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Introduction

This report has been prepared by The Guthrie Group ( i G u t)horgiveeadrief overview to Western investors of the
opportunities currently available in the water industry in China.

China is currently in a state of fast growth and economic, political and social transition. This is resulting in opportunities
in many industries, and water is an example where historic under provision, the demands of rapid industrialisation and
urbanisation combine to demand change on a substantial and rapid scale. Despite its size and resources, China alone
cannot meet these demands in the required timescale, and so there are clear opportunities for Western capital,
technology and management skills. However, it is important to view these opportunities in the light of the Chinese
experience. It is not possible to import wholesale Western solutions T technological, managerial or economic i and
expect them to work in the Chinese context. A successful investor will adapt the Western experience to China, and the
assistance of local professionals familiar with Western business is critical. Guthrie is well-placed to help in this
situation, with good local Chinese contacts as well as substantial experience of structuring transactions in many
jurisdictions.

Chinabés regulatory, corporate disclosure and information
used to in the West. It is frequently difficult to get reliable information on which to base judgements. The information

used in this report is believed to come from reliable sources, but no warranty is made as to its accuracy, and we would

advise carrying out appropriate due diligence in the context of any transaction. We would be pleased to assist with

such a process for interested parties. Acknowledgement is made to those sources which have been drawn upon, which

are referred to in the sourcing footnotes and in the Appendix.

For further information about the Chinese water industry and about The Guthrie Group and its operations, please
contact:

Jeremy P. Knight Derrick Pefia
jknight.sIn25@Ilondon.edu derrick@guthriecastle.com
+44 7770 930322 +86.152.2137.0801
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Executive Summary

A Chinais the largest country in the world in terms of population (1.33 billion), yet it suffers from severe water
shortages due to underdeveloped infrastructure, the level of pollution and sheer size of the country. Despite
abundant raw water, China ranks 13t in the world in terms of water need, with per capita resources only 25% of
the West. Wastewater treatment is a particular issue, with half of wastewater discharged untreated into the
resources pool. Water shortages represent a significant

A Developing Chinaés water industry is a pri dYFive-yearPlanr t h
sets specific, ambitious targets for the water sector and the government plans on RMB 470 billion (USD 70 billion)
investment over five years. A significant part of this will come from external (foreign investment) sources.

A This represents a very viable and attractive investment opportunity for western companies, bringing capital,
technology and management expertise to bear. Western companies have invested several billions of dollars in the
i ndustry, and in some cases already seen good returns t
stream of such opportunities as the infrastructure development program continues. The government is broadly
supportive of such foreign involvement, although the rules of the game are not always straightforward.

A Local capital is also active in the market, and recent IPO activity strong. The market is relatively immature in this
respect, and we do not regard current valuations as always realistic. Nevertheless, the strong local interest and
flow of capital is real and substantial.

A Ilnvesting in Chinads water industry is not without its
disparities between supply and demand, lack of public information are just some of the many reasons why one
needs an experienced team to assist an investor through this.

The Guthrie Group i proprietary and confidential



Overview of China and its water needs
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