revenue for FY2022.

The table below sets forth a breakdown of our electricity consumption:

FY2021

approximate kWh
(note 1)

Electricity consumption "/ ..o 2,810,882

approximate kWh per
RMB10 million

Consumption density "2 ... ... 15,494
Notes:

1. Refers to electricity consumed during our construction process and office use.

2. Refers to the electricity consumption per RMB10 million of revenue.
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Our Group consumed approximately 2,810,882 kWh of electricity for FY2021. We regularly
review our electricity consumption level and consider methods to reduce energy consumption. We
have set a target to reduce our annual electricity consumption to less than approximately 10,000
kWh (kilowatt-hour) per RMB10 million of revenue for FY2022. We are committed to enhancing

the overall efficiency to reduce our utility consumption.

In order to manage the environmental-related risks and social sustainability risks, the Board
has adopted the measures which are specified in our ESG policy to tackle the risks identified
during the enterprise risk assessment and has ensured that any potential risks inherent in our

business operations are minimised.

(d) the metrics and targets used to assess and manage such risks (including, without

limitation, information relating to pollutants emission and resources consumption).

Apart from the revised disclosure in the Document, our Group has adopted/will adopt the

following polices in order to mitigate the emissions/greenhouse gas produced:

. wash vehicle to remove any dusty materials before entering/leaving a site;

. major roads of construction sites are hardened to minimise dust;

. machineries and materials are properly covered during storage;

. vehicles with materials/wastes are properly covered in accordance with relevant
regulations;

. combustion of wastes are prohibited;

. switch off all electronic equipment/mobile machinery when it is not in operation; and

. turn off lighting facilities during lunch time, and the last employee who leaves the

office/site must ensure that all lights are switched off.

On the other hand, measures to reduce the water usage has been/will be adopted:

. prohibit any wastage of water;

. inspect and identify any water leakage, breakage or other potential damage of water

pipes regularly;
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. check metre reading constantly to prevent any hidden leakage;

. post promotional posters and cards in prominent areas of the workplace to remind

employees of saving water; and
. promote water-saving education and ideas continuously among our employees.
To reduce the wastage, our Group has adopted/will adopt the following measures:
. reuse and recycle materials whenever applicable; and
. wastes are categorised to identify reuse and recycle materials.

During the Track Record Period, we maintained the GB/T24001-2016/ISO14001:2015

environment management system certification.
Occupational Health and Safety
Our Safety Management System

We have in place stringent internal safety policies to ensure our safe operations and ensure
our compliance with relevant PRC laws and regulations. Our work safety, procurement and
subcontracting department is responsible for overseeing our compliance with relevant PRC laws
and regulations. Our internal safety measures and policies include implementing prevention
measures, keeping records for safety incidents, identifying and assessing occupational hazards,
conducting regular reviews and inspections of our safety performance, conducting on-site
assessments in accordance with the JGJ59-2011 Standard of Construction Safety Inspection (ZZE
fiti T% A& HE) and conducting review of any material accidents. During the Track Record
Period, we maintained the ISO45001:2018 occupational health and safety management system
certification. Our work safety, procurement and subcontracting department also organises work
safety education and training sessions for our employees each year in accordance with national
regulations and on an as-needed basis when new technologies, new equipment, new machineries or
new resources are involved. To enhance our safety management system, we also evaluate the
suitability and effectiveness of our safety management system each year, and identify areas for

improvement.
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Our internal safety rules and procedures

We adopt comprehensive safety measures in our construction works projects. Set forth below

is a summary of our key safety measures:

Potential safety issues Safety measures

Injury caused by falling objects or All personnel are required to wear safety helmets within

falling from height construction sites.

Workers working at height are required to wear safety belts

in addition to safety helmets.

Injury caused by electric shock Workers carrying out electrical work are required to wear

protective footwear and gloves.

Injury caused by fire outbreak Workers carrying out welding work must be equipped with
fire extinguishing equipment. There must be on-site

designated person(s) responsible for watching the fire.

We are also required to fulfil, and as at the Latest Practicable Date we have adopted, the
requirements under the Administration Regulation on Work Safety License of Construction
Enterprise. For details, please refer to the section headed “Regulatory Overview — Construction

safety” in this document.

Our Accident Reporting System

Our occupational health and safety management system includes a reporting and record
system for safety accidents on our construction sites. The project manager must report the safety
accidents to our work safety, procurement and subcontracting department immediately. We will
report the accident to the relevant government authority as required by PRC laws and regulations

and cooperate with local government authorities to investigate such safety accident.
Our Directors confirm that during the Track Record Period and up to the Latest Practicable

Date, we did not have any material workplace accidents and fatalities, and we have not been

subject to any material fines, public criticism or warnings in relation to any safety incidents.
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INSURANCE

We maintain insurance policies that are required under PRC laws and regulations as well as
policies based on our assessment of our operational needs and industry practice. We are subject to
the social insurance system of the PRC and is required to make contributions for our employees
towards five categories of insurance, including make contributions for basic pension, basic
medical, unemployment, work injury and maternity insurances for our employees. Consistent with
customary practice in China, we did not carry any business interruption or litigation insurance
policies, which are not mandatory according to the laws and regulations of the PRC. Our Directors
consider that our existing insurance coverage is in line with industry norm and is sufficient for our
present operations. Please refer to “Risk Factors — Risks relating to our business — We may have
inadequate insurance coverage, and the occurrence of uninsured damages could have adverse
effects on our business, financial conditions and results of operations” for more details. During the

Track Record Period, we did not experience any material insurance disputes.
INTELLECTUAL PROPERTY

The details of the intellectual property rights owned by our Group are set out in “Statutory
and General Information — B. Further information about the business of our Group — 2.
Intellectual property rights” in Appendix V to this document. In particular, as at the Latest
Practicable Date, we were the registered owner of six trademarks containing “Zhongtian” or
“f1°K” in Hong Kong. As at the Latest Practicable Date, we had not registered any trademark
containing “Zhongtian” or “#1°K” in the PRC.

The Chinese name of our Company and our subsidiaries contain “H1°K” (Zhongtian). In
particular, Zhongtian Construction, our major operating subsidiary, has been using *“H'K”
(Zhongtian) in its name since 2004. Meanwhile, there are many companies whose names contain

“H1X” (Zhongtian) in the PRC and Hong Kong, including companies in the construction industry.

As advised by Ms. Queenie W.S. Ng (the “Hong Kong Legal Counsel”), the legal adviser to
our Company as to Hong Kong laws, given that (i) it is common for PRC companies to contain
“H1°K” (Zhongtian) in their names and it would be difficult for a PRC company to prove it owns
any goodwill or is well known in Hong Kong if it has not carried on any business or registered
any trademark in Hong Kong; (ii) Zhongtian Construction, our major operating subsidiary, has
been using “H'K” (Zhongtian) in its name since 2004 and had used a stock short name including
the words “H'K” (Zhongtian) when its shares were quoted on the NEEQ, and there had been no
dispute on goodwill and suggestion of confusion; (iii) we have successfully registered trademarks
containing “H'K” or “Zhongtian” in Hong Kong, and no other companies had registered
trademarks containing “' K" or “Zhongtian” in class 37 in Hong Kong as at the Latest Practicable

Date; and (iv) the names of our Company and Zhongtian Construction also contain “Construction”
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and “Hunan”, so that the public can distinguish our Company and Zhongtian Construction from
other companies whose names contain “*1°K” (Zhongtian) which (a) engage in the other industries
and (b) are headquartered in places other than Hunan Province, the chance of our Group to be
successfully claimed for infringement of intellectual property rights and/or passing off in Hong
Kong by other companies established in the PRC whose names contain “H'X” (Zhongtian),
bearing same or similar names and trademarks and conducting similar businesses as our Group is

remote.

As advised by our PRC Legal Advisers, taking into account that (i) we do not carry out our
business directly under the name of our Company in the PRC and would mainly continue to carry
out its business under the name of Zhongtian Construction, whose name was approved by Zhuzhou
AMR; (ii) our Group refers our Company as its holding company during business negotiations,
which is true and accurate; (iii) our Directors confirmed that our Group has been using the name
of Zhongtian Construction in compliance with the laws and without any intention to confuse with
other companies or to attach to the reputation of other companies or any objective acts of
unauthorised use of other influential company names; (iv) our PRC Legal Advisers interviewed
Zhuzhou AMR, the department responsible for matters under the Anti-Unfair Competition Law of
the PRC, and Zhuzhou AMR clearly confirmed to our PRC Legal Advisers that, since the authority
would conduct name check using its internal system and obtain internal approval which confirmed
that such name satisfy the registration requirements before it would approve the name of a
company, if Zhongtian Construction refer to our Company as its holding company during business
negotiations and carry out business under its own name, it would not be regarded as engaging in
acts of confusion and/or unfair competition under the Anti-Unfair Competition Law of the PRC;
and (v) based on searches conducted by our PRC Legal Advisers and independent search agent,
there was no record of any administrative penalty or prosecution against Zhongtian Construction,
for infringement of intellectual property rights and passing off or unfair competition, our PRC
Legal Advisers are of the view that, in the absence of evidence that the other PRC companies
whose name contain “H'K” (Zhongtian) and engage in the construction industry were influential
or that the use of the name of our Company and Zhongtian Construction may cause any confusion
and misunderstanding to others that they have any relationship with such other companies, the risk
that the use of our registered company names would be regarded as engaging in acts of unfair

competition through acts of confusion under the Anti-Unfair Competition Law of the PRC is low.

Further, Zhongtian Construction is the registered owner of six trademarks containing
“Zhongtian” or “H1°K” in Hong Kong. After successful registration of such trademarks in Hong
Kong, both our trademarks and company names can be protected in Hong Kong. Such trademarks
are registered in class 37 which encompasses construction services; installation and repair services;
mining extraction, oil and gas drilling. In case there is any other entity engaging in the
construction industry in Hong Kong uses names and/or marks which are identical or similar to the

name and registered trademarks of our Group which infringed our intellectual property rights, we
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may take legal action against them for infringement of the trademarks and/or passing off, and seek
appropriate redresses from the court including damages and/or injunction. The Hong Kong Legal
Counsel is of the view that registration of the trademarks is the best available measure for our
Group to protect our trademarks and goodwill, and to prevent other entities from tarnishing our

reputation in Hong Kong.

During the Track Record Period and up to the Latest Practicable Date, we were not aware of
any material infringement of our intellectual property rights and we believe that we have taken all
reasonable measures to prevent any infringement of our own intellectual property rights. During
the Track Record Period and up to the Latest Practicable Date, we were not aware of any material

infringement of the others’ intellectual property rights by us.

EMPLOYEES

As at the Latest Practicable Date, our Group has 336 employees in total, most of whom are

located in the PRC. The following table sets forth the number of our Group’s employees by job

functions:

Number of
Functions employees
Project management . ... ... ... ... 228
Market Operation . ... ... ... ...ttt e 5
R& DD 6
Internal auditing and finance ........... ... . . ... . ... 27
Human resources and legal . ......... ... . .. . .. . .. .. . .. . 4
General management and administration . ............... ... . . ... .. 22
Machinery and equipment management . .................eeiiaea.. 25
OtherS . . o 19
Total. . . ... e 336
Recruitment

Our Group has a recruitment policy which we would recruit new employees based on
departments’ request. Our recruitment process normally contains interviews and written tests. The
candidates will be examined based on their relevant experiences, skills, knowledge, and integrity.

According to our recruitment policy, we encourage our employees to refer us candidates.
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Training

It has been our Group’s policy to provide training to its employees. It usually includes
induction training which is held by our human resources department; on-the-board training; and
sometimes education opportunities depending on the job function of the employees. Our Group
will hold seminars and events occasionally for our employees, in order for them to catch up with
market trend. Education allowance would be given to employees if such application is approved by

their department managers and further approved by the human resource department.

Confidentiality

We may require our senior management and certain employees to undertake confidentiality
obligation by contract. Under such contract, employees concerned are bound to keep our
technologies and commercial secrets confidential and we are entitled to claim our employees for

our losses incurred by reason of our employees’ breach of confidentiality agreement.

Remuneration

Our Group’s employees may be remunerated by way of fixed salary, hourly wage or on
project-by-project basis, depending on their job nature. Our Group utilises an appraisal system for
our employees and considers the appraisal results of individual employees when conducting their
salary review and determining the amount of bonuses. Our employees also entitled to a number of
fringe benefits and welfare, including transportation allowance, health care allowance and paid

leave.
Social insurance scheme and Housing provident funds

We maintain social insurance scheme, including contributions to the pension, medical,
unemployment, maternity and occupational injury insurance, and housing provident funds for all of
our employees.
Relationship with employees

We have a labour union which represents the interests of our employees. During the Track

Record Period and up to the Latest Practicable Date, we had not experienced any material

labour-related disputes.
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PROPERTIES
Owned Properties
As at the Latest Practicable Date, our Group does not own any properties.
Leased Properties
As at the Latest Practicable Date, our Group leased the following properties in the PRC from
Puhui Commercial, a deemed connected person of our Company, and an Independent Third Party,

details of which are set out as follows:

Properties leased from Puhui Commercial

Gross floor area

under the
current tenancy Term under the current tenancy
Location agreement Monthly rental agreement Use of property
(sq.1m.) (RMB)

1st Floor Office Area, Block 10, Dongfang Mingyuan, No. 1197, 78.54 3,770 12 months (from 1 January 2022 Office premises
East Xinhua Road, Hetang District, Zhuzhou City, to 31 December 2022)
Hunan Province, PRC

Portion of the 2nd Floor and 3rd Floor, Office Area, Block 10, 1,372.78 24710 12 months (from 1 January 2022 Office premises
Dongfang Mingyuan, No. 1197, East Xinhua Road, to 31 December 2022)
Hetang District, Zhuzhou City, Hunan Province, PRC

Portion of the 2nd Floor, Block 10, Dongfang Mingyuan, 3129 671 12 months (from 1 January 2022 Office premises
No. 1197, East Xinhua Road, Hetang District, Zhuzhou City, to 31 December 2022)
Hunan Province, PRC

Portion of the 2nd Floor, Block 10, Dongfang Mingyuan, 72.64 1,308 12 months (from I January 2022 Office premises
No. 1197, East Xinhua Road, Hetang District, Zhuzhou City, to 31 December 2022)
Hunan Province, PRC

Portion of the 2nd Floor, Block 10, Dongfang Mingyuan, 197.69 3,558 12 months (from 1 January 2022 Office premises
No. 1197, East Xinhua Road, Hetang District, Zhuzhou City, to 31 December 2022)
Hunan Province, PRC

Portion of the 2nd Floor, Block 10, Dongfang Mingyuan, 200 3,600 12 months (from I January 2022 Office premises
No. 1197, East Xinhua Road, Hetang District, Zhuzhou City, to 31 December 2022)

Hunan Province, PRC
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Property leased from an Independent Third Party

Gross floor area
under the
current tenancy ~ Monthly rental/ Term under the current

Location agreement obligations tenancy agreement Use of property

(sq.m.) (RMB)
No. 208, 2/F, Jincheng Huayi Health Industrial Park R&D 188 4700 5 years (from 1 March 2020 Office premises
Building, 7 Jinlong East Road, He Tang District, Zhuzhou, to 28 February 2025)

Hunan Province, PRC

As at the Latest Practicable Date, the lease agreement for the property located at No. 208,
2/F, Jincheng Huayi Health Industrial Park R&D Building, 7 Jinlong East Road, Hetang District,
Zhuzhou, Hunan Province, PRC (the “Zhuzhou Property”) had yet to be registered with the
relevant government authorities as the lessor has not yet obtained the real property ownership
certificate for the Zhuzhou Property. Such non-registration constituted non-compliance of the
Administration Measures for Commodity House Leasing ({75 EM & HHEL)). For further
information, please refer to the paragraph headed “Legal and regulatory — Non-compliance

incidents” in this section.
Property valuation report

As at the Latest Practicable Date, we had no single property with a carrying amount of 15%
or more of our total assets, and on this basis, we are not required by Rule 5.01A of the Listing
Rules to include in this document any valuation report. Pursuant to section 6(2) of the Companies
Ordinance (Exemption of Companies and Document from Compliance with Provisions) Notice
(Chapter 32L of the Laws of Hong Kong), this document is exempted from compliance with the
requirements of section 342(1)(b) of the Companies (Winding Up and Miscellaneous Provisions)
Ordinance in relation to paragraph 34(2) of the Third Schedule to the Companies (Winding Up and
Miscellaneous Provisions) Ordinance, which requires a valuation report with respect to all of our

interests in land or buildings.
INFORMATION TECHNOLOGY

Our information technology systems, which include project management information system,
financial management system, remote monitoring system and OA office system, are critical to our
operations, including contract management, safety and quality control, documentation management,
production management, human resources and accounting and finance. Our information technology
systems also support our key operation processes, including project management, procurement,

aftermarket customer service, sales and marketing, and bidding. We utilise our information
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technology systems to improve the efficiency and quality of our services and strengthen our risk
and financial management capabilities. From time to time, we procure new or upgrade existing
information systems based on our business needs. During the Track Record Period, we did not
suffer any major information technology system failures or related losses. However, we may face
information technology risks arising from the improper performance or malfunction of our
information technology systems on which our operations significantly rely. For details, please refer
to the section headed “Risk Factors — Risks relating to our business — We may experience

failures in our information technology systems” in this document.

RISK MANAGEMENT AND INTERNAL CONTROL

Our future operating performance may be affected by risks relating to our business. Some of
these risks are specific to us while others relate to economic conditions and the general industry
and markets in which we operate. For details, please refer to the section headed “Risk Factors” in

this document.

The Board of Directors and the senior management are responsible for establishing and
maintaining adequate risk management and internal control systems. Risk management is the
process designed to identify potential events that may affect our Company and to manage risks to
be within its risk appetite. Internal control is the process designed to provide reasonable assurance
regarding achievement of objectives related to effectiveness and efficiency of operations,

reliability of financial reporting and compliance with applicable laws and regulations.

Highlights of risk management and internal control system include the following:

(i) our Directors attended a training session in May 2020 in relation to the relevant
requirements of the Listing Rules and duties of directors of companies [REDACTED]
in Hong Kong;

(i1)) we have adopted various policies to ensure compliance with the Listing Rules, including

those in relation to risk management, connected transactions and information disclosure;

(ii1)) we have implemented internal control policies in relation to financial management;

(iv) to enhance our internal control on cashflow and liquidity management, our designated
staff makes cashflow projection on a monthly basis and closely monitors the cashflow
position. If it is anticipated that there is operating cash outflow in the following month,
our senior management will assess the impact and consider measures to strengthen the

cashflow position; and
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(v) we have implemented a series of internal rules and regulations in relation to our
business operations, including those in relation to the management of our business
operation, the human resources, payroll, cash management and information on

technology systems.

To ensure the above compliance culture is embedded into everyday workflow and set the
expectations for individual behaviour across the organisation, we will regularly conduct internal
compliance checks and inspections, adopt strict accountability internally and conduct compliance

training.

Without prejudice to the responsibilities of the Board of Directors as a whole, the audit
committee of our Board oversees financial and business risk management and discusses the
process by which management assesses and manages the company’s exposure to those risks and
the steps taken to monitor and control such exposure. For details, please refer to the section

headed “Directors and Senior Management — Board committees” in this document.

In preparation for the [REDACTED], we engaged BT Corporate Governance Limited, an
independent internal control consultant (the “Internal Control Consultant”) to perform a review
of our internal control systems and procedures on a fact-finding basis and to provide
recommendations for addressing the findings during the review. The initial review was conducted
during 2 January 2020 to 15 January 2020 and the testing period was from 1 December 2018 to 30
November 2019. The Internal Control Consultant provided recommendations in relation to
strengthening our Group’s internal controls, and our Group has taken measures to implement the

relevant internal control measures.
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The following table sets out the major findings of the internal control review, the

recommendations provided by the Internal Control Consultant and the corresponding rectification

measures taken by our Group:

Major findings

Recommendations

Corresponding rectification

measures taken by our Group

Our employees do not have
sufficient occupational
safety knowledge and we do
not exercise enough
supervision on the operation
of construction machinery

by our employees. ........

We have not set up Board
committees including audit
committee, nomination
committee and remuneration

committee. . ... ..........

We should enhance our

policies on occupational
safety such as formulating
an enhanced occupational
safety responsibility system,
organising at least one
occupational safety training
session every year to
enhance employees’
knowledge of occupational
safety and distributing
safety appliances to
employees to ensure that
they are equipped with

sufficient safety equipment.

We should set up an audit

committee, a nomination
committee and a
remuneration committee and
should formulate a set of
guidelines for our Directors
covering the duties of
Directors and each of the
Board committee and the
corporate governance

policies of our Group.
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Major findings

Recommendations

Corresponding rectification

measures taken by our Group

During the Track Record
Period, Zhongtian
Construction commenced or
proceeded with construction

work for five projects before

the developers obtained the
construction works

commencement permits. For

details, please refer to the
paragraph headed “Legal
and Regulatory —
Non-compliance incidents”

in this section. . ..........

We should enhance our

policies in connection with
obtaining construction works
commencement permits to
ensure the relevant permits
would be obtained before
commencement of

construction works.

We have implemented internal

control policies in
connection with obtaining
construction works
commencement permits,
including: (i) our technology
and quality control
department would maintain
a register of the construction
works commencement
permits and record the
information on the
construction works
commencement permits,
including the date of
obtaining the construction
works commencement
permit, the commencement
date and the expected
completion date; (ii) we
would provide training to all
our project managers
regarding the legal
requirements in relation to
construction works
commencement permits; and
(ii1) we would consult with
an external legal counsel for
matters relating to
construction works
commencement permit when

necessary.

In light of the above findings, the Internal Control Consultant has performed a follow-up
review on 7 May 2020, 22 January 2021 and 25 February 2022 by focusing on the remedial
actions undertaken by the management of our Group on the control deficiencies identified in the

first round review and did not identify any material weakness or raise any further recommendation

in the review. Our Directors are of the view that our Group has adequate and effective internal

control procedures in place for our Group’s operation.
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Saved as disclosed above, no member of our Group was engaged in any litigation, claim or
arbitration of material importance and no litigation, claim or arbitration is known to our Directors
to be pending or threatened against a member of our Group which would have a material adverse
effect on our financial position or results of operations during the Track Record Period and up to

the Latest Practicable Date.

Non-compliance Incidents

Save as the immaterial non-compliance incidents disclosed below, our Directors confirm that,
based on the advice of our PRC Legal Advisers, during the Track Record Period and up to the
Latest Practicable Date, we had complied with the relevant PRC laws and regulations in all

material respects.

The table below sets forth the summaries of certain non-compliance incidents during the
Track Record Period. Our Directors believe that these non-compliance incidents, whether
individually or collectively, are non-material in nature and will not have any material financial or

operational impact on us.
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BUSINESS

The aforesaid non-compliance incidents did not involve any intentional misconduct or act of
dishonesty or fraudulence on the part of our Directors. Our Directors are of the view, and the Sole
Sponsor concurs, that such non-compliance incidents do not impugn the integrity and competency
of our Directors under Rules 3.08 and 3.09 of the Listing Rules, or the suitability for
[REDACTED] of our Company under Rule 8.04 of the Listing Rules, because: (i) there was no
intentional misconduct or act of dishonesty or fraudulence on the part of our Directors in
connection with such non-compliance incidents; (ii) we had undertaken around 300 construction
projects during the Track Record Period, and the non-compliance incident regarding the
commencement of construction works before the developer obtained the construction works
commencement permit only constitute a small proportion of the total number of construction
projects undertook by us during the Track Record Period; (iii) our Directors confirmed that, as at
the Latest Practicable Date, no fines, penalties or administrative sanctions have been imposed on
us with respect to such non-compliance incidents; (iv) the reasons for such non-compliance
incidents as disclosed above; (v) the advice provided by our PRC Legal Advisers as disclosed
above; and (vi) we have adopted the internal control measures to mitigate the risk of the

recurrence of any such non-compliance incidents.

Indemnity given by our Controlling Shareholder and Zhongtian Holdings

Our Controlling Shareholder and Zhongtian Holdings have entered into a Deed of Indemnity
whereby our Controlling Shareholder and Zhongtian Holdings have agreed to indemnify our
Group, subject to the terms of the Deed of Indemnity, in respect of all liabilities and penalties
which may arise as a result of any legal proceedings instituted by or against our Group and
non-compliance by our Group on or before the date on which the [REDACTED] becomes
unconditional. Please refer to the paragraph headed “E. Other Information — 1. Tax and other

indemnities” in Appendix V to this document for details.
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