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OVERVIEW

We are a cross-provincial heat service provider mainly operating in the “Three North
Region”. We were ranked No. 9 in terms of the aggregate actual heat service area in Shanxi
Province, Gansu Province and Inner Mongolia Autonomous Region in 2022 with a market
share of approximately 2.4% in terms of aggregate actual heat service area, according to the
Frost & Sullivan Report. We are principally engaged in the provision of heat services to
residential and non-residential heat service customers under concession rights. In addition to
our provision of heat services, which is considered as a public utility business, we also provide
heat-related (i) engineering construction services; and (ii) EMC services. We have had over a

decade of operational experience since we started our operation in 2010.

As at the Latest Practicable Date, we held six concessions, of which five were in
operation and one was under construction. During the Track Record Period, the majority of our
revenue was derived from our provision of heat services relating to the five concessions in
operation. In accordance with IFRIC 12 Service Concession Arrangements, during the Track
Record Period, we recognised revenue for our provision of (i) heat services; and (ii)
engineering construction services for our heat service projects under our concessions. For the
years ended 31 December 2020, 2021 and 2022, revenue derived from our provision of heat
services amounted to approximately RMB973.3 million, RMB1,035.2 million and RMB1,098.9
million, representing approximately 70.7%, 80.2% and 76.1% of our total revenue,

respectively.

The “Three North Region” generally experiences very cold weather during the winter
especially the areas north of the Qinling Mountain-Huaihe River (Z&4g-ifEi] LAJLHbIE).
According to the Frost & Sullivan Report, the total heat service area (measured in terms of
GFA) in the PRC increased from 8.8 billion sq.m. in 2018 to 11.2 billion sq.m. in 2022. Such
area is expected to increase to 14.5 billion sq.m. in 2027, representing a CAGR of 5.2%
between 2022 and 2027. Such growth is mainly driven by an increase in demand for heat
services resulting from urbanisation and an increase in the PRC’s population, as well as an
increase in demand for heat services in the areas south of Qinling Mountain-Huaihe River (%

- AT i)

Since our inception in 2010, we have established a leading position in the heat service
industry in the “Three North Region”. As at the Latest Practicable Date, we had operational
presence in (i) Shanxi Province; (ii) Gansu Province; and (iii) Inner Mongolia Autonomous
Region. As at 31 December 2020, 2021 and 2022, our total Concession Area (measured in
terms of GFA) was approximately 362.3 million sq.m., 419.9 million sq.m. and 419.9 million
sq.m.. As at the same dates, our total actual heat service area (measured in terms of GFA) was
approximately 37.4 million sq.m., 39.8 million sq.m. and 41.9 million sq.m., respectively. As
at the Latest Practicable Date, our total actual heat service area (measured in terms of GFA)
was approximately 41.9 million sq.m., representing approximately 10.0% of our total
Concession Area of approximately 419.9 million sq.m..
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In recent years, the PRC Government has encouraged the use of more diversified and
clean heat sources in the heat service business and a series of government policies relating
thereto has come into effect. For instance, the Plan for Winter Clean Heating in the Northern
Region (2017-2021) ( b7y Hh [ 4 Z=3 U K 8 (2017-2021)) ) provides that coal-fired
boilers with SO, emission exceeding the prescribed environment-friendly benchmark should be
gradually replaced, and more environmentally friendly and energy efficient coal-fired boilers
should be rolled out as replacement. The Measures of National Energy Administration for
Adopting Renewable Energy According to Local Conditions for Heat Services ( (B Z B
WA 8] b o) B Ay v P AR RE VR AL BE AR B TAERY4E %) ) encourage heat service providers to
utilise clean, low-carbon and renewable energy to produce heat for the provision of heat
services. The 14" Five-Year Plan for Energy Conservation and Emission Reduction
Comprehensive Work Plan ( BRI EREE 10 1 Hi g I HE4E & LAE T R A %1) ) issued by
the State Council in 2022 prescribes an “extremely low emission standard” (HEEHE AT HE) and
specifies the mission of the PRC Government to strengthen the environmental protection
measures in the PRC. We are committed to proactively upgrade our heat source portfolio to
support the aforementioned government initiatives. For details of our heat source portfolio, see
“— Heat sources” in this section. During the Track Record Period and up to the Latest
Practicable Date, we relied on four types of heat sources for all of our heat service projects
under concession rights. As accredited by the Lanzhou New Area Ecology and Environment
Bureau* ([ 1725 BEEBRI% ), our coal-fired boilers which we currently use in our Lanzhou

New Area Project comply with the relevant pollutant emission standard.

We only provide heat services to our heat service customers during the heat service period
prescribed by the relevant provincial and local laws and regulations. Such heat service period
varies depending on different climate in different locations of the Concession Areas. For
information relating to heat service periods, see “ — Heat services — Seasonality” in this section.
Our heat service customers include residential and non-residential heat service customers. Our
residential customers are residents of household units while our non-residential customers
include property management companies, commercial operators, government institutions,
educational institutions, airports, train stations and hospitals. During the Track Record Period,
we maintained a broad customer base in relation to our heat services under our concessions.
As at 31 December 2020, 2021 and 2022, we had approximately 265,800, 282,400 and 303,900

heat service customers, respectively.
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The following table sets out our revenue by type of service/product for the years

indicated.

For the year ended 31 December
2020 2021 2022
(RMB’000) % (RMB’000) % (RMB’000) %

Heat services
— Fees from customers for

provision and distribution

of heat 739,940 53.8 778,442 60.3 853,542 59.1

— Price subsidies from local
government 167,908 12.1 182,500 14.2 161,676 11.2
— Pipeline connection fee 65,429 4.8 74,211 5.7 83,725 5.8
Sub-total 973,277 70.7 1,035,153 80.2 1,098,943 76.1
Engineering construction services 362,050 26.3 229,147 17.8 301,567 20.9
EMC services 4,157 0.3 3,972 0.3 3,002 0.2
Others ™" 36,837 2.7 22,363 1.7 40,220 2.8
Total 1,376,321 100.0 1,290,635 100.0 1,443,732 100.0

Note: “Others” mainly include heat transmission services, the sale of heat services-related goods, and designing
services.

Our revenue decreased from approximately RMB1,376.3 million for the year ended
31 December 2020 to approximately RMB1,290.6 million for the year ended 31 December
2021, and increased to approximately RMB1,443.7 million for the year ended 31 December
2022. Our net profit increased from approximately RMB98.3 million for the year ended
31 December 2020 to approximately RMB171.1 million for the year ended 31 December 2021.
Our net profit decreased from approximately RMBI171.1 million for the year ended
31 December 2021 to approximately RMB140.4 million for the year ended 31 December 2022.
For detailed discussions regarding our revenue and net profit, see “Financial information —

Description of major components of our results of operations” in this document.
OUR COMPETITIVE STRENGTHS

We believe that our competitive strengths as set out below set us apart from other heat
service providers across the provinces where we operate.
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We operate under multiple concession rights and were ranked No. 9 in terms of the
aggregate actual heat service area in Shanxi Province, Gansu Province and Inner
Mongolia Autonomous Region in 2022, according to the Frost & Sullivan Report

We specialise in providing heat services under concession rights. According to the Frost
& Sullivan Report, heat service businesses in the PRC are regulated by the relevant local
governments and housing and urban-rural development bureaux. Generally, heat service
providers are required to obtain concession rights to operate their heat service projects. The
ability to obtain concession rights and to manage large-scale heat service projects gives heat
service providers an edge over other market players. Heat service providers with concession
rights are generally entitled to operate their heat service projects in the heat service areas
granted to them on an exclusive basis. A successful candidate for a concession right, generally
speaking, needs to have sufficient heat service experience and capital to fund the requisite
upfront capital expenditures. Given our track record, we can demonstrate to our concession
grantors that we were capable of offering heat services to heat service customers and had
sufficient capital for the operation of heat service projects. We also can demonstrate that we
(i) have stable and reliable heating resources; (ii) possess experience in the provision of heat
services; (iii) have professional staff with heat service qualifications; and (iv) possess adequate
technological capabilities.

Our concession rights give us the exclusive right to provide heat services in our
Concession Area under concession rights in Taiyuan and Shuozhou of Shanxi Province,
Lanzhou of Gansu Province, Hulunbuir of Inner Mongolia Autonomous Region and Xinmi of
Henan Province. We believe that this enables us to benefit from the efforts of these provincial
governments to increase urbanisation rates, improve quality of life, replace less environment-
friendly boilers and upgrade heating technologies. As at 31 December 2022, we held
concession rights to provide heat services in a total Concession Area of approximately 419.9
million sq.m., of which 291.0 million sq.m. was in Shanxi Province, 68.3 million sq.m. was in
Gansu Province, 32.6 million sq.m. was in Henan Province and 28.0 million sq.m. was in Inner
Mongolia Autonomous Region.

Pursuant to the relevant PRC laws and regulations, the Concession Agreements under
which we have an exclusive right to operate our heat services business are generally subject
to an effective term of 30 years. One of them, however, has an effective term of only 25 years
according to the relevant local by-laws. We believe that our exclusive concession rights enable
us to reach a large base of potential customers within our Concession Area on an exclusive
basis in the short to medium term. As at 31 December 2022, our total actual heat service area
covered only approximately 10.0% of our total Concession Area under our concession rights.
According to the 14™ Five-Year Plan (2021-2025) for National Economic and Social
Development and the Long-Range Objectives Through the Year 2035 ( <[5 [ &89 Fl 4t g 48 J&
55T VAR AR R B0 12035 4F 22 5 H ARAT L) ) jointly issued by the Central Committee of the
Communist Party of China* (HE L/ % 1 J¢Z: B €) and the State Council, the urbanisation
rate in the PRC is expected to increase by approximately 5.0% between 2021 and 2025. An
increase in urban population is expected to result in an increased demand for heat services. We
expect that our unutilised Concession Area presents great potential for our business expansion
in the foreseeable future.
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Our Concession Area is mostly located within key development zones and newly
developed urban zones, both of which are expected to see future economic growth. In line with
the relevant provincial government’s focus on vitalising the economy in these zones, our
business operation is likely to benefit from all development in such areas. For example, Shanxi
Transformation and Comprehensive Reform Demonstration Zone* (LI PG H#E 414 P 5 7 i )
occupies an area of approximately 600.0 million sq.m. and covers eight industry-university-
research zones located in Taiyuan. Shanxi Transformation and Comprehensive Reform
Demonstration Zone*  (ILIFGEEAIZE A /R#iE) is the first transformation and
comprehensive reform demonstration area in the PRC. We expect that our actual heat service
area in Shanxi Transformation and Comprehensive Reform Demonstration Zone* (111 PY#&RI %5
e 7R #ilE) will increase to approximately 49.0 million sq.m. by 2030, in accordance with
the current development plan of Xiaohe Industrial Park proposed by the relevant local
government authority, which is a core part of the development zone. By keeping track of the
development of the Shanxi Transformation and Comprehensive Reform Demonstration Zone,
including the current proposed development of Xiaohe Industrial Park, we intend to maintain
our relationship with the local government to explore any potential growth opportunities.
Moreover, we will continue to monitor any further favourable government policies that
encourage the development of the Shanxi Transformation and Comprehensive Reform
Demonstration Zone, which will help the growth of our customers within the area.

We are a cross-provincial heat service provider capable of managing multiple heat service
projects in different provinces of the PRC

We commenced our provision of heat services operation in 2010 when we established our
presence in Shanxi Province. We subsequently expanded our business to Inner Mongolia
Autonomous Region and Gansu Province in 2013 and 2014, respectively. We successfully
obtained a concession right to provide heat services in Xinmi of Henan Province in December
2021. As at the Latest Practicable Date, we had reached the final stages of our preparation to
provide heat services in Xinmi. We expect that our provision of heat services in Xinmi of
Henan Province will commence in or around November 2023 during the 2023/2024 heat
service period. For the details of our heat service projects, see “— Heat services — Heat service
projects under concession operation” in this section. Further, as at the Latest Practicable Date,
we had won (through open bidding) the concession to provide our heat services in Baotou in
Inner Mongolia Autonomous Region, and were in the process of entering into a concession
agreement with the relevant concession grantor.

With over a decade of operational experience, we believe that we have developed strong
capabilities in terms of systematic regional expansion, management and operation to support
our overall operation. According to the Frost & Sullivan Report, the heat services market in the
PRC is fragmented with a large number of market players comprising both regional and
cross-provincial heat service providers, and we were ranked No. 9 in terms of the aggregate
actual heat service area in Shanxi Province, Gansu Province and Inner Mongolia Autonomous
Region in 2022 (of which we were the second largest cross-provincial heat services provider).
Our heat services management software tool, which includes a heat production monitoring
software tool and heat transmission monitoring software tool, enables us to control, streamline
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and manage our operations in multiple locations effectively. We believe that our cross-
provincial operation benefits from multiple government initiatives such as price subsidies will
enable us to achieve cost efficiency in all key stages throughout our operation. We also believe
that our cross-provincial market presence enables us to reduce the risk or impact to us in the

unlikely event of any of our concession rights being adversely affected.

Our existing concession rights predominantly cover the “Three North Region”. We are
however well-positioned to enter, and have demonstrated that we are indeed capable of
successfully entering the heat service market in other parts of northern China by virtue of our
existing cross-provincial operation. We believe that our current business success can be

replicated in and expanded to other regions in China.
We are able to utilise diversified heat sources, providing clean and quality heat services

Due to geographical and climatic factors, heat is a basic necessity for people living in
northern China. We believe that clean and high-quality heat services should be accessible to the
entire population in northern China. Our mission is to improve people’s living conditions and
change their lifestyles. Such mission echoes the PRC Government’s continuous
implementation of projects aimed at improving the living standard of the nationwide

population (R4 TFE).

We derive heat used in our heat services business from multiple sources. During the Track
Record Period and up to the Latest Practicable Date, our heat sources included (i) heat procured
from cogeneration plants; (ii) heat produced by coal-fired boilers; (iii) residual heat collected
at plants; and (iv) geothermal heat. Driven by the demand for sustainable development, the
PRC Government is committed to using clean and renewable energy to reduce environmental
pollution. We have developed technologies to collect and utilise clean and renewable heat
resources, such as residual heat collected at plants and geothermal heat. In respect of residual
heat collected at plants, we built an origin station with a set of residual heat collection and
utilisation system in Shentou Second Power Station for our Shuozhou Project and Shentou
Second Power Station was subsequently accredited as a Power Top Plant by Power Magazine
in October 2013, a reputable authority in the power generation industry, for its achievement on
improved energy conservation and reduced emission. We have applied the same absorption heat
pump technology of residual heat collection and utilisation system at Shentou Second Power
Station to our Lanzhou New Area Project to the extent that we can. Further, cogeneration, as
confirmed by Frost & Sullivan, is a more efficient use of fuel or heat compared to traditional
fossil fuel power generation because the otherwise-wasted heat from electricity generation is
put to some productive use. Having electricity as the main product of cogeneration plants, heat
generated from the cogeneration plants is a by-product or joint product of the electricity
generation, providing not only an alternative source of income, but also reducing energy
wastes. Our PRC Legal Advisers advised that as at the Latest Practicable Date, we were in
compliance with all the relevant national environmental protection requirements in all material

aspects. For more details of our heat sources, see “— Heat sources” in this section.
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Supported by our advanced heat service technologies and diversified heat sources, we
believe that we are capable of applying clean and suitable heat solutions for our heat service
projects. When selecting heat sources, we take a holistic approach and would consider,
amongst other things, local circumstances in different regions, the actual needs of our heat
service customers, availability of different heat sources, and economic and commercial

considerations.

We possess in-house research and development capabilities, which allow us to improve the
efficiency of our heat service operation with a view to maintaining and improving our
market position

We possess technologies relating to our provision of heat services. With our technological
capabilities, we believe that we are well positioned to gain entry into new markets. Our
intellectual property rights in relation to these technologies are crucial to our business
operation and success. As at the Latest Practicable Date, we had five patents registered with
the China National Intellectual Property Administration which relate to heat service systems
during the cogeneration process. We believe that such systems are considered to be leading
technologies in the industry. For the details of our intellectual property rights, see
“— Intellectual property” in this section and “Statutory and general information — Further
information about our business — Intellectual property rights” as set out in Appendix VII to this

document.

We have continuously invested in research and development. Our corporate slogan is
“learning leads to advancement, innovation leads to eternity” (2:3% A REHEHL, G457 A kK ).
For the years ended 31 December 2020, 2021 and 2022, our research and development
expenses were approximately RMB4.7 million, RMB7.7 million and RMBS&8.2 million,
representing approximately 0.4%, 0.8% and 0.7% of our total costs of sales during the same
years, respectively. As at 31 December 2022, our research and development team comprised 20
employees, all of whom are degree holders with relevant experience in heat service-related
design and technology. We have established a research and development centre in Taiyuan of
Shanxi Province. Since 2018, this centre has been dedicated to enhancing our research and
development capabilities, strengthening our research and application of new energy heat
service technologies, and promoting innovation. In addition, we have participated in the
drafting of provincial technical codes which came into effect in the heat services industry, such
as the Technical Code for Shallow Ground-source Heat Pump System* (3@ HiJf 245 241 T
FEFZflTHL#I) and the Technical Code for Middle and Deep Geothermal Heating Engineering*
(GREIEE - W (TPSTE )
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We have a digitalised heat services management software tool and a customer service
system which control our cross-provincial operation and enhance our operational
efficiency

Our heat services management software tool is a digitalised software tool which allows
us to continuously access real-time information relating to our heat services operation, and
feeding the same in digital form for processing, thereby allowing us to efficiently and
optimally manage our heat services business and to provide our services to our heat service
customers. Such software tool mainly consists of (i) a heat production monitoring software tool
which monitors the heat production process and the operation of our heat service facilities; and
(i1) a heat transmission monitoring software tool which monitors the heat transmission process.
We also have a customer service system which allows us to respond to our customers’ requests
and concerns in a timely manner. Over the years, we have significantly invested in the research
and development of various heating technologies, as well as the optimisation of our heat
services management software tool and customer service system. We believe that our heat
services management software tool and customer service system enable us to achieve our
energy-saving targets and business efficiency, and enable our heat service customers to directly
control their needs. As at the Latest Practicable Date, we were operating our heat services
business through our heat services management software tool and customer service system in
most of our actual heat service area. For more information, see “— Heat services management

software tool” in this section.
We have an experienced and committed management team

Our management team has in-depth knowledge of the heat service industry and is
committed to ensuring that our business operation is running efficiently and effectively while
controlling quality. Mr. Geng Ming (¥kPJE/E), the Chairman of our Board and an executive
Director, has been responsible for overseeing our daily heat service operation since our
establishment. Mr. Geng has extensive experience in corporate management in the energy
sector. Mr. Li Baoshan (Z=E 1115E4:), an executive Director and the general manager of our
Company, has been serving our Group for more than a decade and has over 19 years of
experiences in the energy resource sector. Mr. Miao Wenbin (32 3CH#.5E42), our non-executive
Director, has extensive experience in investment, sales and public relationship in various
companies. For more information relating to our management team, see “Directors, supervisors

and senior management” in this document.
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OUR STRATEGIES

Our core business objective is to consolidate and improve our position in the PRC’s heat
service industry. In line with this objective, we intend to leverage our competitive strengths and

implement the following strategies.

Bolster our business presence in the ‘“Three North Region” and enlarge our customer base

We intend to ride on our established presence, network and experience in the heat service
industry in the “Three North Region”, as well as our technological capabilities, to bolster our

business presence in the region.

As at 31 December 2020, 2021 and 2022, our total Concession Area under our Concession
Agreements was approximately 362.3 million sq.m., 419.9 million sq.m. and 419.9 million
sq.m.. As at the same dates, our total actual heat service area (measured in terms of GFA) was
approximately 37.4 million sq.m., 39.8 million sq.m. and 41.9 million sq.m., respectively. Our
total actual heat service area as at 31 December 2022 accounted for only approximately 10.0%
of our total Concession Area under our Concession Agreements as at the same date. There is
therefore a lot of scope for us to further expand our actual heat service area and reach a wider
base of customers. Within our Concession Area, we plan to keep pace with local urban
developments to grow the business which is in line with the needs of the customers in our
actual heat service area. The local government informs us of its local urban development plans
in advance to ensure that the provision of heat services, being a public utility service, can be
ensured in view of local conditions and other infrastructure constraints. As it typically takes
only between three to six months for our construction of heat service facilities for heat service
projects, we have historically been able to make timely construction of heat service
infrastructure for the provision of heat services in the rural or suburban areas within our
Concession Area (despite the fact that there may not be any preexisting heat services
infrastructure in such areas) in accordance with the local urban development plans of these
areas. While we usually engage qualified external contractors to carry out the construction of
heat service infrastructure, we will usually have a team of technical staff responsible for
supervising and overseeing the construction. According to the Frost & Sullivan Report, the
heat service industry in the PRC is expected to experience steady growth and continuous
development, the total heat service area (measured in terms of GFA) in PRC is expected to
increase from 11.2 billion sq.m. in 2022 to 14.5 billion sq.m. in 2027, representing an expected
CAGR of 5.2% between 2022 and 2027. In line with local urbanisation and economic
development in the areas which we operate and the anticipated expansion of our actual heat
service area within the next few years, we plan to enhance our heat service capacity so that we

can continue to provide stable heat services to our new and existing heat service customers.
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In particular, according to “14™ Five-Year” Lanzhou Economic Circle Development Plan
( VY HIIN RSP 92 R #) ) published by the People’s Government of Gansu
Province (HFIE AREJN) in October 2021, construction activities of public utility
infrastructure in Lanzhou New Area (/1 #7li) is expected to see a significant increase along
with the urbanisation and economic reform in the following five years. During the Track
Record Period, heat sources for Lanzhou New Area Project included (i) heat produced by
coal-fired boilers, and (ii) residual heat collected at plants. With the steady expansion of our
actual heat service area in Lanzhou of Gansu Province, we estimate that our existing heat
sources for Lanzhou will not be able to meet the increasing demand for our heat services. We
applied and were approved by Lanzhou New Area Economy Development Bureau* (B [
Gy 8% Ji€ Ja7) in March 2020 to construct a new peak-shaving boiler with a capacity of 116 MW
and corresponding buildings in our heat source peak-shaving station for our Lanzhou New Area
Project to meet the increasing demands for our heat services in Lanzhou of Gansu Province.
According to the construction plan of the peak-shaving station, there will be six peak-shaving
boilers and corresponding buildings in total. During the Track Record Period and as at the
Latest Practicable Date, three peaking-shaving boilers and the corresponding buildings were in
operation in our peak-shaving station. The new peak-shaving boiler will be a coal-fired one and
will be operated to produce heat for our Lanzhou New Area Project. For more information
related to our coal-fired boilers, see “— Heat sources — Heat produced by our coal-fired boilers”
in this section. Construction of the peak-shaving station (which included the new peak-shaving
boiler and the building where it is located) has commenced in June 2022. It is expected that
the construction and construction acceptance check of the constructed building where the new
peak-shaving boiler is located will be completed prior to the commencement of 2023/2024 heat
service period. The new peak-shaving boiler will be put into use upon the completion of
construction acceptance check to meet the demand for heat services. It is expected that the new
peak-shaving station (with coal-fired boilers) will be able to comply with the relevant pollutant
emission standard accredited by the Lanzhou New Area Ecology and Environmental Bureau*
(BT A= REIR 5% ). The total expenditures are expected to be approximately RMB151.6
million. We plan to fund such construction with [REDACTED] from the [REDACTED] of
approximately RMB[REDACTED] million and the remaining of approximately
RMB[REDACTED] million will be funded by our internal resources. For details, see “Future
plans and [REDACTED]” in this document. According to the Frost & Sullivan Report, the
“Three North Region” covered most of northern China and accounted for approximately 26%
of the population in the PRC in 2022. We expect that steady population growth in the PRC,
together with its corresponding urban development, will drive the need for heat services in the

“Three North Region” in the future.
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Expand our national footprint and increase our market share

We plan to expand our national footprint. The heat service market in the PRC has been
undergoing ongoing changes in various years and we are continuously seeing the entry of new
participants. Provincial and local heat service providers are expected to compete with market
players from other provinces and cities. The heat service business is not accessible to all and
has various entry barriers, including but not limited to the significant amount of initial
investment required for the construction of pipeline systems, technologies and qualifications,
according to the Frost & Sullivan Report. This presents significant opportunities to cross-
provincial heat service providers like us with an established track record of successful
cross-provincial operations and performance and expansion. We intend to proactively capture
market opportunities and expand our current geographical coverage.

During the Track Record Period, we succeeded in securing a Concession Agreement for
the provision of heat services in Xinmi of Henan Province, which is outside the “Three North
Region”. We expect that our provision of heat services in Xinmi will commence from the
2023/2024 heat service period in or around November 2023. We are required to invest in, build,
arrange for the development of the infrastructure assets (i.e. heat service facilities) required for
the provision of heat services in Xinmi of Henan Province. The Xinmi Project will have a
concession period of 30 years as stipulated in the Xinmi Concession Agreement. According to
the Overall Xinmi City Urban-rural Development (2018-2035) (H7% i 0 45 44 15 #1
(2018-2035), the government has designated a target that 90% of the administrative area in
Xinmi shall have access to heat services by 2035. We expect we can utilise our Concession
Area in Xinmi of Henan Province and expand our heat service accordingly. The preparation
work of the Xinmi Project in two areas according to the local urban developments mainly
includes (i) procurement of pipelines, devices and equipment, and (ii) construction of heat
service facilities for heat transmission. The total expenditures for the preparation work up to
31 December 2027 are expected to be approximately RMB456.9 million. We plan to fund such
construction with [REDACTED] from the [REDACTED] of approximately
RMB[REDACTED] million and the remaining of approximately RMB[REDACTED] million
will be funded by our internal resources. For details, see “Future plans and [REDACTED]” in
this document.

In addition, as at the Latest Practicable Date, we had won (through open bidding) the
concession to provide our heat services in Baotou in Inner Mongolia Autonomous Region, and
were in the process of entering into a concession agreement with the relevant concession
grantor. As at the Latest Practicable Date, we had not identified any targets for the acquisition
of further concession projects in accordance with our heat service expansion plans.

We will leverage our experience in acquiring such project to tap into other heat service
markets when opportunities arise. We have established a business development team which
closely monitors market dynamics, collects and analyses information relating to heat service
demand in different regions, designs and executes our market entry strategy and conducts
negotiation with prospective concession grantors. We believe that there will be high demand
for heat services in the future and we expect that demand for our heat services will increase
when we enter into new markets. We believe that we will be able to expand our national
footprint and substantially increase our market share in the heat services industry in the future.
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Continue to retain and recruit talented professionals for our business and management
teams

We believe that having high quality personnel is the key to our success and future
development. We believe that we already have a dedicated and experienced management team
and responsible and diligent employees to assist us in our business expansion. We plan to
continue to retain and recruit more talented professionals. We will also seek to provide more
opportunities to our supporting staff for their career development. We plan to achieve gender
diversity at workforce level by recruiting more female employees. Internally, we will nurture
our own female employees to management level. Safety and innovation are our priorities. We
will continue to provide our employees with professional training and professional
development programmes covering these areas and further align employees’ interests with
ours.

OUR BUSINESS MODEL

We were ranked No. 9 in terms of the aggregate actual heat service area in Shanxi
Province, Gansu Province and Inner Mongolia Autonomous Region in 2022 with a market
share of approximately 2.4% in terms of aggregate actual heat service area, according to the
Frost & Sullivan Report. We are principally engaged in the provision of heat services to
residential and non-residential heat service customers. Our non-residential heat service
customers include commercial operators, government institutions, educational institutions,
airports, train stations and hospitals. As at the Latest Practicable Date, our total Concession
Area and our total actual heat service area was approximately 419.9 million sq.m. and 41.9
million sq.m., respectively.

In addition to our provision of heat services, we also provide heat-related (i) engineering
construction services; and (i) EMC services.

BOT model

During the Track Record Period, the majority of the revenue from our provision of heat
services and engineering construction services was derived from Concession Agreements, all
of which are structured in the form of a BOT model. Pursuant to the BOT model, we were
contracted and were granted the exclusive rights by our concession grantors to invest in, build,
and arrange for the development and operation of the infrastructure assets (i.e. heat service
facilities) required for our provision of heat services. During the concession period, we are
entitled to operate and generate revenue from such infrastructure assets through the operation
of our heat services business. Upon expiry of the concession period, in the event that the
concession rights are not renewed, all heat service-related assets invested (and, in some cases,
under construction at the time) by us and the right to use in relation to heat service-related
assets which were not invested by us will be transferred to the relevant concession grantor or
party(ies) designated by the concession grantor. The compensation payable (if any) by the
concession grantor to us for such transfer of assets shall be based on the assessed value of the
transferred assets (which may be determined by a third party asset valuation agency jointly
appointed by us and the concession grantor).

-216 —



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

BUSINESS

EMC Services

We provided energy-conservation service to an energy consuming enterprise to achieve
certain energy saving goals. Under the EMC, we were responsible for installing certain
equipment and machinery for the purpose of energy saving, and operating and managing the
residual heat collection facilities. In return, we were entitled to a share of profit accrued from

energy conserved as a result of our energy-conservation services provided.
HEAT SERVICES

The “Three North Region” experiences very cold weather during the winter, especially
the areas north of the Qinling Mountain-Huaihe River (Z48- {0 LAJLHEIR). Our heat service
operation in such region has enabled us to generate steady revenue and cash flow over the
years. During the Track Record Period and up to the Latest Practicable Date, we had six heat
service projects under concession rights within our Concession Area. Our heat service projects
in operation were located in Taiyuan and Shuozhou of Shanxi Province, Lanzhou of Gansu
Province and Hulunbuir of Inner Mongolia Autonomous Region. We also had a heat service
project under construction in Xinmi of Henan Province. For the years ended 31 December
2020, 2021 and 2022, revenue generated from our heat services was approximately RMB973.3
million, RMB1,035.2 million and RMB1,098.9 million, representing approximately 70.7%,
80.2% and 76.1% of our total revenue, respectively.

According to the Frost & Sullivan Report, the “Three North Region” in which we operate
covers most of northern China and the “Three North Region” accounted for approximately 26%
of the population of the PRC in 2022. In light of our business presence and the high demand
for heat services in the “Three North Region”, we plan to continue to strengthen our market
position and expand our market share in this area in the foreseeable future. See “— Our
strategies — Bolster our business presence in the “Three North Region” and enlarge our
customer base” in this section for details. In December 2021, we obtained a concession to
operate a heat service project in Xinmi of Henan Province which is outside of the “Three North
Region”. We expect that our heat service operation in Xinmi will commence in or around
November 2023 during the 2023/2024 heat service period. To facilitate our nationwide
expansion plans, our business development team actively pursues new opportunities in the heat
service industry in the areas south of Qinling Mountain-Huaihe River (Z&4&-7f 7] ARG Hh [i),

particularly in southwest, central and eastern China.
Heat service projects under concession operation

During the Track Record Period and up to the Latest Practicable Date, we were a party
to six Concession Agreements and had six heat service projects at different stages under
concession rights within our Concession Area. As at the Latest Practicable Date, three of our
heat service projects were in Shanxi Province, one was in Gansu Province, one was in Inner

Mongolia Autonomous Region and one was a project under construction in Henan Province.
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As at 31 December 2022, we had an aggregate Concession Area of approximately 419.9
million sq.m., of which 291.0 million sq.m. was in Shanxi Province, 68.3 million sq.m. was in
Gansu Province, 28.0 million sq.m. was in Inner Mongolia Autonomous Region and 32.6
million sq.m. was in Henan Province. As at the same date, our total actual heat service area was
approximately 41.9 million sq.m., which comprised 25.2 million sq.m. in Shanxi Province, 8.5
million sq.m. in Gansu Province and 8.2 million sq.m. in Inner Mongolia Autonomous Region.
As at the Latest Practicable Date, we had reached the final stages of our preparation to provide
heat services in Xinmi. We expect that our provision of heat services in Xinmi of Henan

Province will commence from the 2023/2024 heat service period in or around November 2023.

Under our concession rights, we operate our heat services business in accordance with the
terms of the Concession Agreement in our Concession Area. Being a concession grantee, we
make long-term investments for the purpose of our heat service operation given that we have

the exclusive right to operate and benefit from such investments for a fixed term.

The heat service industry in the PRC is expected to experience steady growth and
continuous development. According to the Frost & Sullivan Report, total heat services area in
the PRC is expected to increase to 14.5 billion sq.m. in 2027, with a CAGR of 5.2% from 2022
to 2027, as a result of the increasing demand for the heat services mainly brought by the rapid
growth in urbanisation rate and the increasing penetration of the heat services in the PRC. The
total heat services area in Shanxi Province is expected to increase to 1,022.6 million sq.m. in
2027, with a CAGR of 4.6% from 2022 to 2027; the total heat services area in Gansu Province
is expected to increase to 410.9 million sq.m. in 2027, with a CAGR of 6.3% from 2022 to
2027; and the total heat services area in Inner Mongolia Autonomous Region increased to 723.9
million sq.m. in 2027, with a CAGR of 1.7% from 2022 to 2027. For further detailed analysis,
see “Industry overview — Overview of the heat services industry in the PRC” in this document.
Our Concession Agreements give us the exclusive right to provide heat services in our
Concession Area within the concession period. In light of a positive outlook of the heat service
industry in the locations in the PRC where we have Concession Agreement, the anticipated
expansion of our actual heat service area within our existing Concession Area is expected to
be in line with the respective development of heat services industry in the locations we operate.
Given our track record that we have demonstrated our ability to provide stable and reliable heat
services, our Directors are of the view that we can expand our actual heat service area in
accordance with the anticipated local development in the locations where we operate in the

future.

-218 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE INFORMATION IN THIS DOCUMENT

MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

'€70T 19qWRAON punote 1o ul pordd 991AI0S 1BY $70T/EC0T Y} WOIJ 9dUIWUWO0D
[[IA TWULY Ul SOJTAISS Jeay Jo uorsiaoxd Ino jey) 10odXo oAy "TWULY UT S9O1AISS Jeay opraoid o1 uoneredord Ino jo soSe)s [euly oyl poyoear pey om ‘9)e(] 9[qednoeid 1S91eT oyl Je Sy

T01oNIISU0) parmabae sjuefd wonerauagon 1607 38qmaga 9
13pup PUB PajonIISu0-Jjag - wory pamooid ey - - - 0000197 - 1707 19QU0AQ Ly J03l00g Tuury Tury
UIA0I] UTRR
103y paje1aues sjue]d uoyeIouazed Ch(7 Jequindag 61
nonesado ] poIonASu0d-Jjog - Jefioq pajien-io worj pamaoid 1wy 000'017'8 00001578 0000L6'L 00STSELT - €107 Toquiaidag 07 1oelorg mnqunjny Jnquany
u0ISay Snowouojny
erjoduogy Jamuy
sjuegd 1o pajoaf[od
J0QY pajeIouas  Jeay] [eApIsSal pue ‘SIaflog Ch07 ounf g Joalorg
nonesado ] POIONIISUO2-J[aG  19y10q payjan-Sen) - paity-[20d Aq paanpoid 1wAH 006+ 00000 000026 000°0€€'89 ~ ¢10T 2unf 67 vaIy MoN noyzue] noyzue]
3IUIA0I nSUED)
UIA0I] IXURYS JO sueyd voneIauego
nogzonyg ur sxapraoxd 12 P2J3][09 14y [BnpISal
Q0IAJOS Jeay Joyo woxj  jeay pajereuaf  pue syuegd vonerouagon 07 Krenuep g
nonesado Uy pasea] pue PAIoNIISU0d-Jlag 1109 Payjany-Sen wox} pamooid WA (0f'LI1'S] 00061181 001°TS8°LI 000000Ty - 710g Arenuer g 1oaloug nogzonyg noyzonyg
10alo1g auoz
103y pajeIauos 907 Joquiaidag 9 UOLRISUOWA(
nonesado ] PaIONASUOD-J[ag - Jo[10q pajfonj-sen B3y [PLIAGI03D  0FTSE 005'16¢ 000°02 000°000°00z - 8107 Joquiaidag g Ixueyg uenfie],
103y pajeIauos sjueld onelouagod (pawsnlpe) — Lg07 JoquiaroN (7
nonesado ] PoINLSU0d-J[ag  I9[I0q payfanj-sep worj pamaoid 1eay - 0000019 000'889°S 000°0€4°S 00000005 - 107 taquiakoN |7 1oelorg uendrey uenfe],
WAL IXUBYS
(whs) gz~ (wbs)pzgg  (wrbs) ggog
seg sanioe] Sunerad() 321008 163 201008 JeI TDQUIN( T¢ 18 SY (urhs) potaad worssaauo)) aureu 199{01g LUITATY
BUARYS-yeaq BAIE DIALAS 1A [NV vy
U0ISSAI0)

9B 9[qeoNoRI{ 1518 ) JB S $IYSLI UOISSaOU0d Japun s103[01d 901A19s Jay Ino 03 Sururelrad s[IeIop 9Y) JO SWOS SISLIBUIWNS J[qR) SUIMO[[0J YL,

1210N

-219 -



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

BUSINESS

Reduction of the size of the Concession Boundary Area for our Taiyuan Project and the
possible transfer of the heat facilities in relation to the Subject Area which is currently under
negotiation

In 2017, Taiyuan City Bureau of Municipal Affairs Administration®* (K J T BRAPE 2L =)
(formerly known as AJAi44E M Z B ) (the “Taiyuan Administration”) issued the
Proposal of City-wide Heat Services Coverage in Taiyuan (2017) ( 20174 KT iE B L 42
MEHEEM %) ) and the Notice of Constructing Primary and Secondary Urban
Underground Pipelines in 2017 ( B N 820174558 — b3k 2 v 26 18 B @ 8T8 w1l
A1) ) (the “Local Authorities’ Plans”). According to the Local Authorities’ Plans, we, as the
concession grantee for the Taiyuan Project, were required to construct, amongst others, certain
additional urban underground pipelines and back-up systems in certain part of the Concession
Boundary Area for our Taiyuan Project.

In view of the previously unplanned capital expenditures which would be required for the
aforementioned construction works, and after negotiations with the Taiyuan Administration, we
proposed to the Taiyuan Administration in June 2017 to reduce the original Concession
Boundary Area for our Taiyuan Project (the “Reduction™) by way of a written application
which was approved by the People’s Government of Taiyuan City in August 2017, and the size
of the Concession Boundary Area for our Taiyuan Project was then reduced by 86.0 million
sq.m. (the “Subject Area”). According to our unaudited management accounts, revenue from
the provision of our heat services in the Subject Area for the years ended 31 December 2016
and 2017 was only approximately RMB10.3 million and approximately RMB15.2 million,
representing only 2.2% and 2.4% of the total revenue of our Group, and representing only
10.6% and 11.1% of our total revenue from the Taiyuan Project during the same period,
respectively. Subsequent to the end of the 2016-2017 heat service period, we ceased to provide
any heat services in the Subject Area and have not recorded any revenue in respect of the
Subject Area, and all our heat service facilities in the Subject Area have been operated by a new
operator since then. At the end of August 2017, the carrying value of the concession relating
to the Subject Area amounted to approximately RMB71.4 million (with original cost and
accumulated amortisation of RMB81.9 million and RMB10.5 million, respectively). Since our
Group can no longer generate any future economic benefits from the concession relating to the
Subject Area, in August 2017, our Group decided to accelerate the amortisation for the
concession relating to the Subject Area and the carrying value of which became zero after such
accelerated amortisation took place.

We are currently still under negotiation with the Taiyuan Administration in its capacity as
the grantor for the transfer of all our heat service facilities in the Subject Area and its
consideration thereto and no agreement had yet been reached between us and the grantor or the
new operator on the transfer and the amount of consideration (if any) as at the Latest
Practicable Date. There is no certainty as to whether and when the parties will reach such an
agreement. Further, there is no certainty as to the amount of the consideration to be determined
in any such agreement (if any) which may become payable to us. Currently, the legal rights and
obligations associated with the heat service facilities in the Subject Area still remain with us
since there is no legally binding agreement in place which governs the transfer of the related
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heat service facilities. In the event that no agreement can be reached between the relevant
parties, the possible transfer will not take place and we will not receive any consideration.
Regardless of whether a legally binding agreement in relation to the possible transfer can be
reached, we will not record any revenue from the Subject Area as the heat service facilities in
the Subject Area have been operated by the then new operator since the end of the 2016-2017
heat service period. As advised by our PRC Legal Advisers, in the event that the possible
transfer does not materialise, the legal rights and obligations associated with the heat service
facilities in the Subject Area will still remain with us; the enforceability and the validity of the
remaining scope of the Taiyuan Concession Agreement will not be affected; and the Taiyuan
Concession Agreement will not be terminated before its expiration due to such possible
transfer.

During the interviews with the Taiyuan Administration on 10 March 2022 and 25 April
2022, it was confirmed that (i) the Reduction did not occur as a result of any breach of the
relevant provisions as stipulated in, nor did it constitute any breach of, the Taiyuan Concession
Agreement; (ii) the Reduction was a one-off event and there will be no further reduction of our
Concession Area of the Taiyuan Project in the foreseeable future; (iii) our heat service
operation has remained stable in our current Concession Area of the Taiyuan Project; (iv) we
are a competent heat service provider in Taiyuan City, and the Reduction was not due to our
incompetency to carry out heat service operation; and (v) since we own the heat service
facilities in the Subject Area, we have been negotiating with the Taiyuan Administration in
respect of the transfer of these facilities, nonetheless, no agreement had yet been entered into
as at the Latest Practicable Date. Our PRC Legal Advisers have advised that the Reduction did
not affect the enforceability and the validity of the remaining scope of the Taiyuan Concession
Agreement, and that the Taiyuan Concession Agreement will not be terminated before its
expiration due to such Reduction. As further advised by our PRC Legal Advisers, the Taiyuan
Administration is the relevant competent authority which supervises all heat service operation
in Taiyuan City and the officer being interviewed had the appropriate authority to provide the
above confirmations.

Operation of Lanzhou New Area Project

During the one-year effective period of the Interim Measures for the Administration of
Urban Heat Services and Use in Lanzhou New Area ( B/ 87 [ 35 7 {3t 0 B0 B 47 0
%) ) (“Lanzhou Interim Measures”) implemented on 1 August 2018, we operated the
Lanzhou New Area Project without a heat service operation licence as the Lanzhou Bureau did
not have any established system granting heat service operation licences for the provision of
heat services. Nevertheless, since the implementation of the Administrative Measures for
Urban Heat Services and Use in Lanzhou New Area ( TR JH 3 b 7 £t 280 FH 805 BRI ) )
(the “Lanzhou Administrative Measures”) on 1 January 2022, heat service enterprises can
conduct heat service operations with either a heat service operation licence or under a
concession right. Based on the interview conducted with the Lanzhou Bureau on 29 April 2022,
which is the competent authority to regulate the overall heat services industry in Lanzhou New
Area District, our PRC Legal Advisers are of the view that since we entered into a concession
agreement in relation to our operation of Lanzhou New Area Project, we were therefore no
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longer required to obtain a heat service operation licence, and were in compliance with the
Lanzhou Administrative Measures in all material aspects as at the Latest Practicable Date. Our
PRC Legal Advisers further advised that the Lanzhou New Area Concession Agreement
remains to be legally binding and will not be terminated before its expiration despite our
historical lack of heat service operation licence during the effective period of the Lanzhou
Interim Measures.

The grant of the concession rights for our Lanzhou New Area Project and the Hulunbuir
Project without market competition mechanisms

All of our concession operations are subject to the Measures for the Administration on the
Concession of Municipal Public Utilities ( {TTEUA S SEFRFTRCEEHHHE) ), which was
first promulgated on 19 March 2004 and implemented on 1 May 2004 (the “2004 Concession
Measures”). The 2004 Concession Measures provide that the government concession grantors
would select investors or operators of local public utility projects through market competitive
mechanisms. For our Lanzhou New Area Project and Hulunbuir Project, the relevant
government concession grantors initially granted us concession rights in June 2013 and
September 2013, respectively, even though these grantors did not implement any market
competitive mechanisms. The government concession grantors in relation to our Lanzhou New
Area Project and Hulunbuir Project subsequently hosted the requisite public tendering with all
necessary procedures as stipulated in the 2004 Concession Measures to ensure that the
requirement under the 2004 Concession Measures is satisfied. The concession grantor of
Lanzhou New Area Project subsequently hosted the public tendering by publishing a tender
notice dated 29 September 2018 on the website of Gansu Provincial Public Resources Trading
Center, being the provincial governmental platform of Gansu Province. Our Group then made
tender documents in response to the tender notice. After the assessment of tendering evaluation
committee and legal publication procedure, the tender-winning notification dated 23 October
2018 was issued to our Group. Our Group then re-entered into a concession agreement with the
concession grantor of Lanzhou New Area Project. Similarly, the concession grantor of
Hulunbuir Project subsequently hosted the public tendering by publishing a tender notice dated
29 December 2018 on the website of Hulunbuir City Public Resources Trading Center, being
the municipal governmental platform of Hulunbuir City. The tender notice was also published
on the National Public Resources Trading Platform* (&E/ALERALS T-4), which is a
national governmental platform, and the Inner Mongolia Public Resources Trading Platform*
(NZFE T A LEPEAC S 4H), which is a provincial governmental platform of Inner Mongolia
Autonomous Region. Our Group then made tender documents in response to the tender notice.
After the assessment of tendering evaluation committee and legal publication procedure, the
tender-winning notification dated 1 February 2019 was published on the website of Hulunbuir
City Public Resources Trading Center. Our Group then re-entered into a concession agreement
with the concession grantor of Hulunbuir Project. Our PRC Legal Advisers advised that (i) the
grant of the concession rights for our Lanzhou New Area Project and the Hulunbuir Project
without market competitive mechanisms did not affect the enforceability and the validity of the
relevant Concession Agreements as the public tenderings were subsequently held and the
enforceability and the validity of the relevant Concession Agreements had been confirmed by
the respective competent authority which regulates the local heat services industry; (ii) the
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Lanzhou New Area Concession Agreement and Hulunbuir Concession Agreement are legally
binding and will not be terminated before its expiration despite the absence of market
competitive mechanisms; and (iii) the 2004 Concession Measures provided no penalty clause
on the grantees for obtaining concessions from the relevant government concession grantors

without going through market competitive mechanisms.
Our heat service operation in the VE Park Area (as defined below)

In August 2017, to ensure the continuous provision of heat services to Lanzhou New Area
Vocational Education Park* (B @Bk 32 F [E %) (the “VE Park Area”), Lanzhou Bureau
(being the competent authority to regulate the heat services industry in general, and our heat
service operation in Lanzhou New Area District of Gansu Province) requested us to provide our
heat services to VE Park Area which did not fall within the scope of our concession rights in
respect of the Lanzhou New Area Project. The actual heat service area under this arrangement
was approximately 580,000 sq.m. as at 22 June 2018. In April 2020, the Lanzhou Bureau
requested us to cease our provision of heat services in the VE Park Area. For the years ended
31 December 2018, 2019 and 2020, revenue generated from our heat services business in the
VE Park Area was approximately RMB49.6 million, RMB61.5 million and RMB39.8 million,
respectively. Since the cessation of our heat services business in the VE Park Area, we have

not recorded any relevant revenue therefrom.

In an interview with Lanzhou Bureau on 29 April 2022, it was confirmed that (i) our heat
service operation in the VE Park Area was conducted upon their request in order to ensure the
continuous provision of heat services to the VE Park Area at that time; (ii) no concession right
was ever officially granted to any party in respect of the heat service operation in the VE Park
Area, and our heat service operation in the VE Park Area did not infringe any other concession
arrangements enforced during the relevant times; (iii) there was no objection to our heat service
operation in the VE Park Area; (iv) the cessation of our heat service operation in the VE Park
Area in April 2020 did not occur as a result of any breach of or non-compliance with the
relevant laws and regulations by us; and (v) such operation did not require any concession
right. As advised by our PRC Legal Advisers, Lanzhou Bureau is the relevant competent
authority which supervises the heat service operation in Lanzhou New Area and the officer
being interviewed was the competent person and had the appropriate authority to provide the

above confirmations.
Our geographical presence

We possess the concession rights to provide our heat service in five cities in three
provinces and one autonomous region in the PRC as at 31 December 2022 and up to the Latest
Practicable Date. As at the Latest Practicable Date, our total Concession Area according to our
Concession Agreements was approximately 419.9 million sq.m..
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The map below illustrates the location of the cities in which we had heat service projects
under concessions and our respective Concession Area in such cities as at the Latest Practicable
Date.
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Note: We expect our provision of heat services in Xinmi of Henan Province to commence from the 2023/2024 heat
service period in or around November 2023.

Our existing concession rights predominantly cover the “Three North Region”. As
evinced by our track record of successfully tapping into the heat service market in other parts
of northern China with our existing cross-provincial operation, we believe that we are
well-positioned and sufficiently equipped to secure new concession agreements.

To enhance opportunities in securing new concession agreements, we are committed to
keeping abreast of the latest developments of the heat service industry. We will also solidify
our business presence by continually participating in negotiation and tender processes initiated
by local governments should we consider such potential business opportunities feasible.
Meanwhile, we are devoted to enhancing our heat service capacity by virtue of analysis,
research and optimise our operational efficiency and customers’ recognition. As such, we are
able to collect and analyse industry information in order to enter into different regions to secure
potential new concession agreements and/or projects. Leveraging the extensive experience in
strategic advisory and planning of our Directors and senior management team, including their
long-term service in public offices in the PRC, we believe we possess the insight, vision and
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in-depth knowledge required to stay ahead with the latest local and national policies which can
help effectively execute our growth strategy. In particular, Mr. Miao Wenbin (38 CH.5E2E), one
of our non-executive Directors, who is primarily responsible for participating in strategic
planning and advising on decision making of our Group, has served and is currently serving in
several public offices including as council member of the APEC China Business Council (52
KEGHER(APEC)H B TP €, representative of Fifth Meeting of the 13th National
People’s Congress of Jiangsu Province* (VL#RE 56 T =i A RAR K EEE HIK @ 5K) as held in
January 2022 and co-chairman of Jiangsu Sushang Development Promotion Association* (7L
WA A BRI 92 R {2 H#E €. For further details of our Directors’ qualifications and experience, see

“Directors, supervisors and senior management” in this document.
Seasonality

Our provision of heat services is affected by seasonality. The following table sets out the
duration of heat service periods prescribed in the respective notices issued by the relevant local

authorities for our heat service projects under concession rights for the 2021/2022 heat service

period.
End date (in the
Commencement following year) of
Relevant heat date of the heat the heat service
City® service project service period" period"’
Shanxi Province
Taiyuan Taiyuan Project 1 November 2021 31 March 2022
and Shanxi
Demonstration
Zone Project
Shuozhou Shuozhou Project 6 October 2021 20 April 2022
Gansu Province
Lanzhou Lanzhou New Area 10 October 2021 10 April 2022
Project
Inner Mongolia
Autonomous
Region
Hulunbuir Hulunbuir Project 20 September 2021 10 May 2022
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Notes:

(1)  The heat service period for each project is subject to adjustments with respect to the measures issued
by the relevant local authorities responsible for the administration of heat services, taking into account
various factors such as average temperature and overall weather conditions. For details, see “Risk
factors — Risks relating to our business and industry — Our heat service operation is affected by
seasonality” in this document.

(2)  We entered into the Xinmi Concession Agreement with the People’s Government of Xinmi City (Hi %
T ANBRBUR) in December 2021 and we expect that our provision of heat services in Xinmi will
commence from the 2023/2024 heat service period in or around November 2023.

Key stages of our heat service operation under concession

The chart below sets out the key stages of our heat service operation under concession.
These key stages include (i) preparation; (ii) feasibility study; (iii) grant of concession right;
(iv) design, procurement and construction; (v) operation and maintenance; and (vi) transfer.

The details of each key stage of our heat service operation under concession are elaborated

below.
Mm = e »
procurement and e s
. maintenance
construction
Preparation

We regularly conduct market surveys and regularly monitor and analyse relevant
government announcements to identify locations where we can set up a heat service business.
As securing heat sources is a prerequisite for any provision of heat services, we need to analyse
the availability of heat sources in a particular location during this preparation stage, which,
generally speaking, takes more than one month based on the experience of our Directors. We
conduct extensive research and market surveys to identify suitable heat sources so that we can

try to secure them as early as practicable.

Feasibility study

Heat service projects under concessions are capital intensive and require significant
upfront funding. Prior to committing to any potential heat service projects, we would conduct
feasibility studies which, generally speaking, takes more than three months. These feasibility
studies cover practical and commercial factors including, amongst others, (i) local heat service
planning, policy, regulation and practice; (ii) the size of projected heat service areas and
associated potential growth rate; (iii) types and extent of potential heat service customers; (iv)
availability of heat sources and their production capacity; (v) expected timeframe and costs of

construction; and (vi) expected investment payback period.
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Grant of the concession right

We generally need to go through the procedures prescribed by the relevant local
authorities and existing laws, regulations and local policies before we are granted the
concession right. Each of the concession rights that we obtained in the past was through either
competitive negotiation or competitive tender processes. We would sign the Concession
Agreement with the concession grantor, which is the relevant local authority, in cases where
we successfully obtained the concession rights. Generally speaking, it takes approximately one
to two months for the concession grantor and us to go through these procedures subject to
negotiation and communication between us and the grantor based on the experience of our
Directors.

Design, procurement and construction

We usually engage experienced and qualified external design consultants and/or institutes
for the design of our larger scale heat service projects to ensure that they are customised and
satisfy our requirements and specifications. We also have in-house design capabilities for small
and medium-sized heat service projects. Our design proposals usually include, amongst others,
the following components: (i) project blueprints; (ii) conceptual designs for the prescribed
technology and equipment; (iii) construction installation plans; and (iv) materials required for
construction.

Upon obtaining the construction planning permit from relevant authorities, we would
begin procuring equipment, instruments and all necessary parts needed for construction and
commence operation of the heat service facilities.

Construction usually takes between three to six months, subject to, amongst other things,
the actual scale of each construction. Unless otherwise agreed, we are usually responsible for
the overall management of such construction. We would engage qualified external contractors
for carrying out the construction. The qualified external contractors engaged by us would be
responsible for constructing the facilities as well as installing and testing the relevant
equipment, instruments and systems. We would only play a supervisory role, which we believe
that it would allow us to better manage our construction costs. Upon completion of
construction, we run pre-operation tests to ensure that the newly-constructed facilities meet
certain quality standards and specifications which satisfy all relevant PRC laws and

regulations.

Operation and maintenance

Upon satisfactory checking and acceptance of our heat service facilities by the relevant
authorities, we commence operation of our heat service projects in accordance with the terms
of the relevant Concession Agreements. The concession period is between 25 and 30 years
commencing on the effective date of each of our relevant Concession Agreements. We are also
responsible for the maintenance of the relevant heat service facilities. For more information,
see “— Machinery, maintenance and repair” in this section.
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Transfer

Generally speaking, all assets (including but not limited to primary distribution pipelines,
equipment, heat service facilities and machinery) in relation to the heat service projects
constructed by us are owned by us during the term of the concession. All heat service related
assets invested (and, in some cases, under construction at the time) by us and the right to use
in relation to heat service-related assets which were not invested by us will be transferred to
the concession grantors (or in some cases, party(ies) designated by the concession grantors)
upon the expiry of the relevant concession term, in the event that the concession rights are not
renewed. The compensation payable (if any) by the concession grantors or parties designated
by the concession grantors to us for such transfer of assets shall be based on the assessed value
of the transferred assets (which, in some cases, is determined by a third party asset valuation
agency jointly appointed by us and the concession grantor). The transfer of the assets is
coordinated and supervised by the relevant heat service authority.

Our Concession Agreements

As at the Latest Practicable Date, we had entered into six Concession Agreements in total.
The details of the relevant heat service projects, the contracting parties, concession period,
estimated Concession Boundary Area and Concession Area in respect of each of these
agreements are as follows:

Concession
Concession Heat service Concession Concession Boundary ~ Concession
No. Agreement project Concession grantor grantee period Area” Area?
(sq.m.) (sq.m.)
I Taiyuan Concession ~ Taiyuan Project ~ Taiyuan City Bureau of ~ Taiyuan 21 November 27,000,000 50,000,000
Agreement Municipal Affairs Renewable 2012 -
Administration* Energy 20 November
(RIETT A ) 2037
(formerly known as
Taiyuan City Urban-
Rural Management
Committee*
(RETRAENZR
i)
2 Shanxi Shanxi Management Committee ~ Shanxi 18 September 213,040,000 200,000,000
Demonstration Demonstration  of Shanxi Demonstration 2018 -
Zone Concession  Zone Project  Transformation and Zone Heat 18 September
Agreement Comprehensive Supply 2048
Reform Demonstration
Zone*
(I PR o

HREHZAS)
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Concession
Concession Heat service Concession Concession Boundary ~ Concession
No.  Agreement project Concession grantor ~ grantee period Area” Area?
(sq.m.) (sq.m.)
3 Shuozhou Shuozhou Shuozhou City Housing ~ Shanxi 18 January 2012 148,000,000 41,000,000
Concession Project Urban-Rural Shuangliang - 18 January
Agreement Construction Renewable 2042
Administration Energy
Bureau*
(ML 5 PR B FuA
WERERER)
4 Lanzhou New Area ~ Lanzhou New ~ Management Committee  Lanzhou 29 June 2013 - 1,313,000,000 68,330,000
Concession Area Project of Lanzhou New Shuangliang 30 June 2043
Agreement District of Gansu
Province* (HAB WM
HEEAZAS)
5 Hulunbuir Hulunbuir Hulunbuir City of Inner ~ Hulunbuir 20 September 36,480,000 27.951,500
Concession Project Mongolia Autonomous  Shuangliang 2013 -
Agreement Region Housing 19 September
Urban-Rural 2043
Construction Bureau*
(R HRERFA A
e E R
)
6 Xinmi Concession  Xinmi Project ~ The People’s Tech-Thermal 7 December 472,414,000 32,610,000
Agreement Governance of Xinmi ~ (Zhengzhou) 2021 -
City* 6 December
(A AR, 2051
Notes:
1. Concession Boundary Area refers to the estimated geographical area within a demarcated boundary in which
we are granted the exclusive right to provide heat services under our Concession Agreements.
2. Concession Area refers to the planned floor area to which we are entitled to charge for our provision of heat

services under concession rights derived from our Concession Agreements, which is measured in terms of

GFA.
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The key terms that are generally found in our Concession Agreements are summarised below.

Concession rights"

Concession period

Management, repair and
maintenance

Heat service safety

We are entitled to exclusively invest, construct, operate,
manage and maintain heat service facilities, provide
heat services to customers and charge heat fees in the
Concession Area within the agreed concession period
and in the relevant Concession Area. Each of our
concession grantors has undertaken that its granted
concession right will not be unreasonably withdrawn or
restricted, nor will it grant a new concession right to any
third party to operate any heat services business within
the Concession Area within our concession period.

The concession period is between 25 and 30 years
commencing on the effective date of each of our
relevant Concession Agreements.

During the concession period, we are responsible for
managing, repairing and maintaining the heat service
facilities owned by us. Under some of our Concession
Agreements, we are entitled to charge reasonable fees
for the repair of heat service facilities in the properties
to which we provide heat services, provided that such

repair is due to the reasons of the user of the heat.

We are required to strictly comply with the relevant
PRC laws and regulations on heat service safety and
ensure that our heat service operation, services and
facilities meet all national, provincial, municipal, and
industrial safety standards. Our concession grantors
may supervise or inspect our operations to ensure heat
service safety. Furthermore, we may be required to
develop and maintain safety management policies and
establish a comprehensive emergency response
mechanism in case of accidents and emergencies. We
may also need to submit the assessment report in respect
of the situation of facilities’ operation to the
government authority for record.
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Suspension of heat services

Ownership

Transfer of assets

Pricing

In the event that there is a suspension of heat services
for which we are responsible, the concession grantors
may require us to make timely rectification to resume
the provision of heat services. If we fails to make timely
rectification, we may be subject to a penalty or required
to compensate the concession grantors for all economic
losses caused by the suspension of heat services. During
the Track Record Period and as at the Latest Practicable
Date, we have not been subject to any such penalty or

compensation.

All assets invested by us within the Concession Area are
owned by us during the concession period. For more
information, see “— Heat distribution — Our heat service
facilities” in this section.

All heat service-related assets in use or invested (and, in
some cases, under construction at the time) by us and
the right to use in relation to heat service-related assets
which were not invested by us shall be transferred to the
concession grantors (or, in some cases, party(ies)
designated by the concession grantors) upon expiry of
the term of the Concession Agreements, in the event that
the concession rights are not renewed. The
compensation payable to us for such transfer of assets
(if any) shall be based on the assessed value of the
transferred assets (which, in some cases, is determined
by a third party asset valuation agency jointly appointed
by us and the concession grantor). Under some of our
Concession Agreements, we shall restore these assets to
specified conditions before all heat service facilities are
handed over to the transferees at the end of the

concession periods.

The heat rates which we charge to our heat service users
shall follow the benchmark heat rate determined and
approved by the local pricing authorities. Under some of
our Concession Agreements, further adjustments to our
heat rates shall be subject to the review of the local
pricing authority.
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Entitlements to receive The Concession Agreements generally provide us the
compensation or subsidy contractual rights to be entitled to compensation or
from concession grantors subsidy from the concession grantors, or to apply for

compensation or subsidy in forms deemed appropriate
upon fulfilling conditions stipulated in the Concession

Agreements®.

Termination®®

The Concession Agreements shall terminate upon the
expiration of the concession period. The Concession
Agreements may also be terminated prior to the
expiration of the concession period under certain
circumstances which include but are not limited to (i)
mutual agreement of the parties; (ii) the occurrence of
force majeure events; and (iii) the occurrence of any
serious suspension of heat services caused by our
default which seriously affects public welfare and
safety. Please also see “Risk factors — Our concession
rights for our heat services business will expire or may
be terminated before expiration.” in this document.

Renewal Upon the expiry of the Concession Agreement, the
concession grantor has the right to select a new
concession grantee in accordance with the applicable
laws and regulations. If we perform well during the
concession period, we shall have priority in re-obtaining
the concession under the same conditions.

Under the terms of the Shanxi Demonstration Zone Concession Agreement, we are allowed to utilise various
clean energy and renewable energy sources, including but not limited to geothermal heat. In addition to the fees
for supplying heat, we are also entitled to receive fees for off-site heat source construction, grants and
subsidies for contracted energy management projects and income from CCER projects.

Among the Concession Agreements, Shuozhou Concession Agreement, Hulunbuir Concession Agreement, and
Xinmi Concession Agreement Lanzhou New Area Concession Agreement specifically provide for
compensation or subsidy to be provided to us by the local governments, where the heat rates are insufficient
to compensate for the normal heat service costs, and when the relevant heat rates are not adjusted in a timely
manner.

Our Group’s right to seek termination of the Concession Agreements

As advised by our PRC Legal Advisers, in the event that the concession grantor, as a party to the relevant
Concession Agreements, committed a breach of the contractual obligations to provide any compensation or
subsidies under the terms of the Concession Agreement, and such breach is material to the extent that our
Group becomes unable to continue performing our contractual obligations under the Concession Agreements,
we would have the legal right to seek termination of the relevant Concession Agreement in accordance with
Article 38 of the Measures for the Administration of Concession for Infrastructure and Public Utilities ( {3
BRGNS SE AR FF S A BIHA ) ). Further, as advised by our PRC Legal Advisers, under the above
circumstances, we could also seek termination of the relevant Concession Agreement by way of legal recourse
or remedies by initiating an administrative proceeding against such concession grantor according to the
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Administrative Procedure Law of the PRC ( {fTEL#Fi#AI%) ). As advised by our PRC Legal advisers, by
initiating administrative proceeding, we can bring the case to court to claim for the concession grantor to
continue the performance of its obligations to provide compensation or subsidies, take remedial action,
compensate for losses, terminate the Concession Agreement or assume other obligations as deemed rightful by
the relevant court in its respective jurisdictions. Given that the Concession Agreement is legally valid, binding
and enforceable with the local government, our PRC Legal Advisers are of the view that the legal action to
seek termination of the Concession Agreement under the above circumstances is within the jurisdiction of PRC
courts under the Administrative Procedure Law of the PRC and the Provisions of the Supreme People’s Court
on Several Issues Concerning the Trial of Administrative Agreement Cases ( {F5cim AR5 e BH i 55 34 T B 17
AR T HERBLUE) ).

Given our track record, we can demonstrate to our concession grantors that we were
capable of offering stable and reliable heat services to heat service customers. We also can
demonstrate that we (i) have stable and reliable heating resources; (ii) possess experience in
the provision of heat services; (iii) have professional staff with heat service qualifications; and
(iv) possess adequate technological capabilities. We believe we would not need to renew the
Concession Agreements in the near future, as the concession periods of our Concession
Agreements provide certainty of the sustainability of our business operation. Among the six
Concession Agreements we had entered into as at the Latest Practicable Date, the earliest one
to expire is our Taiyuan Concession Agreement, which will expire in November 2037, and the
Concession Agreement with the latest expiration date of concession period is the Xinmi
Concession Agreement, which will expire in December 2051. Further, we generally have the
right of first refusal to be granted under our Concession Agreements, which enhance our
opportunities in renewing our existing concession rights. We believe that these capabilities
allow us to successfully extend and/or renew our existing concession agreements prior to the

expiry of the relevant concession terms.

HEAT SOURCES

We have access to different heat sources and can provide stable and reliable heat services
to our heat service customers. During the Track Record Period and up to the Latest Practicable
Date, our heat sources included (i) heat procured from cogeneration plants, (ii) heat produced

by our coal-fired boilers, (iii) residual heat collected at plants; and (iv) geothermal heat.
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We use different heat sources for each of our heat service projects depending on a number
of different factors, including local conditions, the sustainability of the project itself and
financial considerations such as profitability of our Group. The selection and adoption of the
most appropriate heat source to each of our heat service project primarily depends on local
conditions of heat services in different locations. According to The Measures of National
Energy Administration for Adopting Renewable Energy According to Local Conditions for
Heat Services ( EUZREIR 5 B PRt i) B AL o] PR AL R VR AIL IR AHBA TAERYZEAT) ),  heat
service operators should take into consideration the local conditions when selecting heat
sources and providing heat services. These local conditions include, amongst others,
government initiatives and policies, availability and reserves of natural and power resources in
each province and city, and the proximity of heat service operators to heat sources. Our
considerations include our relationship with local cogeneration plants, our access to coal
suppliers, the feasibility of extracting geothermal heat and recycling residual heat with respect
to selecting the most suitable heat source for each of our heat service projects. Although we
take a holistic approach in the process of selecting and adopting the most appropriate heat
source to each of our heat service project, sustainability is our primary concern as we are
required to ensure stability of heat service according to our Concession Agreements. Therefore,
we only adopt a heat source for a heat service project when we are certain that we have stable
access to it and such heat source is the safest and most affordable one in the location in which
we operate our heat service project. Before entering into our Concession Agreements, our
feasibility studies generally allow us to ascertain that our operation of a heat service project

adopting a particular heat source is profitable.

Despite the PRC Government’s efforts to reduce pollutants from energy consumption
nationwide, haze pollution in northern China is still an ongoing environmental issue. The PRC
Government generally promotes the use of diversified and clean heat sources in the heat
services business. In 2020, the PRC Government announced its plan of achieving carbon
peaking by 2030 and achieving carbon neutrality by 2060. In line with the implementation of
carbon peaking and carbon neutrality objectives, the PRC Government encourages municipal
governments to develop different ways of clean heating according to local conditions and
accelerates the replacement of small-scale coal-fired boilers which have higher carbon
emission for large-scale coal-fired boilers generating heat using cleaner energy. This promotes
the transition from high carbon emission coal-fired heat generation to low-carbon emission
heat generation, and to develop renewable energy sources such as geothermal, industrial waste
heat and solar thermal energy. During the Track Record Period and up to the Latest Practicable
Date, we relied on four types of heat sources for all of our heat service projects under
concession rights. The coal-fired boilers which we currently use in our Lanzhou New Area
Project comply with the relevant pollutant emission standard accredited by the Lanzhou New
Area Ecology and Environment Bureau* (B [%AE 86545 7)), which follows the national
emission standard in accordance with the Technical Specifications for Flue Gas Extremely-low
Emission Engineering of Coal-fired Power Plant (Standard: HJ 2053-2018) (¥AK & RUEB K HE
T SR 6 PR R B 90 A R (FEHE 5 HI2053-2018)) (the “Technical Specifications™).
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In accordance with the Technical Specifications, under the same condition that the
standard reference oxygen volume (FE#E%A &) is set as 6.0%, emission levels comply with
the relevant pollutant emission standard if the emission mass concentration of each of
particular matter, SO, and NOx is lower than 10 mg/m?®, 35 mg/m> and 50 mg/m°, respectively
(the “Emission Standard”). The Lanzhou New Area Ecology and Environmental Bureau* (]
P I 2E REBR B 1) conducted a series of on-site environmental supervision inspection (BR{#
BB AR ) on the operation of our coal-fired boilers and instructed independent technicians
to measure the emission in accordance with the Technical Specifications. A preliminary
opinion had been issued certifying that the actual emission mass concentration of each of
particular matter, SO, and NOx of our coal-fired boilers was within the Emission Standard.
Based on such opinion, we also obtained a qualified inspection opinion from the environmental
specialists of the Lanzhou New Area Ecology and Environmental Bureau* (B /N7 % AE SEIR BE
Ja)), which accredited the coal-fired boilers which we currently use in our Lanzhou New Are

Project as complying with the Emission Standard.
Heat procured from cogeneration plants

During the Track Record Period and up to the Latest Practicable Date, there were
cogeneration plants connected to our primary distribution pipelines at Taiyuan Project,
Shuozhou Project and Hulunbuir Project. The table below sets out the identities and their
respective owners, principal business activities and scale of operations of each of our

cogeneration plants from which we procured heat during the Track Record Period.

Name of Relationship Principal business
No.  cogeneration plant  Identity of owner with us activities Scale of operation
1 Shuozhou Project Shuozhou Thermal Independent Electricity generation Headquartered in
Cogeneration Plant Power Branch of Third Party Shanxi Province
#1 (HMIEE #GE Huadian with provincial
J#1) International Power operation and
Co., Ltd.* (FEEH approximately
BB 400 staff
A E 2 )
owned as to

46.81% by China
Huadian Group
Company Limited*
(PEIEFEE AR
/~H) through
Huadian
International
Electric Joint Stock
Company*
CEBBIRE D
IR )

- 236 —



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

BUSINESS

Name of

Relationship

Principal business

No.  cogeneration plant  Identity of owner with us activities Scale of operation

2 Shuozhou Project Shanxi Shentou Independent Electricity generation Headquartered in
Cogeneration Plant Third Party Shanxi Province
# (PIMIEHBE with provincial
J#2) operation and more

than 1,000 staff

3 Shuozhou Project Jinneng Holding Independent Sales of coal and Headquartered in
Cogeneration Plant ~ Power Group Third Party electricity Shanxi Province
#3 (WIMEEE Shuozhou Thermal generation with provincial
J#3) Power Group Co., operation and more

L+ (FREERTE than 400 staff
ﬁ%@ﬁﬁ HAAEH
W) which is
owned as to
approximately
64.05% by Jinneng
Holding Group
Company Limited*
(B AP SR A R
/\1), a SOE
primarily engaged
in sales of coal and
mineral extraction
business

4 Shuozhou Project Shanxi Datang Independent Electric power Headquartered in
Cogeneration Plant Third Party production Shanxi Province
#4 (PIMIEHBE with provincial
J#4) operation and more

than 200 staff

5 Taiyuan Project N/ANe) N/AMer) N/AMere) N/ANere)
Cogeneration
Plant* (KJFJE H 24
&)

6 Hulunbuir Project Hulunbuir City Independent Wind and Based in Hulunbuir
Cogeneration Construction Third Party Electric Power of Inner Mongolia
Plant/Guohua Investment (Group) production Autonomous
Plant* ("HMmH#H  Co., Ltd.* (" H Region and
BAERYEES ([ ilar s (€ operating under the
%) B REEAH) supervision of

owned as to 51%
by National Power
Investment Group
Company Limited*

(BARRER L G5
ﬁ REAEAT)

government
administration

bureau

Note: During the Track Record Period, we procured heat from Taiyuan Project Cogeneration Plant via a heat supply

company in Taiyuan City, which is an Independent Third Party.
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As confirmed by Frost & Sullivan, heat and power cogeneration is the most commonly
used method of heat production in the heat service industry in the PRC. Further, cogeneration
is one of generation methods that generate both electricity and heat simultaneously to be
utilised and transferred to end customers, while coal-fired boilers are mainly used to produce
heat, as confirmed by Frost & Sullivan. Cogeneration is a more efficient use of fuel or heat
compared to traditional fossil fuel power generation because the otherwise-wasted heat from
electricity generation is put to some productive use. Having electricity as the main product of
cogeneration plants, heat generated from the cogeneration plants is a by-product or joint
product of the electricity generation, providing not only an alternative source of income, but
also reducing energy wastes. As advised by Frost & Sullivan, cogeneration plants in the PRC
are mostly SOEs and the ex-factory price of cogeneration enterprises are generally supervised
or regulated by local government authorities. Even though the cogeneration plants may not be
able to transfer the burden brought by the increase in coal price to their customers directly, it
is observed that the local government authorities may subsidise the cogeneration enterprises

accordingly.

We maintain a good relationship with the cogeneration plants which supply heat to us to
ensure that we can obtain a stable and continuous supply of heat from them. We typically enter
into heat procurement agreements with them for each heat supply period. These procurement

agreements generally contain the key terms set out below:

Purpose of heat usage The procured heat can be used for industrial,

residential and commercial heating purposes.

Heat supply period The heat supply period begins in September of each
year and ends in May of the following year. The
heat supply period for each project is subject to
adjustment with respect to the measures issued by
the relevant local authority for the administration of
heat supply and use.

Distribution coverage The heat procurement agreement specifies the
districts in which we provide heat services to our

heat service customers.

Ownership, right of use, The operators of the cogeneration plants are usually
maintenance and responsible for the repair and management of the
management of heating heating facilities. The heat procurement agreement
facilities usually specifies the boundary demarcating the

extent of the cogeneration plants. We own the
primary distribution pipelines extending from the
boundary point. We are responsible for their
maintenance and management.
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Heat supply specifications To ensure the quality and safety of our heat services,
the heat procurement agreement stipulates certain
specifications such as hot water flowing volume,
gateway pressure, hot water discharge and return
temperature and water loss rate.

Heat measurement The operators of the cogeneration plants are
responsible for the installation of measurement
equipment for the purpose of monitoring the heat
services’ specifications. The measurement records
mutually agreed upon form bases for clearing and
settlements of heat supply. Both the operators of the
cogeneration plants and us are required to keep heat
measurement records. Any disputes with respect to
the measurement records should be resolved by way
of mutual negotiation.

Pricing, billing and payment The heat procurement prices are subject to
regulatory control. These prices usually consist of
basic heat rates in term of GJ and fees charged for
water loss. We are usually required to make
prepayments either 10 days before the
commencement of heat supply or 10 working days
after the signing of the heat procurement
agreements. The fees accrued in the previous month
need to be fully settled in the following month. Both
parties are required to confirm the actual monthly
heat supply amount.

Obligation and rights of the The operators of the cogeneration plants are
operators of the cogeneration required to notify us if: (i) they are unable to meet
plants our heat demands; (ii) there is any maintenance and

repair by the local authorities which would impact
supply; and (iii) there is any occurrence of events
which might result in heat supply suspension. Upon
the receipt of these notifications, we would try to
come up with a contingency plan as soon as
practicable including initiating our back-up heat
sources to avoid heat shortage.

Penalty The operators of the cogeneration plant may limit or
suspend heat supply if we are unable to settle
overdue payments. There are interest penalties on
overdue payments.
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Taiyuan Renewable Energy has conducted engineering construction works by
constructing our origin station for extraction and exchange of heat for two cogeneration plants
(the “Two Cogeneration Plants”) held by Shanxi Datang and Shanxi Shentou respectively in
Shentou Second Power Station.

Prior to the establishment of Shuozhou Renewable Energy in 2011, our Group planned to
commence heat service business in Shuocheng District, and entered into commercial
negotiation with the potential suppliers in Shuocheng District, namely the then owners of the
Two Cogeneration Plants.

Considering that (i) the construction of our origin station was essential and urgent for the
Two Cogeneration Plants; (ii) Taiyuan Renewable Energy, our subsidiary established in 2009
had construction qualification and capabilities, capital sufficiency and relevant know-how; and
(ii1) Shuozhou Renewable Energy was yet to be established at the time of negotiation, the then
owners of the Two Cogeneration Plants decided that Taiyuan Renewable Energy was a suitable
entity for the investment and construction of the origin station. Having considered the potential
benefits for securing heat sources from the Two Cogeneration Plants, it was mutually agreed
by our Group and the then owners of cogeneration plants to assign Taiyuan Renewable Energy
to conduct such construction work.

In consideration for the investment and construction of the origin station, Taiyuan
Renewable Energy had been able to procure heat from the Two Cogeneration Plants at a
settlement price lower than the government regulated procurement price and then on sold to
Shuozhou Renewable Energy at the government regulated procurement price. Given the
existing business arrangements between the Two Cogeneration Plants and Taiyuan Renewable
Energy, and that Shuozhou Renewable Energy would have procured heat at the government
regulated procurement price which is the same price as the Independent Third Parties procuring
heat from the Two Cogeneration Plants if it were to procure heat directly from the Two
Cogeneration Plants instead of Taiyuan Renewable Energy, Shuozhou Renewable Energy
procured heat from Taiyuan Renewable Energy for the provision of heat services for the
Shuozhou Project. The salient terms of the arrangements between Taiyuan Renewable Energy
and each of Shanxi Datang and Shanxi Shentou are as follows:

Pricing, being the RMB27.5/GJ (including tax) (from February 2012 to
government regulated  September 2016), RMB24.5/GJ] (including tax) since
procurement price September 2016

Settlement price RMB24.25/GJ (including tax) (from February 2012 to

September 2016), RMB21.6/GJ (including tax) since
September 2016

Duration A heat procurement agreement is entered into for each heat
service period annually. The duration of heat procurement
agreements generally aligns with the heat service period of
the Shuozhou Project, which shall follow the heat service
period prescribed by the measures adopted by the local

authority for the administration of heat services and use.

~ 240 -



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

BUSINESS

Settlement Taiyuan Renewable Energy is required to make a RMBS5
million prepayment of heat procurement fee 10 days prior to
the commencement of the heat service period for the third
party suppliers to prepare for coal stock and production of
heat before heat service period commences.

Taiyuan Renewable Energy is required to settle the
procurement amount of the previous month within 10 days
since the start of the current month. It also needs to make
prepayment for the current month based on 60% of the
procurement amount of the previous month.

Renewal There is no renewal clause in the heat procurement agreement
entered into between Taiyuan Renewable Energy and the
third party suppliers.

Termination In the event that Taiyuan Renewable Energy does not settle
the procurement cost within 10 days since the start of the
month, the third party heat supplier is entitled to serve a
cessation notice to Taiyuan Renewable Energy. After five
days of the cessation notice, the third party heat supplier can
cease the heat supply and terminate the agreement.

Taiyuan Renewable Energy shall not transfer any or part of its
contractual obligations to other third party. Shall such occurs,
the third party heat supplier remains the rights to terminate
the agreement and to seek damages for breach of contract.

According to the approval letters (the “Approval Letters”) issued by Shanxi Provincial
Development and Reform Commission (1117485 #EMMHEZ EE) to Shanxi Datang and
Shanxi Shentou in April 2016 effective from the date of issuance, the price of heat of Shanxi
Datang and Shanxi Shentou shall be within RMB27.5/GJ, being the then government regulated
procurement price, which shall be mutually agreed between both parties after commercial
negotiation. During the Track Record Period, the settlement price of heat between Taiyuan
Renewable Energy and the Two Cogeneration Plants was mutually agreed at RMB21.6/GJ, and
such pricing arrangement complied with the Approval Letters. Based on confirmations from
Shanxi Datang and Shanxi Shentou, it was confirmed that they have respectively reported to
and obtained approval from competent pricing authorities with respect to the pricing
arrangement and both Shanxi Datang and Shanxi Shentou consistently complied with the
policy on government regulated procurement pricing, and have not been required or ordered to
rectify or penalised by relevant government authorities in respect of such pricing arrangement.
During an interview with the chief of Price Management Section and concurrently the head of
Government-fixed Costs Management ({E5EHAIRHE - A T/EAE A) of the Shuozhou
DRC on 20 April 2023, it was confirmed that (i) the settlement price of heat payable by Taiyuan
Renewable Energy to Shanxi Datang and Shanxi Shentou complied with the applicable PRC
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laws and regulations; and (ii) the adoption of government regulated procurement price in the
Pricing Cost Supervision Conclusion Assessments Reports* (BUR & & i A B 35 45 5wl for
the purpose of assessing, determining and calculating the amount of price subsidies for our
Shuozhou Project was in full compliance with the applicable PRC laws and regulations. Based
on the above, as advised by our PRC Legal Advisers, (i) the pricing arrangement between
Taiyuan Renewable Energy and the two heat suppliers; and (ii) the adoption of government
regulated procurement price in the Pricing Cost Supervision Conclusion Assessments Reports*
(U & 8 A S 35 47w ¥l &) for the purpose of assessing, determining and calculating the
amount of price subsidies for Shuozhou Project were in full compliance with the applicable
PRC laws and regulations. As advised by our PRC Legal Advisers, considering that (i) the
Shuozhou DRC is primarily responsible for formulating and implementing pricing policies, as
well as assessment on costs in relation to, among other things, costs of service projects; and
(ii) the Pricing Management Section, as an internal department of the Shuozhou DRC, is
primarily responsible for, among other things, formulating and adjusting government regulated
priced commodities managed on the municipal government level, overseeing pricing policies
of major public utilities and public welfare service pricing and other assessment on costs in
relation to service projects of commodities under the pricing management of the Shuozhou
DRC, Shuozhou DRC is the relevant competent authority and the officer being interviewed was

the competent person and had the appropriate authority to provide the above confirmation.

None of our current heat procurement agreements prescribe any procurement quota or
minimum heat procurement amount. We consider that all heat procured by us is fully utilised
and consumed once it has been distributed to the users’ units, properties and premises to which
we provide heat services through our distribution pipelines. For the total amount of heat
procured by our Group and the relevant financial information of our heat sources during the

Track Record Period, see “Heat sources” above.

Heat procurement price is subject to regulatory control. The price determined and
prescribed by the local government and pricing bureau is binding on us. For the years ended
31 December 2020, 2021 and 2022, the average heat procurement price (without VAT) was
approximately RMB22.9/GJ, RMB23.7/GJ and RMB23.4/GJ. For the same periods, our heat
procurement cost was approximately RMB369.3 million, RMB368.2 million and RMB398.9
million, representing approximately 34.0%, 37.7% and 34.8% of our total cost of sales for the

same years, respectively.

Each of the cogeneration plants from which we procure heat is equipped with multiple
power generators. Each of these generators can provide back up in case of any heat service
disruption or in the event of technical irregularities and/or emergencies of any other generators.
These cogeneration plants form an integrated heat service system which is crucial to our
continuous heat service. During the Track Record Period and up to the Latest Practicable Date,
we did not experience any major heat service suspension due to the disruption caused by
cogeneration plants.
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Heat produced by our coal-fired boilers

We currently possess three coal-fired boilers which we use to produce heat for our
Lanzhou New Area Project. The Ministry of Ecology and Environment of the PRC (*H3E A [&
AN A= REERBEHP) has prescribed certain mandatory standards, including dust, SO, and NOx
emission density, for the purpose of differentiating and accrediting coal-fired boilers from
sub-standard coal-fired boilers. Lanzhou New Area Ecology and Environment Bureau* (/!
Bl AR BEIRIE J)) has certified that we comply with all relevant pollutant emission limits.
Following the promulgation of the Plan for Winter Clean Heating in the Northern Region
(2017-2021) ( <Ab77 Hb 1 A 225 R EUE A #1(2017-2021)) ), we do not use coal-fired boilers

which do not meet the requisite standards to produce heat for our Lanzhou New Area Project.

Coal is the primary raw material used for heat production through our coal-fired boilers.
For the years ended 31 December 2020, 2021 and 2022, the total amount of coal purchased by
us was approximately 0.1 million tons, 0.1 million tons and 0.1 million tons. For the same
years, total cost of procurement of coal consumed was approximately RMB60.8 million,
RMB74.4 million and RMB109.4 million, representing approximately 5.6%, 7.6% and 9.5% of
our total cost of sales, respectively. For the year ended 31 December 2021, our total cost of
procurement of coal consumed increased by approximately RMB13.6 million as compared to
the year ended 31 December 2020, representing an increase of approximately 22.4%. Such
increase in total cost of procurement of coal consumed for our heat services was mainly
attributable to the increase in the unit procurement price of coal during 2021, which was in line
with the overall increase in price of coal in the PRC. According to the Frost & Sullivan Report,
the price of coal in the PRC experienced a notable increase in 2021 and 2022, where the coal
price index increased from 153 to 220 in 2021, and further increased to 241 in 2022, as affected
by increased international coal price and insufficient domestic supply. During the Track Record
Period, we procured coal from Independent Third Party coal suppliers based in the PRC. For
the years ended 31 December 2020, 2021 and 2022, we entered into contracts with two, seven
and five coal suppliers, respectively. By maintaining a list of coal suppliers, we believe that we
are able to procure coal from alternative coal suppliers when necessary and without any
restriction. We did not enter into any long-term agreements or framework agreements with our

coal suppliers during the Track Record Period.

Our procurement price is affected by fluctuations in the price of coal. We are required to
follow the benchmark heat rate determined and approved by the local pricing authorities. In the
case that our coal procurement costs increase (which is beyond our control) and the heat rate
at which we charge our heat service users cannot be adequately adjusted (due to restrictive
laws), we will not be able to transfer the increased coal procurement costs to our heat service
customers in the Lanzhou New Area Project. For more information, see “Risk factors — Risks
relating to our business and industry — Fluctuation in coal procurement cost may materially and

adversely affect our profitability” in this document.
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Residual heat collected at cogeneration plants and coal-fired power plants

During the Track Record Period and up to the Latest Practicable Date, we used residual
heat as a heat source for both of our Shuozhou Project and Lanzhou New Area Project. We
collected residual heat for our Shuozhou Project from our origin station (%) located in the
Shentou Second Power Station while residual heat was collected as a heat source from our
coal-fired power plant constructed for our Lanzhou New Area Project. Both of our origin
station (E %) and our coal-fired power plant were equipped with, among other things, a
steam-water heat exchanger and a set of residual heat collection and utilisation system and
collection devices which we used for the collection of residual heat for both projects. Such
system mainly comprises lithium bromide absorption heat pumps (JRILE I E4TE) and is
used to collect residual heat which is released by steam turbines during the power generation
process at the cogeneration plants or the coal-fired power plants. The collected heat is then
transferred to circulating water through a steam-water heat exchanger for secondary heating in
order to meet the prerequisite temperature requirement for the purpose of our heat services. The
technologies can optimise the use of residual heat generated from the cogeneration plants. This
approach demonstrated our ability to achieve energy efficiency and reduce regional emissions,
qualifying the Shentou Second Power Station as a Power Top Plant in October 2013.

The following table sets out the details of the residual heat collection process.

For the year ended 31 December

2020 2021 2022

Total number of lithium bromide absorption 6 6 6

heat pumps

- Type A 2 2 2

- Type B 2 2

- Type C 2 2 2
Respective capacity of lithium bromide

absorption heat pumps

- Type A (MW) 158 158 158

- Type B (MW) 75 75 75

— Type C (MW) 1.5 7.5 7.5
Maximum heat production amount (million

GJ)(Nute)

- Type A 4.7 4.7 4.7

- Type B 2.2 2.2 2.2

- Type C 0.2 0.2 0.2
Actual heat service area covered (million 23.8 25.1 26.6

sq.m.)
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Note: The maximum heat production amount is calculated based on the number of heat pumps for each year
multiplied by the respective capacity of each type of heat pumps multiplied by 24 x 60 x 60 working
seconds per day multiplied by 173 working days for the years ended 31 December 2020, 2021 and 2022,
respectively. The number of working days refers to the heat service period for each year for our
Shuozhou Project, which is the longest heat service period among our Shuozhou Project and Lanzhou
New Area Project where we used residual heat collected from a cogeneration plant and a coal-fired
power plant as a heat source during the Track Record Period.

Geothermal heat

The use of geothermal heat has been prevalent in the heat service industry in the PRC in
recent years. Geothermal heat is classified as a low-carbon (green) energy (#kEEKIRBEVR) by
the National Energy Administration®* (BIZAEJf/R). In accordance with the Measures of
National Energy Administration for Adopting Renewable Energy According to Local
Conditions for Heat Services ( B ZZHEVR = B i PR s il B AR LY T 754 RE R Mg AH BE T A 148
1) ), the use of geothermal heat is encouraged as a heat source for the provision of heat
services in response to the PRC Government’s mission to reduce carbon emission, and with a
view to combating climate change.

During the Track Record Period and up to the Latest Practicable Date, we utilised
geothermal heat as a heat source at our Shanxi Demonstration Zone Project. The production of
geothermal heat requires the use of two medium-deep geothermal wells, namely a production
well (ZEEH) and a backfill well ([E17#H). We used our own drilling technology to drill these
wells. During the heat extraction process, submersible pumps (%7K %) linked to the production
well (427 H) transfer geothermal water to the ground energy station. Inside the ground energy
station, the step utilisation system maximises the extraction of heat from the transferred
geothermal water. The geothermal water is then returned to the refilling well ([F[3EF). The
entire process is carried out within a closed-loop cycle system (PHER Z%%), an automatic system
in which heat is transferred by way of circulation of geothermal water, and distributed to our
customers through our heat distribution network. To facilitate the drilling process, we have
developed and registered utility model patents titled “a novel well bore structure and well
completion method for geothermal well* (—HHIAERIEHH OARTIFERI % E)” and “a
wellhead monitoring and control device for single-well circulation geothermal well* (BEH-1E
BRHDEAFFH O BE P $E H ). The two medium-deep geothermal wells are connected to the
primary distribution network for the heat distribution to our heat service customers.

Our heat production department and research and development team will jointly explore
other ways to broaden our heat sources by applying other renewable energy to our heat services

projects.

For the years ended 31 December 2020, 2021 and 2022, fees from customers for our
provision and distribution of heat in respect of Shanxi Demonstration Zone Project amounted
to approximately RMB7.4 million, RMB9.9 million and RMB17.3 million, representing only
0.5%, 0.8% and 1.2% of our total revenue for the same years, respectively. For the years ended
31 December 2020, 2021 and 2022, the gross loss margin for the Shanxi Demonstration Zone
Project was approximately 60.3%, 55.7% and 13.4%, respectively. Our gross loss margins for
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this project for the years ended 31 December 2020, 2021 and 2022 were mainly due to a
relatively high level of depreciation compared to our revenue. For detailed discussions
regarding the gross loss margin for the Shanxi Demonstration Zone Project during the Track
Record Period, see “Financial information — Gross profit and gross profit margin — Description
of major components of our results of operations — Gross profit of heat services (including fees
from customers for provision and distribution of heat, price subsidies from local government
and pipeline connection fee)” in this document.

During the Track Record Period and up to the Latest Practicable Date, we failed to obtain
the mining permit for extracting geothermal heat as required under the relevant laws and

113

regulations. For further details, please see “— Regulatory compliance — Non-compliance

incidents — (3) Failure to obtain mining permit for extracting geothermal heat” in this section.
Peak-shaving boilers

In order to ensure the reliability and continuation of our heat services during the heat
service period, we maintain peak-shaving boilers of a sufficient quality as back-up heat sources
in the event of heat supply shortage, unexpected incidents, sudden demand, suspension or
disruption. The production capacity of each peak-shaving boiler meets the minimum
requirement stipulated in the Measures for the Administration of Cogeneration ( {25 i £ &
FEHED) ). During the Track Record Period and up to the Latest Practicable Date, we did not
experience any operational incidents which required the deployment of the peak-shaving
boilers.

HEAT DISTRIBUTION

Our heat distribution network comprises two component networks, being the primary
distribution network and the secondary distribution network. The primary distribution network
facilitates heat transmission from our heat sources to the heat exchange stations (¥2#43). We
own the proprietary rights to primary distribution network constructed by us. The secondary
distribution network is responsible for heat transmission from the heat exchange stations to the
premises to which we provide heat services. We do not own the proprietary rights to the
secondary distribution network, unless it is constructed by us. Nonetheless, we are required to
maintain and manage the secondary distribution pipelines owned by our heat service customers
according to the Concession Agreements and/or in response to the customers’ requests to
ensure the stability and quality of our heat services. Heat exchange stations connect our
primary distribution networks to the secondary distribution networks which are installed on the
premises of our heat service customers. Heated water of a high temperature flows through
primary distribution pipelines from our heat sources to the heat exchange stations. Powered by
heat exchangers (#224#%) installed in the heat exchange stations, the high-temperature water in
the primary distribution pipelines cools off when heat is transmitted into the secondary
distribution network and eventually reaches the premises to which we provide heat services.
The water flowing in between the primary distribution network and secondary distribution
network is recycled for cooling purposes. The diagram below sets out a flow chart of our heat
distribution network:

— 246 -



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

BUSINESS

Supply of heated water

: Heat 5
) ha circslﬁggg?larzm service
Heat circulation pump ex¢ 4d"%? pump end-users'
S on .
sources'” < Slats = premises®

S

@ Return cooled down water

Circulation pump
for heat source

—: Primary distribution networks (heated water flowing from heat sources through

primary distribution pipelines to heat exchange stations)

—: Primary distribution networks (cooled down water flowing back to heat sources
through primary distribution pipelines from heat exchange stations)

—: Secondary distribution networks (heated water flowing from heat exchange stations
through secondary distribution pipelines to the heating equipment of heat service

end-users)

—: Secondary distribution networks (cooled down water flowing back to heat exchange
stations through secondary distribution pipelines from the heating equipment of heat

service end-users)

Notes:

(1)  We are responsible for operation of the heat sources for some but not all projects. Depending on the
circumstances of the projects, we either procure heat from other parties or produce heat by ourselves. For
details, see “Heat procured from and residual heat collected at cogeneration plants and heat produced at
geothermal wells” and “Heat produced from and residual heat collected at coal-fired boiler plants” below and
“— Heat Sources” in this section.

(2)  We are responsible for operation of the heat exchange equipment installed in heat exchange stations.

(3)  We are not responsible for operation of the heat equipment installed within the premises of heat service
end-users.
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Heat procured from, residual heat collected at cogeneration plants and heat produced at
geothermal wells

Heat source

Heat exchange
stations

) |:|:|—hc

Usually located within the premises of the heat source power plant/ Usually located in premises of the heat service end-users
geothermal wells

Note: During the Track Record Period and up to the Latest Practicable Date, we used heat produced at our geothermal
wells at our Shanxi Demonstration Zone Project, heat procured from cogeneration plants at Taiyuan Project,
Shuozhou Project and Hulunbuir Project, and residual heat collected at the cogeneration plant for Shuozhou
Project. See “— Heat sources” above for details regarding the use of heat sources for our heat service projects.

Heat produced from and residual heat collected at coal-fired boiler plants
Coal-fired Heat exchange Heat service
boiler plant stations [SILRINGH
1

B
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= =5 5 =
= e e

1N
P\

i=

1N
P\

Usually located in premises of the heat service end-users

Note: During the Track Record Period and up to the Latest Practicable Date, we used heat produced from and residual
heat collected at coal-fired boiler plants for the Lanzhou New Area Project. See “— Heat sources” above for
details regarding the use of heat sources for our heat service projects.
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Our heat service facilities

We provide our heat services through our heat service facilities. We own our heat service
facilities and are responsible for their maintenance. For our heat service operation, in the event
that any of our Concession Agreements are terminated prior to or not renewed upon the expiry
of their respective concession period, we are required to transfer our heat service facilities to
the concession grantor or parties designated by the concession grantor.

Primary distribution pipelines

As at the Latest Practicable Date, we operated and owned most of our primary distribution
pipelines with an aggregate length of approximately 546.9 km, and we leased certain heat
service facilities including certain primary distribution pipelines and heat exchange stations for
the operation of our Shuozhou Project. As safety is our priority, we regularly conduct safety
inspections of our primary distribution pipelines to ensure that heat is safely transmitted to the
heat exchange stations. Our primary distribution pipelines have an average useful life of
approximately 30 years.

Heat exchange stations

— nM “"):::\ t'm»

1 3““"

Heat exchange stations are constructed for heat transmission from primary distribution
networks to secondary distribution networks. These stations are equipped with heat
exchangers, circulation pumps, make-up water pumps, valves, instruments, meters, strainers,
water tanks, electric power distribution cabinets, control cabinets and water treatment
equipment.
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We have purchased insurance covering the heat exchange equipment and machinery at the
heat exchange stations to mitigate the risks and consequences of damages, destruction and loss
relating thereto. Under the Measures of City Yellow Line Management ( <37 £¢ & 2L
%) ) and the Standard for Urban Residential Area Planning and Design ( <37 Ja 3 [k #15%
#HEME) ), heat exchange equipment including heat exchange stations cannot be demolished or
moved without proper authorisation. We believe that our equipment installed in the heat

exchange stations are secured.

As at the Latest Practicable Date, we were using 465 heat exchange stations in Taiyuan
and Shuozhou of Shanxi Province, Lanzhou of Gansu Province and Hulunbuir of Inner
Mongolia Autonomous Region. It may be possible that there may be title defects relating to
these heat exchange stations. For details, see “— Properties — Heat exchange stations for our

heat service operation” in this section.
Heat service customers

During the Track Record Period and up to the Latest Practicable Date, our heat service
customers included both residential and non-residential heat service customers. Our residential
heat service customers were the residents of household units. Non-residential customers
included property management companies, commercial operators, government institutions,
educational institutions, airports, train stations and hospitals. The aforementioned property
management companies paid heat service fees for our provision of heat services to the areas

managed by them, usually occupied by residents.

During the Track Record Period, our provision of heat services to residential heat service
customers accounted for the majority of our revenue from the provision and distribution of
heat. For the years ended 31 December 2020, 2021 and 2022, revenue from our provision and
distribution of heat was approximately RMB739.9 million, RMB778.4 million and RMB853.5
million, representing approximately 53.8%, 60.3% and 59.1% of our total revenue,
respectively. As at 31 December 2020, 2021 and 2022, we had approximately 265,800, 282,400
and 303,900 heat service customers, respectively.
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The following table sets out the number of our heat service customers and actual heat

service area by residential and non-residential heat service customers as at the dates indicated.

As at 31 December
2020 2021 2022

Number Actual heat Number Actual heat Number Actual heat
of heat service area of heat service area of heat service area

service (million service (million service (million
customers  sq.um.)”’  customers  sqm.)”’  customers  sq.m.)”’
Shanxi Province
Residential 149,500 17.0 153,800 17.5 155,400 18.1
Non-residential 9,000 0.5 8,800 6.7 7,900 7.1
Sub-total 158,500 235 162,600 24.2 163,300 25.2
Gansu Province
Residential 40,500 4.1 50,300 5.2 61,400 6.5
Non-residential 1,900 1.8 2,000 1.9 5,900 2.0
Sub-total 42,400 5.9 52,300 7.1 67,300 8.5
Inner Mongolia
Autonomous
Region
Residential 60,700 4.9 63,100 5.2 68,400 5.6
Non-residential 4,200 3.1 4,400 33 4,900 2.6
Sub-total 64,900 8.0 67,500 8.5 73,300 8.2
Total 265,800 374 282,400 39.8 303,900 41.9

Note:

(1) Actual heat service area is calculated according to the aggregate GFA stipulated in the property ownership
certificates.
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The table below sets out our revenue generated from customers for our provision and

distribution of heat by customer type for the years indicated.

For the year ended 31 December

2020 2021 2022
RMB’000 % RMB’000 % RMB’000 %
Residential 433,627 58.6 484,139 62.2 519,806 60.9
Non-residential 306,313 41.4 294,303 37.8 333,736 39.1
Total 739,940 100.0 778,442 100.0 853,542 100.0

The table below sets out our revenue generated from our fees from customers for our
provision and distribution of heat by location and price subsidies from local government in

Shuozhou for the years indicated.

For the year ended 31 December

2020 2021 2022
RMB’000 % RMB’000 % RMB’000 %
Shanxi Province
Taiyuan 113,549 12.5 132,462 13.8 153,031 15.1
Shuozhou 435,513 48.0 466,224 48.5 453,996 44.7
Gansu Province
Lanzhou 166,929 18.4 151,411 15.8 185,108 18.2
Inner Mongolia
Autonomous Region
Hulunbuir 187,376 20.6 203,100 21.1 217,803 21.5
Others 4,481 0.5 7,745 0.8 5,280 0.5
Total 907,848 100.0 960,942 100.0 1,015,218 100.0
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During the Track Record Period, our effective actual heat service area increased
continuously as a result of the expansion of our heat service projects, which also led to an
increase in the number of our residential and non-residential heat service customers, while the
total amount of heat procured, produced, collected and extracted by us for our heat service
projects under concession gradually decreased. Such decrease was mainly attributable to our
continuous implementation of cost-saving measures to improve energy efficiency, including
but not limited to the use of heat usage meters and indoor temperature monitoring appliances

to promptly monitor level of heat to mitigate heat energy wastage.

~ 254 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE INFORMATION IN THIS DOCUMENT

MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

bLTSY 869°¢¢ 8y el 146 ge0‘or ur'e 8y €L 17T 967°C¢ Wy'Le 8y gL 086°1
eLS'eL £6¢°8¢ ¢e ¢l 01°¢ 50°69 87¢¥S ¢e gL ILLY 1%£°99 H01°6Y ¢t gL 89Sy
160°€ 9¢€°1T T6-0L LS 0L $65°TE 967°€T T6-0L LS L' 6£0°S9 961°CY 76-0L LS Ve
8879 €Tl'vy 0°¢ LS 02t'S L8S'¢S 6IS°LE 0°¢ LS (€184 SLO‘TY 08687 0°¢ LS 98¢
9pSpL 68019 8 ¢ 0096 999 §08°sy 8y Y 196 189 67879 8y ¢¢ SIt'S
L0S°8L 659'7L 4 ¢¢ 9907 80¢°¢8 960°6L Y4 ¢¢ LT 16€7L 6£1°89 ¢t ¢¢ T
686' wr'y ¢L 0°¢ L1y Sov'y 986°C ¢L 0°¢ LIT 98¢'¢ 6977 ¢L 0¢ 011
Lyl 09y 9¢ 0°¢ L9 609 ely 9'¢ 0°¢ LS L8S £6¢ 9¢ 0¢ ¢
€09yl 116'6 ¢L 0°¢ eIl 8l GLEG ¢L 0°¢ L9 7691 Sre'l ¢L 0¢ 69
£ec'6S Ty 9¢ 0°¢ LI0'S 686°9¢ L60°S¢ 9¢ 0°¢ oLy 18L'ty 08L7T 9¢ 0¢ €Lt
(000.am4)  (000.937Y) (urbs (000, uchs) — (goo.amy)  (oo0.gmy)  (urbs (000. urbs) — (goo.amy)  (000.qwy)  (wrbs (000, “urbs)
lad gipy) dod gipy) dod gipy)
©oIVAJ  o(IVAI0  (LVAJO syyuour @B o (IVAJ0 ) (IVAJO  (IVAJO syyuom @B o (IVAJ0 o (IVAJO  (IVAJO syjuom eore
JAISN[IXI) JAISOIX)) AAISNIUI)  AIAIAS JeAY NIALS AISN[IX3) JAISNIX) JAISOUL)  IDIAJIS JeIY IAIAS JAISNIXI) JAISN[IXI) AAISNUT)  AIIAJIAS JeaY AIIS
(444 120t Jeliedy  Jo.pquoy - jedy [enpe {114 0207 djeliedy  Jo dQON - jedy [enjoe 0707 6107 eljedy  Jo dqunoy - jeay [enpe
RETIILEAEY( [ FREIV(LICAEY( ) (N || L1 AN PQUEA(Q [§ PQUINRQ J§  A[uoy ANNYT QU [ QR J§  A[puop ANNN
papud 1eak  papud Jeak papud 1eak  papud Jeak papud qeak  papud Jeak
) 10§ Yy Joj 3y Joj ) 10§ ) 1oy ) 10§
ANUIANY ANUIAY ANUIANY INUAANY ANUIANY ANUIANY
e/t 1202/0207 0202/6107

potad 3I1AIS JeIY

[TJUPISAI-UON
[enuapISIy
193[014 1mqunnyg
[eTJUpISAI-UON
[enUapISIY
193[01q BAIY
MIN noyzueT]
[eTJUPISAI-UON
[enUopISIY
193(014 noyzonyg
[eTjUapISaI-UON
[enuapISIY
193l01q duoz
UoNRISUOWA(]
Ixueqs
[BTJUPISAI-UON
[eDU9PISY
193014 uen4re],

:pajeorpurl sporrad 901AI19s Jeay oY) 10J uonerado ur pue uoIssedU0d Jopun 309ford 9o1A19S JBAY Aq

JBaY JO UOTINQLISIP PUB UOISIA0Id INO WIOIJ PAIRISUAS SNUIAII PUL SIJBI JBAY A[JJUOW ‘BAIE OIAIS 1BAY [ENJOB INO JNO S)as [qe) SUIMO[[0] Y],

— 255 -



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

BUSINESS

Notes:

(1) Revenue for each of the years during the Track Record Period is calculated using the below formula:

Revenue = effective actual heat service area x heat rate x proportion of the number of days of provision of heat

to the total number of days of the scheduled period as regulated by the local government — VAT

(2)  Effective actual heat service area for each project is the weighted average of the actual heat service area for

that project over the heat service period. Actual heat service area may fluctuate over the heat service period,

for example, (i) some properties may be delivered during the heat service period; and (ii) during the heat

service period, we may terminate heat supply for properties that have been vacant for a certain period of time.

(3)  Since each heat service period crosses across two financial year, revenue generated from each heat service

period is allocated on a straight-line basis to those two financial years based on the number of heat service days

in each financial year.

For new properties connecting to our heat distribution network, the heat rate charged by

us is based on the gross floor area stipulated on their blueprints, land use rights certificates or

our independent survey in the absence of other documentation evidences.

We do not enter into heat service agreements with each and every one of our heat service

customers. For the heat service customers with whom we do enter into heat service agreements,

the key terms that are generally found in our heat service agreements with them are set out

below:

Address and heat service area

Heat service period

Quality

The heat service agreements specify the heat service
customer’s address and heat service area, which is
determined by the gross floor area stipulated in the
relevant property ownership certificate.

Our heat service period shall follow the heat service
period prescribed by the measures adopted by the
relevant local authority for the administration of

heat services and use.

Our provision of heat services shall be on a
continuous and stable basis and is subject to the
applicable laws, regulations and heating measures
promulgated and amended by the relevant
authorities from time to time.
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Heat rate and settlement

Our rights
and obligations

Rights and obligations

Amendment of agreement

The heat rate charged to our heat service customers
shall generally follow the benchmark heat rate
determined and approved by the local pricing
authorities, as multiplied by the actual heat service
area occupied by respective heat service customers.
We usually require our heat service customers to
make full prepayment of heat service fees prior to
the commencement of the heat service period.
Under some of our heat service agreements, late
payment penalty fees may apply if our heat service
customers fail to make such full prepayment.
Hence, heat service fees are calculated based on
heat service area instead of actual consumption of
heat.

We have the right to inspect and monitor heat
service conditions and operation of the units,
properties and premises to which we provide heat
services, and the equipment, devices and other
relevant parts therein, to ensure our supply service
quality. We are also entitled to request the cessation
of any unauthorised usage of heat and rectify
violation of the relevant procedures which causes
imbalance in our heat services. We are required to
patrol and carry out inspection of heat service
facilities quarterly to ensure heat service safety. We
are also required to provide notification in advance
if the heat services the interrupted due to certain
unexpected situations (i.e., force majeure events),
and ensure that the heat services can be resumed as
soon as possible.

Customers are responsible for the maintenance and
repair of their own heat service equipment and

relevant parts.

Under some of our heat service agreements, heat
service customers may apply for amendments to the
heat service agreements with us, such as change of
usage, suspension or termination of heat services
and address.
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Breach of agreement Heat service customers are responsible for any
overdue payment owed to us and we may restrict or
suspend our heat service if they fail to make the
payment timely according to the heat service
agreements. On the other hand, under some of our
heat service agreements, we undertake the liability
of breach of heat service agreements by refunding
the heat fees.

Heat service customer satisfaction

We are dedicated to providing comprehensive and quality customer services to
accommodate our heat service customers’ needs. Our heat services management software tool
improves heat service end-user’s services and ensures their satisfaction. For more information,
see “— Heat services management software tool” in this section. During the Track Record
Period and up to the Latest Practicable Date, the complaints lodged by our heat service
customers were primarily related to minor technical issues for which our maintenance
personnel generally offered prompt repair works to ensure the stability of our heat service. We
have taken adequate and immediate measures in response to these complaints to ensure that
problems identified can be properly resolved. During the Track Record Period and up to the
Latest Practicable Date, we had not received any material complaints from our heat service

customers due to or in relation to the heat services provided by us.

Pricing

Heat rate for heat service users

According to the PRC Pricing Law, the PRC Government may direct, guide or determine
the prices of public utilities. It is stipulated in the Interim Measures that heat rates shall be set
by a pricing authority, being the relevant provincial people’s government or authorised
municipal or county people’s government, with reference to heat procurement costs, related tax
and the profit expected to be made by the service providers. Heating enterprises (entities) that
satisfy either one of the below requirements can submit price adjustment application to the
pricing authorities in writing: (1) heat rates are insufficient to cover the cost of heating,
resulting in operating losses; or (2) fuel price changed by more than 10%. The heat rate charged
to our heat service customers shall generally follow the benchmark heat rate determined and
approved by the local pricing authorities, as multiplied by the actual heat service area occupied
by respective heat service customers. Heat service fees are calculated based on heat service

area instead of actual consumption of heat.
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The table below sets out the monthly heat rates charged by us on different types of heat
service users by project during the Track Record Period:

Monthly heat Monthly heat
rate for rate for
residential heat non-residential
service heat service
Location users users

(RMB per sq.m.)”  (RMB per sq.m.)"

Shanxi Province

Taiyuan Project 3.6 7.5
Shanxi Demonstration Zone Project 3.6 7.5
Shuozhou Project 2.52 4.8

Gansu Province

7.0 t0 9.2/
Lanzhou New Area Project 5.0/5.8 8.0 to 10.207%
Inner Mongolia Autonomous Region
Hulunbuir Project 35 4.8

Notes:
(1)  The prices include VAT.

(2)  The monthly heat rate for residential heat service users for our Lanzhou New Area Project was RMBS5.0
per sq.m for the 2019/2020, 2020/2021 and 2021/2022 heat service periods, and was raised to RMB5.8
per sq.m. effective from the beginning of the 2022/2023 heat service period pursuant to the notice issued
by the Lanzhou New Area Economic Development Bureau (Statistics Bureau)* ([ /H 7 5456 75 5% Ji2 Jej
(#i5t)R)) in November 2022. Such monthly heat rate adjustment was made following a cost review and
price hearing by the same bureau in response to increases in the cost of heat procurement in recent years.

(3)  During the Track Record Period, the monthly heat rates charged by us in our Lanzhou New Area Project
varied depending on the type of non-residential heat service users in Lanzhou. Non-residential heat
service users included commercial heat service users, industrial heat service users, and public utilities,
catering and accommodation service providers.

(4)  The monthly heat rates for non-residential heat service users for our Lanzhou New Area Project ranged
from RMB7.0 per sq.m to RMB9.2 per sq.m for the 2019/2020, 2020/2021 and 2021/2022 heat service
periods, and were raised to the range from RMBS&.0 per sq.m. to RMB10.2 per sq.m. effective from the
beginning of the 2022/2023 heat service period pursuant to the notice issued by the Lanzhou New Area
Economic Development Bureau (Statistics Bureau)* (37 [ 48 75 5% & J5 (#L517)) in November 2022.
Such monthly heat rate adjustment was made following a cost review and price hearing by the same
bureau in response to increases in the cost of heat procurement in recent years.

Where there is an increase in costs due to circumstances beyond our control, such as
increases in our heat procurement costs, changes in laws, rules or government regulations or
orders, or force majeure events, we may apply to the relevant pricing authority for an
adjustment of our heat rates. The local pricing authority may as a result allow us to adjust the
heat rates which we charge to our heat service users. However, if the local pricing authority
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does not approve our application for an adjustment of our heat rates, we may not be able to pass
on the increase in our costs to our heat service users. Additionally, there is generally a time lag
between the increase in our costs and the upward adjustment of our heat rates. As a result of
the above, we may not be able to maintain our profitability, and our operating results may be
adversely affected. In 2018, we applied to adjust upwards the heat rates for our Hulunbuir
Project and our application was approved by Hailar District People’s Government* (i i 7 i
ANERIEUF) in August 2018 after a public consultation had been conducted. During the Track
Record Period, we did not apply to the relevant pricing authority for an adjustment of our heat
rates. For details of our risk exposure due to pricing, see “Risk factors — Risks relating to our
business and industry — What we can charge for our heat services is subject to guided prices
prescribed from time to time by the PRC Government at various levels and therefore our
profitability may be materially and adversely affected if these pricing policies are not
favourable to us” in this document. For a sensitivity analysis relating to the fluctuation in costs,
see “Financial Information — Description of major components of our results of operation —

cost of sales — sensitivity analysis” in this document.
Pipeline connection fee

We are entitled to charge a pipeline connection fee under our Concession Agreements and
heat service agreements. The pipeline connection fee is one-off and mainly charged to real
developers and property owners or occupants when their properties are first connected to our
primary distribution pipelines. During the Track Record Period, we received pipeline
connection fee in Shanxi Province, Gansu Province and Inner Mongolia Autonomous Region.

The table below sets out the number of property developers and property owners or
occupants from which we received pipeline connection fees for each of the year during the
Track Record Period:

For the year ended 31 December

2020 2021 2022
Property developers 74 68 23
Property owners or occupants 35 33 30
Total 109 101 53

For the years ended 31 December 2020, 2021 and 2022, revenue from pipeline connection
fee was approximately RMB65.4 million, RMB74.2 million and RMBS83.7 million,
representing approximately 4.8% and 5.7% and 5.8% of our total revenue for the same periods
respectively. The increase in the revenue from pipeline connection fee during the Track Record
Period was mainly due to the increase in our actual heat services area resulting from the
increased number of property developers and property owners or occupants connecting their
properties to our primary distribution pipelines.
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The table below sets out the range and average of the pipeline connection fee that we
received from property developers and property owners or occupants during the Track Record
Period.

For the year ended 31 December

2020 2021 2022
(RMB per (RMB per (RMB per
sq.m.) sq.m.) sq.m.)
Range 51.0-85.6 51.0-85.6 59.8-77.0
Average 60.3 63.1 64.7

According to Frost & Sullivan, it is an established industry practice for heat service
providers to charge pipeline connection fee in the heat service industry, and the pipeline
connection fee charged by our Group during the Track Record Period was in line with the
market rate.

As confirmed by our PRC Legal Advisers, during the Track Record Period and up to the
Latest Practicable Date, all pipeline connection fees which we received were permitted to be
charged by us under relevant Concession Agreements and heat services agreements, and we
have complied with all applicable laws and regulations in relation to pricing of our heat
services in all material aspects.

Guo Ban Han No. 129 and its potential impact on our Group

On 23 December 2020, the Opinion on Sorting Out and Standardising the Charges for
Urban Water, Electricity, Gas and Heat Supply Industry to Promote the High-quality
Development of the Industry (Guo Ban Han [2020] No. 129) ( BRI T 77 LR 0 e 4 /K o
FARAT R BAUE TR R E B RE ) (HHK[2020]11299%)) (“Guo Ban Han No. 129”)
was issued by the General Office of the State Council to local governments. It took effect from
I March 2021 and provided that by 2025, among other things, (i) the right to charge for
interface fees, centralised network construction fees, grid connection fees and other similar
fees (including pipeline connection fees) by urban centralised heat service enterprises in
northern heating areas from their users shall be cancelled if there is no legal and effective
policy basis to charge these fees; (ii) such cancellation shall be gradually implemented by local
governments in conjunction with the introduction of reasonable adjustments to the price of heat
services and upon the establishment of a governmental subsidy mechanism; and (iii) the timing
for implementation of such cancellation shall be determined by relevant local governments.

In 2021, each of the relevant pricing authorities of Shanxi Province, Gansu Province,
Inner Mongolia Autonomous Region and Henan Province published corresponding guidance
plans with a view to introducing and implementing the changes necessitated by Guo Ban Han
No. 129. Each of these local guidance plans reiterated the principle that the actual cancellation,
along with the implementation of reasonable price adjustments and subsidy mechanism, would
as a guiding principle take place no later than the end of 2025. As at the Latest Practicable
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Date, our PRC Legal Advisers advised that they have not found through public enquiries that
any of the local governments of Shanxi Province, Gansu Province, Inner Mongolia
Autonomous Region and Henan Province have announced any detailed policies in relation to
the complete cancellation of the right to charge the above-mentioned fees, or details of the
corresponding price adjustments and governmental subsidy mechanisms that will be
introduced. For details, see “Regulatory overview — Pricing — Charges for interface fees,
centralised network construction fees, grid connection fees and other similar fees” in this
document.

Our PRC Legal Advisers have advised that the intention of Guo Ban Han No. 129 and the
corresponding guidance plans published by the relevant pricing authorities of Shanxi Province,
Gansu Province, Inner Mongolia Autonomous Region and Henan Province is to better regulate,
amongst other things, charges relating to heat service prices to ensure that users are charged
reasonably, and that heat service providers are appropriately compensated for their reasonable
costs incurred in the course of the provision of heat services. According to interviews
conducted with each of the deputy chief of the Commodity and Pricing Division (7 i fEA4% i)
on 11 March 2022 and 10 November 2022 of Shanxi Province Development and Reform
Commission (1175 % M #ZZ B €r), the head of Pricing Management Section ({E#% %
%} of Lanzhou New Area Economic Development Bureau (B JHHr[@ACH#E & R) on 24
February 2022, the head of Pricing Management Section ({E4%& #£F}) of Hulunbuir Municipal
Development and Reform Commission (FFffi H T i35 Mk 22 B ) on 20 May 2022 and
11 November 2022 and the deputy director of Xinmi Municipal Development and Reform
Commission (B % 188 EF L H: 2 B ) on 28 February 2023, being the officer-in-charge of
the relevant pricing authorities of Shanxi Province, Lanzhou New Area, Hulunbuir and Xinmi,
respectively, it was confirmed that the actual cancellation of the right to charge the pipeline
connection fees by the end of 2025 would be accompanied by the formulation and
establishment of the corresponding mechanisms of price adjustments and subsidies, and that
such cancellation would not take place without the establishment of such corresponding
mechanisms. Our PRC Legal Advisers have confirmed that the Shanxi Province Development
and Reform Commission, Lanzhou New Area Economic Development Bureau, Hulunbuir
Municipal Development and Reform Commission and Xinmi Municipal Development and
Reform Commission are the relevant competent authorities to be interviewed. As advised by
our PRC Legal Advisers, these pricing authorities are responsible for overseeing and
conducting pricing policies, and the representatives who provided the relevant confirmations
were the officers-in-charge of the internal departments responsible for the relevant matters of
the relevant pricing authorities. Our PRC Legal Advisers have also advised that (a) according
to Guo Ban Han No. 129, it was expressly stipulated that the actual cancellation of the right
to charge the above-mentioned fees should be accompanied by the formulation and
establishment of corresponding mechanisms of price adjustments and subsidies; and (b) based
on the aforementioned interviews, it is anticipated that the new laws and regulations regarding
the cancellation of the right to charge pipeline connection fees would be implemented such that
any cessation of pipeline connection fees being charged would be accompanied by certain
compensation whether in the form of price adjustment and/or subsidy. Based on the
aforementioned government interviews and our PRC Legal Advisers’ advice, our Directors are,
therefore, of the view that the cancellation of pipeline connection fees will be offset by the
reasonable adjustments to be made to heat service prices that heat service providers may
charge, as well as the compensation in the form of government subsidies or grants.
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Our PRC Legal Advisers have also advised that Guo Ban Han No. 129 and its related local
laws and regulations currently in force do not provide for any circumstances that pipeline
connection fees we have historically charged and received in relation to heat services we
provided in Shanxi Province, Lanzhou New Area, Hulunbuir or Xinmi be refunded. Each of the
Shanxi Province Development and Reform Commission (LLIV9& % @A Z B €), Lanzhou
New Area Economic Development Bureau (B %487 %% 2 J5)), and Hulunbuir Municipal
Development and Reform Commission (FFffif 5 7 i1 %5 B F1 ek #EZ5 B ) and Xinmi Municipal
Development and Reform Commission (%5 i 8% fl i ¥E Z B &), being the relevant pricing
authorities of Shanxi Province, Lanzhou New Area, Hulunbuir and Xinmi, respectively, has
also confirmed that pipeline connection fees we have historically charged and received in
relation to heat services we provided in Shanxi Province, Lanzhou New Area, Hulunbuir or
Xinmi would not be required to be refunded. Our PRC Legal Advisers have confirmed that the
Shanxi Province Development and Reform Commission, Lanzhou New Area Economic
Development Bureau, Hulunbuir Municipal Development and Reform Commission and Xinmi
Municipal Development and Reform Commission (B % i 55 fl i %% B 1) are the relevant
competent authorities to be interviewed. Accordingly, we do not expect that we will need to
refund any of the pipeline connection fees already received to date. Such pipeline connection
fees received in advance have already been recognised as contract liabilities during the relevant
reporting period, which would be recognised as revenue on a straight-line basis over the
relevant remaining concession period. Therefore, we do not expect any material adverse impact
on our revenue in the short run after the implementation of Guo Ban Hao No. 129 and the
corresponding policies to be published by the relevant local authorities.

When Guo Ban Hao No. 129 and the corresponding policies in relation to the pipeline
connection fees to be published by the relevant local authorities are fully implemented by the
end of 2025, we may no longer be able to receive any new pipeline connection fees. However,
the loss on revenue resulting from the cancellation of our right to charge pipeline connection
fees will somehow be compensated by the adjustments of heat rates and the subsidies or grants
under the governmental subsidy mechanisms to be formulated, or otherwise. We therefore do
not expect the cancellation of such right pursuant to Guo Ban Han No. 129 will (taking a

holistic view) have any material adverse impact on our overall financial position.

Please also see “Risk factors — Risks relating to our business and industry — Our heat rates
may not be adjusted proportionally and/or we may not receive sufficient subsidy for our heat
service operations to sufficiently cover the potential reduction in pipeline connection fee due
to any change in its mechanism” in this document.

Payment and credit policy

All of our residential, commercial and industrial heat service customers are registered
with us for the purpose of paying heat service related fees. The registration process includes
opening of a user account. Our heat service customers are required to make payments of our
heat services fees into their user accounts prior to the commencement of each heat service
period. Payments for our heat services are then deducted from these user accounts. Revenue is
recognised at the point in time when our heat service is provided, generally on the transmission
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of heat. It is the responsibility of our heat service customers to ensure that they have made
proper payments of our heat service fees into their user accounts. We are entitled to impose late
payment penalty fees and temporarily suspend our heat services if payment to us is not
processed due to insufficient funds in their user accounts. We believe that our exposure to the
risks relating to credit control is remote as we usually require our heat service customers to
make full prepayments prior to the commencement of our heat services to them.

HEAT SERVICES MANAGEMENT SOFTWARE TOOL

We are committed to improving people’s living standards with the application of
technology. We launched a heat services management software tool in July 2019, which is now
widely applied to our projects across all our actual heat service area for our heat services
customers. It is regularly maintained and upgraded. The central control centre of the heat
services management software tool is established in Taiyuan City and sub-control centres are
established in areas where our heat services projects in operation are located. The central
control centre can place heat production orders across the Group and monitor the heat
production process of all sub-control centres.

Our heat services management software tool is a digitalised intra-group software tool
which mainly consists of (i) a heat production monitoring software tool which monitors the
heat production process and the operation of our heat service facilities; and (ii) a heat

transmission monitoring software tool which monitors the heat transmission process.

In respect of the heat production monitoring software tool and the heat transmission
monitoring software tool, the software tool is able to monitor the operational status of heat
service facilities on a real-time basis to optimise their operational efficiency and energy
consumption. When the software tool detects any abnormal status in the heat service facilities,

it will send a warning signal so that appropriate measures can be taken.

We also have a customer service system which collects certain information of our heat
service customers, including their names and addresses. Such information is only used when
we are required to contact our heat service customers in the case of an emergency. According
to our internal procedures, access of our heat service customers’ information require the
approval of our senior management. Our Directors believe that we have adopted sufficient

internal control procedures to prevent leakage of information of our heat service customers.

Under the Cybersecurity Law of the PRC ( (¥ N RILABAAL2IE) ) (the
“Cybersecurity Law”), network operators are required to protect their networks against
disruption, damage or unauthorised access, and to prevent data leakage, theft or tampering. In
addition, they will also be subject to specific rules depending on their classification under the
multi-level network security protection scheme. With respect to personal information
protection, the Cybersecurity Law requires network operators not to disclose, tamper with or
damage personal information collected or generated in the business operation, and they are

obligated to delete unlawfully collected information and to amend incorrect information.
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In December 2021, the Cybersecurity Review Measures (2021)* ( (AL 2 EIE) )
were introduced. Under the Cybersecurity Review Measures (2021), online platform operators
(amongst others) carrying out data processing activities that affect or may affect national
security, are required to conduct a cybersecurity review. According to the Cybersecurity
Review Measures (2021), an online platform operator who holds and controls more than one
million users’ personal information needs to report to the Cybersecurity Review Office for a
cybersecurity review if it intends to be listed abroad* ([E4h_F ).

Separately, the Draft Regulations On Network Data Security Management were
promulgated on 14 November 2021. Pursuant to the Draft Regulations On Network Data
Security Management, the State will focus on the protection of personal information and
important data and strictly protect core data. Data processors shall be responsible for the data
security and shall fulfil their obligation of data security protection in data processing. Data
processors shall take necessary measures such as backup, encryption and access control to
protect data from disclosure, theft, tampering, destruction, loss and illegal use, respond to
network security incidents, prevent illegal and criminal activities targeting and using data, and
maintain the integrity, confidentiality and usability of data. It stipulates that data processors
shall, in accordance with relevant national regulations, apply for cybersecurity review if they
are, among others, seeking to be listed abroad and controlling personal information of more
than one million users, or seeking to be listed in Hong Kong and affecting or may be affecting
national security. As at the Latest Practicable Date, the Draft Regulations On Network Data
Security Management had not been formally adopted.

We have been advised by our PRC Legal Advisers that as (i) we control, user information
of less than one million; and (ii) we are currently not a critical information infrastructure
operator and online platform operator, based on the Cybersecurity Review Measures (2021)
and the preliminary framework of the Draft Regulations On Network Data Security
Management, our [REDACTED] is not subject to the reporting requirement of the
cybersecurity review office in relation to cybersecurity review.

Based on a written confirmation that we received from the Office of the Jiangyin
Cybersecurity Affairs Commission* (VLPETT R L 2MEEILZBGIAE), being the
relevant competent authority to provide such confirmation, it was confirmed that we are not a
critical information infrastructure operator and/or online platform operator, hence, we are not
subject to the Security Review Measures (2021). Based on the same confirmation, it was also
confirmed that if the Draft Regulations On Network Data Security Management are formally
issued in the future, such regulations will not apply to our business (provided that our business
remains unchanged) and we will therefore not be required to apply for the cybersecurity review
in order to be listed in Hong Kong.

As at the Latest Practicable Date, based on the public search results found on the relevant
websites, such as China Judgements Online, China’s Enforcement Information Disclosure
website, website of each of Cyberspace Administration of China (9 & A R IAN B B B A(E B
/22 ) and Ministry of Industry and Information Technology, we have not been subject to any
review, inquiries or investigations by any regulatory authorities in the PRC with respect to
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cybersecurity and data protection and we have not been involved in any litigation or arbitration
regarding cybersecurity or data protection. In addition, as at the Latest Practicable Date, we
have not been involved in any investigations on cybersecurity review made by the Cyberspace
Administration of China on such basis, and we have not received any inquiry, notice, warning,

or sanctions in such respect.

As advised by our PRC Legal Advisers, the exact details of the Cybersecurity Review
Measures (2021) and the current regulatory regime remains unclear, and the PRC government
authorities may have wide discretion in the interpretation and enforcement of these laws. Our
Directors and our PRC Legal Advisers therefore cannot preclude the possibility that new rules
or regulations promulgated in the future will impose additional compliance requirements on
our Group in relation to cybersecurity review. We have adhered to relevant laws and
regulations with respect to cybersecurity and data protection from time to time. Our in-house
lawyers will pay attention to the latest legal updates, including but not limited to, issuance of
consultation papers which may affect the introduction of new laws and regulations in the
future, that are related to our business operations. In the event that there are any legal updates
that may affect our business operations, we shall update our internal control measures

accordingly for ongoing legal compliance.

ENGINEERING CONSTRUCTION SERVICES

We provide engineering construction services for construction of the heat service
facilities to the concession grantors. For details of the concession grantors, see “— Heat services
— Our Concession Agreements” in this section. After entering into the relevant Concession
Agreements, we have the right and obligation to invest in, build or arrange for the development
of the heat service-related assets, including primary distribution pipelines, heat exchange
stations and other heat service facilities required for our provision of heat services within our
Concession Areas. Upon the expiration of our Concession Agreements, in the event that the
concession rights are not renewed, all heat service-related assets invested (and, in some cases,
under construction at the time) by us and the right to use in relation to heat service-related
assets which were not invested by us shall be transferred to the relevant concession grantor (or
party(ies) designated by the concession grantor). For details of the ownership and future
transfer of our operational assets, see “— Heat services — Our Concession Agreements” in this

section.

For the years ended 31 December 2020, 2021 and 2022, revenue generated from our
engineering construction services was approximately RMB362.1 million, RMB229.1 million
and RMB301.6 million, representing approximately 26.3%, 17.8% and 20.9%, of our total
revenue for the same years, respectively.
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The following table sets out our revenue generated from our engineering construction

services by service type for the years indicated.

For the year ended 31 December
2020 2021 2022
RMB’000 %  RMB’000 %  RMB’000 %

Engineering construction
services for our concession
operations 349,356  96.5 208,133 90.8 271,010 89.9

Engineering construction

services provided to

customers 12,694 3.5 21,014 9.2 30,557 10.1
Total 362,050 100.0 229,147 100.0 301,567 100.0
Construction

We typically engage competent third-party contractors to construct the heat service
facilities for our provision of engineering construction services, while we are responsible for
managing and supervising the performance of such construction works. For details relating to
our selection of third-party contractors, see “Business — Our suppliers — Contractors for the
construction of primary distribution pipelines and heat service facilities — Selection and

management of our contractors” in this document.

During the construction phase, we would have oversight of the progress, safety and
quality of the construction works. Our quality control team is responsible for overseeing the
quality of construction and any safety issues that may arise during the construction phase.
Upon completion of construction, we will test, inspect and optimise the heat service facilities
to ensure that the quality of these facilities meets the standards stipulated in the relevant
agreements entered into with the local governments. During the Track Record Period, we did
not detect any major quality or safety problems in relation to either the construction or the

subsequent operation of the heat service facilities constructed by third party contractors.

During the Track Record Period, we procured and supplied the pipelines, as well as the
devices and equipment for the heat exchange stations to the third party contractors for
construction of the heat service facilities. The third party contractors would provide all other
raw materials and carry out the engineering construction works according to our pre-approved

blueprints. It generally takes approximately six months to complete the construction work.
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Application of IFRIC 12

IFRIC 12 is applicable to our Concession Agreements and services provided thereunder.
Under IFRIC 12, we recognise revenue for the construction of heat service facilities for our
heat service projects. The construction services revenue for the initial establishment of the heat
service facilities under our Concession Agreements is calculated according to the total
construction costs plus a reasonable profit margin determined by Vincorn Consulting and
Appraisal Limited, an independent valuer, based on the prevailing market rate applicable to
similar construction services. For details, see “Financial information — Critical accounting

policies and estimates — Initial investment” in this document.

The initial consideration for the acquisition of our concession rights and the establishment
of heat service facilities is accounted for as an intangible asset. An intangible asset (operating
concession) is recognised to the extent that the right to charge our customers is dependent upon
the usage or amount of our heat services rendered, which is not an unconditional right to
receive cash.

During the initial construction of heat service facilities for our provision of heat services,
we incurred significant cash outflow for the cost of the construction. At the same time, we
recognised non-cash revenue in respect of our engineering construction services. However, we
would not receive any payment in cash from the relevant government authorities for such
engineering construction services.

After the completion of the initial construction of the heat service facilities, we would
commence the provision of heat services and the actual cash inflow would be received when
we charged our heat service customers for our heat services over the remaining concession
period.

PROVISION OF EMC SERVICES

An EMC is an energy-conservation service contract under which an energy saving service
provider provides energy-conservation services (such as, and in our case, energy conservation
through the collection and utilisation of residual heat from recycling water) to an energy
consuming enterprise to achieve certain energy saving goals. In these contracts, the energy
saving service provider of the energy-conservation services is entitled to a share of the profit
accrued from energy conserved as a result of the energy conservation services provided.

According to the Frost & Sullivan Report, the EMC market in the PRC has developed
rapidly since the promulgation of the “12th Five-Year Plan” ( ¥ A R A5 B B 48 5 A4t
RS T R AR EIANZL) ) in 2012. In line with the development of the electricity and
heat service industries in northern China, an increasing number of energy-related enterprises
in this region are opting for EMC services as a way to fulfil their environmental protection
objectives. Additionally, with a view to promoting the EMC business, the PRC Government has
promulgated a series of regulations and policies which offer preferential tax treatments for
companies providing energy conservation services.
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In March 2017, we entered into an Original EMC with an energy management service
company principally engaged in the business of power generation based in Gansu Province, the
PRC, pursuant to which we agreed to provide EMC services in an energy conservation project
in relation to the collection of residual heat from recycling water. We subsequently entered into
the Supplemental EMC on 15 December 2021 as the demand for residual heat by this customer
for EMC services did not meet the demand originally anticipated, and revenue generated from
the Original EMC was lowered than anticipated.

For the years ended 31 December 2020, 2021 and 2022, revenue generated from this EMC
project was approximately RMB4.2 million, RMB4.0 million and RMB3.0 million,
representing approximately 0.3%, 0.3% and 0.2% of our total revenue for the same years,
respectively.

Key terms of the Original EMC (as supplemented by the Supplemental EMC)

The key terms of the Original EMC (as supplemented by the Supplemental EMC) are set
out below:

Subject matter Under the Original EMC, we were responsible for
installing for the customer certain equipment and
machinery for the purpose of collecting residual
heat. The equipment and machinery would be
inspected by a qualified party selected by both
parties before putting into use. We were also
responsible for operating and managing the residual
heat collection facilities

Term The agreed term as stated in the Original EMC was
for 10 heat service periods starting from October
2017. The Supplemental EMC, extended the term to
the end of the heat service period of 2033/2034 or
when the aggregate amount of residual heat
collected reaches 18 million GJ

Sharing of revenue We are entitled to a share of revenue based on a
revenue-linked formula below:

Amount of residual heat collected x unit price x
sharing percentage

Amount of residual Actual volume of residual
heat collected heat collected, subject to the
minimum  residual  heat

collected in each heat

service period
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Unit price RMB30.44/G]  (excluding
tax)
Sharing revenue We shall be entitled to 50%

(as supplemented by the
Supplemental EMC)

Minimum residual heat collected ~ As stipulated in the Supplemental EMC, the
in each heat service period minimum residual heat to be collected in each heat
service period shall be 1.242 million GJ. If the
actual residual heat collected in any heat service
period is less than 1.242 million GJ due to any issue
for which the Power Plant should be responsible,
1.242 million GJ will be adopted for the calculation
of the sharing of revenue and the total residual heat
collected over the term of the contract

Operating expenses of the We are required to bear all operating expenses
facilities
Payment The customer is required to settle the sharing of

revenue (plus the relevant tax) to us within 25
working days upon receipt of invoice on a monthly
basis

Ownership and transfer We own the assets (including but not limited to
equipment and machinery) invested, purchased and
installed by us during the term of the contract. All
these assets will be transferred to the Power Plant
upon the expiration of the EMC provided that all
sums due to us have been fully settled

Early termination The customer is entitled to early terminate the EMC

services by paying us a sum equal to the value at the
relevant time of the EMC on its remaining term
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Our Directors believe that we can fully utilise the potential of our EMC business.
However, given our limited history and experience in operating under the EMC business
model, we may encounter risks and difficulties in relation to our EMC business. For relevant
information, see “Risk factors — Risks relating to our business and industry — Our EMC
services were launched with limited history” in this document.

OTHER BUSINESSES

During the Track Record Period, we also engaged in (i) the provision of heat transmission
services to a number of customers; (ii) the sale of heat service facilities (including heat service
equipment, devices and relevant parts) to operators who required such facilities for their
business operation; and (iii) provision of designing services, which mainly consisted of indoor
heat operation designing and consulting services, to some government authorities and
commercial operators.

OUR SUPPLIERS

During the Track Record Period, in conducting our businesses, we procured (i) heat; (ii)
equipment, machinery and relevant parts and components including pipes, heat exchangers and
heat pumps, valves, bearings and frequency converters, and other materials such as steel,
cables, tools and labour protection supplies; and (iii) services for the construction of primary
distribution pipelines and heat service facilities. During the Track Record Period, we also
leased certain heat service facilities from a local government for conducting our heat services.

13

For the details of the leasing arrangements, see “— Our customers — A government
administration bureau which was our customer and also our lessor during the Track Record

Period” in this section.

During the Track Record Period and up to the Latest Practicable Date, we did not
experience any material lack of capacity, supply shortage, fluctuation in procurement price,
delay or disruption in our operations relating to our suppliers or any material product claims
attributable to our suppliers.

During the Track Record Period, our Group procured goods and services from certain
suppliers who will become connected persons of our Group upon the [REDACTED]. Such
goods and services included (i) heat service-related equipment, devices and materials; and (ii)
accommodation, catering, reception and conference organisation services. For details, see
“Connected transactions” in this document.

Suppliers of heat

During the Track Record Period and up to the Latest Practicable Date, we procured heat
for our Taiyuan Project, Shuozhou Project and Hulunbuir Project from cogeneration plant
operators in the PRC. We take into account several factors when selecting our preferred
cogeneration plant operators, including but not limited to heat quality, price competitiveness
and proximity to our primary distribution network for our operational efficiency. For details,
see “Heat sources — Heat procured from cogeneration plants” in this section.
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Suppliers of coal for our production of heat

During the Track Record Period and up to the Latest Practicable Date, we procured coal
for our production of heat through coal-fired boilers for our Lanzhou New Area Project from
suppliers in the PRC. We take into account several factors when selecting our preferred coal
suppliers, including price competitiveness and proximity to our coal-fired boilers for heat

production efficiency.

Suppliers of equipment and machinery

During the Track Record Period and up to the Latest Practicable Date, we procured pipes,
heat exchangers and heat pumps, valves, bearings and frequency converters, and other
materials such as steel, cables and tools, from suppliers in the PRC. Our suppliers of equipment
and machinery are mainly sourced through tenders and are required to go through selection
processes according to our internal policies on the selection and management of suppliers. In
particular, we take into account several factors in selecting our preferred suppliers, including
but not limited to product quality, price competitiveness, relevant quality certifications and
after-sales services offering. We will only accept the products of our equipment and machinery
suppliers upon satisfactory quality inspection and receipt of the required quality proof.
Generally, our suppliers are required to provide after-sales services and product warranty
unless otherwise agreed.

Contractors for the construction of primary distribution pipelines and heat service
facilities

For the years ended 31 December 2020, 2021 and 2022, we engaged 37, 26 and 18
contractors in the PRC who were engaged in engineering and construction business for the
construction of heat service facilities such as primary distribution pipelines and heat exchange
stations, respectively. Most of the contractors we engaged for our engineering construction
services were Independent Third Parties, while Shuangliang Eco-Energy, the connected person
of our Company was also our contractor for construction of heat service facilities that we
purchased from Shuangliang Eco-Energy. For information relating to our heat service facilities,
see “— Heat distribution — Our heat service facilities” in this section. Such construction works
performed by the aforementioned contractors were generally for our provision of engineering
construction services. For details of such services, see “— Engineering construction services”
in this section. For the years ended 31 December 2020, 2021 and 2022, our construction costs
were approximately RMB315.5 million, RMB198.9 million and RMB261.8 million,
representing approximately 29.1%, 20.4% and 22.8% of our total cost of sales, respectively.
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Selection and management of our contractors
Key terms of the contracting agreements

In order to be selected by our Group, the contractors need to go through certain selection
processes as required by our internal policies governing the selection and management of
suppliers. We take into account several factors in selecting our contractors, including but not
limited to construction capability, past experience, industry reputation, quality, price, skill and
requisite qualifications and licences. Prospective contractors must first pass an initial
qualification assessment which includes accreditation and certification. After the initial
assessment, we will despatch a personnel in our business services department and/or
engineering department to conduct an on-site inspection on their qualifications. We only
engage the contractors upon our satisfactory inspection and receipt of their qualification proof.
We also require our contractors to provide service warranty and security deposits, unless
otherwise agreed. It is our Group’s policy to select our contractors for the construction of
pipelines and heat service facilities through competitive tender process or competitive
negotiation.

Our contracting agreements typically include the following key terms:

Term The term of our contracting agreements varies depending
on the duration of the relevant construction period, which
is typically less than one year.

Performance The constructed pipelines and heat service facilities
delivered by our contractors are required to meet certain
national standards stipulated in the relevant construction
laws and heating measures.

Our rights and obligations We should verify the qualifications and certifications of
our contractors for them to carry out the construction
works. In addition, we have both the right and obligation
to supervise and evaluate the construction works of our
contractors. Where necessary, we should provide support
to our contractors in the performance of their obligations
such as furnishing them with certain machinery and
equipment, and granting them access to our premises. We
are obligated to make timely payment of contracting fees
in accordance with the payment schedules stipulated in
the contracting agreements.

Contractor’s obligations Our contractors shall take all necessary safety measures
to comply with all safety standards in the performance of
their services. They are also responsible any damage to,
or loss of, any person or property arising out of their own
default in the course of providing their construction
services.
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Pricing The contracting fees payable by us are determined on an
arm’s length basis and on normal commercial terms with
reference to the duration of the construction period and
the scale and complexity of the work carried out.

Our top five suppliers

Purchases from our largest supplier in the years ended 31 December 2020, 2021 and 2022
amounted to approximately RMB100.6 million, RMB88.8 million and RMB&89.3 million,
representing approximately 10.1%, 10.2% and 8.8% of our total purchases, respectively.
Purchases from our top five suppliers in the years ended 31 December 2020, 2021 and 2022
in aggregate amounted to approximately RMB402.1 million, RMB337.2 million and
RMB385.6 million, representing approximately 40.5%, 38.7% and 38.0% of our total
purchases, respectively. Our Directors confirm that none of our Directors, their respective
associates or any shareholder (who to the knowledge of our Directors owned 5% or more of
our Shares) held any interest in any of our top five suppliers during the Track Record Period.

The following tables set out certain information with respect to our top five suppliers in
each year during the Track Record Period.

Year ended 31 December 2020

The year in
which the
Asa relevant
percentage supplier started
of our its business
Relationship ~ Supplier’s ~ Products Transaction  total ~ Payment relationship
Rank Supplier withus  background  purchased  amount  purchase  method  Credit term with our Group
(RMB'000) (%)
I Shuozhou Thermal Power  Independent  Electricity Heat 100,592 10.1' Bank 10 days 2013
Branch of Huadian Third Party ~ generation transfer
International Power Co.,
Lt (ERRIRE IR I
RATFMEE L)
(“Huadian International”)
2 Hulunbuir City Construction  Independent ~ City Heat 94,180 9.5 Bank 15 days 2013
Investment (Group) Co., Third Party  construction transfer
Lud.* (VPR AR and public
BERAREEA) utility
(“Hulunbuir City business

Construction”)
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The year in
which the
Asa relevant
percentage supplier started
of our its business
Relationship ~ Supplier’s ~ Products Transaction  total ~ Payment relationship
Rank Supplier withus  background  purchased  amount  purchase  method  Credit term with our Group
(RMB'000) (%)
3 Taiyuan Tianxiang Thermal ~ Independent  Production, Lagged 76,231 77 Bank Nil 2014
Insulation Co., Lid* (KJE Third Party  sales and pipes Transfer
FHARREARA) maintenance
of
polyurethane
direct buried
insulation
pipelines
4 Shanxi Shentou Independent ~ Electricity Heat 75,859 76 Bank 10 days 01
Third Party ~ generation transfer
5 Shanxi Datang Independent ~ Construction ~ Heat 55,284 5.6 Bank 10 days 2012
Third Party  and operation transfer
of coal-fired
generating
units, and
provision of
heat source
and
electricity
generation
Total 402,146 40.5
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Year ended 31 December 2021
The year in
which the
Asa relevant
percentage supplier started
of our its husiness
Relationship ~ Supplier’s ~ Products Transaction  total ~ Payment relationship
Rank Supplier with us background ~ purchased  amount  purchase  method  Credit term with our Group
(RMB'000) (%)
I Hulunbuir City Construction ~ Independent ~ City Heat 88,778 102 Bank 15 days 2013
Third Party  construction transfer
and public
utility
business
2 Huadian International Independent  Electricity Heat 71,106 §.2 Bank 10 days 2013
Third Party  generation transfer
3 Jinneng Holding Power Independent ~ Sales of coal  Heat 05,716 75 Bank 10 days 2020
Group Shuozhou Thermal ~ Third Party {ransfer
Power Group Co., Ltd.*
Giiastient LTk
BEAMRA) (“Tinneng
Holding”)
4 Shanxi Shentou Independent ~ Electricity Heat 02,253 7.1 Bank 10 days 2011
Third Party ~ generation transfer
5 Shanxi Datang Independent ~ Construction  Heat 49,390 5.7 Bank 10 days 2012
Third Party  and operation transfer
of coal-fired
generating
units, and
provision of
heat source
and
electricity
generation
Total 337,243 387
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Year ended 31 December 2022
The year in
which the
Asa relevant
percentage supplier started
of our its husiness
Relationship ~ Supplier’s ~ Products Transaction  total ~ Payment relationship
Rank Supplier with us background ~ purchased  amount  purchase  method  Credit term with our Group
(RMB’000) (%)
I Hulunbuir City Construction ~ Independent ~ City Heat 89,330 §.8 Bank 15 days 2013
Third Party  construction transfer
and public
utility
business
2 Jinneng Holding Independent ~ Sales of coal ~ Heat 88,146 §.7 Bank 10 days 2020
Third Party transfer
3 Baiyin Youse Railway Independent  Logistic Service Coal §2,197 §.1 Bank T days 2021
Transportation Logistics Third Party ~ Provider {ransfer
Co., Lid.* (HEA B
ERRARALAA)
4 Huadian International Independent ~ Electricity Heat 70219 6.9 Bank 10 days 2013
Third Party ~ generation transfer
5 Shanxi Shentou Independent ~ Electricity Heat 55,734 5.5 Bank 10 days 01
Third Party ~ generation transfer
Total 385,626 38.0
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Inventory control

Our inventories include raw materials such as coal and other supplies which mainly
consist of pipeline components, valves and other relevant parts and components for our heat
services. During the Track Record Period, we purchased coal for heat production by our
coal-fired boilers in respect of our Lanzhou New Area Project. We typically purchase coal one
to two months in advance of the actual production of heat. We usually maintain a minimum
level of coal inventory which meets our heat generation needs for a period of up to two weeks.
We determine the quantity of other relevant parts and components to purchase based on our
level of existing inventory and estimated production requirements. We estimate such quantity

based on our work schedule and sometimes make purchases on an as-needed basis.

Our Directors understand the importance of inventory management in maintaining our
operational costs and risks at a low level. We monitor our inventory levels by taking into
account production planning, projected demand, current inventory levels, prevailing market
conditions, the availability of raw materials and supplies required by our operational needs
operation needs and our exposure to changes in raw material prices as well as our internal

resources. We also review and adjust our inventory control policy from time to time.

OUR CUSTOMERS

During the Track Record Period, our customers principally included the customers of our
engineering construction services and provision of heat services under our Concession

Agreements.

Our top five customers

Revenue generated from our largest customer in the years ended 31 December 2020, 2021
and 2022 amounted to approximately RMB399.9 million, RMB201.1 million and RMB206.5
million, representing approximately 29.1%, 15.6% and 14.3% of our total revenue,
respectively. Revenue generated from our top five customers in the years in aggregate
amounted to approximately RMB520.4 million, RMB406.1 million and RMB428.0 million,
representing approximately 37.8%, 31.4% and 29.6% of our total revenue, respectively. Our
Directors confirm that none of our Directors, their respective associates or any shareholder
(who to the knowledge of our Directors owned 5% or more of our Shares) held any interest in
any of our top five customers during the Track Record Period.
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The following tables set out certain information with respect to our top five customers in
each year during the Track Record Period.

Year ended 31 December 2020

The year in
which the
relevant
Products/ Asa customer started
services sold/ percentage its business
Relationship ~ Customer’s provided by of our total ~ Payment relationship
Rank Customer with us background our Group Revenue  revenue  method  Credit term  with our Group

(RMB’000) (%)

I Customer A” Independent ~ Government  Engineering 399,864 29.1' Bank Nil 2012
Third Party ~ authority construction transfer
services and
provision and
distribution of
heat (i.e. the
consideration
for which was
paid by price
subsidies
granted to our
Group)

2 Customer D" Independent ~ Government ~ Engineering 56,230 41 NA N/A 2013
Third Party ~ authority construction
services

3 Customer C'* Independent ~ Government ~ Engineering 25,195 1.8 NA N/A 2013
Third Party ~ authority construction

services

4 Customer F” Independent ~ Educational ~ Provision and 19,561 14 Bank 15 days 2017
Third Party ~institution distribution of transfer
heat

5 Customer B Independent ~ Government  Engineering 19,502 14 NA N/A 2018
Third Party ~ authority construction

serviees

Total 520352 318
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Year ended 31 December 2021

Rank

Customer

Relationship
with us

Customer’s
background

Products/
services sold/
provided by

our Group

Revenue

Asa
percentage
of our total  Payment

revenue method

The year in
which the
relevant
customer started
its business
relationship

Credit term ~ with our Group

1 Customer A’

2 Customer D”!

3 Customer B

4 Customer G

5 Customer E”

Total

Independent ~ Government

Third Party ~ authority

Independent ~ Government

Third Party ~ authority

Independent ~ Government

Third Party ~ authority

Independent ~ Government

Third Party  authority

Independent ~ Government

Third Party ~ authority

(RMB'000)

Engineering 201,099

construction
services and
provision and
distribution of
heat (i.e. the
consideration
for which was
paid by price
subsidies
granted to our
Group)

Engineering
construction

serviees

Engineering
construction

services

Engineering
construction

serviees

Engineering
construction

serviees

94,649

67,695

2976

19,605

(%)

15.6 Bank

transfer

13 NA

5.2 N/A

406,084
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Year ended 31 December 2022

The year in

which the

relevant
Products/ Asa customer started

services sold/ percentage its business

Relationship ~ Customer’s provided by of our total ~ Payment relationship

Rank Customer with us background our Group

Revenue  revenue  method  Credit term  with our Group

I Customer A™*“?  Tndependent Government  Engineering
Third Party ~ authority construction

services and
provision and
distribution of
heat (i.e. the
consideration
for which was
paid by price
subsidies
granted to our
Group)

2 Customer D*”  Independent Government  Engineering

Third Party ~ authority construction
services
3 Customer B™* ¥ Independent Government  Engineering
Third Party ~ authority construction
services

4 Customer G ¥ Independent  Government  Engineering

Third Party  authority construction
services
5 Xinbang Independent ~ Civil Engineering
Construction Third Party ~ engineering ~ construction
Group Co, Ltd" service services
(FREREEE provider
[{E/Aﬂ)(%le 10)
Total

(RMB000) (%)
206,491 143 Bank Nil 2012
transfer
139,085 96 NA N/A 2013
39,338 27 NA N/A 2018
28727 20 NA N/A 2012
14,344 1.0 Bank Nil 20227
transfer
427,985 29.6
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Notes:

€y

2

3)

)

(&)

(6)

(N

(8)

©))

(10)

During the Track Record Period, we received price subsidies to compensate the shortfall in revenue from our
provision of heat services due to low heat rates under our Shuozhou Project. See “Financial information —
Description of major components of our results of operations — Revenue — Heat services” in this document for
details.

Customer A is a government association in charge of residential buildings and public infrastructure
management in Shuozhou area.

Customer B is a public committee managing a designated area in Taiyuan and Jinzhong cities located in Shanxi
Province primarily focusing on the development of three industrial park. The area was established in 2016
under the authorisation of the central government, seeking to strengthen local economic development.

Customer C is a public association in charge of residential buildings and public infrastructure management in
Hulunbuir area.

Customer D is a public association in charge of residential buildings and public infrastructure management in
Lanzhou area.

Customer E is a public association in charge of residential buildings and public infrastructure management in
Shuozhou area.

Customer F is a technical secondary school founded in 2016 in Lanzhou New Area, nurturing professionals in
education field by providing relevant training.

Customer G is a public association in charge of residential buildings and public infrastructure management in
Taiyuan area.

Customer H is a government association in Shanxi Province endeavoring to promote local economy in Yunzhou
District of Datong City through developing economic strategies and enacting policies.

During the Track Record Period, Xinbang Construction Group Co., Ltd" ({5 3F @i S A PR/ F]) was both a

customer and a supplier of our Group. See “— Our customers — An engineering construction company which
was our customer and also our supplier during the Track Record Period” below in this section for details.
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An engineering construction company which was our customer and also our supplier
during the Track Record Period

During the Track Record Period, an engineering construction company which is an
Independent Third Party was both a customer and a supplier of our Group. Such company is
a private company primarily engaged in the provision of civil engineering services in the PRC.

The aforementioned engineering construction company was a customer of our
engineering construction services in the year ended 31 December 2022. For the years ended
31 December 2020, 2021 and 2022, revenue from the provision of our engineering construction
services to such company was approximately nil, nil and RMB14.3 million, representing
approximately nil, nil and 1.0% of our total revenue, respectively. Our gross profit generated
from the provision of our engineering construction services to such company for the years
ended 31 December 2020, 2021 and 2022 amounted to approximately nil, nil and RMB2.2
million, representing approximately nil, nil and 0.7% of our gross profit, respectively.

During the Track Record Period, the aforementioned engineering construction company
provided engineering construction services to us. Our purchase amount in relation to
engineering construction services provided by such company for the years ended 31 December
2020, 2021 and 2022 amounted to RMB1.1 million, RMB11.1 million and RMB7.3 million,
representing approximately 0.1%, 1.3% and 0.7% of our total purchase for the same years,
respectively.

Our Directors have confirmed that our trade payables to and our trade receivables from
the aforementioned engineering construction company were settled separately, and the relevant
sales and purchases were neither inter-connected nor inter-conditional with each other. Our
Directors have also confirmed that all of the transactions involving such company were
conducted in the ordinary course of business under normal commercial terms and on an arm’s
length basis. The terms of our transactions with such company were individually and separately
negotiated between us and comparable to transaction terms with our other customers and
suppliers. The prices of the transactions with such company were no less favourable than from
our other customers and suppliers.

An urban development company which was our customer and also our supplier during the
Track Record Period

During the Track Record Period, an urban development company which is an Independent
Third Party was both a customer and a supplier of our Group. Such company is a SOE primarily
engaged in city development in Lanzhou of Gansu Province.

During the Track Record Period, the aforementioned urban development company was a
commercial heat service customer of our Group. For the years ended 31 December 2020, 2021
and 2022, revenue from the provision of our heat services to such company was approximately
RMB7.0 million, RMB8.9 million and RMB11.4 million, representing approximately 0.5%,
0.7% and 0.8% of our total revenue, respectively. Our gross profit generated from the provision
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of our heat services to such company for the years ended 31 December 2020, 2021 and 2022
amounted to approximately RMB4.5 million, RMB3.9 million and RMBS5.5 million,
representing approximately 1.5%, 1.2% and 1.8% of our gross profit, respectively.

During the Track Record Period, the aforementioned urban development company sold
gas-fired boilers to us for our provision of heat services in 2021. Our purchase amount in
relation to gas-fired boilers from such company for the years ended 31 December 2020, 2021
and 2022 amounted to nil, RMB23.7 million and nil, representing approximately nil, 2.7% and
nil of our total purchase, respectively.

Our Directors have confirmed that our trade payables to and our trade receivables from
the aforementioned urban development company were settled separately, and the relevant sales
and purchases were neither inter-connected nor inter-conditional with each other. Our Directors
have also confirmed that all of the transactions involving such company were conducted in the
ordinary course of business under normal commercial terms and on an arm’s length basis. The
terms of our transactions with such company were individually and separately negotiated
between us and comparable to transaction terms with our other customers and suppliers. The
prices of the transactions with such company were no less favourable than from our other
customers and suppliers.

A government administration bureau which was our customer and also our lessor during
the Track Record Period

During the Track Record Period, a government administration bureau which is an
Independent Third Party was both a customer and a lessor of our Group. Such government
administration bureau is a government entity in Shuozhou of Shanxi Province.

During the Track Record Period, the aforementioned government administration bureau
was a customer of our engineering construction services. According to our engineering
construction services agreement, we are entitled to receive consideration for our services
provided to such bureau. For the years ended 31 December 2020, 2021 and 2022, engineering
construction services provided to such bureau amounted to approximately RMB12.7 million,
RMB19.7 million and nil, respectively. There was no gross profit generated in these
transactions since the transactional amounts represented actual expenses which had been/will
be subsequently reimbursed by such bureau.

During the Track Record Period, the aforementioned government administration bureau
leased certain heat service facilities, including certain primary distribution pipelines and heat
exchange stations, to us for the operation of our Shuozhou Project. According to the heat
service facilities leasing arrangements, we shall pay RMB9.5 million to such bureau each year.

Our Directors have confirmed that our payables to the aforementioned government
administration bureau and rights to receive consideration from such bureau, assuming our
engineering construction services were fully performed, were neither inter-connected nor
inter-conditional with each other. Our Directors have also confirmed that the engineering
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construction services and leasing arrangements were conducted in the ordinary course of our
concession operation under normal commercial terms and on an arm’s length basis. The terms
of our engineering construction services and leasing arrangements were individually and
separately negotiated between the government administration bureau and us.

QUALITY CONTROL AND SAFETY MAINTENANCE

We highly emphasise heat service quality. We strictly comply with all government
regulations prescribing heat service standards and safety and emergency response
requirements. Pursuant to the relevant laws and regulations, for residential heat service users,
day and night average in-room temperature (including that in living rooms and bedrooms)
should not be lower than 18°C with heat services. We generally conduct quarterly safety
inspections of our primary distribution pipelines (and monthly safety inspections during heat
service period) to ensure that heat is safely transmitted to the heat exchange stations. Further,
our concession grantors may supervise or inspect our operations to ensure heat service safety.
We have developed and maintained safety management policies including staff trainings on
compliance of labour protection and work safety as required by the relevant PRC laws and
regulations, and developed a stringent reporting line in our management to safeguard our safety
production performance. We also established a comprehensive emergency response mechanism
in case of accidents and emergencies, and we may also need to submit the assessment report
in respect of the situation of facilities’ operation to the government authority for record. We
monitor each key stage involved in our provision of heat services, including heat production
and heat distribution, to ensure conformity with all specific requirements according to the
applicable regulations. As at the Latest Practicable Date, our quality control team consisted of
44 employees and they were primarily responsible for monitoring and adjusting equipment
operation.

During the Track Record Period and up to the Latest Practicable Date, our Group had not
experienced any significant incidents or accidents in relation to heat service safety and had not
received any material complaint in relation to the heat service quality.

REPORTING AND EMERGENCY RESPONSE MECHANISM

To maintain a robust and stable system for our heat services business, we have adopted
an effective emergency response mechanism to cope with any suspension of our heat services,
damage to heat service facilities or other accidents arising from our heat services operation.
With such mechanism, we are capable of minimising the risks associated with emergencies.

We have also adopted a comprehensive internal notification system, specifying different
reporting procedures for different levels and scales of accidents. Any malfunction that affects
the normal operation of our heat services must be notified to the dispatch centre within 20
minutes of such malfunction. The repair personnel must make a progress report to the
supervisor every two hours during troubleshooting. We will notify the occupants of the relevant
premises prior to the resumption of our heat services. In the case of serious malfunctions, the
heat service department should be informed in a timely manner.

- 285 —



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

BUSINESS

We have different emergency responses for different kinds of failure in respect of our heat
services. For a partial or full suspension of our heat services due to a breakdown of heating
facilities, our engineering department will immediately organise a repair of the facilities,
striving to resume heating as soon as possible. For our heat services in Hulunbuir of Inner
Mongolia Autonomous Region, where the weather is extremely cold during the winter,
Hulunbuir Shuangliang is equipped with emergency mobile heating vehicles which can provide
heat services in emergency situations such as a temporary suspension of our heat services. For
leakage in the distribution pipelines, emergency repair personnel will formulate repair plans
and temporary operation plans for the relevant distribution pipelines or heat exchange stations,
and implement the plans immediately upon approval. Accidental power shortage should be
reported to the local power supply bureau or the electricity control department for inspections
and repairs, and the standby generator should be put into operation immediately. For any
failure of the water supply systems used by us for the distribution of heat from our heat sources
to the heat exchange stations, and from the heat exchange stations to the premises to which we
provide heat services, the repair work should be conducted by the water supply company or our

repair personnel depending on the circumstance of such failure.

In addition, we have reserved personnel, resources and funds for our handling of heat
service emergencies. Our customer service system enables emergency incidents to be
conveniently reported to our customer service team, who will then report the relevant
information to the relevant departments for their further handling. Each of our heat service
operating subsidiaries and local branches are required to set up an emergency rescue team and
maintain emergency rescue devices, such that our central despatch and command centre can
coordinate and direct the emergency response actions of each subsidiary. Upon resolving an
emergency incident, the emergency command office shall immediately organise on-site
cleaning and production recovery work, followed by a comprehensive evaluation. The
emergency command office shall carefully analyse the cause of the emergency incident,
formulate and supervise the implementation of improvement measures and revise the existing
emergency plan. The emergency command office is also responsible for dealing with the public
relations aspect of emergency incidents. Each of our heat service related units shall conduct

periodic emergency drills under specific requirements.

During the Track Record Period, we had fully discharged our obligations to report the
occurrence of emergency events to the relevant authority and/or inform our heat service
customers of the same according to all relevant laws and regulations, as the case may be, and
we were not required to compensate any of our heat service customers due to heat service
disruption or suspension. Our Directors have confirmed that we have not experienced any
interruption or suspension of our heat services which had a material adverse impact on our

business operation during the Track Record Period and up to the Latest Practicable Date.
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MACHINERY, MAINTENANCE AND REPAIR

Our major heat production, procurement and collection equipment includes (i) coal-fired
boilers for our production of heat using such boilers; (ii) lithium bromide heat absorption
pumps for the collection of residual heat at cogeneration plants and coal-fired power plants;
(ii1) electrically driven compression heat pumps and water-to-water heat exchangers for the
extraction of geothermal heat; and (iv) steam-to-water heat exchangers for the procurement of
heat from cogeneration plants. Our heat distribution mainly relies on our primary distribution
pipelines and the heat exchange systems. Each heat exchange system typically involves plate
heat exchangers, circulation pumps, make-up water pumps, strainers, water tanks, electric
power distribution cabinet and control cabinet. We obtain our heat production and distribution
machinery and equipment through procurement, operational leases and finance leases.

We have a dedicated team to ensure normal heat production and distribution as well as
emergency response. Our in-house maintenance personnel are typically responsible for routine
and ordinary maintenance and repair works. However, maintenance and repair works which are
complex in their nature and require specific expertise are undertaken by equipment
manufacturers and construction contractors, if necessary.

Our major maintenance works are typically carried out outside of our heat service period
every year. We maintain schedules and procedures for routine maintenance, inspection and
repairs and our primary distribution pipelines are subject to maintenance and repair throughout
the year. The maintenance and repair plan is formulated based on the conditions of the heat
service facilities and equipment recorded in the previous heat service period.

Our total maintenance expenses for our heat service facilities for the years ended 31
December 2020, 2021 and 2022 were approximately RMB16.5 million, RMB13.2 million and
RMB19.2 million, accounting for approximately 1.5%, 1.4% and 1.7% of our total cost of sales
for the same years, respectively.

AWARDS, RECOGNITION AND ACCREDITATION

We obtained awards, recognition and accreditation from various government authorities
or other organisations in relation to our business. The following accolades are important to our
business operations.

Time of grant  Award/accreditation Awarding authority Awarded entity

December 2022  High and New Technology Inner Mongolia Autonomous Regional ~ Hulunbuir

Enterprise Certificate Department of Science and Shuangliang
(R 4 2E 7558 Technology, Inner Mongolia

Autonomous Regional Department of
Finance, Inner Mongolia
Autonomous Regional Taxation
Bureau of the State Taxation
Administration (N5 & iR EAMHEH;
I ~ PRSI [ I

B R BB AR M 5l B R B JR))
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Time of grant  Award/accreditation Awarding authority Awarded entity
December 2022  High and New Technology Shanxi Provincial Department of Shanxi
Enterprise Certificate Science and Technology, Shanxi Shuangliang
(RHE Il 4 2E 755 Provincial Department of Finance, New Energy

Shanxi Provincial Taxation Bureau
of the State Taxation Administration
(LTS APHERH M ~ L7 2 E
B BB BB R)

October 2022 High and New Technology Gansu Provincial Department of Lanzhou
Enterprise Certificate Science and Technology, Gansu Shuangliang
(R Il A 235 ) Provincial Department of Finance,

Gansu Provincial Taxation Bureau of
the State Taxation Administration
(HAA AR EEE - Hal S B
B BABB R R H AR R)

December 2021  High and New Technology Shanxi Provincial Department of Taiyuan
Enterprise Certificate Science and Technology, Shanxi Renewable
(RTE T A S ) Provincial Department of Finance, Energy

Shanxi Provincial Taxation Bureau
of the State Taxation Administration
(WL PG ARHERH M - L5 B
B BEBB AR EBER)

December 2020  High and New Technology Shanxi Provincial Department of Shanxi
Enterprise Certificate Science and Technology, Shanxi Demonstration
(R A 235 ) Provincial Department of Finance, Zone Heat
Shanxi Provincial Taxation Bureau Supply

of the State Taxation Administration
(LPGARHEF T EE ~ 1175 A BB
B ERBBEARLTERER)

March 2017 2016 Safe Production Work Safety Committee of Shuozhou
Award - Advanced Shanxi Shuozhou Economic Renewable
Collective (20165 % Development Zone (LI 7451 4837 4 Energy
A ESEER) BREREERAE)

December 2014 Honesty Enterprise (#fF  Taiyuan Working Committee for the Taiyuan
3) Identification of Small and Medium- Renewable

sized Integrity Enterprises CKJRMHH"  Energy
AR E THREAE)

March 2012 Excellent Foreign Shuozhou Investment Promotion Shuozhou
Investment Enterprise Bureau (SAMNA 51 & ) Renewable
MBS R 3) Energy
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COMPETITION

According to the Frost & Sullivan Report, the heat service market in the PRC is
fragmented with a large number of market players. Currently, most market players in the heat
services industry in the PRC fall into three categories: specialised heat services providers,
subsidiaries of power generation groups and property developers. The major players in the heat
services industry in the PRC are specialised heat services providers and most of the players are
State-owned companies. In 2022, the total actual heat services area in the PRC was 11,239.4
million sq.m.. The majority of the top 10 players were State-owned companies. The aggregate
heat services area of the top 10 companies accounted for more than 16.0% of the total actual
heat services area in the PRC in 2022, with the tenth largest heat services provider having an
actual heat services area of more than 100.0 million sq.m.. We were ranked No. 9 in terms of
the aggregate actual heat service area in Shanxi Province, Gansu Province and Inner Mongolia
Autonomous Region in 2022 with a market share of approximately 2.4% in terms of aggregate
actual heat service area, according to the Frost & Sullivan Report. We believe that we have
distinguished ourselves from our competitors through (i) potential of business growth with the
areas covered by concession rights we obtained; (ii) cross-provincial business coverage; (iii)
extensive experience in the use of clean heat sources; and (iv) our digitalised heat services
management software tool, which enable us to remain competitive in the future. See “Industry
overview — Competitive analysis of the heat services industry in the PRC” in this document for

further details on the markets in which we operate and for a discussion of our competition.

RESEARCH AND DEVELOPMENT

We emphasise on the patents, copyrights, technological know-how and other intellectual
property required for our heat service operation in order to strengthen our leading position in
the heat service industry and enhance our competitiveness further. Our research efforts are
focused on improving our heat sources portfolio with a view to utilising more clean energy heat
sources, as well as improving our heat services management software tool to reduce costs and
enhance our operational efficiency. We have a dedicated research and development team
consisting of 20 employees with extensive industry experience in heat service related design
and technology. We have established a research and development centre in Taiyuan of Shanxi
to enhance our research and development capabilities, strengthen our research and application
of new energy heat service technologies and promote innovation. We have also collaborated
with leading research centres and educational institutions to develop innovative technologies.

For details, see “— Our competitive strengths” in this section.

Our research and development expenses were approximately RMB4.7 million, RMB7.7
million and RMBS8.2 million for the years ended 31 December 2020, 2021 and 2022,
representing 0.4%, 0.8% and 0.7% of our total cost of sales for the same periods, respectively.
None of our research and development expenses were capitalised during the Track Record
Period.
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The following table sets out a list of key personnel in our research and development team,

which is located at our research and development headquarter in Taiyuan:

Name

Education

Relevant working experience

Mr. Chen Xibao
(s )

Mr. Ma Ningfu
(=R et

Mr. Chen graduated from
Zhengzhou College of
Technology* (HFJH TE:Fx) in
June 1995. He majored in fine
chemical engineering.

Mr. Ma graduated from
Southwest Jiaotong University
(PYFESSHE KAL) in June 2006.
He majored in
telecommunication and software

engineering science.
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Mr. Chen has been serving our
Group since December 2009. He
is primarily responsible for
research and analysis of market
development. Mr. Chen is the
person-in-charge of the Xinmi
Project, and is responsible for
the preparation works for the
commencement of our provision
of heat services in Xinmi from
the 2023/2024 heat service
period in or around November
2023. Mr. Chen is a member of
our senior management. For
details, see “Directors,
supervisors and senior
management — Senior
management” in this document.

Mr. Ma has been working in
Shanxi Shuangliang New Energy
since January 2011. His
responsibilities cover the
research and development of our
heat services management
software tool and digitalisation
of our auto-control system in

our heat service value chain.
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Name

Education

Relevant working experience

Mr. Zhang Liangliang
(RsEsesk)

Ms. Jia Jia
(HHEZ L)

Mr. Wu Ruipeng
(ECHER AR e

Mr. Zhang graduated from
Taiyuan University of
Technology (KJFHTRE) in
July 2010. He majored in
building environment and
equipment engineering.

Ms. Jia graduated from Taiyuan
University of Science and
Technology CKEFHEKEE) in
July 2007. She majored in
computer science and
technology.

Mr. Wu graduated from Taiyuan
University of Technology (KJ&
BT K2 in July 2010. He
majored in building environment
and equipment engineering.
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Mr. Zhang has been working in
Shanxi Renewable Energy since
July 2010. His responsibilities
cover design and technology
related works. He was involved
in the development of the single
well circulation geothermal
heating system, of which Shanxi
Renewable Energy obtained
copyright registration on

11 April 2019 and obtained a
utility patent registration on

14 January 2020.

Ms. Jia has been working in
Shanxi Renewable Energy since
August 2008. Her
responsibilities cover design and
technology related work. She
was involved in the
development of the combined
heating system of geothermal
heating and central heating, of
which Shanxi Renewable Energy
obtained a utility patent
registration on 4 March 2019.

Mr. Wu has been working in
Shanxi Renewable Energy since
July 2010. His responsibilities
cover design and technology
related work. He was involved
in the development of the
integrated heating pipe network
system based on multiple
heating methods, of which
Shanxi Renewable Energy
obtained a utility patent
registration on 19 May 2020.
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INTELLECTUAL PROPERTY

We place significant emphasis on developing our brand image alongside our cross-
provincial operation and we therefore think intellectual property rights are crucial to our
business. We currently possess a set of leading clean energy heat service technologies and a
variety of other heating technologies. As at the Latest Practicable Date, we have registered
eight domain names, eight trademarks and 27 copyrights. As at the same date, we also had 72
patents registered with CNIPA, five of which were for inventions relating to heat service
systems during cogeneration process that are leading technologies in the industry. The others
were for utility models relating to heat exchange operation and monitoring. In addition, we had
two inventions and three utility models pending registration for patents. For details of our
material intellectual properties, see “Statutory and general information — Further information
about our business — Intellectual property rights” as set out in Appendix VII to this document.

We will continue to take a proactive approach and seek to maintain proper registration of
our intellectual property rights. We also rely on trade secrets protection and contractual
restrictions to safeguard our intellectual property rights. We closely monitor and collect
information on any instances of infringement on our intellectual property rights, and we take
legal action and cooperate with local authorities to protect our intellectual property rights
where necessary.

During the Track Record Period and up to the Latest Practicable Date, we were not involved
in any infringement of others’ intellectual property rights or infringement of our intellectual
property rights by others that would have a material adverse impact on our business and we were
not involved in any proceedings involving infringement of intellectual property rights.

INSURANCE

As at the Latest Practicable Date, we maintained insurance policies which cover potential
losses or damages in respect of our business operations. These insurance policies cover, among
other things, properties, equipment and machinery, pipelines, vehicles, computers and other
properties owned by us. The insurance coverage varies at entity level to accord with local and
industry practise. Based on our past experience and understanding of the prevailing industry
practise in the locations where we operate, we believe the coverage of such property insurance
is adequate to cover any material property damages and is in line with the industry norm. As
we are expanding our business and we may face potential risk exposure due to the change of
regulatory schemes, we may be subject to certain losses and/or claims. For details, see “Risk
factors — Risks relating to our business and industry — Our insurance coverage may not
extensively cover the risks related to our business” in this document.

We are required to maintain mandatory social security insurance policies for our
employees in the PRC pursuant to applicable PRC laws. See “— Employees” in this section for
further details. In addition, we expect that we will maintain directors’ and officers’ liability
insurances for the executive Directors and executive officers of our Company after the
[REDACTED].
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With the expansion of our business and potential new risk exposure, we may procure
further insurance policies as our Directors deem appropriate. During the Track Record Period
and up to the Latest Practicable Date, we did not experience any material business interruptions

or material insurance claims.

EMPLOYEES

As at the Latest Practicable Date, we had a total of 887 employees, amongst which over
57.2% had working experience of more than five years in heat service operation and
approximately 29.1% held professional title certificates in the areas such as engineering,
accounting and administration. Our employees are located across Jiangsu Province, Shanxi
Province, Gansu Province, Inner Mongolia Autonomous Region and Henan Province in the
PRC. For the years ended 31 December 2020, 2021 and 2022, our employee benefit expenses
were approximately RMB77.4 million, RMB90.0 million and RMB91.6 million, respectively.

During the Track Record Period and up to the Latest Practicable Date, our employees did
not negotiate their terms of employment through any labour union or by way of collective
bargaining agreements nor did we have any material disputes with our employees, or
experience any strike, labour disputes or industrial actions that may have a material adverse
effect on our business, financial position and results of operations. We believe that our senior
management has maintained a good relationship with our staff members.

The tables below set out breakdowns of employees by function, location and gender, and
the corresponding percentage of our total employees, as at the Latest Practicable Date:

Percentage

Number of of our total

Function employees employees
(%)

Management 8 0.9
Heat service operation and customer services 711 80.2
R&D and technical support 21 2.4
Procurement 9 1.0
Operating and machinery control 16 1.8
Business advisory 8 0.9
Finance 35 3.9
Administration 79 8.9
Total 887 100.0
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Percentage

Number of of our total

Location employees employees

(%)

Shanxi Province 581 65.5

Gansu Province 186 21.0

Inner Mongolia Autonomous Region 89 10.0

Henan Province 20 2.3

Jiangsu Province 11 1.2

Total 887 100.0

Percentage

Number of of our total

Gender employees employees

(%)

Male 664 74.9

Female 223 25.1

Total 887 100.0
Training

We highly value our employees and place emphasis on the development of our employees.
In order to advance the skills and knowledge of our employees as well as to explore new
potentials from our workforce, we invest in continuing education and training programmes for
our management and ordinary staff members to update their skills and knowledge periodically.
Generally, our training focuses on matters relating to our operation, technical knowledge and
work safety standards and environmental protection.

Recruitment and remuneration

We believe that our quality personnel are our key to success and future development. In
the future, we will recruit talent from various sources, such as universities, online platforms,
third-party recruitment agencies, and other companies, and provide training and promotion
opportunities to our staff members of our own accord.

The remuneration package of our employees includes basic salary, performance salary
and allowances. We determine employee remuneration based on factors such as qualifications,
expertise and years of relevant experience. We must comply with PRC laws and regulations

relating to social welfare. In accordance with applicable PRC regulations, we currently
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participate in social insurance contribution plan organised by the relevant local governments.
We currently provide employees with a pension insurance programme, medical insurance
programme, unemployment insurance programme, individual work injury programme,
maternity insurance contributions and employee public housing reserve contributions and other

welfare benefit.

Social insurance and housing provident fund contributions

During the Track Record Period, some of our PRC subsidiaries did not make full
contributions to the social insurance and housing provident funds for some of our employees

13

as required under PRC laws and regulations. For further details, please see “— Regulatory
compliance — Non-compliance incidents — (1) Social insurance and housing provident fund

contributions” in this section.

Equal employment in the workforce

We promote equal employment opportunities and avoid all forms of illegal employment
such as child labour and forced labour as stipulated in our internal regulations on labour
management of employees. We respect the diverse backgrounds of our employees and strictly

eliminate ethnic discrimination.

During the Track Record Period and up to the Latest Practicable Date, we did not
experience any material labour dispute with our employees including any strikes and labour
disturbances nor receive any relevant complaints, notice or orders from relevant government
authorities or third parties that have materially interfered with our operations, and we believe

that our senior management has maintained a good working relationship with our staff.

Gender diversity in the workforce

We recognise gender diversity in the workplace as a key factor in our continuous
development and success. Since our incorporation, we have been actively promoting gender
equality within our Group. We incorporate gender equality into all aspects of our business
operation. We take into account gender diversity when we hire and promote talents. We provide
additional trainings to female employees which helps them to excel in our industry where the
male-female talent ratio is disproportional. We also invite female employees for advice so that
our decision-making process can be transparent. By such measures, our female employees are
closely allied and actively monitor any major decision that may have a significant impact on
female employees’ interests and benefits within our Group. In addition, we are committed to
grow our female leaders organically. We pay special attention to our female employees’
performance through our annual appraisal and promote suitable female employees to
management level in accordance with our gender diversity policy. As at the Latest Practicable
Date, we had a measurable number of female employees acting as the principals and leaders

of various units in our Group.
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Dispatched staff

As at 31 December 2020, 2021 and 2022, the total number of dispatched staff at four of
our subsidiaries was 211, 193 and 10, which accounted for approximately 24.8%, 18.1%, 5.1%
of the total number of our workers at those subsidiaries, respectively. For the years ended 31
December 2020, 2021 and 2022, the total cost involved in the labour dispatch arrangements
was approximately RMB1.8 million, RMBS8.0 million and RMBO0.4 million, respectively.

These labour dispatch arrangements were temporary in nature and according to the labour
dispatch agreements, dispatched staff were mainly involved in supporting functions of our
business operation in respect of warehouse and logistics management, cargo handling and
transportation. According to the labour dispatch agreements, (i) each subsidiary was
responsible for paying wages to the dispatched staff and ensure their occupational health and
safety; (ii) the employment agent was responsible for arranging for their insurance and other
welfare conditions as required by the applicable PRC laws and regulations; and (iii) we paid
service fees at a rate of RMB20.0 per staff to the employment agent, and the employment agent
provided suitable dispatched staff to work for our Group based on our job requirements. As the

dispatched staff were employed by an employment agent, they were not our formal employees.

During the Track Record Period, the percentage of dispatched staff that worked at four of

our subsidiaries exceeded the legally required threshold. For further details, please see “—

Regulatory compliance — Non-compliance incidents — (2) Dispatched staff” in this section.

OCCUPATIONAL HEALTH AND SAFETY

We are subject to various PRC laws and regulations regarding labour, safety and work
related incidents. For more information, see “Regulatory overview” in this document. We are
committed to maintaining a safe working environment and promoting the awareness of
occupational health and safety within our Group. We place significant emphasis on quality
control on our raw materials and services, proper maintenance of our facilities as well as
maintenance of operation and heat usage safety. Our production safety unit is responsible for
safety and maintenance matters arising from different operation processes. As at the Latest
Practicable Date, our production safety unit comprised 50 employees (including technicians
and engineers), a majority of whom had more than three years of experience in the heat services
industry. Their responsibilities mainly include (i) keeping track of the relevant regulatory and
industry standards regarding safety, maintenance and quality control; (ii) formulating and
reviewing our internal safety inspection, facilities maintenance and quality control procedures
and standards; (iii) monitoring the implementation of the above procedures and standards in
our day to day operation and reporting high-level issues to senior management for instructions;
(iv) maintaining detailed records for related matters; and (v) delivering safety training for our
employees.
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We have established strict quality control standards on various aspects of our raw
materials supply, construction of primary distribution pipelines, facilities repairs and
maintenance to ensure the safety and stability of our heat service. We have internal procedure
manuals and policies to cover the maintenance of our operation facilities. We strictly follow
government regulations when adopting our own safety rules and emergency recovery plans,
which are imposed on all of our employees. Failure to comply with those regulations may result
in penalties, fines and sanctions. For details, see “Risk factors — Risks relating to our business
and industry — We are subject to a broad range of environmental, safety and health laws and
regulations in the PRC, compliance with which may be difficult or expensive. Failure to
comply with these laws and regulations may render us subject to penalties, fines, governmental
sanctions, proceedings and/or suspension or revocation of our licences or permits required for
our business operation” in this document.

We conduct periodic inspections and maintenance projects for our heat service facilities
to ensure safe and stable operation. Any abnormality noted during the periodic safety checks
will be reflected in our safety records and follow-up remedial actions will be taken by the
responsible departments and officers accordingly.

We have established a production safety committee, where the general manager serves as
the director of the committee. We have also dedicated occupational safety personnel at each of
our operating subsidiaries in the PRC. These occupational safety personnel are in charge of (i)
conducting regular training sessions for employees on accident prevention and management;
and (ii) submitting occupational safety reports to the board of directors and performance
evaluation department. We believe our health and safety control measures are adequate and
comply with applicable laws and regulations in all material respects. During the Track Record
Period and up to the Latest Practicable Date, none of our employees had been involved in any
major accident during the course of their employment and the relevant PRC authorities had not
imposed any sanctions or penalty on us for incidents of non-compliance of any health and
safety laws or regulations in the PRC.

In view of the outbreak of COVID-19 in the PRC and to ensure continuous business
operations of our Group, we have adopted enhanced hygiene and precautionary measures since
January 2020 whereby our employees shall take all practicable steps to maintain a hygienic and
safe working environment. These include the following measures:

. requiring our employees to report their travel history and the health conditions of
themselves and their close contacts;

. requiring our employees to record their visits through the “Ding Ding Safe” App (&]
ETfEFEFT ) to keep track of close-contacts of our employees when positive cases
of COVID-19 arise;

. requiring our employees to wear masks and strictly follow the rule of “one-metre”
distancing (—K#8);

. screening visitors to our business premises through temperature check and inquiry
on their exposure history; and

. frequently cleaning and disinfecting our business premises and our operational
facilities.
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Our Directors confirm that the additional costs associated with the above enhanced
measures did not have a significant impact on our Group during the Track Record Period. For
more information relating our response towards COVID-19, see “— Effects of the COVID-19
outbreak — Our response towards the COVID-19 outbreak™ in this section.

ENVIRONMENTAL, SOCIAL AND GOVERNANCE

Climate change has been highlighted in the 2023 Global Risks Report issued by the World
Economic Form as one of the most severe environmental risks faced by the world in the
upcoming decade. Since climate change first entered the top rankings of the World Economic
Forum’s Global Risks Report in 2011, atmospheric levels of carbon dioxide, methane and
nitrous oxide have continued to rise and reach record highs today. The consequences of climate
change include, among others, intense droughts, water scarcity, severe fires, rising sea levels,
flooding, melting polar ice, catastrophic storms and declining biodiversity. In response to
climate change, many countries have pledged to commit to the global objective of carbon
neutrality. For example, in 2020, the PRC Government announced its plan of achieving carbon
peaking by 2030 and carbon neutrality by 2060. As a heat service provider, the operation of our
Group has an impact on the environment and contributes to climate change. This is primarily
due to the Group’s consumption of coal, followed by electricity, natural gas and diesel, in its
operations, all of which contribute to the production of GHG emissions and air pollution in the
form of sulfur dioxide, nitrogen oxides and particulate matter. Climate change poses both risks
and opportunities to market players in the heat service industry as such market players are
expected to have to reduce their GHG emissions by using a variety of low-carbon heating
technologies in order to meet governmental policies aimed at combating climate change.
Demand for renewable or non-fossil fuel energy sources are expected to continue to rise in the
future.

To cope with the increasing risk from climate change, environmental protection is viewed
as an integral corporate responsibility within our Group. We are dedicated to lowering the
negative environmental impact of our business operations, such as by improving our energy
efficiency and reducing our consumption of coal to minimise GHG emissions. To do so, we
strive to increase our use of renewable heat sources such as geothermal energy for our heat
service operations. For details of the measures taken by us to reduce the negative
environmental impact of our business operations, see “— Environmental, social and governance
— Our strategies to respond to climate-related risks and opportunities” in this section. In respect
of physical climate change risks, our Group has analysed historical data and designed our
facilities to withstand natural disasters such as heavy snow and storms. We have also developed
emergency plans to respond to the potential occurence of natural disasters.

Environmental stewardship is essential for us to achieve our CSR objective, which is to
maintain a balance between profit, people and the planet so as to ensure the sustainable
development of our business. We uphold the concept of sustainable development, focus on
diversity management, defend public interests and expect to generate value for our
Shareholders. As such, our Group has followed a policy on environmental, social and
governance (“ESG”) responsibilities in accordance with the Listing Rules, which sets out our
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CSR objectives and provides guidance on how we implement corporate social responsibility in
our daily operations.
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Our ESG policy

We have developed an ESG policy (the “ESG Policy”). Under our ESG Policy, we strive
to operate in a manner that protects the environment, safety and health of our employees and
communities. Our target is to sustainably connect with our employees, customers, and business
partners through a combination of initiatives which create long-lasting benefits. We provide
development and training activities for our employees, and solutions for our customers, and
encourage our business partners to actively fulfil corporate social responsibilities. We are also
committed to providing equal employment and development opportunities for all employees.
In the recruitment process, we prohibit discrimination based on differences in gender, ethnicity

and religious belief.

Specifically, our ESG Policy includes the following key areas: (i) environmental
protection and resource conservation; (ii) measures to deal with extreme weather; (iii) heat
services quality and compliance; (iv) investor rights protection and partnership handling; (v)
promotion of employment and protection of employee rights; (vi) CSR management; (vii) data

security and personal information protection; and (viii) staff training management.
Our ESG working group

Our Board has ultimate responsibility for ESG strategy, management, performance, and
reporting, and is responsible for reviewing and approving our Group’s major ESG-related
policies and frameworks in accordance with Appendix 27 to the Listing Rules. In addition, our
Board is responsible for reviewing the impact of climate change on our Group. In accordance
with our ESG Policy, we have established a management structure of the ESG working group
composed of our Board of Directors, senior management and relevant departments of our
Group (the “ESG Working Group”).

Our ESG Working Group established under the Board of Directors has well-defined duties
and responsibilities to oversee our Group’s ESG matters. Our ESG Working Group is headed
by Mr. Li Baoshan (ZE I115£4), an executive Director and general manager of our Group, and
other members include the management of various departments. Directed and supervised by
our Board, the ESG Working Group is responsible for handling all ESG related matters,
monitoring and assessing any ESG related risks that we may be exposed to, identifying and
assessing risks and opportunities for climate change, organising regular meetings to discuss
and determine ESG-related issues that need to be further addressed by our senior management,
reporting to our Board regularly on ESG-related risks, opportunities and performance, advising
our Board in respect of ESG reporting, strategies, initiatives and objectives, and participating

in international and national conferences in respect of ESG-related matters.
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Environmental, social and climate-related risks and opportunities

We adopt a responsible and sustainable approach to operate our business, actively
maintain business transparency, and make a responsible commitment to our stakeholders. Our
Group strives to not only protect the rights and interests of our Shareholders, but also safeguard
the rights and interests of our employees, customers, suppliers, various communities, and
different stakeholders. In order to manage ESG matters more effectively, we have formulated
and revised relevant policies, and conducted regular reviews to coordinate relevant efforts

across our GI'Ollp.

In addition, we pay close attention to the latest ESG-related laws and regulations and
update our ESG Policy accordingly to ensure that we comply with the latest regulatory laws
and regulations. We will use the following methods to identify, manage and assess material
ESG-related issues:

o Identification: We identify the economic, environmental and social impacts of our
business through media analysis, peer benchmarking and communication with key
stakeholders (including our major customers, major suppliers, and employees). We
discuss ESG-related issues with all stakeholders (including our investors, customers,
business partners and our employees) to collect their views on our ESG measures
and practices, which can help us better identify and consider the ESG issues and
risks inherent in our business operations and formulate effective ESG measures to

mitigate those risks.

. Management and assessment: We develop responses to ESG-related issues that may
affect our business and monitor the implementation of our plans. In addition, we
regularly assess ESG-related issues arising from our business operations, including
climate-related issues, ESG measures, major action plans, risk management policies,
and annual budget for implementing these ESG measures, as well as our business
plans.

Climate-related risks and opportunities

With increasing climate change effects and frequency of extreme weather events, we fully
realise that climate change is one of the crucial factors in achieving the sustainability of our
business. Supported by our ESG Working Group, our Board oversees climate-related risks and
opportunities regularly during board meetings and ensures that they are incorporated into our
overall ESG strategies. We will provide climate change competence training to our Board to
ensure that it is abreast of trends and developments in respect of climate change, and that it has
the necessary expertise and skills to oversee the management of climate-related issues. Where
necessary, our Board seeks professional advice from external experts to better support their

decision-making in respect of climate change matters.
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As the adverse effects of climate change become more evident, there is a possibility that
the industry will be exposed to substantial and/or frequent changes. For example, the global
objective of attaining carbon neutrality is expected to lead to stricter policies such as increases
in carbon pricing. Advances in heating technology and changes in customer awareness will
support the global objective of attaining carbon neutrality. In order to remain competitive,
market players in the heat services industry will have to adapt to decarbonisation objectives by
investing in the research and development of clean and low-carbon heat technologies. The
promotion of these clean and low-carbon heat technologies is expected to save energy and
reduce GHG emissions. Market players in the heat services industry are also expected to
provide heat services in a digitalised manner by allowing heat service users to adjust their
demands for services in real-time, which can help reduce heat wastage and improve energy

efficiency.

To ensure the stable and long-term returns for our stakeholders, we have identified and
assessed climate-related risks and opportunities that may affect our business and financial
performance. We continuously monitor and assess those identified risks to our business and
develop action plans to mitigate their impacts. We refer to the recommendations of the Task
Force on Climate-related Financial Disclosures (the “TCFD”) to identify climate-related risks
and opportunities which are relevant to our business. For details of our strategies to respond
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to climate-related risks and opportunities, please refer to “— Environmental, Social and
Governance — Our strategies to respond to climate-related risks and opportunities” in this

section.

All of our projects have obtained environmental impact assessments prior to construction.
We take corresponding measures in accordance with the requirements of environmental laws
and regulations to minimise the impact on the environment during project construction and
operation periods. As at the Latest Practicable Date, our heat service projects in operation were
located in Shanxi Province, Gansu Province and Inner Mongolia Autonomous Region. These
provinces are subject to the temperate continental climate which is characterised by cold
winters, windy springs, rainy summers and autumns, rare high temperature and hot weather,
dry air and less precipitation throughout the year. We have identified the following short-term
(1-3 years), medium-term (4-10 years), and long-term (over 10 years) climate-related risks and
their potential impacts on our business and financial performance.
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Climate-related

Classification Timeframe risks assessed Potential impacts
Physical risks Acute Medium and Frequency of * Reduced production
long term extreme weather capacity due to the
events such as electricity shortage
sandstorms, ¢ Increased operating costs
blizzards, etc. due to inadequate water
supply for our water
Chronic Long term Extreme variability circulation network
in weather patterns ¢ Increased costs due to the
Long term Rising mean damage to heat service
temperatures facilities
¢+ Reduced revenues from
lower sales, for examples
the shortened heating
period
Transition risks Policy and Short term Increased pricing of * Increased costs of
law GHG emissions compliance with laws and
Short term More stringent regulations
obligations to
disclose the
information of
emissions
Short and Regulation on
medium term existing products
and services
Technology ~ Medium and Costs of transition ¢ Early retirement of the
long term to technology with coal-fuelled boilers
lower emissions * Research and development
Long term Substitution of expenditures in new and
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Climate-related

Classification Timeframe risks assessed Potential impacts
Market Short term * Increased cost of ¢ Increased production costs
raw materials due to changes in the

prices of raw materials
(such as purchased
electricity and coal)
Medium and ¢ Increased * Reduced company
long term stakeholders’ profitability owing to the
attention or negative negative impacts on talent
feedback management and planning
(for example, brain drain)
¢ Shareholders may give up
from investing in fossil
fuel-related businesses

Heating represents a significant global share of the overall demand for final energy
consumption. Approximately 25% of final energy consumption in the European Union was
attributable to residential demand and approximately 20% of GHG emissions in the United
States was attributable to residential energy use in 2022. In response to such emissions,
achieving carbon neutral across the international heating industry will require major
infrastructure and technological development, as well as disruptive solutions and supportive
policies. It is expected that a large proportion of the power generated from renewable energy
sources (which is expected to account for approximately 80% of all power generated) will be
used directly for heating by 2050. Furthermore, in 2020, the PRC Government announced its
plan of achieving carbon peaking by 2030 and carbon neutrality by 2060. According to the PRC
Government’s plan of achieving carbon peaking by 2030, the proportion of non-fossil fuel
energy consumption in the PRC shall reach approximately 25% by 2030, and the carbon
dioxide emissions per unit of GDP shall be reduced by more than 65% as compared with 2005.
According to the PRC Government’s plan of achieving carbon neutrality by 2060, the
proportion of non-fossil fuel energy consumption in the PRC shall reach approximately 80%
by 2060.
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Climate-related opportunities

Type

Climate-related
opportunities

Potential benefits of
capitalising on climate-
related opportunities

Resource efficiency
Energy sources

Products and services

Markets

Business development
resilience

Water recycling

Use low emission energy,
such as geothermal energy
The financial support of
government for heating
services powered by clean
energy

Use of new heating
technologies and promote
the diversification of heat
sources

Participation in carbon
market

Expansion of geothermal
heating services
Development of new
services, such as solar
power generation and
storage, through R&D and
innovation

Users’ tendency for
cleaner energy

Use of public-sector

incentives

Participation in renewable
energy programs and
adoption of energy
efficiency measures
Increase the diversification
of heating energy
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Reduced operating costs
Reduced exposure to
increases in future fossil
fuel price

Reduced GHG emissions
and therefore less risks
posed by increases in
carbon costs

Increased capital
availability (e.g.,
investors’ increasing
interest in producers with
lower emissions)
Increased revenue through
the promotion and use of
clean energy sources (e.g.,
geothermal energy, solar
energy, air-source energy)

Increased revenues by
entering new or emerging
markets in partnerships
with local governments
Increased revenue by
using advanced heating
technologies to ensure our

business resiliency
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Our strategies to respond to climate-related risks and opportunities

Climate change risk forms part of our overall risk profile. We assess the overall level of
risk by taking into consideration a range of diverse risk factors across our business segments,
products and services. We have considered climate change risk in formulating our business
strategies and believe that our operation in the “Three North Region” across multiple provinces
enables us to distribute such risk and provide protection against the short-term effects and
impacts of climate change. Our ESG Working Group will carry out extreme weather
assessment, monitoring and process guidance, and the following mitigation measures, all of
which will assist our Group in mitigating the adverse impacts of extreme weather in our daily

operations:

. we monitor the indoor and outdoor temperatures in a daily routine. By installing
indoor temperature measurement equipment in the heat exchange station used by us,
we are able to monitor the indoor temperature in real time and adjust the flow in the
heat distribution network to reduce the electricity consumption while meeting the

needs of users;

. we have established an emergency preparedness team to formulate and implement
appropriate emergency plans and mechanisms and organise emergency drills and
training on a regular basis every year to improve our employees’ ability to cope with

emergencies; and

. we have purchased insurance for our heat exchange equipment and machinery to

mitigate risks of destruction and loss.

In order to reduce the risk of future climate change, we plan to apply clean and renewable
heat sources such as solar energy and geothermal energy to achieve a combination of
low-carbon heat sources when applicable. As renewable heat sources do not produce carbon
dioxide and other GHG emissions that contribute to global warming, such heat sources will
enable our Group to achieve our ESG target of reducing GHG emissions. Based on our business
development strategy and planning, we have identified climate-related opportunities in five
main aspects including resource efficiency, energy source, products and services, markets, and
business development resilience, with reference to the TCFD recommendations. For details of
these climate-related opportunities and the benefits of capitalising on such opportunities,

113

please refer to “— Environmental, social and governance — Environmental, social and
climate-related risks and opportunities — Climate-related opportunities” in this section. We
believe that these opportunities will accelerate the usage of low-carbon energy sources,
mitigating the pollution risks in our business operations by reducing our carbon footprint, all
of which can potentially allow us to reduce our operating costs in relation to GHG emissions,

thereby leading to an overall improvement in our business performance and financial results.
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In response to physical risks (driven by extreme weather events such as blizzards,
sandstorms, cold waves, and droughts), we have formulated detailed emergency plans and
educated our employees probably at risk on preparedness measures. In case of emergencies
(including natural disasters, accidents, public health events, and social security incidents), we
issue early graded warnings according to the urgency, the status and the possible consequences
of the emergency to ensure the safety of life and property of our employees and residents of

surrounding communities.

Given that our Group has invested in and will continue to invest in the use of clean heat
sources in the provision of heat services, the global objective of attaining carbon neutral
presents opportunities for our Group to distinguish itself from other players in the market as
a business which aligns with this trend. For details of the Group’s investment in clean heat
sources, see “— Our competitive strengths — We are able to utilise diversified heat sources,
providing clean and quality heat services” in this section. Our Group is prepared to adapt to
future changes in global and national policies which are expected to reflect the overall goal of

decarbonisation.

In addition to ESG policies and measures as aforementioned, our Group also adopted
various metrics and numeric targets on environmental-related matters of our business operation
based on historical data to implement our ESG Policy and achieve carbon neutrality by 2060.

113

For further details, see “— Environmental, social and governance — Metrics and targets on
environmental-related matters” and “Heat sources” in this section. In particular, each unit and
department of our Company is required to report the emission volume to the ESG Working
Group for assessment. We also promote “low carbon office environment” in our offices,
according to which our employees are encouraged to (i) consider twice before printing, (ii)
switch off the lightening services when they leave the offices; and (iii) reduce unnecessary
traveling if remote discussion can be achieved. Our Directors confirmed the above-mentioned
measures adopted by our Group for improving energy efficiency and reducing coal

consumption and carbon emission have been effective during the Track Record Period.

Under the low-carbon transformation of the global economy, we expect that clean heat
sources such as geothermal energy, solar energy, natural gas and air energy will show strong
competitiveness in the future heating market. Therefore, we are investing in developing
advanced technologies of waste heat recovery, solar energy, air energy and geothermal energy.
For our heating projects that have been completed and put into operation, we have taken the

following measures to improve our energy efficiency and reduce coal consumption:

. we have installed high-efficient, energy-saving and environment friendly boilers to
mitigate the pollution to the environment;

. we have installed our residual heat recycling and utilisation system inside
cogeneration plants to recover the exhaust heat for secondary heating; and

. we also use geothermal energy as a clean heat source for our heating business.
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Environmental protection

We operate our business with a responsible attitude towards the environment, actively
fulfil our corporate responsibilities, and promote green and sustainable development. In order
to achieve green operation, we have adopted a variety of energy conservation and emission
reduction measures to reduce energy consumption and pollutant emissions. Besides, we are
actively engaging in developing and utilising the use of clean energy in our business, and thus
to reduce GHG emissions during our operation.

We value the ecological value of natural environment, and we are committed to reducing
or eliminating the impact that our business may have on the environment. Our production
process is clean and efficient, and all projects meet the pollution discharge requirements
stipulated by the local governments. During the Track Record Period, we were not subject to
any administrative sanctions or penalties for violating environmental laws or regulations. We
will continue to strictly implement our environmental protection measures to ensure
compliance with the applicable PRC laws and regulations.

For the years ended 31 December 2020, 2021 and 2022, we incurred ESG-related costs
of approximately RMB1.4 million, RMB2.1 million and RMB2.1 million, respectively. The
costs were mainly related to our Group’s measures to ensure compliance with the applicable
environmental and health and safety laws and regulations. Going forward, we expect to incur
ESG-related costs of RMB2.3 million, RMB2.3 million and RMB2.5 million for the years
ending 31 December 2023, 2024 and 2025, respectively.

Reducing coal’s environmental impact and consumption

Our coal-fired boilers mainly come from Lanzhou Shuangliang. For the coal-fired boilers,
we have set up exhaust gas collection, treatment and monitoring facilities. We have taken a
variety of energy-saving and consumption-reducing measures, such as using clean heat sources
and developing a heating management software tool to improve resources efficiency, reduce
the intensity of resource consumption and GHG emissions, and reduce environmental impacts
from operations.

I. In terms of the selection and application of heat sources:

. the coal-fired boilers which we currently use in our Lanzhou New Area Project
were retrofitted in according to the “Plan for Winter Clean Heating in the
Northern Region (2017-2021)” (6T Hb [ 4 223 R I A )
(2017-2021)) ). We have installed flue gas denitrification, desulfurisation and
dust removal treatment devices. After the retrofit, the emission mass
concentration of each of particular matter, SO, and NOx produced by the
coal-fired boilers which we currently use in our Lanzhou New Area Project are
within the “Comprehensive Implementation of the Work Plan for Ultra-low
Emissions and Energy-Saving Transformation of Coal-fired Power Plants”

( (AT E MR R RO PR el TAEJ %) ) requisite  pollutant
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emission standard of 10 mg/m®, 35 mg/m® and 50 mg/m>, respectively. The
retrofitted coal-fired boilers were certified by the Lanzhou New Area Ecology
and Environment Bureau*® (BT @4 SEERY%J5)) in 2019, which can reduce

the pollution caused by exhaust emissions to the environment;

. develop and adopt clean energy such as geothermal energy as an alternative of

fossil fuels and contribute to the GHG emission reduction.

. use of two 15.7MW absorption lithium bromide heat pump to recover the heat
from our Lanzhou Shuangliang’s boiler desulfurisation tower. The annual
recovered heat was 160,000 GJ-200,000 GJ, which accounting for about 8% of
the total heat supply.

. work with cogeneration power plants in the region to recover the circulating
water and flue gas waste heat, the project has been put into operation, with a

scale of 6¥43.5MW and a heating capacity of 2.4 million square meters.
2. In terms of heating management:

. the heating management software tool is established to monitor the heat
production system and heating temperature in real time and combine the
monitoring parameters to realise automatic regulation of heating equipment,

reduce heat loss, and improve energy efficiency and heating safety;

. improve the raw coal sampling methods and use good quality coal for furnace

burning;

. conduct thermal insulation treatment on the heating system to improve heat
exchange efficiency, and also conduct regular inspection, cleaning and
maintenance of heating facilities to reduce heat loss and potential security

risks; and

. optimise the heating design scheme and equipment operation mode, reduce the
use of high-energy-consuming equipment, and run the circulating water pump
in an energy-saving mode to achieve the purpose of reducing energy

consumption.
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Metrics on environmental-related matters

Our ESG Working Group has identified the following key performance indicators
(“KPIs”) in relation to our provision of heat services (other than pipeline connection) under
concession for the years ended 31 December 2020, 2021 and 2022:

KPI Unit 2020 2021 2022

Resource usage

(1) Total energy kWh in *000s 734,643 600,180 688,601
consumption
Intensity kWh per 813 630 682
RMB1,000 of
revenue
generated

(a) Non-renewable

energy
consumption
Coal kWh in *000s 695,349 561,632 639,406
Gasoline kWh in *000s 91 205 84
Diesel fuel kWh in *000s 236 160 201
Natural gas kWh in *000s 2,078 1,943 2,299
Total kWh in *000s 697,754 563,940 641,990
Intensity kWh per 772 592 636
RMB1,000 of
revenue
generated
(b) Renewable
energy
consumption
Geothermal kWh in *000s 19,389 20,762 30,093
energy
Intensity kWh per 21 22 30
RMB1,000 of
revenue
generated
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KPI Unit 2020 2021 2022
(¢c) Purchased
energy
consumption
Electricity kWh in *000s 17,500 15,478 16,517
Intensity kWh per 19 16 16
RMB1,000 of
revenue
generated
(2) Total water m?> 135,570 129,161 181,380
consumption
Intensity m’ per 0.15 0.14 0.18
RMB1,000
of revenue
generated
GHG Emission
KPI Unit 2020 2021 2022
GHG emissions (Scope 1) tCO,e 240,620 194,341 221,103
GHG emissions (Scope 2) tCO,e 15,613 13,810 14,737
GHG total emissions tCO,e 256,233 208,151 235,840
Intensity tCO,e per 0.28 0.22 0.23
RMB1,000
of revenue
generated
Data description:
. Scope of entities: the provision of heat services (other than pipeline connection)

under the five heat service projects operated under concession under the auspices of
our Company, namely Taiyuan Project, Shanxi Demonstration Zone Project,
Shuozhou Project, Lanzhou New Area Project and Hulunbuir Project.

. Calculation of energy consumption: different types of energy consumption such as
coal, gasoline, diesel, natural gas and purchased electricity are converted to kWh.
The conversion coefficient of each energy unit refers to the “Energy statistics
manual (Annex 3 Units and Conversion Equivalents)” issued by International
Energy Agency.
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. The intensity represents the resources usage or the emissions per RMB1,000 of
revenue generated from our provision of heat services (other than pipeline
connection) and is calculated by dividing the resources usage or the emissions by the
revenue generated from our provision of heat services (other than pipeline
connection) under the five heat service projects operated under concession and times
1,000.

. The GHG emission calculation is based on two emission sources, namely direct
GHG emissions (coal, natural gas, gasoline and diesel for company vehicles), which
were calculated in accordance with the 2006 IPCC Guidelines for National
Greenhouse Gas Inventories ( {20064FIPCC B L% A8 % 457 ) ) and indirect
GHG emissions (purchased electricity), which were calculated in accordance with
2019 Annual Emission Reduction Project China Regional Grid Baseline Emission
Factors ( €20194FBEgPEIE B Hp B [ 3 FE A MEAR YRR F) ) issued by the
Ministry of Ecology and Environment of China (I8 %4 REERIEH).

2020 2021 2022

Key performance indicator Unit Emissions  Emissions  Emissions
NOx kg 38,736 43,191 30,297
SOx kg 2,276 3,903 8,335
Particulate matter kg 1,836 2,680 3,009
Total emissions kg 42,848 49,774 41,641
Intensity kg per 0.26 0.33 0.22

RMB1,000

of revenue

generated

Data description:

. The KPIs were calculated based on the total emissions produced by the coal-fired
boilers which we currently use and the revenue generated from provision of heat
service in our Lanzhou New Area Project.

Fluctuation of environmental data

There are many factors affecting the fluctuation of environmental data. The heating
demands and also the weather conditions were some of the main reasons. If the weather is too
cold for that year, then we need to increase the consumption of energy. In addition, our Group
has retrofitted the coal-fired boilers and installed new heating management system to monitor
heat loss and improve energy efficiency. Our Group also developed and adopted geothermal
energy and recovered the circulating water and flue gas waste heat. All these factors
contributed the fluctuation. Adoption of geothermal energy as a heat source for our Shanxi

Demonstration Zone Project positively impacts our environmental data in reducing GHG
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emissions because geothermal energy is a clean heat source and does not produce GHG
emissions. In 2022, the amount of heat generated from geothermal energy for our provision of
heat services amounted to the equivalent amount of heat generated from the combustion of
approximately 5,598 tonnes of coal, which enabled our Group to reduce approximately 10,406
tonnes of carbon dioxide in GHG emissions.

Emissions management

As mentioned previously, our Group has adopted the heating management system which
can help to achieve real-time operation monitoring, equipment remote control, automatic
output adjustment and problem solving, as well as the collection and analysis of operation data.
The technological achievements on heat supply service improves the quality of heating,
operational efficiency, and energy saving in our five heat service projects operated under
concession.

We use coal-fired boilers as one of the heat sources in our Lanzhou New Area Project, and
the coal-fired boilers we currently use installed flue gas denitrification, desulfurisation and
dust removal treatment devices and real time monitoring system. We measure exhaust gas from
coal-fired boilers we currently use by the following:

. The exhaust gas emission is regularly provided in the “monitoring information
record” to monitor the operation of the boiler;

. The entire combustion process is operated by a team with certified boiler workers
to ensure the proper use of equipment;

. In the event where an equipment is abnormal during operation, the emission shall be
stopped immediately. It can only be turned on after the problem is solved;

. If it exceeds the standard, the platform of pollution sources automatic monitoring
devices will alarm the Lanzhou city environmental protection office, and will make
the discharge meet the requirements according to the national standard.

Air emission performance and target

The coal-fired boilers which we currently use in our Lanzhou New Area Project comply
with the relevant pollutant emission standard accredited by the Lanzhou New Area Ecology and
Environment Bureau* ([ /M [ 25 fEBR 5% J5)), which follows the national emission standard in
accordance with the Technical Specifications for Flue Gas Extremely-low Emission
Engineering of Coal-fired Power Plant (Standard: HJ 2053-2018) (K& & it AR HE BORE UA HE
ARl R (R HE S5 HI2053-2018)) (the “Technical Specifications”). The average emission
mass concentrations of nitrogen oxides (NOx), sulfur oxides (SOx), and particulate matter
(PM) of coal-fired boilers which we currently use in our Lanzhou New Area Project were about
26.2mg/m>, 3.0mg/m>, and 2.2mg/m> for the year ended 31 December 2022, respectively,
which was significantly lower than the required emission mass concentration limit of 50
mg/m?, 35 mg/m? and 10 mg/m?® specified in the Technical Specifications.
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We will continue to seek different opportunities in reducing air emissions at sources and
currently our target is to maintain our emission mass concentration of NOx, SOx and PM below
the required emission mass concentration limit specified in the Technical Specifications.

Resource consumption and GHG emissions targets
In addition, our ESG Working Group has targets and goals concerning the reduction for

the resource consumption and GHG emission, which we expect to achieve by 31 December

2025. The following table sets out our targets by item.

Item Target
Resources Energy Reduce 5% of energy use intensity by 2025
Consumption Water Reduce 5% of water use intensity by 2025
Emissions GHG emissions Reduce 5% emission intensity of Scope 1 &

Scope 2 GHG emissions by 2025

PRC government’s plans to become carbon neutral by 2060

To achieve emission peaking before 2030 and net zero by 2060, the total consumption of
coal must be capped and subsequently reduced, while the phase-down of coal for heat

generation is a priority. The principal barriers are primarily not technological or economic.

The barriers are mostly related to changes in policies and legislation. In some cases, local
socioeconomic considerations play a role, with some regional jobs and local economies being
heavily dependent on coal. Addressing these barriers will require clear political direction
coupled with careful transition planning to mitigate socioeconomic impacts that may arise due

to transformation of the current energy systems.

Our Group has taken major steps to reduce emission from coal plants, such as started to
use cleaner energy like geothermal and recovered the circulating water and flue gas waste heat.
Further coordination is needed between energy planning authorities and local institutions.
Complementing and building on the 14th Five-Year Energy Plan, and on the 15-year mid-term
vision, a long-term roadmap for the transition between now and 2060 can guide the activities

of multiple stakeholders and reconcile the short- and long-term objectives of the PRC.

Our Group will work closely with National Ministries and secure the active support of
provincial administrations. It is particularly critical to find economically viable alternative
solutions, particularly for provinces that are economically dependent on coal. Our Group will
further learn what works and assess the existing demonstration plants that use natural gas, and
will begin to address essential enabling conditions including financing, infrastructure,
standard, and use of cleaner energy conditions when receive clear signal from the government.
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Given that the Lanzhou New Area Ecology and Environmental Bureau* (B M # [ 4: fEER
5iJA)) has accredited that our coal-fired boilers which we currently use in our Lanzhou New
Area Project comply with the relevant national pollutant emission standard in accordance with
the Technical Specifications for Flue Gas Extremely-low Emission Engineering of Coal-fired
Power Plant (Standard: HJ 2053-2018)* (K558 IRt A Pl O SRGA L T AR 4 il LB (R 98- H
2053-2018)), our Directors believe that the coal-fired boilers of our Group are able to satisfy
the national plan of achieving carbon peaking in 2030. We have no plan to replace our
coal-fired boilers for the time being as no concrete plan or measures have been announced in
view of achieving carbon neutrality by 2060 so far. The Lanzhou New Area Project uses
different heat sources, being heat produced by coal-fired boilers and residual heat collected at
plants. The Group will continuously monitor the development of the relevant government
policies and develop alternative heat sources to replace or supplement the coal-fired boilers.

Heat suppliers environmental assessment

Cogeneration plants in the PRC are highly regulated and monitored by the local
environmental authorities in the regions where they operate. Before cogeneration plants
commence operations, an assessment of the environmental impact of the plant and project
acceptance will be carried out by the local environmental authorities. In accordance with the
“Technical Specifications for the Continuous Detection of Flue Gas Emissions from Stationary
Pollution Sources™* ( {[& & V5 J ISR PR HUE AR T T KL #) ), third-party tests shall be
conducted on a monthly basis to ensure that local emission limits are being met by the
cogeneration plants.

Based on the above, our Directors are of the view that the relevant regulations and
policies in place provided a standard of the performance of the third- party heat suppliers from
the environmental perspective. In addition to the government policies in place, prior to formal
cooperation with the third-party heat suppliers, our Group requires prospective third-party heat
suppliers to provide the environmental impact report* (BRBEFZEH7) and environmental
protection project acceptance report* (E{RIH H B &) issued by third-party agents. Our
Group would also obtain and assess pollution monitoring reports* (75 45 HI#H5).

Our Group would regularly evaluate the third-party heat suppliers in terms of
environmental control performance, for example, to monitor the pollution monitoring reports.
In the event that any irregularities or serious pollutants were noticed by the management of the
Company, our Group would follow up by making enquiries with the third-party heat suppliers
and procure them to rectify such irregularities. Further inspection and assessments may be
conducted by our Group if necessary.

Our Group’s overall ESG performance

Our Group has robust initiatives on our ESG performance. We have mapped out our ESG
risks and set up the ESG Working Group to manage and mitigate ESG risks. For environmental
matters, our Group has relatively high exposure to risks of compliance costs in relation to
emissions regulation. Thus, we have implemented stringent measures such as the retrofit of
boilers, and installed a heat management system to monitor air emissions as to reduce our
exposure to such regulatory risks.
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Our Group’s air emission intensity was 0.22 kg per RMB 1,000 of revenue generated for
the year ended 31 December 2022, which was in line with the average air emission intensity
of our peers (being (i) a heat service provider in Jilin Province and a company listed on the
Main Board of the Stock Exchange; (ii) a heat service provider based in Shenyang, Liaoning
Province and a company listed on the Shenzhen Stock Exchange; and (iii) a heat service
provider based in Hangzhou, Zhejiang Province and a company listed on the Shanghai Stock
Exchange) (the “Peers”), being 0.22 kg per RMB1,000 of revenue generated for the same year.

In respect of GHG emissions, our Group has robust initiatives to reduce carbon emissions.
Our Group has started to utilize clean energy sources such as geothermal energy. Our Group’s
GHG emission intensity which was 0.23 tCO,e per RMB1,000 of revenue generated for the
year ended 31 December 2022, while the average GHG emission intensity of the Peers was 0.25
tCO,e per RMB1,000 of revenue generated for the same year.

In respect of resource consumption, our Group’s non-renewable energy consumption
intensity was 636 kWh per RMB1,000 of revenue generated for the year ended 31 December
2022, which was significant lower than that of 1,670 kWh per RMB1,000 of revenue of the
Peers for the same year.

We utilise geothermal heat as a heat source at our Shanxi Demonstration Zone Project.
Geothermal heat is classified as a low-carbon (green) energy (kAKX BEVR) by the National
Energy Administration* (B Z 82U /7). In accordance with the Measures of National Energy
Administration for Adopting Renewable Energy According to Local Conditions for Heat
Services ( CBZBETR R B A Hb il B A8Ck T B AR REVR AL REAH B TAEAY%E 1) ), the use of
geothermal heat is encouraged as a heat source for the provision of heat services in response
to the PRC Government’s mission to reduce carbon emission, and with a view to combating
climate change. However, as the availability and reserves of natural and power resources in

each province and city are different, none of the Peers use geothermal heat as a heat source.

Based on the above, the ESG performance of our Group falls within the average range
when compared with the Peers.

Social matters

Our Group has policies on compensation, dismissal, equal opportunities, diversity and
anti-discrimination. Our Group respects the gender, age and ethnicity of each person.
Accordingly, our Group gives each job applicant an equal opportunity and we have an internal
policy in place to ensure that there is no discrimination as to gender, age and ethnicity. We also
attach importance to develop an internal management system within our Group, characterised
by anti-bribery, anti-corruption and anti-fraud. By establishing such system, internal rules and
regulations are developed to strengthen the anti-corruption management, and to conduct related
trainings for our Board and all employees. We are committed to build a corporate culture of

fairness, openness, integrity, and honesty, aiming to maintain the good reputation of our Group.
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Employees are an important asset to our Group and their growth can contribute to the
development of our Group. We have developed a training management system* ( {35a/ll 45 3
fil#) ) and a mentor and apprentice management system* ( CFli#f fEE HEH] %) ), which set
clear regulations on issues such as departmental responsibilities, types of training, training
plans, training implementation and impact evaluation. We strive to enhance the quality of our
staff through channels, such as standardising training procedures and expanding training
modes, aiming to achieve the simultaneous growth of our staff and our Company. Occupational
health and safety is also one of our priorities. For details relating to occupational health and

safety, see “— Occupational health and safety” in this section.

Our Board has the collective and overall responsibility for establishing, adopting and
reviewing the ESG vision and target of our Group, identifying the KPIs and the relevant
measurements and evaluating, determining and addressing our ESG-related risks in accordance
with Appendix 27 to the Listing Rules, together with other applicable recommendations from
the Stock Exchange. Our Board will assess, evaluate the ESG-related risks and review our
existing strategy, target and internal controls. If necessary, improvement will be implemented
to mitigate the risks that are material to our business operation and Shareholders from time to
time. After the [REDACTED], we will publish an ESG report annually in accordance with
Appendix 27 to the Listing Rules to qualitatively and quantitatively analyse and disclose
important ESG matters, risk management and the accomplishment of key performance

objectively.
PROPERTIES
Owned properties

As at the Latest Practicable Date, we had obtained the immovable property rights of two
parcels of land and nine buildings (including the relevant parcels of land) in the PRC with an
aggregate site area of approximately 117,830.53 sq.m. (excluding commonly owned
commercial use land (7 2E I 25 4h) and commonly owned urban residential land (35
fEEHA <)) and an aggregate GFA of approximately 54,904.5 sq.m., which are mainly used
for our industrial use, commercial land use and commercial building use.

- 317 -



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

BUSINESS

A summary of our owned land and buildings as at the Latest Practicable Date is set out

below:
Approximate
site area/
commonly
owned land  Approximate
No. Location Properties held Owner Usage (XET) GFA
(sg.m. (sg.m.
1 Building No. 1&2, 168 Production House, Taiyuan Industrial use 20,877.73 25,071.78
South Wucheng Road Nos. 1-6 Building No. I, ~ Renewable
Taiyuan, Shanxi 168 South Wucheng Energy
Province Road, Taiyuan, Shanxi
Province
2 Building No. 1&2, 168 Ist Floor Parking Lot, Taiyuan Industrial use/ 20,877.73 2,565.58
South Wucheng Road Building No. 1, 168 Renewable parking lot
Taiyuan, Shanxi South Wucheng Road, Energy
Province Taiyuan, Shanxi
Province
3 Building No. 1&2, 168 No. I Kitchen, Building ~ Taiyuan Industrial use/ 20,877.73 072.40
South Wucheng Road No. 2, 168 South Renewable public utilities
Taiyuan, Shanxi Wucheng Road, Taiyuan, ~ Energy (50 years)
Province Shanxi Province
4 Building No. 1&2, 168 Floor Nos. 1- 12, Research Taiyuan Industrial use/ 20,877.73 19,178.56
South Wucheng Road Block, Building No. 2, Renewable research
Taiyuan, Shanxi 168 South Wucheng Energy centre
Province Road, Taiyuan, Shanxi
Province
5 Building No. 1&2, 168 No. 1 Warehouse, Building Taiyuan Industrial use/ 20,877.73 204.78
South Wucheng Road No. 2, 168 South Renewable warehouse
Taiyuan, Shanxi Wucheng Road, Taiyuan, ~ Energy
Province Shanxi Province
6 S-16, East to Mayi Road ~ S-16, East to Mayi Road ~ Taiyuan Urban 89,219.99 1,059.51
and west to and west to Renewable residential
Development Road, Development Road, Energy use, other
Shuocheng District Shuocheng District commercial
land use/
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Approximate
site area/
commonly
owned land  Approximate
No. Location Properties held Owner Usage (‘ERH) GFA
(sq.m.) (sq.m.)
I S-20, East to Mayi Road ~ S-16, East to Mayi Road ~ Taiyuan Urban 89,219.99 1,049.29
and west to and west to Renewable residential
Development Road, Development Road, Energy use, other
Shuocheng District Shuocheng District commercial
land use/
residential use
8 S-19, East to Mayi Road ~ S-16, East to Mayi Road ~ Taiyuan Urban 89,219.99 282.21
and west to and west to Renewable residential
Development Road, Development Road, Energy use, other
Shuocheng District Shuocheng District commercial
land use/
residential use
9 S-21, East to Mayi Road ~ S-16, East to Mayi Road ~ Taiyuan Urban 89,219.99 109.35
and west to and west to Renewable residential
Development Road, Development Road, Energy use, other
Shuocheng District Shuocheng District commercial
land use/
residential use
10 S-21-2, East to Mayi Road  S-16, East to Mayi Road ~ Taiyuan Urban 89,219.99 113.10
and west to and west to Renewable residential
Development Road, Development Road, Energy use, other
Shuocheng District Shuocheng District commercial
land use/
residential use
11 S-22, East to Mayi Road ~ S-16, East to Mayi Road ~ Taiyuan Urban 89,219.99 1,462.05
and west to and west to Renewable residential
Development Road, Development Road, Energy use, other
Shuocheng District Shuocheng District commercial
land use/
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Approximate
site area/
commonly
owned land  Approximate
No. Location Properties held Owner Usage (‘ERH) GFA
(sq.m.) (sq.m.)
12 §-23, Bast to Mayi Road ~ S-16, East to Mayi Road  Taiyuan Urban 89,219.99 356.17
and west to and west to Renewable residential
Development Road, Development Road, Energy use, other
Shuocheng District Shuocheng District commercial
land use/
residential use
13 North to Bei'er Street and ~ North to Bei’er Street and ~ Hulunbuir Public facilities 30,000 -
west to Wangcheng west to Wangcheng Shuangliang
Road Hulunbuir, Inner Road, Hulunbuir, Inner
Mongolia Autonomous Mongolia Autonomous
Region Region
14 Heping Garden 2-6 No. 105, Heping Garden ~ Hulunbuir Other 136,588 264.70
No. 101 & 1-7 No. 105,  Nos. 2-7, Fendouban, Shuangliang commercial
Fendouban South South Manzhouli Road, land use/
Manzhouli Road Hulunbuir, Inner commercial
Hulunbuir, Inner Mongolia Autonomous building use
Mongolia Autonomous Region
Region
15 Heping Garden 2-6 No. 101, Heping Garden ~ Hulunbuir Other 136,588 150.37
No. 101 & 1-7 No. 105, Nos. 2-6, Fendouban, Shuangliang commercial
Fendouban South South Manzhouli Road, land use/
Manzhouli Road Hulunbuir, Inner commercial
Hulunbuir, Inner Mongolia Autonomous building use
Mongolia Autonomous Region
Region
16 Fuqiang Garden No. 12-0-109, Fuqiang Hulunbuir Other 62,776 209.04
Nos. 12-0-109 & 11-0- Garden, Fendouban, Shuangliang commercial
101 Fendouban, South South Manzhouli Road, land use/
Manzhouli Road Hulunbuir, Inner commercial

Hulunbuir, Inner
Mongolia Autonomous
Region

Mongolia Autonomous
Region
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Approximate
site area/
commonly
owned land  Approximate
No. Location Properties held Owner Usage (‘ERH) GFA
(sq.m.) (sq.m.)
17 Puqiang Garden No. 11-0-101, Fugiang Hulunbuir Other 62,776 209.30
Nos. 12-0-109 & 11-0- Garden, Fendouban, Shuangliang commercial
101 Fendouban, South South Manzhouli Road, land use/
Manzhouli Road Hulunbuir, Inner commercial
Hulunbuir, Inner Mongolia Autonomous building use
Mongolia Autonomous Region
Region
18 10/F, 11/F, Integrated 21-2-2-1001, Fendouban,  Hulunbuir Office 82,041.10 06.72
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2, Shanshuiyiyuan,
Hulunbuir Hulunbuir
19 10/, 11/F, Integrated 21-2-2-1002, Fendouban, ~ Hulunbuir Office 82,041.10 06.17
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
20 10/F, 11/F, Integrated 21-2-2-1003, Fendouban, ~ Hulunbuir Office 82,041.10 06.17
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
21 10/F, 11/F, Integrated 21-2-2-1004, Fendouban, ~ Hulunbuir Office 82,041.10 06.20
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2, Shanshuiyiyuan,
Hulunbuir Hulunbuir
22 10/, 11/F, Integrated 21-2-2-1005, Fendouban,  Hulunbuir Office 82,041.10 81.15
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
23 10/F, 11/F, Integrated 21-2-2-1006, Fendouban, ~ Hulunbuir Office 82,041.10 59.92
Building, No. 21 South Hulunbuir Street,  Shuangliang

Shanshuiyiyuan Phase 2,
Hulunbuir

Shanshuiyiyuan,
Hulunbuir
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Approximate
site area/
commonly
owned land  Approximate
No. Location Properties held Owner Usage (‘ERH) GFA
(sq.m.) (sq.m.)
24 10/F, 11/F, Integrated 21-2-2-1007, Fendouban,  Hulunbuir Office 82,041.10 01.37
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2, Shanshuiyiyuan,
Hulunbuir Hulunbuir
25 10/F, 11/F, Integrated 21-2-2-1008, Fendouban,  Hulunbuir Office 82,041.10 61.37
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
26 10/E, 11/F, Integrated 21-2-2-1009, Fendouban,  Hulunbuir Office 82,041.10 05.65
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
27 10/F, 11/F, Integrated 21-2-2-1010, Fendouban, ~ Hulunbuir Office 82,041.10 92.22
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2, Shanshuiyiyuan,
Hulunbuir Hulunbuir
28 10/F, 11/F, Integrated 21-2-2-1011, Fendouban, ~ Hulunbuir Office 82,041.10 61.72
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
29 10/E, 11/F, Integrated 21-2-2-1012, Fendouban, ~ Hulunbuir Office 82,041.10 01.72
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
30 10/F, 11/F, Integrated 21-2-2-1013, Fendouban, ~ Hulunbuir Office 82,041.10 03.46
Building, No. 21 South Hulunbuir Street, ~ Shuangliang

Shanshuiyiyuan Phase 2,
Hulunbuir

Shanshuiyiyuan,
Hulunbuir
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Approximate
site area/
commonly
owned land  Approximate
No. Location Properties held Owner Usage (‘ERH) GFA
(sq.m.) (sq.m.)
31 10/F, 11/F, Integrated 21-2-2-1014, Fendouban,  Hulunbuir Office 82,041.10 99.30
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
32 10/F, 11/F, Integrated 21-2-2-1101, Fendouban, ~ Hulunbuir Office 82,041.10 06.72
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
33 10/, 11/F, Integrated 21-2-2-1102, Fendouban,  Hulunbuir Office 82,041.10 00.17
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
34 10/F, 11/F, Integrated 21-2-2-1103, Fendouban, ~ Hulunbuir Office 82,041.10 00.17
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
35 10/F, 11/F, Integrated 21-2-2-1104, Fendouban, ~ Hulunbuir Office 82,041.10 06.20
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
36 10/, 11/F, Integrated 21-2-2-1105, Fendouban, ~ Hulunbuir Office 82,041.10 81.15
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2, Shanshuiyiyuan,
Hulunbuir Hulunbuir
37 10/E 11/E, Integrated 21-2-2-1106, Fendouban, ~ Hulunbuir Office 82,041.10 59.92
Building, No. 21 South Hulunbuir Street, ~ Shuangliang

Shanshuiyiyuan Phase 2,
Hulunbuir

Shanshuiyiyuan,
Hulunbuir
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Approximate
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No. Location Properties held Owner Usage (‘ERH) GFA
(sq.m.) (sq.m.)
38 10/E 11/, Integrated 21-2-2-1107, Fendouban, ~ Hulunbuir Office 82,041.10 61.37
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
39 10/F, 11/F, Integrated 21-2-2-1108, Fendouban, ~ Hulunbuir Office 82,041.10 01.37
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
40 10/, 11/F, Integrated 21-2-2-1109, Fendouban, ~ Hulunbuir Office 82,041.10 05.65
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
41 10/F, 11/F, Integrated 21-2-2-1110, Fendouban, ~ Hulunbuir Office 82,041.10 92.22
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
42 10/F, 11/F, Integrated 21-2-2-1111, Fendouban, ~ Hulunbuir Office 82,041.10 01.72
Building, No. 21 South Hulunbuir Street,  Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
43 10/F, 11/F, Integrated 21-2-2-1112, Fendouban,  Hulunbuir Office 82,041.10 601.72
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
44 10/F, 11/F, Integrated 21-2-2-1113, Fendouban,  Hulunbuir Office 82,041.10 03.46
Building, No. 21 South Hulunbuir Street, ~ Shuangliang

Shanshuiyiyuan Phase 2,
Hulunbuir

Shanshuiyiyuan,
Hulunbuir
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Approximate
site area/
commonly
owned land  Approximate
No. Location Properties held Owner Usage (‘ERH) GFA
(sq.m.) (sq.m.)
45 10/F, 11/F, Integrated 21-2-2-1114, Fendouban,  Hulunbuir Office 82,041.10 99.30
Building, No. 21 South Hulunbuir Street, ~ Shuangliang
Shanshuiyiyuan Phase 2,  Shanshuiyiyuan,
Hulunbuir Hulunbuir
46 ES #20 north to Guihua ~ ES #20 north to Guihua ~ Lanzhou Public facilities 60,952.80 -
Road and ES #15 west Road and ES #15 west Shuangliang
to Guihua Lu Lanzhou, to Guihua Lu, Lanzhou,
Gansu Province Gansu Province

Property activities

We occupy certain properties in the PRC in connection with our business operation. As
at 31 March 2023, certain of our property interests that are for property activities had a carrying
amount of 1% or above of our total assets. For details of such properties valued by our property
valuer (the “Valued Properties”), see the property valuation report as set out in Appendix IV
to this document pursuant to Rule 5.01A of the Listing Rules. Save and except for the Valued
Properties, our Directors confirmed that as at 31 March 2023, no single property interest of
ours that are for property activities had a carrying amount of 1% or above of our total assets
and the total carrying amount of property interests not valued did not exceed 10% of our total

assets.

Our Directors confirm that as at 31 March 2023, no single property interest that did not
form part of our property activities had a carrying amount of 15% or more of our total assets.

Owned heat service facilities

As at the Latest Practicable Date, we owned and operated primary distribution pipelines
with an aggregate length of approximately 546.9 km. As at the same date, we owned one heat
exchange station located on our land, and 13 heat exchange stations located on third-party
owned land.
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Leased properties

these leased properties as at the Latest Practicable Date is set out below:

No.

As at the Latest Practicable Date, we leased certain properties in the PRC. A summary of

-326 -

Approximate
Location Landlord Tenant Lease period Usage GFA
(sq.m.)
Room 202, Shuangliang Our Company ~ From 1 January Office 212.5
2/F, No. 15 Spandex 2022 to
Shuangliang 31 December
Road, Ligang 2024
Street, Jiangyin,
Jiangsu Province
7/IE, Jiangyin Jiangyin Hotel Our Company ~ From 1 January Office 50
International 2023 to
Hotel, No. 299 31 December
Chengjiang West 2025
Road, Jiangyin,
Jiangsu Province
7/F, Jiangyin Our Company Wise Living From 1 January Non-residential 30
International Energy 2023 to usage
Hotel, No. 299 31 December
Chengjiang West 2025
Road, Jiangyin,
Jiangsu Province
15/F, Incubator Shuangliang Zhengzhou From 18 Office Not specified
No. 1, Group (Henan) Wise Living September 2020
Xinmin City Environmental to 17 September
Environmental, Technology Co., 2023
Innovation and Ltd.* (B REMH
Entrepreneurship (V1R SRBERHE
Complex, HIRAH)
Intersection of
Migi Road and
Renhe Road,
Quliang Town,
Xinmi City,
Zhengzhou,
Henan
Province'”’
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Approximate
No. Location Landlord Tenant Lease period Usage GFA
(sg.m.)

5 Room 903-915 and Lanzhou New Lanzhou From 2 April 2023 Office 830

Room 9001, Area Shuangliang to 1 July 2023

Fuhua Building, ~ Technology and

No. 1 Innovation

Zhongchuan Management

Street, New Co., Ltd.*

Area, Lanzhou, (B R

Gansu Province AT #EE A

W)

6 Room 2012, North ~ Mr. Ma Hongxing ~ Lanzhou From 18 July 2018 Office 337.38

Tower, Gansu Shuangliang to 15 August

Chamber of 2023

Commerce

Building,

Beimiantan,

Chengguan

District,

Lanzhou, Gansu

Province
7 Room 2012, North  Lanzhou Gansu Smart Five years from Commercial usage 377.38

Tower, Gansu
Chamber of
Commerce
Building,
Beimiantan,
Chengguan
District,
Lanzhou, Gansu
Province

Shuangliang

Energy
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Approximate
No. Location Landlord Tenant Lease period GFA
(sg.m.)
33-102, Zone A, Lanzhou Track Lanzhou From 1 January Office and business 220
Rainbow City, Industrial Shuangliang 2023 to
New Area, Investment 31 December
Lanzhou, Gansu  Co., Ltd* (B 2023
Province WHEEREAR
),
formerly known
as Lanzhou
Subway
Business Hotel
Management
Co., Ltd.* (HIM
T O
EHARAT)
33-1024 Lanzhou Gansu | January 2023 to  Commercial use Not specified
Southwestern Shuangliang Shuangliang 31 December
Corner, Zone A, 2023
Rainbow City,
New Area,
Lanzhou, Gansu
Province'”
1/F, 8/F, No. 168,  Taiyuan Shanxi | January 2017 to  Industrial usage 3,000
Wuchengnan Renewable Shuangliang 31 December
Road, Energy Renewable 2036
Tanghuaiyuan Energy
Area, Taiyuan,
Comprehensive
Reform
Demonstration
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No. Location

Landlord

Tenant Lease period

Approximate
Usage GFA

11 4/F, No. 168,
Wuchengnan
Road,
Tanghuaiyuan
Area, Taiyuan,
Comprehensive
Reform
Demonstration
Zone, Shanxi
Province

12 3/F, No. 168,
Wuchengnan
Road,
Tanghuaiyuan
Area, Taiyuan,
Comprehensive
Reform
Demonstration
Zone, Shanxi
Province

13 9/F, No. 168,
Wuchengnan
Road,
Tanghuaiyuan
Area, Taiyuan,
Comprehensive
Reform
Demonstration
Zone, Shanxi
Province

Taiyuan
Renewable
Energy

Taiyuan
Renewable
Energy

Taiyuan
Renewable
Energy

Shanxi 1 September 2018
Demonstration  to 31 August
Zone Heat 2038

Supply

Shanxi Smart 1 January 2017 to
Life 31 December
2036

Shanxi Carbon 1 January 2017 to
31 December

2036

Trading
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No. Location

Landlord Tenant

Lease period Usage

Approximate
GFA

14 9/F, No. 168,
Wuchengnan
Road,
Tanghuaiyuan
Area, Taiyuan,
Comprehensive
Reform
Demonstration
Zone, Shanxi
Province

15 Room 1101, 11/F,
Unit 2, Building
A20,
Liugangyuan,
Nanhuan Road,
Pingcheng Area,
Datong, Shanxi
Province

16 15/F, Incubator
No. 1,
Xinmin City
Environmental,
Innovation and
Entrepreneurship
Complex,
Intersection of
Miqi Road and
Renhe Road,
Quliang Town,
Xinmi City,
Zhengzhou,
Henan

Province'”

Taiyuan Shanxi

Renewable Shuangliang

Energy New Energy

Mr. Fu Shengliang  Datong From [ January

Renewable
Energy

Tech-Thermal
(Zhengzhou)

Shuangliang
Group (Henan)
Environmental
Technology Co.,
Ld* (BRAEH
(TR BRI R
HIRA)
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1 January 2017 to

From

Industrial usage
31 December
2036

Office
2019 to
1 January 2034

Office
10 December

2020 to

9 December

2023

(sqm.

200

145.24

Not specified
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Approximate
Location Landlord Tenant Lease period Usage GFA
(sg.m.)
Room 403, Baotou New Wise Living From Office 60
Tumote Yougi Industrial Co., Energy 15 November
New Industrial Ltd.* (GEHH  (Baotou) 2022 to
Park HEEARALE 14 November
Management /NG 2023
Committee
Administrative
Office, Baotou,
Inner Mongolia
Autonomous
Region'”!
Room 1601, China Life Inner Mongolia ~ From 1 August Office 141

Section 3, Insurance Wise Living 2022 to 31 July
Ziguangyuan Company Ltd. 2027
Commercial Inner Mongolia
Building, Autonomous
Juhua Century Region Branch
City,
Hailar East
Street,
Xincheng District,
Hohhot City,
Inner Mongolia
Autonomous
Region

Note:
(1) As at the Latest Practicable Date, no real estate certificates had been obtained for these properties.

(2)  The lease for this property was terminated on 10 March 2023.

As at the Latest Practicable Date, no real estate certificates had been obtained by the
landlords for three out of the 18 leased properties set forth above (namely, properties no. 4, 16
and 17). Save for these three leased properties, real estate certificates of all other 15 leased
properties had been obtained by the landlords as at the Latest Practicable Date.
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Details of these three leased properties with no real estate certificates are as follows:

. In respect of properties no. 4 and 16, as at the Latest Practicable Date, no real estate
certificate had been obtained by the landlord for these properties. The overall
development of the industrial park in which these properties are located has not yet
completed. The corresponding real estate certificates could be applied for by the
landlord of the industrial park upon completion. Since the industrial park is a
public-private partnership development project in collaboration with the
government, considering the extent of governmental involvement, our Directors
consider that the risk of us being evicted from or requested to cease to use these

properties due to the lack of real estate certificates is extremely low.

. In respect of property no. 17, as at the Latest Practicable Date, no real estate
certificate had been obtained by the landlord for this property, as the relevant
procedures for registration of the land had not been processed. The application for
real estate certificate for the property built on the land therefore has not yet
commenced. Since the landlord is a State-owned company, our Directors consider
that the risk of us being evicted from or requested to cease to use this property due
to the lack of real estate certificates is extremely low.

Our PRC Legal Advisers have advised that (i) it is the property owner’s responsibility to
obtain the relevant real estate certificates, and we as a tenant do not have the authority nor
responsibility to apply for any title certificate for such properties; and (ii) the absence of real
estate certificates for these three leased properties did not come about as a result of
non-compliance of any relevant PRC laws or regulations on the part of our Group. Since such
leased properties are primarily for office use, and alternative properties are readily available,
we do not expect it to be difficult for us to relocate to alternative premises even if we are
evicted from these leased properties. Our Directors are therefore of the view that the potential
relocation, if any, from these leased properties will not have a material adverse impact on our

business operations.

Further, as at the Latest Practicable Date, we leased (i) 451 third-party owned heat
exchange stations and the land on which they are located and (ii) the land on which the 13
self-owned heat exchange stations are located. We have obtained written permissions from or
entered into agreements with lessors who granted us the right to use the heat exchange stations
and/or the lands, where we were effectively leasing the heat exchange stations. Some of the
leases were for free, while some of them were for a fee payable by us. For details, see

“— Properties — Heat exchange stations for our heat service operation” below.
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Failure to register lease agreements
Event of non-compliance and reasons

During the Track Record Period and up to the Latest Practicable Date, none of the 18 of

the lease agreements of the aforementioned properties leased by us had been registered by us.

In respect of three of the lease agreements, we were unable to register the corresponding
lease agreements with the relevant government authorities as we did not have the relevant real
estate certificates as required. In respect of the remaining 15 lease agreements, we were unable
to register them with the relevant government authorities primarily because the landlords did
not cooperate with us as needed for completing the registration. According to applicable PRC
administrative regulations, landlords need to provide us with certain documents (such as their
business licences or identification information) in order to complete the registration.

Legal consequences

According to the Urban Real Estate Administration Law of the PRC ( (% A [ ILFN[=H
T B5 M EE S %) ), the Commercial Building Leasing Administrative Measures ( (i i 5
EHEEEAE) ) and other relevant laws and regulations, the relevant local governments
may require the rectification of the non-registration of lease agreements within a certain period
of time. If rectification is not made within the specified time, we may be subject to a fine
ranging from RMB1,000 to RMB10,000 for each unregistered lease agreement. As advised by
our PRC Legal Advisers, the maximum potential penalty we may face in relation to these 18
unregistered lease agreements is RMB180,000 in aggregate.

As at the Latest Practicable Date, we had not received any such request to rectify and

register such lease agreements from the relevant government authorities.
Remedial measures and enhanced internal control measures

As the registration of 18 lease agreements will require the cooperation from the landlords
or will require the landlords to obtain the relevant real estate certificates, which is not within
our control, we will submit the application documents for lease registration once those
documents are in order. We will, as soon as practicable, complete the filing and registration
procedures for the relevant lease agreements that the landlords are willing to cooperate, and
will also actively communicate with the landlords to ask for their cooperation to register and
file the lease agreements and/or documents for all the outstanding unregistered lease

agreements.
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We have adopted internal control policies requiring our Group to (i) assign a designated
person to complete the registration and filing of the lease agreements with the relevant
government authorities upon signing; (ii) record such registration and filing of the lease
agreements; (iii) regularly follow up on the status of registering and filing outstanding lease
agreements and/or documents; and (iv) assign another designated person to conduct regular
checks on whether all newly entered lease agreements have been duly registered with the
relevant government authorities or the required documents have been in the process of being
obtained for completing the registration. Our internal control consultant has reviewed the
corresponding enhanced internal control policies which our Group has adopted, and did not

have any further recommendation after such review.

Based on the above, our Directors are of the view, and the Sole Sponsor concurs, that the
enhanced internal control measures adopted by our Group are adequate, effective and sufficient

in preventing recurrence of similar future non-compliance.
Impact on our Group

As advised by our PRC Legal Advisers, under the Civil Code of the PRC ( {13 A &4t
FE] RIEHL) ), the non-registration of the lease agreements does not affect the validity and
enforceability of the lease agreements. Also, our PRC Legal Advisers have confirmed that no
administrative penalty has been imposed by the relevant government authorities on our Group
for our non-registration of the lease agreements for the Track Record Period. Our Group has
undertaken that if our Group is requested by the relevant government authorities to rectify the
non-registration, we will follow the requisite procedures accordingly. Based on the above, our
PRC Legal Advisers have advised that the risk of our Group being penalised for such

non-compliance under the relevant PRC laws is low.

Our Directors have confirmed that based on the advice of our PRC Legal Advisers
aforementioned, the maximum amount of potential penalties of RMB200,000, should it be

levied, would merely account for a minimal portion of our total revenue.

Furthermore, pursuant to the Deed of Indemnity, our Controlling Shareholders will
indemnify our Group against any claims, fines and other liabilities from such non-registration
of the lease agreements. Our Directors are of the view that, based on the advice from our PRC
Legal Advisers, such non-compliance does not and will not have any material impact on the

operations or financial conditions of our Group.
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Other properties occupied by us

A summary of other properties occupied by us as at the Latest Practicable Date is set out

below:
Approximate  Approximate
No. Location Occupant Usage area GFA
(sq.m.) (sq.m.)
1 Floor 4-7 of Ao’lin Central Square Taiyuan Other 4,405.86 -
Block A located at south to Renewable commercial (construction
Beizhang Village, north to Jinyang Energy land use/ area)
Street, west to Tiyu Road and East commercial
to Hangxiao area, Taiyuan City, building use
Shanxi Province (the “Shantou
Complex”)
2 Building 1 and Building 2, Shuozhou Other 6,055.65 -
District 2, south advanced business Renewable commercial (construction
park, Jinsha Botanical Garden, Energy land use/ area)
Shuocheng District, Shuozhou City, commercial
Shanxi Province (the “Jinsha building use
Buildings”)
3 Plot 4-06-2 Zone 1, Shanxi Public utility 9,697.82 -
Science and Technology Innovation ~ Demonstration  land use (site area)
City, Shanxi Transformation and Zone Heat
Comprehensive Reform Supply

Demonstration Zone Taiyuan City,
Shanxi Province (the “Science and
Technology Innovation City Land
Plot”)

(a) Shantou Complex

Failure to obtain relevant complete real estate certificate or complete relevant construction

acceptance checks

During the Track Record Period, relevant construction acceptance checks in relation to
the Shantou Complex were not completed. As advised by our PRC Legal Advisers, we were
neither the land owner nor the owner of construction project, and were not the party responsible
for the construction of the Shantou Complex, and were therefore not permitted under relevant
PRC laws and regulations to complete the relevant construction acceptance checks. On 28 July
2021, we obtained a written confirmation from the Construction and Public Utilities
Department of the Management Committee of Shanxi Transformation and Comprehensive
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Reform Zone* (LI PGHEI £x A ol 7 i [0 5 P 25 B & g sl BN ) 5 268 88) confirming that
(i) our use of the Shantou Complex did not constitute a non-compliance under the relevant PRC
laws and regulations; and (ii) no penalty had been or will be imposed on us for our use of the
Shantou Complex. Our PRC Legal Advisers have confirmed that the Construction and Public
Utilities Department of the Management Committee of Shanxi Transformation and
Comprehensive Reform Zone is the relevant competent authority to provide the
aforementioned confirmation. As such, our PRC Legal Advisers advised that our use of the
Shantou Complex without completing the relevant construction acceptance checks did not
constitute a non-compliance on our part under the relevant PRC laws and regulations. As
advised by our PRC Legal Advisers, as we are not the party responsible for the construction
of the Shantou Complex, the risk of our Group being penalised for our occupation or use of the
relevant premises and being required to vacate from the relevant premises is remote. During
the Track Record Period, our Group had not been penalised in respect of the failure to complete
such checks. Our Directors expect that relevant construction acceptance checks in relation to
the Shantou Complex will be completed by the end of 2023. We have adopted internal control
measures to ensure that the relevant construction acceptance checks are completed in
preventing recurrence of similar incidents by seeking the relevant party responsible for
construction to provide confirmation to us that the relevant checks have been completed. If
such checks are not completed, we will seek to urge prompt rectification works to be done by
the relevant constructing party. Our construction department conducts regular review and
supervises the process of construction in relation to properties occupied and used by us. When
required, we will engage an external legal counsel to verify and provide legal opinions as to

the legal status of the properties and/or construction works.

The Shantou Complex was initially developed under a real estate development project by
a real estate developer (the “First Shantou Developer”) which is an Independent Third Party.
In 2010, such real estate development project was transferred to another real estate developer
(the “Second Shantou Developer”) which is also an Independent Third Party. The Second
Shantou Developer then granted an investment company (the “Investment Company”), which
is an Independent Third Party, the right to engage in the sale of commercial housing on its
behalf. In March 2014, we entered into a property sale and purchase agreement with the
Investment Company to purchase the Shantou Complex. As at the Latest Practicable Date, we
have paid approximately 94.5% of the consideration for the Shantou Complex. According to
confirmations issued by the Investment Company and the Second Shantou Developer, it was
agreed that we would only be required to pay the remaining portion of the consideration after
the real estate certificate for Shantou Complex has been obtained, and that they would not take
actions against us for breach of contract for the failure to fully pay the consideration before

occupying and using Shantou Complex.
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As advised by our PRC Legal Advisers, according to the Rules for the Implementation of
the Provisional Regulations on the Registration of Real Property ( {ASE) & &5 B 1 0600 i
AHHIY ), we would not be able to obtain a complete real estate certificate (/SHZE RERFE) until
the Second Shantou Developer had completed the first registration to obtain the real estate
certificates for both the land use right and building ownership (T Huff FIHE - 75 2 A HESHE
PAE) EHERE ) for the whole real estate development project. The Second Shantou
Developer went through the necessary procedures and obtained a real estate certificate in
respect of the land use right (LHbfdf FIRESMERARE EMHERFE) of the Shantou Complex.
However, the Second Shantou Developer had not yet completed the first registration to obtain
the real estate certificate in respect of building ownership (J5 & JIr A TES E 1) AN Bl 2 R 25 )
for the whole real estate development project. We were therefore not able to complete the
relevant procedures to obtain a complete real estate certificate for the Shantou Complex. As
confirmed by our Directors, the Second Shantou Developer is in the process of obtaining the
complete real estate certificate for Shantou Complex, and such real estate certificate is
expected to be obtained by the end of 2023. We will seek to obtain the complete real estate
certificate for the Shantou Complex as soon as practicable when the Second Shantou Developer
has completed the first registration to obtain the real estate certificates for both the land use
right and building ownership for the whole real estate development project. Our PRC Legal
Advisers have advised that when the Second Shantou Developer has obtained the complete real
estate certificate, there is no material legal impediment that would prevent us from obtaining

the complete real estate certificate for Shantou Complex.

We have obtained written confirmations from the Investment Company and the Second
Shantou Developer that we are entitled to occupy the Shantou Complex despite the absence of
a complete real estate certificate. Our PRC Legal Advisers have confirmed that the

aforementioned written confirmations from them are legally binding.

Our PRC Legal Advisers have advised that (i) it is unlikely that we will be ordered to
vacate the Shantou Complex, and that our entitlement to occupy, use and further lease some
premises of the Shantou Complex is unlikely to be affected; and (ii) our use of the Shantou
Complex in the absence of the complete real estate certificate (NE)ERE ) caused by the
above-mentioned reasons did not constitute a non-compliance on our part under the relevant

PRC laws and regulations.
Failure to register six tenancy agreements of the Shantou Complex
Event of non-compliance and reasons

During the Track Record Period and up to the Latest Practicable Date, we leased out
certain premises of the Shantou Complex and were unable to register the six tenancy
agreements of the corresponding units of the Shantou Complex that we leased out as we did

not have the relevant real estate certificate for Shantou Complex as required.
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Legal consequences

Pursuant to the Commercial Building Leasing Administrative Measures* (55 2 E
EIRHHL), parties to tenancy agreements (i.e. landlords and tenants) shall jointly file the
tenancy agreements with the relevant government authorities for registration within 30 days
after the execution of the tenancy agreements, and provide the relevant real estate certificates
(RE)EHEFE) and identity proof/business licences of the landlords and tenants. If the
administrative measures are violated, according to the Urban Real Estate Administration Law
of the PRC ( (i A\ RFLANEI T 5 HhE & 3% ) ), the Commercial Building Leasing
Administrative Measures ( (FifE EHEEHPHL) ) and other relevant laws and
regulations, the relevant local governments may require the rectification of the non-registration
within a certain period of time. If rectification is not made within the specified time, individual
owners or tenants may be subject to a fine up to RMB1,000 and corporate owners or tenants
may be subject to a fine up to RMB10,000 for each unregistered lease or tenancy agreement.
As advised by our PRC Legal Advisers, the maximum potential penalty we may face in relation
to these six unregistered tenancy agreements is RMB60,000 in aggregate.

As at the Latest Practicable Date, we had not received any such request to rectify the
non-registration of such tenancy agreements from the relevant government authorities.

Remedial measures and enhanced internal control measures

We have adopted internal control policies requiring our Group to (i) assign a designated
person to complete the registration and filing of the lease agreements with the relevant
government authorities upon signing; (ii) record such registration and filing of the lease
agreements; (iii) follow up on the status of registering and filing outstanding lease agreements
and/or documents; and (iv) assign another designated person to conduct regular checks on
whether all newly entered lease agreements have been duly registered with the relevant
authorities or the required real estate certificates have been in process of being obtained for
completing the registration. Our internal control consultant has reviewed the corresponding
enhanced internal control policies which our Group has adopted, and did not have any further
recommendation after such review.

Based on the above, our Directors and the Sole Sponsor are of the view that the enhanced
internal control measures adopted by our Group are adequate, effective and sufficient in

preventing recurrence of similar future non-compliance.
Impact on our Group

As advised by our PRC Legal Advisers, under the Civil Code of the PRC ( (13 AR 3L
FIE KL HL) ), the non-registration of the tenancy agreements does not affect the validity and
enforceability of the tenancy agreements. Also, our PRC Legal Advisers have confirmed that
no administrative penalty has been imposed by the relevant government authorities on our
Group for our non-registration of the tenancy agreements for the Track Record Period. Our
Group has undertaken that if our Group is requested by the relevant government authorities to
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rectify the non-registration, we will register the tenancies concerned accordingly. Based on the
above, our PRC Legal Advisers have advised that the risk of our Group being penalised for
such non-compliance under the relevant PRC laws is remote.

Our Directors have confirmed that based on the advice of our PRC Legal Advisers
aforementioned, the maximum amount of potential penalties of RMB60,000, should it be
levied, would merely account for a minimal portion of our total revenue.

Furthermore, pursuant to the Deed of Indemnity, our Controlling Shareholders will
indemnify our Group against any claims, fines and other liabilities from such non-registration
of the tenancy agreements. Our Directors are of the view that, based on the advice from our
PRC Legal Advisers, such non-compliance does not and will not have any material impact on
the operations or financial conditions of our Group.

(b) Jinsha Buildings

In July 2014, we entered into a series of property sale and purchase agreement and
supplemental agreements with a real estate developer (“Jinsha Buildings Seller”), an
Independent Third Party, for the purchase of the Jinsha Buildings. As at the Latest Practicable
Date, we have fully paid the consideration for the Jinsha Buildings. However, as at the Latest
Practicable Date, no real estate certificates in respect of land use right and building ownership
(M FAAE - 5 2 T A RS I 0 AN Bl ZE i R5 2) had been obtained for the Jinsha Buildings. At
the time of our purchase of the Jinsha Buildings, the Jinsha Buildings Seller owned multiple
buildings for the entire development and the Jinsha Buildings only made up one part of the
entire development. As advised by our PRC Legal Advisers, we can only obtain a complete real
certificate for Jinsha Buildings when the Jinsha Buildings Seller completes the first registration
and obtains the real estate certificates for both the land use rights and building ownership (t
Hu I - 75 2 A HES EAY R ) EE RS ) for the whole real estate development. It would
have been unduly cumbersome to obtain a real estate certificate separately for the Jinsha
Buildings pending completion of the entire development, and we agreed with the Jinsha
Buildings Seller to defer the process until the entire development is completed. According to
a confirmation dated 30 March 2022 issued by the Jinsha Buildings Seller, it is in the process
of obtaining the complete real estate certificate for the Jinsha Buildings. To the best knowledge
of our Directors, the complete real estate certificate is expected to be obtained by the end of
2023. We will seek to obtain such real estate certificate for the Jinsha Buildings as soon as it
is practicable when the Jinsha Buildings Seller completes first registration and obtains the real
estate certificates for both the land use right and building ownership (T-Hiff F#E - 5 E A
RSB IE 1) R 38 2 35 35 for the whole real estate development. Our PRC Legal Advisers have
advised that (i) when the Jinsha Buildings Sellers have obtained the complete real estate
certificate of the entire development, there is no material legal impediment that would prevent
us from obtaining the complete real estate certificate; (i) it is unlikely that we will be ordered
to vacate the Jinsha Buildings, and that our entitlement to occupy and use the Jinsha Buildings
is unlikely to be affected; and (iii) our use of the Jinsha Buildings in the absence of the
complete real estate certificate caused by the above-mentioned reasons did not constitute a
material non-compliance on our part under the relevant PRC laws and regulations.
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During the Track Record Period, relevant construction acceptance checks and fire
inspection checks in relation to the Jinsha Buildings were not completed. As advised by our
PRC Legal Advisers, since we were neither the land owner nor the owner of the construction
project, we were therefore not the party responsible for the construction of the Jinsha
Buildings, and were not permitted under relevant PRC laws and regulations to complete the
relevant construction acceptance checks or fire inspection checks. On 29 July 2021, we
obtained a written confirmation from the Shuozhou City Shuocheng District Housing and
Urban-Rural Development Bureau® (¥ i ¢ [543 5 AP 2 5% /7)), confirming, among
other things, that our occupation and use of the Jinsha Buildings without a complete real estate
certificate was not a non-compliance on our part. Our PRC Legal Advisers have confirmed that
the Shuozhou City Shuocheng District Housing and Urban-Rural Development Bureau is the
relevant competent authority to provide the aforementioned confirmation. Hence, as advised by
our PRC Legal Advisers, our use of the Jinsha Buildings without completing the relevant
construction acceptance checks or fire inspection checks did not constitute a non-compliance
on our part under the relevant PRC laws and regulations. As advised by our PRC Legal
Advisers, as we are not the party responsible for the construction of the Jinsha Buildings, the
risk of our Group being ordered to cease to occupy or use this property or penalised is remote.
During the Track Record Period, our Group had not been penalised in respect of the
third-parties’ failure to complete such checks. We have adopted internal control measures to
ensure that relevant construction acceptance checks and fire inspection checks are completed
in preventing recurrence of similar incidents. We will seek to ensure that the relevant party
responsible for construction to provide confirmation to us that the relevant checks have been
completed. If such checks are not completed, we will seek to urge prompt rectification works
to be done by the relevant constructing party. Our construction department conducts regular
checks on fire safety equipment and reviews on emergency evacuation plan for the premises
and buildings occupied by us. We also have regular inspections to ensure these properties are
equipped with proper fire safety facilities, equipment and safety signs, and all of which are in
good conditions. When required, we will engage an external legal counsel to verify and provide
legal opinions as to the legal status and safety standards of the properties and/or construction
works.

(c) Science and Technology Innovation City Land Plot

On 21 June 2021, we won a bid for the land use right of Science and Technology
Innovation City Land Plot during a State-owned construction land use right quotation and
assignment event held by the Shanxi Transformation and Comprehensive Reform
Demonstration Zone Land Administration Bureau® (L P8R 4% 4 P 7~ 6 [ 1+ 45 # R
(“Shanxi Demonstration Zone Land Administration”). On 1 July 2021, we entered into a
State-owned construction land use right transfer agreement with the Shanxi Demonstration
Zone Land Administration, pursuant to which the land use right of Science and Technology
Innovation City Land Plot would be transferred to us for the purpose of public utility land use
and for a term of 50 years. The construction land use permit (Zs%HHLHEAE) in respect of
the Science and Technology Innovation City Land Plot was granted to us by the Shanxi
Demonstration Zone Land Administration on the same date. We have fully paid the
consideration under the aforementioned construction land use right transfer agreement. Our
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PRC Legal Advisers have advised that we have legally acquired the land use right of the
Science and Technology Innovation City Land Plot through the bidding process, and the
relevant construction land use right transfer agreement was properly approved, legally binding,

valid and enforceable.

As at the Latest Practicable Date, we were still in the process of obtaining the relevant
real estate certificate (NEJEMERE) for the Science and Technology Innovation City Land
Plot from the Shanxi Demonstration Zone Land Administration, and it is expected to be
obtained by the end of 2023. Our PRC Legal Advisers have advised that (i) there is no material
legal impediment for us to obtain the real estate certificate of the land; (ii) prior to obtaining
the relevant real estate certificate, we are entitled to use the land of the Science and Technology
Innovation City Land Plot in accordance with the aforementioned construction land use permit;
and (iii) we can use the Science and Technology Innovation City Land Plot according to the

construction land use permit before we obtain the relevant real estate certificate.

We have constructed a building which includes facilities for extraction of geothermal heat
as heat source for our Shanxi Demonstration Zone Project as well as heat-exchange related
equipment for it to operate as a heat exchange station on this parcel of land. However, we
commenced the relevant construction without obtaining the construction planning permit (&
AL FF ) and construction commencement permit (5% T#F7]) and did not complete the
relevant construction acceptance checks for such heat exchange station prior to putting it into
use. As at the Latest Practicable Date, we were still in the process of obtaining the construction
planning permit and construction commencement permit for such heat exchange station. We
expect to conduct the construction acceptance checks and obtain the relevant construction
planning permit and construction commencement permit prior to obtaining the abovementioned
real estate certificate. For details of the requirements for obtaining the construction planning
permit and construction commencement permit, see “— Properties — Failure to obtain certain
construction permits and/or complete relevant construction acceptance checks for the

construction of certain properties” in this section.
Heat exchange stations for our heat service operation

As part of our heat service operation, we use heat exchange stations which have been
installed with heat exchange-related equipment necessary for the provision of our heat service

operation under the Concession Agreements.

As at the Latest Practicable Date, there were 465 heat exchange stations in use,
comprising 451 third-party owned heat exchange stations and 14 self-owned heat exchange
stations. The heat exchange stations used in our operations are spread across our operating
areas covering different areas/regions in Taiyuan City, Shuozhou City, Shanxi Transformation
and Comprehensive Reform Demonstration Zone, Lanzhou New Area and Hulunbuir City.
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Set out below is a table showing the number of third-party owned heat exchange stations
and self-owned heat exchange stations used in our operations as at the Latest Practicable Date.

Third-party Self-owned
owned heat heat
exchange exchange
stations stations
Located on third-party owned land 451 13
Located on our land - 1

For the 451 third-party owned heat exchange stations, they are all located on third-party
owned land. These heat exchange stations were typically constructed by the property
developers, construction companies or owners of the housing estates and buildings within our
Concession Areas at the time when these housing estates and buildings were first developed.
They are usually situated in the common areas of these housing estates or building areas. As
advised by our PRC Legal Advisers, since we are only a lessee using these third-party owned
heat exchange stations, (i) we are not required to obtain the underlying construction related
permits and title certificates which include the land use right certificates (1 Hii#), property
ownership certificates (/5 ZE#5) or the real estate certificates (AE)E ) (which are certificates
for land use right and property ownership combined together pursuant to new PRC laws); and
(ii) it is not our obligation to rectify the title defects of these third-party owned heat exchange
stations.

For the 13 self-owned heat exchange stations located on third-party owned land:

(a) 12 of them are in Shuozhou City, located in old housing estates and building areas
which did not include centralised heat service facilities (such as heat exchange
stations) when they were first developed. Upon the Shuozhou government’s
promotion of centralised heat services, we constructed the heat exchange stations at
the assigned locations by the Shuozhou government for these old housing estates
and building areas to facilitate our provision of heat services; and

(b) one of them is our origin station (T %4) with a set of residual heat collection and
utilisation system located in Shentou Second Power Station. For details, see “— Heat
Sources — Residual heat collected at plants” in this section.

For the one self-owned heat exchange station located on our land, it is part of the building
constructed by us on our Science and Technology Innovation City Land Plot which also serves
as our geothermal heat source plant, unlike most other heat exchange stations which are
typically situated in the common areas of the housing estates or building areas of the heat
service end-users. Such building on the Science and Technology Innovation City Land Plot has
been installed with both heat exchange-related equipment, as well as facilities for extraction of
geothermal heat as heat source for our Shanxi Demonstration Zone Project. For details of this

113

property, see “— Properties — Other properties occupied by us — (c¢) Science and Technology

Innovation City Land Plot” in this section.
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Of the 464 heat exchange stations located on third-party owned land, we are a lessee who
installs and operates the equipment in the heat exchange stations pursuant to written
permissions obtained from, or pipeline connection agreements (which usually cover various
aspects of the preparation needed for our provision of heat service, including how the primary
distribution pipelines would be constructed and connected to the premises of customers,
pursuant to which our customers shall pay us an one-off pipeline connection fee, as well as our
rights to use various heat service facilities (including heat exchange stations) on the premises
to facilitate the provision of heat service) (“Pipeline Connection Agreements”), construction
contracts, heat service agreements or lease agreements we entered into with, the lessors,
granting us the right to use the heat exchange stations and/or the land, either with a fee or free
of charge. Among these heat exchange stations and/or the land on which they are located, 366
were being used by us for free, while the remaining 98 were leased by us from the lessors with
fees payable by us. Most heat exchange stations were used by us for free, since our use of the
heat exchange stations is a prerequisite for the provision of heat service to our heat service
end-users, and we were generally able to mutually agree with lessors for free use of them under
our heat service arrangement. However, in some cases, fees were payable by us for our use of
heat exchange stations and/or the land on which they are located. Such fees were not charged
solely in relation to our use of the heat exchange stations and/or the land on which they are
located. They were part of wider heat service arrangements with the lessors for our use of heat
service facilities (including but not limited to heat exchange stations and/or the land on which
they are located) for the provision of heat services. Those heat exchange stations for which fees
are payable by us involved arrangement by local government authorities. Over 70% of them
were leased from the previous State-owned heat service providers which either constructed or
used those heat exchange stations for their heat service operations before, and we were
instructed by local government authorities to lease those heat exchange stations upon taking
over their heat service operations. The other heat exchange stations for which fees are payable
by us were directly leased from local government authorities or entities controlled by them.
The amount of fees paid by our Group during the Track Record Period was approximately
RMB41.3 million, RMB17.9 million and RMB25.1 million for the years ended 31 December
2020, 2021 and 2022, respectively. Such fees are reflected in intangible assets in the financial
statements of our Group, see Note 17 to the Accountant’s Report as set out in Appendix I to
this document.

The lessors of the heat exchange stations and/or the land are mostly governmental or
government-related bodies, public institutions, State-owned companies, property developers,
construction companies, property management companies and heat service end-users. We
obtained written permissions from or entered into the abovementioned agreements with these
lessors due to one or a combination of reasons, including but not limited to, (i) they are the land
owners; (ii) they are government authorities which are responsible for the city development of
the relevant areas which require our provision of heat services; (iii) in certain cases for our
Shuozhou Project, they are the previous heat service providers, and the heat exchange stations
we leased from them had been used by them to provide heat services in our Concession Area
before we were granted the relevant concession; (iv) they are the property developers,
construction companies or property management companies of the relevant housing estates or
buildings to which we provide heat services; or (v) they are the heat service end-users.
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As advised by our PRC Legal Advisers, as a lessee using the heat exchange stations
and/or land on which they are located, in order to use such heat exchange stations located on
third-party land, we should obtain written permissions or enter into the abovementioned
agreements with the owners who possess the relevant title certificates in order to obtain proper
authorisation for the continuous use of the heat exchange stations and/or the land. For around
40% of the 464 heat exchange stations located on third-party owned land that were in use as
at the Latest Practicable Date, we were unable to obtain written permissions or enter into such
agreements with the proper owners.

Reasons for the third-party title defects

We consider that the reasons for the third-party title defects are mainly because the parties
which requested us to provide heat services lacked complete and valid authority to grant us
lawful right to use the heat exchange stations and/or the land. Considering the nature and
background of the lessors, as well as the historical underlying circumstances under which we
were requested to use the heat exchange stations and/or land, we believe that the third-party
title defects were beyond our control and can only be rectified by relevant owners of such heat
exchange stations and/or land.

Due to cold weather in winter in the “Three North Region”, centralised heat service is
considered a basic necessity that affects people’s livelihood. Hence, as a part of the basic
ancillary facilities for centralised heat service, heat exchange stations were usually constructed
by the property developers, construction companies or owners of the buildings (whether these
are residential buildings such as housing estates and apartments, or non-residential buildings
such as office buildings, government institutions, schools, hospitals, airports and train stations)

at the time when these buildings were first developed.

To transmit heat from our heat distribution network to the buildings where centralised
heat services are needed, we need to install heat exchange equipment in heat exchange stations.
As such, heat exchange stations are considered a prerequisite for our provision of centralised
heat service. Hence, the heat exchange stations and/or land (where we constructed heat
exchange stations) we used were usually designated and provided by the owners and occupants
of the buildings where centralised heat service are needed. Therefore, substantially all of the
heat exchange stations used by us are third-party owned.

However, not all of the owners or occupants of the buildings were able to provide us the
relevant complete and valid title certificates of the heat exchange stations and/or land (where
we constructed heat exchange stations) which they designated or provided for our use. Some
of the heat exchange stations were already in existence and in use by previous heat service
providers before we took over and used them for our heat service operations, while some others
were constructed by third parties as part of the building development, yet we were requested
to use them even though relevant complete and valid title certificates were not provided to us.
Due to particular circumstances of specific projects, we were also requested to construct 13
heat exchange stations on third-party owned land even though no complete and valid title
certificates have been provided. However, since centralised heat services is considered a basic
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necessity that affects the people’s livelihood, we cannot refuse to use those heat exchange
stations and/or land (where we constructed heat exchange stations) solely because of the
owners or occupants’ inability to provide complete and valid title certificates of them.

Further, relevant government authorities have acknowledged the historical underlying
reasons for certain title defects, for example, certain lessors that did not provide complete title
documents were government authorities or public institutions which did not obtain relevant
title certificates when they first started using the relevant properties. In some other cases, the
heat exchange stations were used for provision of heat services to government or public
properties, and those stations were either leased to us for our heat service operation pursuant
to government orders, or located within the premises of which the construction was
commissioned by the local governments.

As confirmed by the relevant competent authorities in respect of our Concessions, without
their consent, we cannot cease the provision of our heat services solely because of the title
defects of the heat exchange stations used by us, which would otherwise result in a suspension
of heat service to our heat service customers. There are relevant PRC regulations and policies,
namely the Measures of City Yellow Line Management ( (R AR HHARL) ) and the
Standard for Urban Residential Area Planning and Design ( <37 JEfE WA #IGEFHEME) ),
that provide certain protection to us by stipulating that heat exchange equipment including heat
exchange stations cannot (by law) be demolished or relocated without proper authorisation
from relevant government authorities.

Besides, the heat service end-users would not be able to engage other heat service
providers to operate these heat exchange stations as we were granted a concession to provide
heat services exclusively in that area under the relevant concession.

The title defects in relation to the heat exchange stations we used have been categorised
into the following types:

Type IA - third-party owned heat exchange stations located on third-party owned land
(without property ownership certificate)

There are a total of 271 “Type IA” heat exchange stations (representing approximately
58.3% of the total number of heat exchange stations). These third-party owned heat exchange
stations are located on third-party owned land.

We have either obtained written permissions from or entered into Pipeline Connection
Agreements, construction contracts, heat service agreements or lease agreements with the
lessors for the use of the heat exchange station and the land on which the heat exchange
stations were located. We have requested for title certificates from the lessors. 264 of these
lessors have provided us the land use right certificates (under the names of relevant lessors),
and five of these lessors have provided us the land use right certificates (under the names of
the land owners) as well as the authorisation from the relevant land owners authorising the
lessors’ use of the land.
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Type IB — third-party owned heat exchange stations located on third-party owned land
(without both land use right certificate and property ownership certificate)

There are a total of 180 “Type IB” heat exchange stations (representing approximately
38.7% of the total number of heat exchange stations). These third-party owned heat exchange
stations are located on third-party owned land.

We have either obtained written permissions from or entered into Pipeline Connection
Agreements, construction contracts, heat service agreements or lease agreements with the
lessors for the use of the heat exchange stations and the land on which the heat exchange
stations were located. Although we have requested for title certificates from the lessors, they
did not provide us the relevant land use right certificates or property ownership certificates. We
then further inquired with the lessors to understand their background and the grant of the right
of use of the heat exchange stations and the land on which the heat exchange stations were
located. In particular, we understood that some grants involved government authorities.

Set out below is a breakdown of the background of the lessors of these “Type IB” heat
exchange stations.

Number
Lessors of stations
(1) Shuocheng Housing Bureau 53
(2) Hailar Bureau 8
(3) Previous State-owned heat service providers 70
(4) Others 49
Total 180

Our provision of heat services for certain areas were in response to the relevant
government authorities’ requests for promotion of city development. Therefore, we obtained
written permissions from, or entered into agreements with, local government authorities or
previous State-owned heat service providers for the use of heat exchange stations. Since our
use of these 131 heat exchange stations (with lessors under (1), (2) and (3) above) involved
arrangement by government authorities, and these lessors did not provide us with relevant title
certificates of both the land and heat exchange stations, we sought confirmations that the
lessors have the right to grant us the use of such land and heat exchange stations.

For 53 of these heat exchange stations, we have obtained a written confirmation from
Shuocheng Housing Bureau confirming that it or its subsidiaries has ownership of the heat
exchange stations and has the right to use the land, and that it or its subsidiaries has the right
to grant the use of these heat exchange stations to us.

For eight of these heat exchange stations, we have also obtained a Written confirmation
from Hailar Bureau confirming that these eight heat exchange stations invested and constructed
by it were entrusted to us for heat service operations.

— 346 -



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

BUSINESS

As advised by our PRC Legal Advisers, Shuocheng Housing Bureau and Hailar Bureau
are the relevant competent authorities supervising construction related matters of Shuocheng
District of Shuozhou City and Hailar District of Hulunbuir City, respectively.

70 of these heat exchange stations were leased to us with the coordination of local
government authorities in Shuozhou by three State-owned heat service providers, which were
our predecessor heat service providers in Shuozhou City before we were granted the
concession. They had been using these heat exchange stations to provide heat services,
therefore the local government authorities coordinated for those heat exchange stations to be
leased to us upon our taking over of the provision of heat services in the area.

We have also obtained a confirmation from Shuozhou City Natural Resources Bureau (¥
TR EIF B SR &R J5) (“Shuozhou Planning and Natural Resources Bureau”) confirming
that each of Shuocheng Housing Bureau and its subsidiaries as well as the three State-owned
heat service providers has the right to use the respective heat exchange stations and the land
as mentioned above. As advised by our PRC Legal Advisers, Shuozhou Planning and Natural
Resources Bureau is the relevant competent authority for real estate confirmation and
registration in Shuozhou City.

Lessors of the remaining 49 heat exchange stations are public institutions, property
developers, construction companies, property management companies or heat service end-
users. We had either entered into construction contracts or heat service agreements with the
lessors or obtained written permissions from the lessors as they required heat services to be
provided in the relevant real estates or buildings which they are responsible for the
construction or management, or they are the heat service end-users. For those with construction
contracts or heat service agreements, both the lessors and us were involved in the construction
of the heat exchange stations, with the lessors responsible for funding the construction, while
we participated in the design and construction management of the heat exchange stations since
we would be using the heat exchange stations for our operation during the course of the
provision of heat services. However, since our use of these remaining 49 heat exchange stations
did not involve any government authority, the relevant government authorities did not give
similar confirmations to those obtained in respect of those 53, eight and 70 heat exchange
stations.

Type IIA — self-owned heat exchange stations located on third-party owned land (without
property ownership certificate)

There are a total of three “Type IIA” heat exchange stations (representing approximately
0.6% of the total number of heat exchange stations). These self-owned heat exchange stations
are located on third-party owned land.

We have either obtained written permissions from or entered into lease agreements with
lessors for the right to use the land on which the heat exchange stations were located. We have
requested for title certificates from the lessors. These lessors have provided us the land use
right certificates (under the relevant lessor’s name).
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Type IIB - self-owned heat exchange stations located on third-party owned land (without

both land use right certificate and property ownership certificate)

There are a total of 10 “Type IIB” heat exchange stations (representing approximately
2.2% of the total number of heat exchange stations). These self-owned heat exchange stations

are located on third-party owned land.

We have either obtained written permissions from or entered into Pipeline Connection
Agreements or lease agreements with the lessors for the use of land on which the heat exchange
stations were located. Although we have requested for title certificates from the lessors, they
did not provide us relevant land use right certificates. We then further inquired with the lessors
to understand their background and the grant of the right of use of the land on which the heat
exchange stations were located. In particular, we understood that a grant involved a

government authority.

Set out below is a breakdown of the background of the lessors of these “Type IIB” heat

exchange stations.

Number
Lessors of stations
(1) Shuocheng Housing Bureau 1
(2) Others 9
Total 10

The land in respect of one of the self-owned heat exchange stations was leased from
Shuocheng Housing Bureau, so as to comply with its request for our provision of heat services
to certain areas for promotion of city development. We obtained a written confirmation from
Shuocheng Housing Bureau confirming that it has the right to use the land on which the heat
exchange station is located and that it has the right to grant the use of such land to us. We have
also obtained a written confirmation from Shuozhou Planning and Natural Resources Bureau
confirming the same. As advised by our PRC Legal Advisers, Shuocheng Housing Bureau is
the relevant competent authority supervising construction related matters of Shuocheng
District of Shuozhou City, and Shuozhou Planning and Natural Resources Bureau is the

relevant competent authority for real estate confirmation and registration in Shuozhou City.

Lessors in respect of the remaining nine heat exchange stations included public
institutions, construction companies and heat service end-users. We have obtained written
permissions, or entered into Pipeline Connection Agreements or lease agreements with them as
they required heat services to be provided to the buildings they constructed or resided.
However, since our use of these remaining nine heat exchange stations did not involve any
arrangement by government authorities, the relevant government authorities did not give

similar confirmations to those obtained in respect of the other heat exchange station.
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Type III — a self-owned heat exchange station located on our land (without real estate

certificate)

There is one “Type III” heat exchange station (representing approximately 0.2% of the
total number of heat exchange stations). This heat exchange station is owned by us and located

on our Science and Technology Innovation City Land Plot.

As at the Latest Practicable Date, the real estate certificate for this heat exchange station
had not been issued. As advised by our PRC Legal Advisers, as we had legally bid for the
relevant land and had fully settled the consideration for such land, there is no material legal
impediment for us to obtain the title certificate for such land. For details, see “— Properties —
Other properties occupied by us — (c) Science and Technology Innovation City Land Plot” in

this section.
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View of our Directors

Despite there are title defects associated with the heat exchange stations and the land on

which the heat exchange stations are located, our PRC Legal Advisers are of the view that the

imperfect titles associated with these heat exchange stations and the land are unlikely to have

any material adverse effect on our daily operations, and would not affect the validity of our

Concession Agreements and the legality of our heat service operations in any material respect.

Our Directors, after considering the advice from our PRC Legal Advisers, are of the view that

the risks arising from the title defects, whether individually or collectively, did not have and

are unlikely to have a material adverse impact on our provision of heat services, financial

position and results of our operations. In particular:

(a) the risk of us being evicted from the heat exchange stations currently used by us, or

being requested to remove or relocate our equipment and machinery installed therein

leading to the disruption of our operation, is remote because:

(1)

(i1)

(iii)

we have never been evicted nor are we aware of any steps taken to evict us
from any heat exchange stations used by us since we began the operation of our

first concession in 2012;

the removal or relocation of the heat exchange equipment from the heat
exchange stations would disrupt our provision of heat services to our heat
service customers, which in turn will affect the livelihood and work conditions
of our heat service customers in our Concession Areas. Moreover, as advised
by our PRC Legal Advisers, the Measures of City Yellow Line Management
( AR E ML) ) and the Standard for Urban Residential Area
Planning and Design ( C3lriEfF BAT#IFHERE) ) stipulate that heat
exchange equipment including heat exchange stations cannot (by law) be
demolished or relocated without proper authorisation from relevant
government authorities. It is not in the government’s interest to cause
disruption of our heat service operation which is considered as a basic
necessity for the people;

as advised by our PRC Legal Advisers, in light of the confirmations given by
relevant government authorities, as well as the Measures of City Yellow Line
Management ( (3T E AR FLHEL) ) and the Standard for Urban Residential
Area Planning and Design ( <37 /& w551 E%E) ), since we have an
obligation to ensure stable heat services to our heat service customers despite
the existence of the title defects of the heat exchange stations currently used by
us, the risk of us being penalised or requested to demolish or relocate the heat
exchange stations currently in use or requested to remove our equipment

installed therein is remote;
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(b)

(iv)

v)

(vi)

(vii)

(vii)

(ix)

as at the Latest Practicable Date, we were not aware of any authorisation given
by relevant government authorities ordering the demolition or relocation of any
heat exchange station for our heat service operation due to its title defect. Even
if we are indeed requested by the government to remove or relocate the heat
exchange equipment from the heat exchange stations currently used by us, we
believe that the government would assist us or give us sufficient time for
identifying a new heat exchange station for relocation;

as the heat exchange stations are usually situated in the common areas of the
housing estates or building areas within our Concession Areas and are used to
provide heat services to these housing estates or buildings, the owners of these
housing estates and buildings rely on our expertise as a heat service provider
to operate the heat exchange stations for continuous provision of heat services
to their housing estates and buildings. It would not be in the interest of the land
owners or owners of the heat exchange stations to evict us from or request us
to cease to use those heat exchange stations to provide heat services to these
housing estates or buildings as they would not be able to engage other heat
service providers to operate those heat exchange stations given that we were
granted a concession to provide heat service exclusively in that area under the
relevant concession;

during the Track Record Period, our Group had not been requested by relevant
government authorities to rectify the title defects of any heat exchange station
we used and/or constructed;

to the best knowledge of our Directors, we have never been involved in any
dispute arising from any title defect of the heat exchange stations within our
Concession Areas which led to the removal of the equipment installed or
compensation claims;

as advised by our PRC Legal Advisers, the confirmations from relevant
competent government authorities that our continued use of the heat exchange
stations with title defects will not affect the validity of our concession
operations remain legally binding and valid; and

it is not uncommon for PRC heat service providers to have heat exchange
stations associated with certain title defects, as confirmed by the study carried
out by Frost & Sullivan; and

in addition to the above, we believe that the title defects, whether individually or

collectively, are unlikely to result in any material adverse financial impact on us due

to the following reasons:

(1)

to the best knowledge of our Directors, we have never been penalised, nor
threatened to be penalised by the relevant competent government authorities
for the abovementioned title defects;
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(ii)

(iii)

(iv)

(v)

(vi)

(vii)

there is no direct connection between the revenue and profit attributable to the
relevant heat exchange stations and the property title issues relating to them on
an aggregate basis, mainly because: (a) the operation of the heat exchange
stations is independent from one another, and it is unlikely that a large scale
of demolition and relocation or a large number of disputes, legal proceedings
or material administrative penalties will arise from the property title issues
relating to such heat exchange stations at the same time; (b) no single heat
exchange station is considered material to our operations as a whole; (c) such
property title issues have never had any material adverse impact on our
operations and business development; and (d) we are the exclusive heat service
provider in our respective Concession Areas, hence our customers rely on us
for continued provision of heat services and will not be able to find an
alternative heat service provider if we were evicted from the heat exchange

stations because of their title issues;

we have either obtained written permissions from or entered into agreements
with the lessors for the use of the heat exchange stations and/or the land for all
of the 464 heat exchange stations located on third-party owned land. Our PRC
Legal Advisers have advised that such written permissions or agreements for
the use of those 464 heat exchange stations and/or the land are legally binding
and valid, notwithstanding that some of the abovementioned lessors may not be

the proper owners who have the authority to grant the right of such use;

as advised by our PRC Legal Advisers, in the unlikely event that we are evicted
from one of the heat exchange stations currently used by us, or are requested
to remove or relocate our equipment and machinery installed therein, the
operations of other heat exchange stations currently in use from which we have
not been evicted would not be affected;

in the unlikely event that any legal action or claim is lodged by a third party
against us in relation to the title defects of the heat exchange stations, revenue
generated from our heat services will not be confiscated;

in the event that an owner or a third party with legitimate rights raises
objection to our occupation of the relevant heat exchange station, we may
consider to enter into an official lease or licence arrangement with that owner
or third party for our continued use, or seek an alternative site for our heat

exchange station;

even if we are requested to demolish the heat exchange station or relocate the
equipment and machinery and connecting pipelines installed to a new heat
exchange station, we believe we would receive advanced notices and the
relevant government authorities will assist us in finding alternative premises
for the new heat exchange station in a timely manner;
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(viii) the cost of relocating our equipment, machineries and connecting pipelines
from an existing heat exchange station to a new heat exchange station is
relatively modest. Our equipment, machineries and connecting pipelines could
generally be dismantled, reassembled and reused at alternative sites. We
estimate such relocation cost to be in the range of approximately RMB17,000
to RMB200,000, which we do not believe to be material. We will endeavour to
carry out and complete any relocation of heat exchange stations outside heat
service period (i.e. during May and up to September of each year), such that
it would not result in any disruption to the provision of heat services;

(ix) as advised by our PRC Legal Advisers, in case we are evicted from a heat
exchange station by a third party, we are generally entitled to seek
compensation or damages against the lessors for the breach of their contractual
undertaking given under the aforementioned written permissions and

agreements; and

(x) we expect that it will not be practically difficult to find alternative locations for
relocation. In particular, Shuangliang Technology (one of our Controlling
Shareholders) has undertaken that, for so long as it remains as our Controlling
Shareholder, if we, for whatever reason, are unable to use any heat exchange
station for our normal heat service operation, it will find alternative locations
that are legally compliant and suitable for the relocation of the heat exchange
stations currently used by us, and it will indemnify us against all costs resulting
from such relocation, as well as all penalties or compensation that we may be
required to pay as a result of the title defects. Additionally, pursuant to the
Deed of Indemnity, the Controlling Shareholders have also undertaken to
indemnify our Company for any losses arising from the title defects.

Rectification of the title defects

If the lessors are the owners of the land and the heat exchange stations and they held the
relevant title certificates, then their title to those land and heat exchange stations could be
demonstrated by providing both the land use rights certificates and the property ownership
certificates or real estate certificates to us.

According to Article 14 of the Provisional Regulations on Real Estate Registration
( CAE)ESFE1TEG1) ), the first application for registration of real estate that has not been
registered can only be applied by the relevant owner.

Pursuant to paragraph 2 of article 2 of the Rules for the Implementation of the Provisional
Regulations on the Registration of Real Property ( {AEhESFEEITHRBIEREAR]) ),
buildings and structures (such as houses) and fixtures (such as forest and trees) should be
registered together with the land use right certificate owners under the real estate registration
system in the PRC.
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Article 61 of the Urban Real Estate Management Law ( (311 5 HuzE 4 174 ) ) stipulates
that, where a property is built on real estate land acquired by means of transfer or allocation
pursuant to the law, the land use right certificate shall be presented for completion of
registration formalities with the real estate administration authorities of a People’s Government
of county level and above. The real estate administration authorities of the People’s
Government of county level and above shall issue a property ownership certificate upon

verification.

As advised by our PRC Legal Advisers, according to the above provisions, registration of
the heat exchange station needs to be carried out with the land use right certificate, and can
only be applied by the land use right owner. As such, if the land use right and the property
ownership belong to different parties, such property ownership cannot be registered, and
neither the land owner nor property owner could rectify such title defects unless either the land
use right or the property ownership could be transferred to the same party. In order to carry out
such transfer, we must be able to identify the land use right holder, the relevant land use right
certificate must have been issued to that holder, and the relevant land use right or property has

to be legally permitted to be independently transferred.

As advised by our PRC Legal Advisers, if the relevant title certificates have not been
obtained by the proper owners, only the land owner who is also the owner of the heat exchange
station located on such land can apply the relevant title certificates in order to rectify the title
defects, otherwise the title defects in relation to these heat exchange stations could not be
rectified due to separate land and building ownership (5 #i73#f) under relevant PRC laws and

regulations.

The title defects in relation to the 451 third-party owned heat exchange stations located
on third-party owned land (i.e. 271 Type IA heat exchange stations and 180 Type IB heat
exchange stations) were not caused by us, and their coming into existence was beyond our

control.

. As we do not own or construct these 451 heat exchange stations, we are not required
to apply for the underlying construction related permits or title certificates which
include the land use right certificates (1T 11#7), property ownership certificates (J&
FE#) or real estate certificates (ASHJE #¥).

. For the 271 “Type IA” heat exchange stations, the lessors have provided us the land
use rights certificates and the authorisation from the relevant land owners (if
applicable) but not the relevant property ownership certificates. Our PRC Legal
Advisers advised that such title defects can only be rectified by the owner of the land
who is also the owner of the heat exchange station located on such land due to
separated land and building ownership (5 H5#E) under relevant PRC laws and

regulations.
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. For the 180 “Type IB” heat exchange stations, the lessors did not provide us relevant
land use right certificates or property ownership certificates to prove that they are
the land owners or the heat exchange station owners. Our PRC Legal Advisers
advised that such title defects can only be rectified by the owners of both the land
and the heat exchange stations for the same reason above.

Our PRC Legal Advisers advised that (i) as we are not the owner of the land and the heat
exchange stations but only an occupant of these 451 heat exchange stations, we do not have the
authority or responsibility to apply for any title certificate; and (ii) there are no laws or
regulations requiring us, and we (as the occupant of the property) do not have a statutory
responsibility, to ask relevant owners to apply to real estate registration authorities for any title

certificate.

For the 13 self-owned heat exchange stations located on third-party owned land (i.e. Type
ITA and Type IIB), lessors in respect of three “Type IIA” heat exchange stations have provided
us the land use right certificates (under the relevant lessor’s name), while lessors in respect of
10 “Type IIB” heat exchange stations did not provide us with relevant land use right
certificates. As advised by our PRC Legal Advisers, we would not be able to apply for the
corresponding property ownership certificates and/or real estate certificates for such heat
exchange stations due to separated land and building ownership under relevant PRC laws and
regulations. Further, as advised by our PRC Legal Advisers, as we are not the owner of the land
where we constructed these 13 heat exchange stations, we would not be able to apply for the
construction planning permits and complete the corresponding construction acceptance checks

due to separated land and building ownership under the relevant PRC laws and regulations.

If any third party owner of the heat exchange station is not the land owner, such third
party owner of the heat exchange station cannot apply for the property ownership certificate,
but it may still evict us from or request us to cease to use the relevant heat exchange station.
In such event, most lessors (as the land owners or party authorised by the land owners)
confirmed that they would use their best endeavours to negotiate with such third party owners

of heat exchange stations for our continued use in order to provide heat services.

Legal consequences of the title defects

Our PRC Legal Advisers have advised that there are no laws and regulations providing
for any potential penalty that may be imposed on us in connection with our use of the
third-party owned 451 heat exchange stations with title defects. In respect of the 14 heat

113

exchange stations owned by us, see “— Properties — Failure to obtain certain construction
permits and/or complete relevant construction acceptance checks for the construction of certain

properties” in this section for the maximum penalty that may be imposed on us.
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Our PRC Legal Advisers have also advised that, under the relevant PRC laws and
regulations, the heat exchange stations with title defects may be requested to be demolished or
relocated or we may be requested to remove or relocate our equipment installed therein.
Further, we may be subject to claims (such as accounts for rents) lodged by third parties who
can prove that they are the actual owners of the heat exchange stations and/or the land. Our
PRC Legal Advisers have advised that, (i) if such third parties suffered damages resulting from
our use of the heat exchange stations and/or land without their consent, they have the right to
seek compensation from us, yet we are in turn entitled to seek compensation or damages from
the lessors for their breach of contractual obligations under the written permissions or
agreements we entered into with them; (ii) if we are prevented from using the heat exchange
stations by any rightful third party, we are also entitled to seek compensation or damages
against these lessors for their breach of contractual obligations under the abovementioned
written permissions or agreements; and (iii) regardless of whether the lessors which have given
us the written permission or entered into agreements with us are the land owners or the heat
exchange station owners, the written permissions or agreements remain legally binding and
valid as between the relevant lessors and us. We have never received any notice or had any such
claims or disputes lodged against us from any third parties claiming to be proper owners of the

13

land and/or heat exchange station. Also, as elaborated in “— Confirmations from relevant
government authorities” in this section below, relevant government authorities have confirmed
that no complaint or report had been received by them for our violation of relevant housing
management and construction planning laws in respect of the heat exchange stations, and that
they will assist us in finding alternative premises as heat exchange stations if we need to
relocate or become unable to properly occupy or use the existing heat exchange stations for our

heat services operations.

Our PRC Legal Advisers have also advised that the Measures of City Yellow Line
Management ( {IRTT#EAE HHFZE) ) and the Standard for Urban Residential Area Planning
and Design ( T E A @A 33 FHEME) ) stipulate that heat exchange equipment including
heat exchange stations cannot (by law) be demolished or relocated without proper authorisation
from relevant government authorities. During the Track Record Period and up to the Latest
Practicable Date, we had not been asked nor had we been ordered by relevant government
authorities or the owners of the heat exchange stations/land, nor were we aware of any
intention on their part to require us, to demolish or relocate any of the heat exchange stations

we use for our heat service operation due to their title defects.

Since centralised heat services is considered a basic necessity that affects the people’s
livelihood, and taking into consideration the circumstances set out above, we believe it is
unlikely that relevant government authorities or the owners of the heat exchange stations
and/or the land would order or require the demolition or relocation of the heat exchange
stations or our equipment installed therein without finding alternative sites for us.

-359 -



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

BUSINESS

Confirmations from relevant government authorities

As most of the title defects were beyond our control and could only be rectified by

relevant owners of such heat exchange stations and/or land, we have sought clarification and

confirmation from relevant government authorities regarding, amongst other things, our use of

the heat exchange stations.

Written confirmations have been obtained from relevant competent authorities on the

following matters relating to our use of the heat exchange stations:

(a)

the title defects of the heat exchange stations did not affect the validity of the

respective Concession Agreements, would not affect the legality of our heat service

operations, and would not cause an early termination of the respective Concession

Agreements. This was confirmed in respect of:

(1)

(i1)

(iii)

(iv)

(v)

our Hulunbuir Project by the Hulunbuir City Housing and Urban-Rural
Development Bureau (FFffi 5 #7 i{E 5 AR E 5% /%), which is the grantor of

our Hulunbuir Concession Agreement;

our Taiyuan Project by the Taiyuan City Bureau of Municipal Affairs
Administration (CKJRETTRAFE FLR)), which is the grantor of our Taiyuan
Concession Agreement;

our Shanxi Demonstration Zone Project by the Construction and Public
Utilities Department of the Management Committee of Shanxi Transformation
and Comprehensive Reform Demonstration Zone (11| PG #57] £x & pie 7w 3 [0 45
M2 B e dt s BN S 265 1), which is the relevant competent authority
responsible for overseeing and coordinating matters relating to heat services
within the Shanxi Transformation and Comprehensive Reform Demonstration
Zone and an internal department of the concession grantor as advised by our
PRC Legal Advisers;

our Shuozhou Project by Shuozhou City Bureau of Municipal Affairs
Administration (¥AJH T34 3 /%), which is the relevant competent authority
overseeing matters related to heat services in Shuozhou City, and this authority
and the concession grantor are both internal departments of Shuozhou

Municipal Government as advised by our PRC Legal Advisers; and

our Lanzhou New Area Project by Lanzhou New District Urban and Rural
Construction and Transportation Bureau ([ 5 [5 3 408 2 5% A 3038 5 B D),
the relevant competent authority overseeing matters related to heat services
and an internal department of the concession grantor for our Lanzhou New
Area Project as advised by our PRC Legal Advisers;
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(b)

(c)

if due to changes in municipal planning or other factors, we need to relocate or
become unable to properly occupy or use the existing heat exchange stations for our
heat services operations, the respective authorities will assist us in finding
alternative premises as heat exchange stations, so as to ensure that the provision of

heat services to residents will not be affected. This was confirmed in respect of:

(i) our Hulunbuir Project by (1) the People’s Government of Hailar District of
Hulunbuir City (PP 5 #8 ii@Hi @8 @ A\ [IREUM), which is  the highest
competent authority in relation to matters in the concession areas of Hailar
District of Hulunbuir city including but not limited to constructions and public
utilities matters as advised by our PRC Legal Advisers, and (2) the Hulunbuir
City Housing and Urban-Rural Development Bureau (Wi E 77 i {75 140

# & J7), which is the grantor of our Hulunbuir Concession Agreement;

(i1)) our Taiyuan Project and Shanxi Demonstration Zone Project by the
Construction and Public Utilities Department of the Management Committee
of Shanxi Transformation and Comprehensive Reform Demonstration Zone (1]
PR ARG DR [ P R B B SR BEE),  which  is  the
competent authority in construction matters in jurisdiction which concession
grantee is registered for its place of business and responsible for overseeing
and coordinating matters relating to constructions and other auxiliary

infrastructure as advised by our PRC Legal Advisers;

(iii) our Shuozhou Project by Shuozhou City Housing and Urban-Rural
Development Bureau (JHJH T {EE FIMAFE L)), which is the relevant
competent authority supervising and managing town planning and construction

related matters of Shuozhou City as advised by our PRC Legal Advisers; and

(iv) our Lanzhou New Area Project by Lanzhou New Area Zhongchuan Park
Management Committee (MBI E IR EHZ 5 &), the relevant
competent authority which is a subordinate authority to the concession grantor
for our Lanzhou New Area Project as advised by our PRC Legal Advisers;

the heat exchange stations that have been used and continue to be used by us have
complied with PRC laws, regulations, rules and other regulatory documents
regarding housing management and construction planning, and there was no
violation of housing management and construction planning related regulations.

This was confirmed in respect of:
(i)  our Hulunbuir Project up to 27 February 2023 by Hulunbuir City Housing and

Urban-Rural Development Bureau (W-f 5 i E FMIRAF &% /), which is
the grantor of our Hulunbuir Concession Agreement;
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(d)

(ii)

(iii)

(iv)

our Taiyuan Project and Shanxi Demonstration Zone Project up to 12 April
2023 by the Construction and Public Utilities Department of the Management
Committee of Shanxi Transformation and Comprehensive Reform
Demonstration Zone (L1 PG %5 & A0 7 o [ 57 3L 22 B oy il B ) 364
FHFF), which is the competent authority in construction matters in jurisdiction
which concession grantee is registered for its place of business and responsible
for overseeing and coordinating matters relating to constructions and other
auxiliary infrastructure as advised by our PRC Legal Advisers;

our Shuozhou Project up to 27 February 2023 by Shuozhou City Housing and
Urban-Rural Development Bureau (¥ {5 FIMARE)S), which is the
relevant competent authority supervising and managing town planning and
construction related matters of Shuozhou City as advised by our PRC Legal
Advisers; and

our Lanzhou New Area Project up to 11 April 2023 by Lanzhou New Area
Zhongchuan Park Urban (Township) Construction Management Bureau (/!
S A B T (AF) 2 s S FEJS)) and Lanzhou New Area Xicha Park Urban
(Township) Construction Management Bureau (Bl i PG 72 [ [ 3ok iy (40) 2
A HE)R), which are the relevant competent authorities for supervising and
managing town planning and construction related matters of Zhongchuan Park
and Xicha Park in Lanzhou New Area as advised by our PRC Legal Advisers;

no complaint or report had been received by the respective authorities for violation

of relevant housing management and construction planning laws in respect of the
heat exchange stations, and the respective authorities did not have any dispute,
conflict or legal proceeding with us in relation to housing management and

construction planning in respect of the heat exchange stations. This was confirmed
in respect of:

(1)

(i1)

our Hulunbuir Project (1) up to 27 February 2023 by the Hulunbuir City
Housing and Urban-Rural Development Bureau (W 57 i 75 A3k A0 e st
J&1), which is the grantor of our Hulunbuir Concession Agreement, and (2) up
to 14 July 2021 by the People’s Government of Hailar District of Hulunbuir
City (WA 5 #1757 77 @\ R BURT), which is the highest competent authority
in relation to matters in the concession areas of Hailar District of Hulunbuir
city including but not limited to constructions and public utilities matters as
advised by our PRC Legal Advisers;

our Taiyuan Project and Shanxi Demonstration Zone Project up to 12 April
2023 by the Construction and Public Utilities Department of the Management
Committee of Shanxi Transformation and Comprehensive Reform
Demonstration Zone (L1 PG &5 & k08 7 o I 57 L 22 B o it al B Y S 364
FHFF), which is the competent authority in construction matters in jurisdiction
which concession grantee is registered for its place of business and responsible
for overseeing and coordinating matters relating to constructions and other
auxiliary infrastructure as advised by our PRC Legal Advisers;
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(e)

(iii)) our Shuozhou Project up to 27 February 2023 by Shuozhou City Housing and
Urban-Rural Development Bureau (¥ E AR E L )5), which is the
relevant competent authority supervising and managing town planning and
construction related matters of Shuozhou City as advised by our PRC Legal

Advisers; and

(iv) our Lanzhou New Area Project up to 11 April 2023 by Lanzhou New Area
Zhongchuan Park Urban (Township) Construction Management Bureau (/!
BT I ) 1 R Do 3k T (480 2 % A #HR)) and Lanzhou New Area Xicha Park Urban
(Township) Construction Management Bureau ([ 5 I 94 7 [ 1736k 17 (4F) 2
A HE)S), which are the relevant competent authorities for supervising and
managing town planning and construction related matters of Zhongchuan Park
and Xicha Park in Lanzhou New Area as advised by our PRC Legal Advisers;

without consent from the relevant authority, we cannot cease the provision of our
heat services solely because of title defects of the heat exchange stations used by us,

so as to avoid suspension of heat service. This was confirmed in respect of:

(i) our Hulunbuir Project by the Hulunbuir City Housing and Urban-Rural
Development Bureau (Wi ELAT i1 5 A AF 42 3% /7)), which is the grantor of
our Hulunbuir Concession Agreement;

(ii)) our Taiyuan Project by the Taiyuan City Bureau of Municipal Affairs
Administration CKJRHT40% L )5)), which is the grantor of our Taiyuan
Concession Agreement;

(iii) our Shanxi Demonstration Zone Project by the Construction and Public
Utilities Department of the Management Committee of Shanxi Transformation
and Comprehensive Reform Demonstration Zone (LL| PG #5781 £ 5 piC 8 R 4 1w
M B ek s F 25495 3E), which is the relevant competent authority
responsible for overseeing and coordinating matters relating to heat services
within the Shanxi Transformation and Comprehensive Reform Demonstration
Zone and an internal department of the concession grantor as advised by our
PRC Legal Advisers;

(iv) our Shuozhou Project by Shuozhou City Bureau of Municipal Affairs
Administration (¥ 38 14 2L ), which is the relevant competent authority
overseeing matters related to heat services in Shuozhou City, and this authority
and the grantor are both internal department of Shuozhou Municipal

Government as advised by our PRC Legal Advisers; and
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¢9)

(v)

our Lanzhou New Area Project by Lanzhou New Area Zhongchuan Park Urban
(Township) Construction Management Bureau (B8 I = ) 1| ] [ 36k Tl (40) 2
X EH)5) and Lanzhou New Area Xicha Park Urban (Township) Construction
Management Bureau (B8 I P4 72 3k 7 (46) i@ s 4 L 5)), the relevant
competent authorities which are subordinate authorities to the Concession
grantor for our Lanzhou New Area Project as advised by our PRC Legal

Advisers;

there had not been disputes on property rights over heat exchange stations within the

jurisdiction the respective competent authorities which resulted in the need for

relocation of any heat exchange station or the need for compensation. This was

confirmed in respect of:

@)

(i1)

(iii)

(iv)

(v)

our Hulunbuir Project up to 27 February 2023 by the Hulunbuir City Housing
and Urban-Rural Development Bureau (" B #8 i 11 5 Ak 482 5E5)), which

is the grantor of our Hulunbuir Concession Agreement;

our Taiyuan Project up to 6 March 2023 by the Taiyuan City Bureau of
Municipal Affairs Administration (KB TTARE BLE)), which is the grantor of

our Taiyuan Concession Agreement;

our Shanxi Demonstration Zone Project up to 12 April 2023 by the
Construction and Public Utilities Department of the Management Committee
of Shanxi Transformation and Comprehensive Reform Demonstration Zone (L]
VU PR DI S R Y PR B e S RS HEET),  which  is  the
relevant competent authority responsible for overseeing and coordinating
matters relating to heat services within the Shanxi Transformation and
Comprehensive Reform Demonstration Zone and an internal department of the

concession grantor as advised by our PRC Legal Advisers;

our Shuozhou Project up to 27 February 2023 by Shuozhou City Bureau of
Municipal Affairs Administration (¥AJH T4 3 )5), which is the relevant
competent authority overseeing matters related to heat services in Shuozhou
City, and this authority and the grantor are both internal department of

Shuozhou Municipal Government as advised by our PRC Legal Advisers; and

our Lanzhou New Area Project up to 11 April 2023 by Lanzhou New Area
Zhongchuan Park Urban (Township) Construction Management Bureau (|
S A B B T (AF) B X S P R)) and Lanzhou New Area Xicha Park Urban
(Township) Construction Management Bureau (R 8 [ 7G 72 ] [ 3ok 1l (40) 2
%ﬁ%’s}ﬁ%), the relevant competent authorities which are subordinate
authorities to the Concession grantor for our Lanzhou New Area Project as
advised by our PRC Legal Advisers;
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(g) we were not involved in any material non-compliance relating to real property

(h)

within the jurisdiction of the respective authorities, and had not been penalised by

the respective authorities for any violations of real property related PRC laws or

regulations within its jurisdiction. This was confirmed in respect of:

(1)

(i1)

(iii)

(iv)

our Hulunbuir Project up to 13 April 2023 by the Hulunbuir City Housing and
Urban-Rural Development Bureau (WA HLRT A B A AR 5% ), which is
the competent authority for supervising and managing town planning and

construction related matters in Hulunbuir City;

our Taiyuan Project and Shanxi Demonstration Zone Project up to 12 April
2023 by the Construction and Public Utilities Department of the Management
Committee of Shanxi Transformation and Comprehensive Reform
Demonstration Zone (LI PRI 42 A Pl i [ 48 BE 2 B ey sl Bl i 5 2%
FHFF), which is the competent authority in construction matters and
coordinating matters relating to constructions within the Shanxi
Transformation and Comprehensive Reform Demonstration Zone as advised by
our PRC Legal Advisers;

our Shuozhou Project up to 17 January 2023 by Shuozhou City Shuocheng
District Housing and Urban-Rural Development Bureau (¥ JH i i 3% [ 3 5 il
WL )R)), which is the relevant competent authority responsible for
supervising and managing town planning and construction related matters

within Shuocheng District as advised by our PRC Legal Advisers; and

our Lanzhou New Area Project up to 17 January 2023 by Lanzhou New District
Urban and Rural Construction and Transportation Bureau ([ 7 @ 3R 40 2 5%
A5 #R)), which is the relevant competent authority responsible for
supervising urban and rural construction, housing security within Lanzhou

New Area as advised by our PRC Legal Advisers.

we were not involved in any material non-compliance relating to construction within

the jurisdiction of the respective authorities, and had not been investigated or

penalised by the respective authorities for any violations of construction related

PRC laws or regulations within its jurisdiction. This was confirmed in respect of:

(1)

our Shanxi Demonstration Zone Project up to 18 January 2023 by the
Construction and Public Utilities Department of the Management Committee
of Shanxi Transformation and Comprehensive Reform Demonstration Zone (1]
VU PR DI S R Y PR B B S HEET),  which  is  the
competent authority responsible for overseeing construction within the Shanxi
Transformation and Comprehensive Reform Demonstration Zone as advised by
our PRC Legal Advisers; and
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(i) our Shuozhou Project up to 17 January 2023 by Shuozhou City Shuocheng
District Housing and Urban-Rural Development Bureau (¥ JH T7 % 3k [ - 5 0
WA )R)), which is the relevant competent authority supervising
construction related matters of Shuocheng District as advised by our PRC

Legal Advisers.

Our PRC Legal Advisers have advised that the aforementioned authorities are the relevant

competent authorities to issue opinions with respect to the aforementioned issues concerning

the heat services we provide in their respective administrative regions.

Enhanced internal control measures

We have adopted the following enhanced internal control measures to address current and

future problems concerning title defects:

(1)

(2)

(3)

(4)

we have amended our internal control manual, including Measures of Heat
Exchange Stations and Origin Stations ( {Hzhaf, B & E) ), in order to
strengthen our execution and monitoring system in respect of the title defects and to
ensure that our Directors, supervisors and senior management are properly updated

on a regular basis;

we have designated our operation department as the department responsible for
carrying out overall monitoring and management of the title defects. This includes
conducting regular and random checks and inspections on the status of the title
defects, following up with the progress of obtaining title certificates and proper
authorisations for those heat exchange stations with title defects, and preparing a
monthly report based on the progress status for the new heat exchange stations;

we have compiled a register to record and document the details and status of heat
exchange stations with title defects. Designated staff will follow up with the status
of the heat exchange stations with title defects at specified times and will make

quarterly progress reports to the operation department;

we will (i) have an internal control evaluation on the title defects of heat exchange
stations from time to time; (ii) evaluate the works of the designated staff in handling
such title defects; (iii) assess the overall status of title defects; and (iv) report to our
Directors, supervisors and senior management regarding the risks arising from title
defects and assess the risks in a timely manner based on the factors such as any
claims or eviction by third parties for unauthorised use shall there be any such
incidents arising in the future;
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(5)

(6)

(7

(&)

we will ensure that proper authorisations or confirmations in relation to the right to
use the land and/or heat exchange stations are obtained during construction of heat
exchange stations or installation of equipment in any existing heat exchange
stations, and will endeavour to obtain all relevant title certificates before putting
heat exchange stations into use. If title certificates are unable to be obtained, our
operation department should report to our management team prior to commencement
of heat service period. After the lessors grant us the right to use the heat exchange
stations, we will also obtain authorisation from our management team before putting

them into use for our operation;

we will ensure that proper disclaimers and an indemnity provision will be included
in new written permission and agreements for use of heat exchange stations to be
obtained from the lessors before installing our equipment into any new heat
exchange stations, so as to ensure that the lessors will be responsible for any
damages and losses arising from their title defects;

for lessors who were unable to provide relevant title certificates, we have sought
confirmation from the relevant regulatory authority to confirm that the relevant
government authorities will assist us in finding alternative premises as heat
exchange stations, so as to ensure that the provision of heat services to residents will
not be affected, and we will seek to obtain the same should we have to use any other

heat exchange stations with title defects in the future; and

we will engage external legal advisers to provide legal training to our Directors and
senior management on a regular basis in order to keep pace with relevant laws and
regulations.

Our internal control consultant has reviewed the corresponding internal control policies,

and did not have any further recommendation after such review.

Based on the above, our Directors and the Sole Sponsor are of the view that the enhanced

internal control measures adopted by our Group are adequate and sufficient in preventing

recurrence of similar future incidents.

Failure to obtain certain construction permits and/or complete relevant construction

acceptance checks for the construction of certain properties

Event of non-compliance and reasons

During the Track Record Period, we failed to obtain certain construction permits and/or

complete relevant construction acceptance checks for (a) 14 heat exchange stations owned by

us for our Shanxi Demonstration Zone Project and Shuozhou Project, and (b) our peak shaving

station for our Lanzhou New Area Project.
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In respect of the 14 heat exchange stations (of which one was located on our land and 13
were located on third-party owned land) owned by us, we did not obtain the relevant
construction planning permits before commencement of construction and/or complete the
relevant construction acceptance checks before putting them into use.

. For that one heat exchange station (i.e. Type III) located on our land in Science and
Technology Innovation City Land Plot, we commenced the relevant construction
without obtaining the construction planning permit (&5 | #F 1) and construction
commencement permits (#a%/iti LFFA]) prior to the construction and did not
complete relevant construction acceptance checks of such heat exchange station
prior to putting it into use, with a view to expediting the progress of construction to
ensure the provision of heat services for the winter heating season to new users in
the relevant areas due to urgent needs. As at the Latest Practicable Date, we were
in the process of obtaining the construction planning permit and construction
commencement permit, after which we expect to conduct the construction
acceptance checks and obtain the real estate certificate (REYERERE). It is
expected that the real estate certificate will be obtained by the end of 2023.

. For those 13 heat exchange stations (i.e. Type ITA and Type I1IB) which were located
on third-party owned land, since we were not the land owner, as advised by our PRC
Legal Advisers, we were not permitted under relevant PRC laws and regulations to
apply for the construction planning permits and complete the corresponding
construction acceptance checks due to separate land and building ownership (/7
5}%@). As at the Latest Practicable Date, we could not obtain the relevant permits
before commencement of construction and/or complete the relevant construction
acceptance checks as we were not the owner of such land and could not provide the
land use rights certificate which is required to obtain such construction permits and
complete such construction acceptance checks.

In respect of our peak-shaving station, we did not complete the construction acceptance
checks before its commencement of operation. According to the construction plan of such
peak-shaving station, six peak-shaving boilers and the corresponding buildings to be
constructed. After completion of construction of three peak-shaving boilers and the
corresponding buildings, our peak-shaving station commenced operation in response to urgent
needs of residents under our Lanzhou New Area Project as it was winter at the material time.
As we had not yet completed the construction of all six peak-shaving boilers and all
corresponding buildings according to the construction plan, we could not complete the
requisite construction acceptance check of the constructed buildings where the three
constructed boilers are located at the time. We attended a meeting with the government prior
to our commencement of operation of the peak-shaving station, and understood that we are
required to ensure we have the ability to provide heat services for the upcoming heat service
period in order to satisfy the urgent needs of residents of Lanzhou New Area Project. We
therefore had to start operating our peak-shaving station despite not having completed the
relevant construction acceptance check. It was subsequently agreed with the relevant
authorities that the construction acceptance check of the constructed buildings where the three
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constructed boilers are located will be carried out first according to the respective construction
schedule of each of the peak-shaving boilers and the corresponding buildings. As at the Latest
Practicable Date, we were in the process of conducting the construction acceptance check
covering the constructed buildings where the three constructed boilers are located. It is
expected that the construction acceptance check covering the constructed buildings where the
three constructed boilers are located shall be completed by the end of 2023.

During the Track Record Period and up to the Latest Practicable Date, there had not been
any material safety incidents directly attributable to the safety conditions of the 14 heat
exchange stations owned by us and the peak-shaving station during our time of operation.

Legal consequences

According to Urban and Rural Planning Law of the PRC ( «H#E A R A B 5 404 1
%) ), if a construction project proceeded without obtaining the construction planning permit
or violated relevant provisions under the construction planning permit (iak LFERL#IFF ] 5),
the relevant government authority may stop the construction. It may also request for
rectification or demolition of the building or structure within a certain time limit and impose
a fine of not more than 10% of the construction cost, and any revenue generated from the
building or structure may be confiscated.

According to the Measures for Construction Permission Management of Construction
Projects ( CEEEE LAt LFF el & #H#%) ), for any construction project without a construction
permit (i LFFAI#) being obtained, the relevant government authority may stop the
construction, request for rectification within a specified time limit, impose on the owner of the
construction project a fine of 1% to 2% of the contract value of the construction project, and
impose a fine of not more than RMB30,000 upon the contractor. Further, no construction
commencement permit is required for construction projects with an investment amount of less
than RMB300,000 or with a construction area of less than 300 sq.m.. As at the Latest
Practicable Date, there were five heat exchange stations owned by us did not require a
construction commencement permit, and for the remaining nine heat exchange stations owned
by us, we failed to obtain a construction commencement permit.

Pursuant to the Construction Law of the PRC ( (3 NRILABEEELL) ), and the
Regulations on the Quality Management of Construction Projects ( {Fa% TFEE &% ik
%) ), the relevant government authority may impose an administrative fine in the amount
between 2% to 4% of the construction cost contract value to owner of the construction project
for the failure to conduct a construction acceptance check (¥ T5ill) before use.

As confirmed by our Directors the maximum potential penalty that may be imposed on
our Group amounts to approximately RMB7.6 million, which represents the aggregate amount
of (i) 10% of the total construction cost in relation to the 14 heat exchange stations owned by
us; (ii) 2% of the total contract value of the project sum in relation to the nine heat exchange
stations which we failed to obtain construction permits; and (iii) 4% of the total contract value
of the project sum in relation to the 14 heat exchange stations owned by us.
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Remedial measures and enhanced internal control measures

We have adopted a set of internal control policies to ensure our construction projects are
in compliance with applicable statutory procedures and to prevent any recurrence of similar
future non-compliance:

(a) prior to the commencing construction works, we are required to obtain all the
requisite construction permits and approvals from the relevant competent
government authorities;

(b) prior to the commencement of operation of each newly constructed facility or
equipment, the relevant constructor shall prepare an acceptance report for review by
our supervising engineer, who will subsequently sign the acceptance report;

(c) if the supervising engineer considers the acceptance procedures are inadequate to
meet the acceptance conditions required, a notice will be issued to the relevant
contractor to rectify any deficiency identified;

(d) upon satisfaction of acceptance conditions as determined by our supervising
engineer, our supervising unit and project construction unit will further review
whether the relevant construction project has gone through all required procedures
before commencement of operation or use; and

(e) we are not allowed to commence operations or use any newly constructed facility or
equipment until we obtain the official notice of completion of construction
acceptance procedures.

Our internal control consultant has reviewed the corresponding enhanced internal control
policies which our Group has adopted, and did not have any further reccommendation after such
review.

Based on the above, our Directors and the Sole Sponsor are of the view that the enhanced
internal control measures adopted by our Group are adequate, effective and sufficient in
preventing recurrence of similar future non-compliance.

Impact on our Group

We have obtained confirmations from the relevant competent government authorities that
no penalty will be imposed on us in respect of the above-mentioned non-compliance.

In respect of the heat exchange station constructed for our Shanxi Demonstration Zone
Project, we obtained a written confirmation from the Construction and Public Utilities
Department of the Management Committee of Shanxi Transformation and Comprehensive
Reform Demonstration Zone (LI PH RSx4 pht 457 i 5 45 1 25 5 & g st Bl N F 35 268 23D,
confirming that, among others, (i) our failure to obtain the requisite construction permits and/or
complete construction completion acceptance check for heat exchange stations owned by us
does not constitute a material non-compliance; and (ii) it will not impose administrative
penalties on us for this reason.
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In respect of the heat exchange stations constructed for our Shuozhou Project, we
obtained a written confirmation from Shuozhou City Housing and Urban-Rural Development
Bureau (JHM 435 FUIRARE L)) confirming that, among others, (i) our failure to obtain the
requisite construction permits and/or complete relevant construction acceptance checks for
heat exchange stations owned by us does not constitute a material non-compliance; and (ii) it
will not impose administrative penalties on us for this reason.

In respect of the peak-shaving station, we obtained a written confirmation from Lanzhou
New Area Zhongchuan Area Urban (Rural) Development Management Bureau (i JH #7 17 H )|
fiE] [ 3ok 7 (40) 2 w45 L)) confirming that (i) given the peak-shaving station is mainly used for
heat services operation which is public utility relating to people’s livelihood, in order to ensure
the normal provision of heat service, we can continue to use such peak-shaving station; (ii) our
use of the peak-shaving station does not constitute a material non-compliance; and (iii) no

penalty has been or will be imposed on us in this regard.

As we have received confirmations from the relevant competent government authorities,
our PRC Legal Advisers are of the view that the risk of us being requested to cease the use of
such heat exchange stations and peak-shaving station and/or being penalised as a result of such
non-compliance is remote, and that such non-compliance would not have a material impact on

the business operation of our Group.

Based on the above-mentioned confirmations received from relevant competent
government authorities and the advice from our PRC Legal Advisers, our Directors confirm
that such non-compliances do not and will not have any material impact on the operations or

financial position of our Group.
Other facilities owned by us

In addition to the owned properties, leased properties and equipment installed in heat
exchange stations set out above, we also own heat service facilities for our operation. Almost
all of our facilities are located in Shanxi Province, Gansu Province and Inner Mongolia
Autonomous Region, and mainly comprise primary distribution pipelines and facilities and
devices we installed in the heat exchange stations used by us. See “Heat distribution — Our heat
service facilities” in this section for details.
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REGULATORY COMPLIANCE

Save as disclosed in this section, our Directors are of the view that we had complied with
all relevant laws and regulation in all material respects during the Track Record Period and up
to the Latest Practicable Date.

Licences, permits and certificates

We are subject to laws, regulations and supervision by different levels of regulatory
authorities and are required to maintain various licences, permits and certificates in order to
operate our business. A summary of such relevant PRC laws and regulations to which our
business operations are subject is set out in “Regulatory overview” in this document. Our PRC
Legal Advisers have confirmed that we had obtained necessary licences, permits and
certificates for our current business operations in all material aspects in the PRC and such
licences, permits and certificates are valid and remain in effect as at the Latest Practicable
Date. The following table sets out the details of our licences, permits and certificates which are

material to our operations:

Licence, permit and

No. certificate name Serial number Awarding body Recipient Date of award Validity
| Pollutant discharge permit  91620100073586604Y001P ~ Lanzhou New Area Ecology ~ Lanzhou 13 September 12 September
(Y53 T and Environment Bureau Shuangliang 2021 2026

(MM EIER)

2 Work safety licence (Jin)JZ An Xu Zheng Zi Taiyuan Municipal Taiyuan 12 November 11 November
(RAEEFE) [20201010334-3/1 (B)Z%  Administrative Approval Renewable 2020 2023

AR F[20201010334-3/1 Services Management Bureau  Energy
(I TR )

3 Work safety licence (Jin)JZ An Xu Zheng Zi Taiyuan Municipal Commission ~ Shanxi 27 December 7 December 2023
(RAEEF ) [2017]TY0272-22 of Housing and Urban-Rural ~ Shuangliang 2017
(BT Development Renewable
[2017]TY0272-22 (REWEFASMERZES  Energy
)

4 Work safety licence (Jin)JZ An Xu Zheng Zi Shuozhou Municipal Shuozhou 29 October 2020~ 28 October 2023

(RREREFH) 2020060028 (F)JZ%FF3  Administrative Approval Renewable
(20201060028 Services Management Bureau  Energy
(M AR ERR)

5 Construction industry D314006270 Taiyuan Municipal Commission Shanxi 14 June 2017 31 December
enterprise qualification of Housing and Urban-Rural ~ Shuangliang 2023
(BEEOEEETD) Development Renewable

(R 7 Fist Energy
RERZRE)

6 Construction industry D314006536 Taiyuan Municipal of Housing ~ Taiyuan 10 December 31 December
enterprise qualification and Urban-Rural Renewable 2019 2023
(REECEREDE) Development Bureau Energy

ORI R R R )
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Licence, permit and
No. certificate name Serial number Awarding body Recipient Date of award Validity

7 Construction industry D314078474 Shuozhou Municipal Shuozhou 13 January 2020 13 January 2025
enterprise qualification Administrative Approval Renewable
(REEOEBETE) Services Management Bureau  Energy

(FMAHERREERR)

8 Engineering design A214012131 Shanxi Provincial Department ~ Shanxi 4 May 2017 31 December
qualification certificate of Housing and Urban-Rural ~ Shuangliang 2023
(Municipal sector Development New Energy
(Heating engineering) (P& Fs
Grade 2) (LRERGHEH )

(T L
B)4ELH)

9 High and New Technology ~GR202114000653 Shanxi Provincial Department ~ Taiyuan 7 December 2021 7 December 2024
Enterprise Certificate of Science and Technology Renewable
(FFERE) (LB RIEEIBE); Shanxi  Energy

Provincial Department of
Finance (111754 B HUE);
Shanxi Provincial Office of
the State Taxation
Administration (HZ BB
Rl & =)

10 High and New Technology ~GR201914000016 Shanxi Provincial Department  Shanxi 12 December 12 December
Enterprise Certificate of Science and Technology Shuangliang 2022 2025
(R ERE) (LPSARLEHETBE); Shanxi  New Energy

Provincial Department of
Finance (111774 B HUE);
Shanxi Provincial Office of
the State Taxation
Administration (Z B A
Rl 8E )

11 High and New Technology ~ GR202014000500 Shanxi Provincial Department ~ Shanxi 3 December 2020 3 December 2023
Enterprise Certificate of Science and Technology Demonstration
(BT AR (WP ABHEHTRE): Shanxi  Zone Heat

Provincial Department of Supply

Finance (I P& BELE);
Shanxi Provincial Office of
the State Taxation
Administration (HZ B4
LT & B )
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Licence, permit and
No. certificate name Serial number Awarding body Recipient Date of award Validity
12 High and New Technology GR2022622000035 Gansu Provincial Department  Lanzhou 18 October 2022 18 October 2025
Enterprise Certificate of Science and Technology, Shuangliang
(FFET S Gansu Provincial Department

of Finance, Gansu Provincial
Taxation Bureau of the State
Taxation Administration
(HREREENE - His
BHE - MARGARTHE

BisR)
13 Food operation licence JY31401710001753 Taiyuan Food and Drug Shanxi Smart Life 3 August 2022 2 August 2027
(B MEEFE) Administration Bureau (KJ&

i e & B E TR )

14 Heat service operation Hai Gong Ri Zi No. Hailar Region Housing and Hulunbuir 22 December 21 December
licence (HEEAAETIAT 2020003 HHEEATEH Urban-Rural Development Shuangliang 2020 2025
i) 20200035 Bureau (1A 35 A
#iR)

Non-compliance incidents

During the Track Record Period and up to the Latest Practicable Date, save for the
non-compliance incidents as disclosed in “— Properties — Other properties occupied by us — (a)
Shantou Complex — Failure to register six tenancy agreements of the Shantou Complex” and
“— Properties — Failure to obtain certain construction permits and/or complete relevant
construction acceptance checks for the construction of certain properties” in this section and
below under this paragraph, our Directors are not aware of any non-compliance incidents,
which taken as a whole, in the opinion of our Directors, are likely to have a material and
adverse effect on our business, financial condition or results of operations. During the same
periods, we also did not experience any other material non-compliance of the laws or
regulations, which taken as a whole, in the opinion of our Directors, reflects negatively on the
ability or tendency of our Company, our Directors or our senior management, to operate our
business in a compliant manner.
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Suitability for [REDACTED] and Directors’ suitability

Each of our Directors has confirmed that the non-compliance incidents did not involve
any fraud or dishonesty and did not impugn his/her character, integrity or competence. Having
considered the relevant facts and circumstances, the financial condition and/or business
operations of our Group as a whole have not been and will not be materially and adversely
affected. Moreover, as confirmed by our Directors and our PRC Legal Advisers, our Group’s
non-compliance incidents were isolated events relating to a wide variety of laws and
regulations, and only came about under specific circumstances some of which were not caused
by us and beyond our control. We did not deliberately contravene the relevant laws, nor did we
intend to conduct any of our business operations in any non-law-abiding manner. As explained
above, some of the non-compliance incidents could not be rectified by us, including failure to
obtain certain construction permits and/or complete relevant construction acceptance check for
the construction of certain properties, failure to register lease and tenancy agreements, and
failure to obtain a mining permit for extracting geothermal heat. For non-compliance incident
relating to dispatched staff, our Group had completed the rectification process. For non-
compliance incidents relating to social insurance and housing provident fund contributions, our
Group has completed all adjustment of contribution base of housing provident fund for all of
our employees and made full contribution of social insurance for all of our employees as at the
Latest Practicable Date. In any event, our Group had obtained confirmations from relevant
competent government authorities acknowledging these non-compliance incidents would not
lead to a cessation of or material adverse impact on our business operations. Our PRC Legal
Advisers advised that none of the aforesaid non-compliances will have a material adverse
impact on our continued operation of our concessions and other business activities.

Having considered the nature and reasons for the historical non-compliance incidents

3

identified and disclosed in “— Properties — Other properties occupied by us — (a) Shantou
Complex — Failure to register six tenancy agreements of the Shantou Complex” and “—
Properties — Failure to obtain certain construction permits and/or complete relevant
construction acceptance checks for the construction of certain properties” in this section and
“— non-compliance incidents” above, the remedial actions taken and the enhanced internal
control measures adopted by us, our Directors are of the view that, and the Sole Sponsor
concurs that, (i) our enhanced internal control measures are adequate and effective to prevent
recurrence of future non-compliance incidents; and (ii) none of the past non-compliance
incident would affect the suitability of our Directors to act as directors of a listed issuer under
Rules 3.08 and 3.09 of the Listing Rules or our suitability for [REDACTED] under Rule 8.04

of the Listing Rules.

RISK MANAGEMENT AND INTERNAL CONTROL

We are primarily exposed to the following risks: (i) operational risks, such as access to
heat sources, prices of energy resources, weather, quality control and customer services; (ii)
regulatory risks, such as government policies on pricing, safety, environmental protection and
obtaining of required licences, permits and certificates; (iii) financial risks, such as interest rate
risk, credit risk and capital management; and (iv) environmental and social risks, such as
climate change, supply chain and human resources.
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Our Directors are responsible for formulating and overseeing the implementation of our
internal control measures and the effectiveness of our quality management system. To enhance
our internal controls as well as in connection with the [REDACTED], our Group has engaged
an independent internal control consultant to perform a review over our internal controls over
financial reporting in July 2021 and January 2023, covering entity-level control, revenue and
receivables, heating engineering construction, heating equipment production and cost
management, purchase and payables, treasury, human resources and payroll, financial
reporting, tax, fixed assets, intangible assets, insurance, intellectual property, environmental
protection and information technology. The scope of internal control review work performed
and the long form report issued have been agreed between the Sole Sponsor, the internal

control consultant and our Group.

As a result of the internal control review conducted by our internal control consultant, we
have identified certain areas in our internal control system, policies and procedures that require
improvement. We have subsequently taken remedial actions in response to the findings and

recommendations by our internal control consultant.

The internal control consultant performed a follow-up review on our Group’s internal
control system in September 2021 and February 2023, with regard to the remedial actions taken
by our Group. The work performed and the follow-up review did not identify any material
internal control weakness, and our internal control consultant did not raise any further
recommendation. The aforementioned internal control review was conducted based on the
information provided by our Company and no assurance or opinion was expressed by the
internal control consultant. The following sets out the key measures adopted by our Group
under our risk management and internal control system:

. as our business continues to expand, we will refine and enhance our internal control
system in response to the evolving requirements of our expanded operations as
appropriate. We will continue to review our internal control system to ensure
compliance with applicable legal and regulatory requirements;

. See “Regulatory compliance — Non-compliance incidents” in this section for our
enhanced internal control measures that we have implemented to prevent recurrence
of similar non-compliance incidents. Our Directors and the Sole Sponsor are of the
view that the enhanced internal control measures are adequate, effective and
sufficient in preventing recurrence of similar future non-compliance;

e Mr Ma Ke (F5525E%E), one of our company secretaries, will act as the principal
channel of communication between members of our Group and our Company in
relation to legal, regulatory and financial reporting compliance matters of our Group
as well as the chief coordinators to oversee the internal control procedures in
general. Upon receipt of any queries or reports on legal, regulatory and financial
reporting compliance matters, he will look into the matter and, if considered
appropriate, seek advice, guidance and recommendation from professional advisers
and report to relevant members of our Group and/or our Board;
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. we have established a compliance department which is responsible for monitoring
legal and regulatory compliance and the control environment at the group level as
well as the subsidiary level. The compliance department comprises our legal and

company secretarial teams;

. our Directors believe that compliance creates value for us. We are dedicated to
cultivating a compliance culture among all of our employees. To ensure such
compliance culture is embedded into daily workflow and set the expectations for
individual behavior across our Group, we will conduct regular internal compliance
checks and inspections, adopt strict accountability internally and conduct

compliance training;

. we will comply with the Corporate Governance Code. We have established three
board committees, namely, the audit committee, the remuneration committee and the
nomination committee, with respective terms of reference in compliance with the
Corporate Governance Code. For details, see “Directors, supervisors and senior
management” in this document;

. we have formulated an anti-bribery policy at the group level, which covers the
anti-bribery measures, channels for reporting suspected bribery, such as the hot-line
and mail box, and disciplinary actions against bribery within our Group;

. in September 2021, we published our ESG risk management and disclosure report
which regulates, among other things, our responsibility to the environment and
community, corporate governance, health and safety within our Group. Under this
report, we are required, among other things, to monitor and manage our emissions
and use of resources. See “— Environmental, social and governance” in this section
for further details regarding our ESG policy; and

. we have formulated a comprehensive internal control policy which covers various
major areas of our operations including approval process and authority, compliance,
risk management, capital investment management and contract management. For

example:

(i) in terms of contract management, we have developed a contract management
system at a group level which covers, among other things, the signing,
approval process, internal monitoring and dispute resolution of the contracts
entered into by our Group;

(i1) in terms of risk management, we have developed a risk management system at
a group level which stipulates, among other things, our risk management
framework, internal risk monitoring, risk management process and frequency
of compliance checks within our Group. Our Directors are in charge of matters
in relation to risk management;
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(iii) in terms of capital management, we have formulated a fixed assets
management system at a group level which regulates, among other things, the
addition, disposal and accounting treatment of fixed assets within our Group.
We have also developed management measures on internal capital flow at a
group level which sets out internal rules governing among other things, group
borrowings and capital flows.

Based on the above, our Directors are of the view that our Group has taken reasonable
steps to establish a proper internal control system to minimise risks of non-compliance and
prevent future recurrence of the non-compliance incidents disclosed in this section, at both
working and monitoring levels, and hence, our Directors are of the view that the internal
control measures adopted by our Group are adequate and effective in preventing recurrence of
future non-compliance by our Group with legal and regulatory requirements. The Sole Sponsor
concurs with the views of our Directors if the enhanced internal control measures can be

continuously implemented and regularly reviewed.

LITIGATION

From time to time, we may become subject to legal proceedings, investigations and
claims incidental to the conduct of our business. During the Track Record Period and up to the
Latest Practicable Date, some of the members of our Group were involved in legal proceedings.
As advised by our PRC Legal Advisers, these members of our Group were mainly involved in
the legal proceedings relating to the disputes in the ordinary course of our business, and none

of these litigations would have a material adverse effect on our assets and financial position.

THE IMPLICATIONS OF THE DRAFT MEASURES AND DRAFT RULES ON OUR
GROUP’S OPERATIONS AND FINANCIAL PERFORMANCE IF THEY WERE TO BE
PROMULGATED AND IMPLEMENTED IN THEIR CURRENT FORMS

Implications of the Draft Measures on our Group’s operations and financial performance
if they were to be promulgated and implemented in their current forms

On 10 April 2020, the NDRC published the Draft Measures for the Price and Fee Control
and the Draft Measures for the Supervision and Review of the Pricing Cost (collectively the
“Draft Measures”) which were open for public consultation between 10 April 2020 and 9 May
2020. As at the Latest Practicable Date, the implementation and enactment of the Draft
Measures were pending, and there had been no further announcements from the NDRC as to
whether and when the Draft Measures will be amended, supplemented or revised, or adopted
and promulgated. For details of the Draft Measures, please see “Regulatory overview —

Pricing” in this document.
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Our PRC Legal Advisers advised that:

(a)

(b)

(©)

the Draft Measures are formulated based on the relevant existing laws and
regulations to provide more specified and more comprehensive provisions on the
management of urban centralised heating prices and heat pricing cost supervision
and review:

(i) according to the Interim Measures and the Draft Measures for the Price and Fee
Control, both of them were formulated in accordance with the PRC Pricing
Law and other relevant laws and regulations in order to regulate the
management of urban heating prices, protect the legitimate rights and interests
of heat service providers and users and promote the development of urban
heating, energy conservation and environmental protection. As such, the
general provisions of the Interim Measures and the Draft Measures for the
Price and Fee Control, such as the purpose of their enactment and their scope

of application, are substantially the same in significant respects;

(i1) according to the Draft Measures for the Supervision and Review of the Pricing
Cost, the measures were specifically drafted for the cost supervision and
review of heat rates within the frameworks of the Measures for the Supervision
and Review of the Government’s Pricing ( R il 72 8 A% B AS B B HEE) ),
aiming to improve the standardisation and reasonableness of pricing of heat, to
strengthen cost supervision and review of heat supply, and to regulate the

conduct of the cost supervision and review of pricing of heat;

the Draft Measures, if implemented in their current form by NDRC, will become
national departmental regulations (#8['J#{ %), pursuant to the Legislation Law of the
People’s Republic of China (413 A\ RILFIE 7 1%75). As such, the Draft Measures,
if implemented in their current form, would therefore be enforced nation-wide by
relevant competent departments of the NDRC, which the pricing departments of the
provincial people’s governments or authorised municipal or county people’s
governments should follow such departmental regulations when formulating
respective local heat rates and subsidy policies, and conducting cost supervision and
review; and

the Draft Measures laid out certain provisions such as the determination of heat
prices and supervision and review of costs in relation to the heat supply industry in
general for the relevant local government authorities to follow. Hence, the Draft
Measures, if implemented in their current form, the relevant local government
authorities would have authority to formulate respective local heat rates and subsidy
policies, and conduct cost assessments under the relevant laws and regulations, after
taking into account their actual circumstances locally, and therefore the matters
taken into consideration by relevant local government authorities might vary

between them.
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Based on the above, our Directors are of the view, and the Sole Sponsor concurs, that in
the event that the Draft Measures were promulgated in their current form, and the local pricing
authorities decide to make substantial downward adjustment on the heat rates in the regions
where our Group provides heat service and without providing sufficient price subsidies to
compensate for such loss, or deduct certain costs to be included in the calculation of the price
subsidies when conducting cost assessments which subsequently leads to a significant
reduction in the amount of price subsidies to be received by us, there would be a material
adverse effect on our business, financial condition and operating results.

As for the potential implication of the proposal to abolish the Interim Measures that
provided the basis for our Group to negotiate with the Shuozhou government for price
subsidies, given that the implementation of the Draft Measures for the Price and Fee Control
and the proposed abolishment of the Interim Measures shall take place simultaneously, and
having considered that Article 15 of the current form of the Draft Measures for the Price and
Fee Control provides that “the local people’s government may subsidise the heat enterprises in
the areas where heat rates are not sufficient to compensate for the normal relevant heat service
costs, and cannot be adjusted in a timely manner”, which as advised by our PRC Legal Advisers
is equivalent to Article 25 of the Interim Measures, our Directors are of the view, and the Sole
Sponsor concurs, that the Draft Measures for the Price and Fee Control, if implemented in the
current form, would continue to provide a basis for our Group to negotiate with the Shuozhou
government for price subsidies. Thus, in the case of a downward adjustment of heat rates, as
our Group can negotiate with the Shuozhou Government for price subsidies, our Directors are
of the view, and the Sole Sponsor concurs that the downward adjustment would not cause any
material adverse impact on our Group.

Implications of the Draft Rules on our Group’s operations and financial performance if
they were to be promulgated and implemented in their current forms

On 20 April 2022, the Shuozhou City Bureau of Municipal Affairs Administration (¥ /!
kT #R) issued the Draft Rules open for public consultation between 20 April and 20
May 2022, and on 6 September 2022, it reissued the Draft Rules open for public consultation
between 6 September and 16 September 2022. As at the Latest Practicable Date, the
implementation and enactment of the Draft Rules were pending, and there had been no further
announcement from the Shuozhou City Bureau of Municipal Affairs Administration as to
whether and when the Draft Rules will be amended, supplemented, revised adopted or
promulgated.

As advised by our PRC Legal Advisers, the Draft Rules clearly stipulate that the Draft
Rules were formulated for the purpose of strengthening heat supply management, improving
heat supply service, promoting the healthy development of centralised heat services business
and protecting and improving people’s livelihoods. According to the Announcement on the
Draft Rules for Public Comments Again ( <BEFAE G 4 rp At Bl (B %8)) (BURE R
T FF RN BABCR B A4 45 ) ), the Draft Rules were formulated in accordance with national
and Shanxi provincial laws and regulations (such as the Civil Code of the PRC ( (H#E AKX
JEANE )% #8) ) and the Property Management Regulations ( {#ZEE 5 1) )), and taking
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into account the local actual circumstances of Shuozhou City. As advised by our PRC Legal
Advisers, the Draft Rules apply to entities within the Shuozhou City administrative area which
engage in the business of centralised heat services planning, construction, operations and heat
consumption activities, as well as the relevant management affairs of centralised heat services.
The main contents of the Draft Rules, which relate to the planning, construction, operation and
heat consumption activities and management of centralised heat services in Shuozhou City,
including but not limited to (i) the promotion of public-private partnership (PPP) in centralised
heat services, (ii) responsibilities for the construction and maintenance of primary distribution
pipeline network and construction of secondary distribution pipeline network, (iii) facility
safety requirements, (iv) heat service standards (heat service period and heat supply
temperature standards), (v) heat source guarantee obligations, (vi) main contents of heat supply
contracts, (vii) main rights and obligations of both heat service providers and heat service
users, (viii) service evaluation and performance management and (ix) legal responsibilities, are

relatively clear and specific.

According to the Draft Rules and the Group’s confirmation, our PRC Legal Advisers are
of the view that the Draft Rules do not contain any provisions that would have a material
adverse impact on the business environment of the heat service market in Shuozhou City and
our Group’s major rights and obligations under the relevant Concession Agreement, nor any
provision that would impose restrictions on the concession right already acquired by our
Group, and do not specifically modify the existing heat pricing model (which the heat rate still
determined by the local pricing authorities) or government subsidy procedures.

Our Directors are of the view that (i) the obligations of heat service provider stated in the
Draft Rules are within the scope of the Group’s capabilities and the Group is able to continue
fulfil such obligations; (ii) the Group expects to be able to continue to maintain high quality
heat services based on its historical performance and development as required in the Draft
Rules; and (iii) the Company is expected to meet the standards of the performance evaluation.
Our Directors are also of the view that in respect of our Shuozhou project, our Company has
already entered into a Concession Agreement with the government which clearly identifies the
rights and obligations of both parties, and to date, our Company has continued to provide heat
services in compliance with the terms of the Concession Agreement, including but not limited
to the sale of heat at the heat rate set by the Shuozhou government, while the Shuozhou
government has also continued to provide price subsidies to the Company in according to the

Concession Agreement.

As advised by our PRC Legal Advisers, if ultimately promulgated by the Shuozhou
Municipal People’s Government in its current form, the Draft Rules will be a local government
regulation at Shuozhou Municipal level and will be less authoritative than national and Shanxi
provincial laws and regulations. During the Track Record Period, we did not commit any
material breach of the existing national or Shanxi Provincial laws or regulations or the
Concession Agreement, nor was any penalty been imposed on us.
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Based on the above, as advised by our PRC Legal Advisers, implementation of the Draft
Rules in their current form is not expected to have any material adverse impact on the
operations of our Group. As such, our Directors are of the view, and the Sole Sponsor concurs,
that the implementation of the Draft Rules in their current form would have no material adverse

impact on the operations and financial performance of our Group.

EFFECTS OF THE COVID-19 OUTBREAK

Effects of the COVID-19 outbreak on our business operations

An outbreak of respiratory illness caused by a novel coronavirus (COVID-19) was first
reported in late 2019 and continues to spread across the PRC and globally. In March 2020, the
World Health Organisation characterised the outbreak of COVID-19 as a global pandemic. As
at the Latest Practicable Date, measures responding to COVID-19 relating to temporary travel
restrictions and shutdown of certain business operations had been lifted, leading to the gradual

resumption of normal commercial and industrial business operations.

During the year ended 31 December 2020, we received a government subsidy of
RMB4,335.7 for purchasing supplies such as masks for the prevention of COVID-19. During
the Track Record Period, we did not receive any other government subsidy and/or financial
assistance in relation to the outbreak of COVID-19.

In respect of our heat services

Our provision of heat services has not been interrupted since the COVID-19 outbreak as
the provision of heat services is a basic necessity in northern China. During the Track Record
Period and up to the Latest Practicable Date, our heat service customers included both
residential and non-residential heat service customers. For example, northern China
experienced the shutdown of certain industrial and commercial business operations from
February to April of 2020. However, due to the fact that heat service fees were calculated based
on actual heat service area (instead of actual consumption of heat) and were prepaid by our
customers prior to the commencement of the heat service period, and also our customers were
able to resume normal business operation as soon as the local governments lifted restrictions
once the spread of COVID-19 was under control, our Directors consider that the demand for
heat service from our heat service customers did not materially fluctuate due to measures
imposed by the PRC Government in response to the outbreak of COVID-19 (the “COVID-19
Measures”). For the two months ended 30 April in the 2019/2020 heat service period,
2020/2021 heat service period and 2021/2022 heat service period, we had 237,979, 265,823
and 282,438 heat service customers, respectively. Since the COVID-19 outbreak, we have not
experienced material dispute with our heat suppliers for the provision of our heat services, nor
have we encountered any difficulty in securing sufficient heat sources to ensure the stability

of our heat services.
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We encountered delays in the settlement of trade receivables by some of our customers,
being mainly property development companies and property management companies, since the
outbreak of COVID-19 as their business activities have been interrupted. The balance of our
trade receivables (excluding notes receivables and lease receivables) aged over one year
amounted to approximately RMB78.3 million, RMB93.5 million and RMB91.6 million,
representing approximately 19.7%, 24.5% and 17.4% of our trade receivables (excluding notes
receivables and lease receivables) as at 31 December 2020, 2021 and 2022, respectively. In
light of this, our Group has adopted various measures to manage credit risk. We consider that
the delays in settlement of trade receivables would not have a material adverse impact on our

business and operation in the long term.

In respect of our engineering construction services

Our provision of engineering construction services was not materially affected by the
outbreak of COVID-19 during the Track Record Period. Our Directors have confirmed that we
closely monitored the construction progress of our contractors for the provision of our
engineering construction services, and we managed to complete all engineering construction

services to facilitate our provision of heat services during the Track Record Period.

Our response towards the COVID-19 outbreak

In response to the COVID-19 outbreak and its resurgence from time to time, we have
issued internal notices, implemented a series of COVID-19 response plans and adopted
enhanced hygiene and precautionary measures for our heat service in our actual heat service
area. Our senior management, together with the general managers of various operating entities
within our Group, are responsible for overseeing the operation of each department and team
and ensure they operate in a safe manner during the pandemic. Our human resources
department and administration officers are jointly responsible for monitoring the
implementation of our COVID-19 health and hygiene measures. In light of our cross-provincial
operation in four provinces and one autonomous region, domestic travel records of our staff

and managers are accurately recorded for our internal risk management.

From January 2020 and up to the Latest Practicable Date, we incurred an aggregate cost
of approximately RMB89,600 for purchasing protective masks and other medical and cleaning
supplies. We consider our response measures towards the COVID-19 outbreak are adequate and

effective at each level within our Group.

Our Directors believe that the additional costs associated with the enhanced measures,
after taking into consideration the medical and cleaning supplies distributed by the local
governments and the promulgation of relevant regulatory policies such as deduction of a
portion of the payment of social insurance contribution and announcement and implementation
of refund of PRC corporate income tax credits, have no significant impact on our financial
position as at 31 December 2020, 2021 and 2022.
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In light of the above, our Directors confirm that the outbreak of COVID-19 and its
resurgence from time to time has not had a material adverse impact on our Group’s continuing

business operations and financial position.

Based on the above, our Directors consider that COVID-19 is unlikely to result in any
material adverse impact on our business operation and financial performance in the foreseeable
future. We believe our future plans set out in “— Our business strategies” are feasible, and it
is unlikely that we would change the use of the [REDACTED] from the [REDACTED] as
disclosed in “Future plans and [REDACTED]” in this document as a result of the COVID-19.
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