GLAUCUS

RESEARCH GROUP
¥ % o M A R

fiWhen the well isng, we know the worth of watér: Benjamin Franklin
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investmen&dvice nor should it be construed as such. You should do your own research and due diligence before making any inveistnsenitdeespect to the securitie
covered herein. We have a short i nt er dicntgansintieTetd tatthe grice ofisuclaimstumenhdedined. Please
to our full disclaimer located on the last page of this report.
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INDUSTRY: Wastewater Treatment

CT Environmental Group Ltd HK: 138TER) ofriCdmpamy )i pri marily en

Price (as of wastewater treatment and hazardous waste disposal. In a crowded and heavily regulated industry wht
11/22/2016): are typcally set by the Chinese government, CTEG has reported margins far in excess of its competi
) claims that its success is driven by its business model of building, owning and operating wastewater tr
HKD 2.14 faciliBOOssmotbe) i
In this rert, we present publicly available wastewater treatment data from the Chinese government
directly contradicts CTEG6s reported wastewat
Market Cap: opinion, this is clear and irrefutable evidence thatCompany has lied to the investing public about the volt
of water treated at its facilities and as a result, its reported revenues and profitability. This report also
HKD 13.52 SAIC filings and other government records showing that, in our opinioEGCHas engaged in undisclose
bl”lon related party acquisitions of companies secretly connected to its Chairman. Shockingly, we have found «

of intimate dealings with the former chairmanGiiina Metal Recyclingwhich Glaucus exposed as a fraud
2013 (report availableerg and which was subsequentilyuidatedby Hong Kong regulatet

When we consider the totality of the evidence, we conclude that the Company is materially misreprese
reported financial performance and that its management is so untrustworthy that CTEG isisiny@gtable

But to be conservative,awalueC T E G6 s s h a r38per slate, a8P¥% Bowlside from the current shar
price. Gi ven that CTEGO6s debt |l evel s have balloon:

Daily Volume:
9 million shares

(an. 3m0) reasonable to expect even further downside pre

1. Inflation of Reported Wastewater Treatment Volumes Because wastewater treatment is a hig

G| regul ated business, the Mi MERY)Tr ypudfli Ehebsr am

aucus volume of wastewater processed at key facilities in &hin This data directl
Valuation reported figures for the utilization of two key facilities.

HKD 0.38 a. Xintao. CTEGO6s Guangzhou Xintao Ximtabou)stird atl h e

primary wastewater BOO facility, with totdesign capacity for wastewater treatment of 100,00(
per day. CTEG claimed that Xintao operated at 97%, 99% and 100% capacity utilization in 201
and 2014, respect Natiendl YWrban Sebvage Treéatment RAEliReS Sistate
unequivocally that the Xintao facility only processed 54,400m? in average daily vol@d&dr?013
and2014 respectively. These lists are published annually, are unambigudusenorroborated by
other sources. In our opinion, the lists clearly indicate that the Company overstated the am
wastewater processed at the Xintao facility by more than 82% fromZmie
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b. Yinglong. MEP data shows a similar exaggerationatfial wastewater treatment volumes at anot|

key facility, t he Guangzhou Yi ngl onXnglong 3
WWW.GLAUCUSINVESTMENTS.COM Yinglong, also operated by CTEG using the BOO model, has a treatment capacity of 100,00(
day. CTEG disclosed thainglong operated at 73%, 80% and 90% capacity in 2012, 2013 and :
respectively. However, the MEP data states that Yinglong only tré&880n3 of wastewater per
day in2012 and only 53,800m?3 iR013and2014 This data indicates that CTEG oversththe

amount of wastewater treated at the Yinglong facility by over 54% in those three years.

c. Profit Overstatement. MEP data indicates that the Company significantly overstated the utilizi
rates and therefore the volume of water processed atdistk ey BOO faci |l it
wastevat er treat ment segment from primay dBverOof f
profitability , we estimate that CTEGO6s gr &Bsilesythan
reported for that segment from 20122014.
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2. Den of Thieves. In 2013, Glaucus releasedeportalerting the market that according to MEP data, Hong Kong listed C
Met al Recycl i CNYRO() HKva sO 7a7 39| a(tfia n icatinfy itsarepdrtedt ravanues and profifs.a nr

unprecedented step, the SFC moved to force CMR into
evidenceodo that OldRtrigdhszae fresud@ ag€EMRIi wasi one of the most |
Kong history. Il magine our surprise wiaiffMwGun)wasdntmaely

involved in tre foundation of CTEG. SAIC filings reveal thasgraced CMR Chairman Chun GWai wasa founding board
member o f Xintao and Guangzhou Kai @igimaPRC dpevating subsidiartese InGadditip
CTEGO6s Chair man (Mihairmah 3suii) GdeedasT Mr . Chunds business pi
and, among other things, purchased assets from CMR pr
was intimately involved in the construction of ETs a n d t hCGhairm&Tsi Bangined close ties with the orchestrat
of the one of the most notorious stock frauds in Hong Kong history.

3. Inflated Purchase Price for Undisclosed Related Party Acquisitionsin 2015, CTEG acquired 100% equity irgets in three
facilities for a total aggregate consideratio®RMB 276 million. But this understates the cost to shareholders. The three acc
entities also carried on their books a totaR&B 352 million_in mysterious payablego undisclosed regpients, meaning that
it cost the CompanRRMB 628 million to acquire three facilities CTEG claimed that in each case, the beneficial owners of
acquired entities were independent third parties. We believe that this is a lie. SAIC filings reveathhat the entities wat
maj ority owned by Guangzh o Guaigzhoyg Yingzhay )ah undiselgsedmedated pai®/ avhich
we believe is controll ed by WonsestlpSAIT éliogs shdw thabundizdidsed dethpar@yk
Guangzhou Yingzhou acquired all three entities for RigIB 46 million one year before flipping them to CTEG at a6x
markup (or a 13.7x markup if the mysterious payables are included) Put simply,publicr ecor ds i ndi c
Chairman wagonnected to all three facilities which the Company acquired at a massive markup from an undisclosec
party, a clear violation of Hong Kong securities rules. In our view, these transactions either represent a naked tvaatfer
to the Chairma or are fake capital expenditures designed to mask fabricated profits.

4. SAIC Filings Suggest Fabricated Financial Statements for Major Acquisition In April 2014, CTEGacquiredQingyuan
Lvyou Environment al Protect iQogyuamleyolh hpl aggo@pmpgngnbal
waste treatment, for RMB 125 million. The Company disclosed that Qingyuan Lvyou generated a loss in 20t@rafit oé
RMB 11.9 millionin2013. Postic qui si ti on, the Company stated t,beaeratinQnet
profit of HKD 80 million in 2014. However, Qingyuan Lvyou SAIC filings reveal that it generatadt loss of RMB13.8
million in 2013, and only generated a net profit of RMB 27.2 million in 201482% less than the aggregate profits reported
to investors in those two years

5. Entrusted Operations: Undisclosed Related Party Revenuesin 2015, CTEG reported a mysteriauesw source of revenue
which it | abelled fAentrusted operation services. o Al
accounted for 16% of the Companyods total FY 2015iemBlIr]
oper at i o camsfrem sixiewties Wwhich are ultimately owned by Guangzhou Yingzhou, the undisclosed relatec
whichwe believe isecretly connected to the Chairman. Given that the Company reports an inexplicable 99.7% EBITDA
in this segment, that it failed to disclose such related party relationships calls into question the authenticity afrseatiprefis.

6. Questionable Idle Land Purchase On November 25, 2013, Xintao successfully won land use rights at an auctitiiBo44
million. As a condition for purchasing the land, construction had to begin within 12 months after signing and consaditic
be completed witim 36 months after signing. Yet a Baidu nap site visireveal that nearly three years after signing date,
Xintao has not begun construction on the property. Why would the Company take on debt to spend RMB 44 million in
a property that sits idle in violation of the land purchase contract?

7. Incredible Profitability at Odds with Serial Capital Raising. Wastewater treatment in China is a crowded and commodit
space, heavily regulated by the Chinese government. We would not expect a business like CTEG, without a tect
advantage over its peers, to report financial performamighvsignificantly deviatefrom itscompetitors Yet i n 2
reported returson-capital and net income margins figures were 127% and 108% greater, respectively, than an average
Chinese wastewater treatment and disposal companies. mpiy siefies credibility. It is even more suspicious that despite <
record profitability (net income margins betweend3% %) , CTEG i s still a serial <ca
has been squandered on capital expendiamdsacquisitnsof questionable authenticity, and since 2008, the Company has r
via equity and debt issuances a total of RMB 4.4 billion (RMB 3.5 billion since 2013). Atikea Metal Recyclingdespite
supposedly generating consistent and wbedting profit margins which bear no resemblance to the economics of its compe
CTEGrepeatedlyeturns to the capital markets to raise money. In our experience, this itatetslgn of fabricated financia
statements.
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VALUATION

In this report, we presegublicly availableevidence which in our opinionindicates that CTEG has significanihflated the
utilization rate of its primary BOO water treatment facilities. For its primary Xintao facility, the Company has claitmigd
operates near 100% utilization. Yet MEP data indicates it operated at 54% utiliz&t0#?i2013 and 2014tlfe most recent yea
for which we have MEP data).

The BOO segment is the driver of CTEGO6s supposed suphel
sellsi de valuation of the Compan yldsuppssedpofkabilityisvaentragda. Ares melkePse
given that the Company is a serial capital raiser despite its inexplicable financial performance.

Additional evidence suggests that the Company is violating Hong Kong securities rules and ¢ixaggsreeported financial
performance. SAIC filings indicate that the Company fabricated the financial performance of a recent acquisition. N4l
al so indicate that several of the Comp an bt ofthe emomned aggregg
consideration, were from an undisclosed related party.

When we consider the totality of the evidence, we conclude that the Company is materially misrepresenting its
financial performance artiat its managemerg so untrustworthy that CTEG is simplipinvestable

But in an effort to be conservative, we prepared an estimated valuation. Based on the MEP data and other evidence
in this report, we estimate t hlesdthat B®Ed sWealsd baliave, basedwnr
evidence, that at be&TEG is just another player in a crowded, commoditized space littered by thousands of other con
Accordingly,inour val uati on, we nor mal i roendtch itshpeersRathep than yusing the
C o mp a mepoidesb2%EBIT margins (which we believe af&bricated, our valuatiorusesa blendedverage EBIT margin
of 28% generated bygther Chinese wastewater treatment and waste disposal companies in 2015.

Simply normali zing CTE GSsignificenBdbwinsidmm thg price ©f it$s simgels. i By applyng a blen
P/Eratioo f its peers, and applying a 25% cor r38pet shara)a88%
downside from the auent stock price.

P/E

Company Name Ticker P/E (ttm)
Beijing Enterprise Water Group  [371.HK 16.46
Kangda Int'l Environmental Gr 6136.HK 9.23
China Everbright Int'l 257.HK 17.81
Tianjin Capital Envir'l Prot Gr 1065.HK 14.25
Dongjiang Environmental 895.HK 26.09
Yunnan Water 6839.HK 12.93
Awverage 16.13
CT Environmental - Implied Price  |1363.HK 0.51
Corruption Discount 25%
Glaucus Valuation| 0.38
Current Price 2.14
% Downside -82%

Source: Bloomberg; Glaucus Estimates

But we believe that even this valuation is too generous to CTEG, given the evidence that the Company has materially
investors about its financi all6dpbthalincerhassalcoaed to RMB2.3ditliue
believe that such delgvels are problematic if, as we believe, @@mpany is much less profitable than it claims. Ultimate
whil e we conservati vel y38peadhares givel§ del@d vels and therseake of anisreprbkeDtati
to investors and regulators, there is a reasonabl e




Ltd. b

H Knww.dlaBidusdesearch.con

CT Environment al Group

INFLATION OF REPORTED WASTEWATER TREATMENT VOLUMES

CTEGO6s busi ness wastahterlintoiclean wabter gnd reselléhe sclaimed water to public or private
users. This requiee large initial capital expenditures to build treatment, processing and disposal facilities.
Accordingly, companies in this space generate sustained profitability when their expensive facilities are operating at
a high capacity utilization rate.

Wastevater treatment is a commoditized industry in which the Chinese government typically regulates pricing. It is
also fiercely competitive, crowded with players undifferentiated by basic technologies. In China, by the end of 2014,
there were 4136 operatingirban sewage treatment facilities with a total design capacity of 171 million cubic meters
per day and real processing volume of 135 million cubic meters pér day.

Despite this difficult operating environment, CTEG has attracted investors with itdrijrtheling margins. The
Company claims that its reported profitability is generated by its Etr-Op e r 80@ ) ( b u s i n Erens
2010 through 2012, CTEG reported that its BOO segmentgen@ateth o f t he Companyds
profits. Prices forwastewater processed 8BOO facility are notypically set by the Chinese government, allowing
the Company to charge a higher price on its sericés.theory this could lead to higher profit margiiifs the
Company6s wat etiesoperatechat anmear full dapmaty, 4siCTEG claims.

mo d e |
tot al

1) XINTAO

CTEG6s Guangzhou Xintao | ndXinadni als Rarwka sTreevaatt mantt r eaad il
Companybs pri mary BOIPO fragkerecdrd period, dith iidesign caplacity fqr wastewater
treatment of 100,000 m3 per day.

CTEG reported that the Xintao facilityds wastewater tr
Companyb6s aggregate gross pr oX010thsougd2002. ng t he track r ec:

Gross Profits

Figures in HK$'000 2010 2011 2012 Cumulative

BOO projects gross profit 153,996 233,712 227,594 615,302

BOT projects gross profit 33,029 33,237 24,801 91,067

Total 187,025 266,949 252,395 706,369

BOO contribution to Gross Profits 82% 88% 90% 87%

BOT contribution to gross profits 18% 12% 109% 13%

Gross Profits Specific to Guangzhod

Xintao WWT Senices (incl. above ir] 122,478 184,926 178,553 485,957

BOO projects)

As % of Total Gross Profit 65% 69% 71% 69%

During the track record period, the Compattyacted investor interest by highlighting the succe#s &0O model

Source: CTEG Prospectus, p. 8

and specifically the superior financial performance of the Xintao wastewater tre&acikiyt

CTEGO6s wastewater

treat ment

wastewater per gan 20123 achieving a 97.4% capacity utilization rate.

1 http://www.mep.gov.cn/gkml/hbb/bgg/201506/t20150609 303209.ht

2 Daiwa Initiation Report.
3 CTEG Global Offering, p. 4.

revenue

generation
price of water treated. CTEG disclosed in its Global Offering that Xintao processed an average 97,364m?3 of
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Guangzhou Xintao Volume of Wastewater Treated 20102012

Wastewater Treatment

Constructed  Utilized Yolume of

Capacity ~ capacity Average daily wastewater

Total as of as of volume of treated for
DE’EIgIIEd De:emher December wastewater the three financial

%ﬂ.l‘.“]lf 3, Iﬂ]lf b, w1203 treated for years ended
per im? per (m* per  Utilization year 2[#12 December 31, 2012

d:j] day) day) Rate(¥) (m¥) (m*)
100,000 100.000 103,974 10454 97364 18,743,338 (20100
F4.447.549 (2001
35,635,380 (2012)
Source: CTEG Prospectus, p. 4

We believe that this was a blatant lie.

Because wastewater treatment is a highly regulated basitles Chinese Ministry of Environmental Protection

(MEPO) publishes an annual l'ist on its website of the v
facilities around China.
On April 24, 2013, the MERannouncedhat in 2012 there were a total of 3,836 urban sewage treatment facilities in
the PRC, with average daily treatment capacity of 116 million cubic meters.
EARHAERR xR
thig 1Pap
Ministry of Environmental Protection of the People’s Reputiic of China
Index No { Im:malmn hmmnmcm ll Prmcmnn Informationt Poliution Cap Control
Pubfs R PR NP2 AR FTARALERL AADNRERIEY
e REMX: TR tREm
::::;:ﬁmff » o OB A 5 Ith (umrllmn Date: \pnl 24,2013
X > - Kc}i\\nrd\
GRS A Announcement of MEP
Announcement on the Disclosure of the 2012 fainacia 2 N 37
Nationwide Urban Sewage Treatment Facilities e = AR e
KA A 20 124F A IR AL PR AL IS 25 1 22 0
NP CERRGS AR A R R AT AT BN GRS MGG AR M RE A R FRLA T, 20120, SIRITEN
DU AR 2 G E38360E, L il b PR EE M) 1. 4004 or i KT VLI R AR 1642 S 05K,
(GRS E RS ANIUD WP T LR U2 SN o ] '3 SPMSTaE Pl B § R 0 4TS NEIRA R P g7 Bt
wid:  (010) 66556239 T'o better supervise and improve the normal operation
i Hizlb@mep.gov.en of urban sewage treatment facilitics nattonwide, we :
M SINELERREG S AR PE U hereby publish the List of Nationwide Lrban Sewage MEF
I reatment Facilities. In 2012, there are 3836 such
Attachment: List of Nationwide Urban facilities m operation withtotal design capacity of 149
*\mlw Pt ent B dtises million cubic meters per day and average processing 2013fF4)12411
- volume of 116 million cubic meters per day
Source:MEP Announcement April 24, 2013
This same announcement included a link to a detailed list of treatment facilities published by the MEP. Below is an
excerpt from th012 MEP National Urban Sewage Treatment Facilitiesviisti c h st at es t hat Xint af

volume of treated wastewater was 54,400m3 in 2012.
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2012 MEP Facilities List
List of Manonwide Urban Sewage Treatment Facilities - 2012

| EERE K R (2012) |

Moo Province  City Project Mame Major Processing Tech. Operate since..  Design Capacity Average Processing Vol
wiE. - iitaeliESh | FHLExe
#s| w0 |30 5 E & & spamrz | omasm | SR | e R
LT O T IsIT e ten amy |

26000 IO | UHO | BAREE ASO Mos 1 H 1,60 0.92

ey T— — .
2682 [T K | COME | DUGERALRARRE (M) TIRIEW MEF: 2007 76 H 0. 60 0.20

o R AT T .
2608 1= g | o [ PR CEREAE | i | 20068 8 10.00 4,93
wmed | T | HE (MR R CEAD 204 E5 A 10. 00 5H
Ciuangdong Gummgehon Guangehon Xt CEAD My, 2004

Source:http://www.mep.gov.cn/gkml/hbb/bgg/201305/W020130508476747765965.pdf

This evidence directly contradicts the Companyds cl ai m
of 97,364m3 per daym 2012, and indicates that CTEG overstated its treated wastewater volume F@% for

that year.

The2013and2014 MEP listgell a similar story. CTEG told sell side analysts that Xintao operated at 99% and 100%

in 2013 and 2014, respectivélyYet bot h the 2013 and 2014 MEP lists sta
remained flat a54,400m3 in both years, implying tH@T EG overstated Xintao treated volumes by 82% and 84%

in 2013 and 2014respectively.

2013 MEP Facilities List

List of Mationwide Urban Sewage Treatment Facilities - 2003

| 4 4 s Ak A B SR £ (2013)

Moo Province  City Project Mame Mujor Processing Tech. Opermte since..  Design Capacity Awerage Processing Vol
we | wn |7 E WA E EHRRTE migsgig | EAEED | FAREKE
2848 (g I d i A AR AND 198951 1] LG, T mibin T
2849 r~# - f;ﬁlzzi-,.kitﬁf O Sl i o P A RLAND o 2000 13.05
2850 (S il P AR FAYD 00SEFEN] 3,00 151
2851 I # il 1R 2 [ R o i B A 2004 5K ] 280 "L
2852 & il e L i ANO 2006EET ] 10,00 439
2853 I % it 1 T R I AR P iR 159951 1] 750 4
2354 "% il e B R R T A CASS 200943 1 5.50 ok
2855 I"# - WA A BT ARD 200841 1 1.60 ask
ms | rE Fan  [PHAREERHETR G R RILH 010865 050 06
2857 & I RN T T ML 200756 H 0.50 R L]

2858 I % i 1 1 R N T A R R HEiE 1992Er 10 A 300 k1]

459 (S i SR AR (T EdE TR WAR 0TS 0.60 om

2860 & - ]' ‘rﬂiibiﬁ!di*ﬁm?}u', [ R - 200648 F 10.00 518

2361 % il R A e LR itk 200455 F] 1000 544
Cuangdong Guangrhou Guangrhou Xintao T'wo-stage biochemistry  May, 2004

Source:http://mwww.mep.gov.cn/gkml/hbb/bga/201404/W020140415399348916037. pdf

4 Daiwa Initiation Report, p. 8
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2014 MEP Facilities List

List of Manonswade Urban Sewage Treatment Facihities - 2004

| RS EGS AKEF e 2 (2014) |

Mo Provinge l.'|.l,_x |’|||_|L'L'I Maime ";|.;|_||'-| |'|:.|L'a;--.|||'__' Tech E:I||L'r;|1y S RCE |:'|,'-|'_._"|| l'iL|1:1._'|1_1. 1\'\.\'ril'__'\' J'ulh'-x.m'__'
mE. i & @itatiphES |FHLEkE (7
5 g

e | oww | WEE R EHRATE BEHA | ompm | aai/E)

L DU cubie migtern day
352 3 r-H#m 1™ 4 O ol T ol s e A - LR 152 10H 3.00 a8
3053 I F BT AR (M R MBE HoTHEaH X ] 020
3064 e = | '."1"."5:'5-'-[!-‘.‘:';.1'|H'..":..' (REER M AL o 8 S WL 100848 F 1000 538
3055 Clyadefong Guadihon |{GEHRSEASMHHRS D T'wi staBieblbchemisire P8048 804 1000 4
e % r-Hm fa W ikaL AV ] LR 15.00 852

Source:http://www.mep.gov.cn/gkmi/hbb/bgg/201506/W020150609575919731164.pdf

The table below illustrates the discrepancy between the MEP data addthhep a n y 6 saveragepdaily vtolentk
of wastevatertreated at Xintao. On average, from 2012 through 2BIER data indicates th&TEG overstated its
Xintao average daily volume tted by 82%.

MEP DATA - Daily Processing Volume for Xintao

2012 2013 2014 AVERAGE
Reported Capacity per day (m?) 100,000 100,000 100,000 100,000
Utilization Rate 97%) 99% 100% 99%
Implied Daily Production Volume (m3) 97,364 99,000 100,000 98,788|
MEP Reported Annual Processing Volume (m?) 54,400 54,400 54,400 54,400
Difference (m?) 42,964/ 44,600| 45,600 44,388
% Owerstatement 79% | 82% | 84% 82%

Sources: 1. CTEG Prospectus
2. Daiwa Initiation Report, p. 8
3.2012 2013and2014MEP Data

The MEP data on the actual wastewater treatment volumes at Xintao is corroborated by athdigpeatdentPRC
government and industry Wwsites. First, th&uangdong Environmental Protection Burelcloses that in the first

nine months of 2014, the actual average daily volume of wastewater treated at Xintao was 51,000m3, a utilization rate
of 51% and slightly below the 54% reported by the MEP for the entire calendar year of 2014.

1 2014 Jan-Sep Nationwide Key Wastewater information disclosure

2 —

5 20144F1-9 £ EETAF AL EEATTK

a Designed Cap. _ Actual Processed Volume

5 RitRRIRE RFAEE  |copiiTiBRiE | copB B R HEA A | conBiF # BHFH M | RRATHEdRE
a3 37 L Ear HHEET S AAbIE 0.3 0.25 10 35 2136 5
22| 38 T RE HFEET CHFEA RSN ERLA 10 5.1 %0 60 33.29 10
a5 39 I FEHTEET KAVSAGLIE 10 1025 40 31.17 2552 5
46 40| I EE HHRET REFARIE 5 2.46 40 2471 5
27 M IEEr HHEES SRR 10 10 40 285 2175 5
a3 » I REr B EET teEE S A E 5 10.111 40 2525 8
49 43 I EECHTERT CHERSKEEERLA 10 %0 10
50  44] IREr BT AT R RS RARIE 1 033 40 213 153 8
51 45 I EECHEMMCT MR AFREARAE 2 081 0 336 283 8
52 46, I EEr HbbcE Mk R OSSR e 11 0.24 40 28 223 s
53 47 I EE BT BALT A AR S AN IR 5 229 40 30 286 8

Sourcé:éuanqdonq Environmental Protection Bureau

Additionally, anarticle publishedn 2014by Dowateran i ndustry website, states that
of treated wastewater was 54,400m3.
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http://www.mep.gov.cn/gkml/hbb/bgg/201305/W020130508476747765965.pdf
http://www.mep.gov.cn/gkml/hbb/bgg/201404/W020140415399348916037.pdf
http://www.mep.gov.cn/gkml/hbb/bgg/201506/W020150609575919731164.pdf
http://www.gdep.gov.cn/
http://www.gdep.gov.cn/zwxx_1/xxgk/hjzz/201409/P020140930579635166752.xls
http://www.dowater.com/company/2014-09-24/272564.html
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Guangzhou Xintao

I B A A )

http://www.dowater.com| BF[8] { 2014-9-24| P EFKALIE TIEM

5 R =]

Guangzhou Xintao is a subsidiary of CT Environmental Group. It locates in Guangzhou, with a daily design
capacity of 100.000 cubic meter.

FHIFRBKREUBRAFARBTFENRED, LETT HRMT, BOHEEETA
BAL#ES7K10.0053 7K. FERBAFTEREM XIBHT, TZEE, TEEER
¥, B5. gRBRGLE, WA, HESEH. FR, BR, TKERETLRSZAESE.
Avg. volume of treated water is 54,400 m’ per day NETLSE, SAMERZEEER, B
T MIEFKENS5.44 B TK. Z0E RASEMNSKLERE, TRXEIZXA
THENMETZ. [THFHEKREERA ARBERHEE THAKHE, Ma
Ei5, RPSHAsUKRNESTEEFT THERNFR, REXSRE M HIRE
g, KA HWEFHEAFERREFRRMELER.

Source:Dowater.com September 24, 2014 article

These two independent sources, one a government website and the other an industry website, corroborate the MEP
data and indicat e izdtibnadte wAsS les$ tham 5% ira 2013uaad 2014.t This data directly
contradicts the Companyds reported utilization rate f

O |


http://www.dowater.com/company/2014-09-24/272564.html
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2) Yinglong
MEP data shows a similar exaggeration of wastewater treatment volumes at GuaNgmjlong Wastewater

Treat ment Co mYimmlongo )L,i maintoetdh e(rfi wast ewat e rCTEQusng theBOOt f aci |
model.

The Yinglong facility was acquired in 2012 by CTEG, andhe MEP lists itis referred to by its former name,
Guanghou Development Xintang Water Service Company Limifedintang Wateo.) As disclosed in the
Companyb6s Gl obal Offering, CTEG acquired the facility |

HISTORY AND REORGANIZATION

Pursuant to the Cooperation Agreement, Guangzhou Xintao, Xintang Environmental and Mr. Lu
agreed to form a project company to be owned by them as to 46%. 49% and 5%, respectively, for the
purpose of bidding for the Yinglong Project and ultimately owning the Yinglong Project. As the project
company had not been formed at the time of the tender process, the parties agreed to bid for the
Yinglong Project using Guangzhou Xintao to participate in the tender process for the Yinglong Project
on behalf of the project company. Pursuant to the Cooperation Agreement. if Guangzhou Xintao wins
the bid for the Yinglong Project. it shall transfer the Yinglong Project to the project company.

On November 2, 2011, Guangzhou Xintao successfully won the bid for the Yinglong Project for
a total consideration of RMB222.6 million, and on November 15, 2011, Guangzhou Xintao entered
into a wastewater treatment project transfer agreement (the “Project Agreement™) with|Xintang Water.
Pursuant to the Project Agreement, Guangzhou Xintao is required, within nine months after taking
over the Yinglong Project. to commence operating phase two of the Yinglong Project with a designed
capacity of 150,000 m* and to comply with the relevant municipal, provincial and national compliance

standards. Completion of the transfer of the Yinglong Project from|Xintang Water|was conditional
upon satisfaction of certain conditions precedent. Before completing the transfer in March 2012, the
Yinglong Project was owned and operated by|Xintang Water.

On March 1, 2012, the transfer of the Yinglong Project by| Xintang Water| to Guangzhou Xintao
was completed after satisfaction of the conditions precedent. On the same date. Guangzhou Xintao

Source: CTEG Prospectus, p. 102

CTEG disclosed in its Global Offeringat Yinglong processed an average 72,681m3 of wastewater per day in 2012.

Wastewater Treatment

Constructed  Utilized Volume of

Capacity capacity Average daily wastewater

Estimated/ Total as of as of volume of treated for
Actual Total ~ Percentage Designed Deremb:{ December wastewater the three financial

Investment of Capacity 31,2012 31, 201243 treated for years ended

Amount ownership 9 3 ] P
Project  (RMB in by our (m per (m” per (m* per Ullllzx{liu])n year ZFIIZ December 31, 2012
roject Location Model  millions) Group Industry Description day) day) day) Rate (m~) (m~)

11y
Vinglong Project  Zengeheng ety BOO 2384 46% Textile Industral wastewaer | 100000 | 100,000 86,095 86% IH‘E‘E" 24343007 (20I2)|

— Phase [O7(10) treatment

Source: CTEG Prospectus, p. 4

However, the2012 MEP lists t at es t hat Y ailpwlunerofjréated wastewatar gvas only 49,300m3.
This directly contradicts the Companyds reported utili:
the volume of wastewater treated by the Yinglong facility by 47%6te that MEP ikts refer to Yinglong by its

previous name, Xintang Water.



http://www.mep.gov.cn/gkml/hbb/bgg/201305/W020130508476747765965.pdf
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2012 MEP Facilities List
List of Nationwide Urban Sewage Treatment Facilities - 2012

[ SRS K R R 6 (2012) |

MNo.  Province City Project Name Major Processing Tech. Operate Since ... Design Capacity - Average Processing Vol

HE. - WitabEERED | FMEARR
S L PN "AEER ERRALZ | REME | Gank/R) | Baak/E)
mtes U embne meTerT day
2600 | J© & | UMW | MREERRT A0 2008 ‘E 1 H 1.60
2691 /° & | MW J;t-iﬂ_—:mzm:mmtwe-rnmum;m Flibi 2010 4F 6 H 0.50 0.26
2692 /7 W | UMW | EUEERE AL (FUMATE) TR A MBR 2007 iE6 H 0. 60 0.20
e g | peggee TR R RS ATE 20 CREREGALE | . i
2603 | | LM . E ARk 2006 E8 F 10. 00 4.93
G mgdonﬁg ill'dl]g.’l!:ol Kihtdng Water (Wangzlong Water) Carrosel {ﬂin aiu?tn li:)nguh August, 51:[](11
2604 | [ & | M |5 MEEAOR AT R A6 CEAD 2004 4E 5 H 10. 00 544

Source:http://www.mep.gov.cn/gkml/hbb/bgg/201305/W020130508476747765965.pdf

Subsequently, the Company disclosedto-sell d e anal ysts that Yingl on9g%ia capaci
2013 and 2014, respectivélyHowever, the2013 MEP listand2014 MEP listr e veal t hat Yingl ongos
volumes remained flat at 53,800m3 in both years, implying@i&G overstated the volume ofvastevater treated

by Yinglong by 49% and 67% in 2013 and 2014espectively.

2013 MEP Facilities List

List of Mationwide Urban Sl.".lil_'r'\j,: Ireatment Facilities - 2013

| e G A b PR Y B (2013) |

Mo, Province  City Project Mame Major Processing Tech, Operate since, .. Design Capacity Ave Processing Vol
mg | wp TE® HEAR EHAHRTE migwi | STEED | FALEAE
e | Fl | AN 19891 1] g POy DI M Ty |
e | it ;;f;{ﬁ""”“'-‘"' R L LE L Ll & LAY 0091 1] 20,00 1505
w0 | & Fl |He R & AT 200948 11 300 150
w1 | Pl | E L At A Ao 20044511 250 0395
2852 & M |R AYD 200657 1] 1000 439
T I F | R P A L IR .50 s
w0 Pl | IFRIE AR AR L Cass 200973 11 530 108
mss | Pl | WAL A0 200841 71 160 052
2856 g it : ST 2 B T A R I e L A TR R WL 201058 A 050 036
msT | R P | T A WML 20079851 0.5 016
mE | R P | T KA i 1592710 160 053
ww | R Fl |BSEARE (M) BRLE MBR 00748 1] 060 030
w0 | 1 e | HEIRNNFSHREN (NIRMALR R LY 200648 11 10.00 538
1 [N Pl | AR R e 2004015 11 10.00 S

LY
Guangdong Guangehou Xmtang Water { Wanglong Water) Currousel Oxadation Ditch - Auogust, 2006

Source:http://www.mep.gov.cn/gkml/hbb/bga/201404/W020140415399348916037. pdf

5 Daiwa Initiation Report, p.;8CBC Initiation Report, p. 12.
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2014MEP Facilities List

List of Nationwide Urban Sewage Treatment Facilities - 2014

| & E TS A I i % (2014) |

No.  Provinee City Project Name Major Processing Tech. Operate since... Design Capacity Ave, Processing Vol
(. #h, - RITAERESD | EHLEKR (A
g | #f B &E® FHLETE 1R IEEE) )
#) [ﬁ?ztiﬁt;}hilﬁ ?‘u 31 '1|1?'j;7§ ﬁ!l}

3052 I # i I T R Tl A A TR SRS 1992510 3.00 053

3053 3 Ml AR (ki) HRAG MBR 200746 1 0.60 0.20
. 1 gl I AR K AR A T R R R AR i et e 3k I .

3055 anddfng | Guahdtou Minmne Water (Wanglone Water) Carroukel QS alien 356 10.00 538

3055 [ i I B R R e TR 2 ) iR 2004565 H 10,00 5.4

3056 3 I fitRgR AtO 201049 ] 15.00 852
Source:http://www.mep.gov.cn/gkml/hbb/bgg/201506/W020150609575919731164.pdf

The table below illustrates timeandtheMEP dajp eegacding theaveragee n t

h
daily volume ofwastewater treated at Yinglong. On average, from 2012 through 2014, this data indicates that CTEG

overstated its Yinglong average daily volume treated by 54%.

MEP DATA - Daily Processing Volume for Yinglong

2012 2013 2014 AVERAGE
Reported Capacity per day (m?) 100,000 100.000 100,000 100,000
Utilization Rate 73% 80% 90% 81%
Implied Daily Production Volume () 72,681 80,000 90,000 80,894
MEP Reported Annual Processing Volume (m?) 49.300 53,800 53,800 52,300
Difference (m?) 23381 | 26200 | 36.200 28,594
% Overstatement 47% | 499 | 67% 54%

Sources: 1. CTEG Prospectus

2. Daiwa Initiation Report, ICBC
3.2012 2013and2014MEP Data

Like Xintao, the MEP data for Yinglong is corroborated by an independent source. In this case, an article on the
industry website Dowater.com, published in September 2014, confirms tlzeettage daily volume of water treated
at the Yinglong (again referred to by its previous name Xintang Water) was 53,800 cubic meters per day.
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L A ey T R

Ihttp:,e"/www. dowater. com | Hﬂﬂ:|2014—9—24 | A EF KA I8 TFE

Xintang Water locates in Guangzhou, with‘a daily design capacity of 100,000 cubic meter

M RRH K AR AR (EMT5 KT ), 45T & M, Rt/ A
AEF5K10. 0053 7K. EEBEAFEEXEEET, TZR&, TEEER
Xintang Water operated since Aug 2006 and its average daily treated volume is 53.800 cubic meter I~
PRI K S5 IR A w] (REREE 5 /KAEEET) H2006F8 H IEXUBAIZTLAK, 57KAbE
W&IZHRY, HFHIEEKERS. 38 HAK. 1% B R e#EREKEE
%, T XERTZRARGRREWALETZ. THRBHEKSHER A (S
KACERT) SRR R T IRATK AT, HAIRSYY, R S iftsoK B LS
#EA T EENOER, RNXeE T MHBRRESAG, EE M Ai it & al e
FE LA R AR -

Source:Dowater.com September 24, 20ddicle

This industry source stated that Yinglong was operating at 54% capacity, well belowdb@&&@pacity claimed by
the Company.

In examining the credibility of the MEP data, we compared other publicly listed companies and found that overall,
the MEP data tracked the claimed utilization of their facilities.

First, we examined Hong Kong list&eijing Enterprises Water Group LimitddH K 0 3Beéijing Wated ) . We
compared Beijing Waterés cl ai me dtraatméntfacititiastwithahe utilizatbne f or i
rates from the MEP dat a. T tlaéms MMEd3t petfactya mat ched Bei ji ng

SMEP data was not avai larbl ka faglites,Gidwe comdaratieldimed aveyall Wikzatiematéss

with the MEP utilization rates forfacilities for which data was availablén the case of Beijing Watetit represented roughly

half of its overall capacity and its major facilities, so we believe that the MEP datauffecsent to give a representative sample
tomeasure i j i ng Wat er 6 s oFereKangda, wdikewise found MEPidatanfor roaghl§gs% of its facilities,
including its major projects, which wémedulizatien vates aganstthe dataf f i ci e
set.
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CT Environment al Group Ltd.

MEP DATA - Daily Processing Volume for Beijing Enterprises Water Gr

2011 2012 2013 2014 Awverage
Company Reported Utilization Rate 67% 68% 71% 82% 7299
MEP Utilization Rate 60% 67%) 79% 84%) 729%
Difference 7% 1% -8% -2% -1%
% Owerstatement 12% 1% -11% -2% -1%

Source : 2011-2014 MEP data, company filings

We found the same pattern with respecKemgda International EnvironmextCo Ltd (HK: 6136), another Hong

available for

Konglised wastewater tHKapgdd mentDaompwaway O6Rl vy
during Kangdads ButtledEP damnatchedi hpewuwit odi zati on rates cl ain
offering.

MEP DATA - Daily Processing Volume for Kangda Int'l Environmental Gr

2012 2013 Awverage

Company Reported Utilization Rate 97%) 98% 979

MEP Utilization Rate 94%) 95% 95%

Difference 2% 3% 2%

% Owerstatement 2% 3% 2%

Source : 2012-2013 MEP data, company filings
MEP data largely conform® the utilization rates reported by two other Hong Kong companies, Beijing Water and
Kangdajncreasingour conviction in the accuracy of the data set.

3) Profit Overstatement
MEP data indicates that the Company significantly overstated the utilizaties and therefore the volume of
wastavat er processed at its t wo whaseyaterBr&€Onert segmemt framiite BOO Becas
facilities ipsmary driver @ profibiliyy,6 st he | mpact of the dompanyo:s
severe.

Using the utilization rates from the MEP data and average estimated tariffs obtained from sell side analysts, we have
estimated what we believe to be the amount of revenues overstated by the Company at each of its key facilities. We
calculate thathe Company overstated intao facility revenue by RMB 268 million between 262214, and
overstated Yinglong facilityevenuedy RMB 128 million over that same period.

Revenue Overstatement - Xintao

RMB'000 2012 2013 2014 Total
Reported Capacity per day (m?) 100,000 100,000 100,000 300,000
Utilization Rate 97%) 99% 100% 99%
Implied Daily Production Volume (m?) 97,368 99,000 100,000 296,368
MEP Reported Annual Processing Volume (m3) 54,400 54,400 54,400 163,200
@ Vol ume ( mj) 42968] 44,600] 45,600] 133,168
Average Tariff (RMB) 5.2 5.5 5.8 5.5
@ Revenue/year 81,553] 89,535] 96,535] 267,623
Source: CTEG Prospectus, Daiwa Initiation Report, 22024 MEP data, Glaucusstimates
Revenue Owerstatement - Yinglong
RMB'000 2012 2013 2014 Total
Reported Capacity per day (m?) 100,000 100,000 100,000 300,000)
Utilization Rate 73%) 80%9) 90% 81%
Implied Daily Production Volume (m?) 72,681 80,000 90,000 242,681
MEP Reported Annual Processing Volume (m?3) 49,300 53,800 53,800 156,900
@ Vol ume (mj) 23,381] 26,200] 36,200] 85,781
Average Tariff (RMB) 4.0 4.1 4.1 4.1
® Revenue/year 34,136] 39,208] 54,173] 127,518

Source: CTEG Prospectus, Daiwa Initiation Report, 22024 MEP data, Glaucus estimates
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Based on these estimated tariff rates and the MEP dat a
52% lessthan reported from 20120147

Estimated Overstatement of Revenues in BOO Segment

RMB'000 2012 2013 2014 Total

Total Revenue 312,204 384,307 818,116 1,514,627
BOO Revenue 197,452 211,929 353,084 762,466
Glaucus Estimated BOO Revenue Based on MEP Datg 81,763 83,187 202,376 367,325
% Difference -59% -61% -43% -52%

Source: Company Filings, CTEG Prospectus, p. 8, Guosen Securities2@DAMEP data, Glaucus estimates

Simply estimating the overstated revenue does not capture the extent to which we believe that the Company has
misrepresented its financial performanc The Compawaproess BdMs iskelcd offor 64% of C
gross profit from 2012 through 2014.

To estimate how mwardoversthtedCifE EeGBGO failitiesf we make a key assumption. We

assume that the Company reportedumate COGS and that the fabricated revenues were added directly to reported
gross proftsBased on our assumption, we estimate that CTEGOS
less than reported for that segment from 201-2014.

Estimated Overstatement of Gross Profit

RMB'000 2012 2013 2014 Total

Total Gross Profit 205,309 242,642 461,290 909,241]
BOO Gross Profit 151,834 162,974 271,522 586,330
Glaucus Estimated BOO Gross Profit Based on MEP Data 36,145 34,231 120,813 191,189
% Difference -76% -79% -56% -67%

Source: Compankilings, CTEG Prospectus, p. 8, Guosen Securities, 20120 MEP data, Glaucus estimates

Ultimately, we believe that the MEP data clearly indicates that the Company overstated the volastaditer
treated at its keBOO facilities and thatas suchTCcEGés gr oss profits were significa

7 We exclude 2015 from this analysis because we do not have MEP data for this year, but we believe that the Company continued
to materially misrepresent the performance of its BOO business in these years.
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DEN OF THIEVES

On January 28, 2013, Glaucuseased aeportalerting the market that according to MEP data (the same source as
the data presented in this report), H cCMBO )K ownags |ai shtleadt ahhti
that was fabricating its reported revenues and profits.

In an unprecedented step, on July 29, 2013Stleec ur i t i es and Fut umowdto fGrcerl®MR s si on
into liquidation. Hong Kong courts agreed, saying tha
findustrial scale fraud 0 On August 12, 2 0HoBgKong potice amksted the CMRBR Ghairmtare d t h a
along with his wife and two other officers of the disgraced company.

CMR was one of the most blatant and aggressive frauds in Hong Kong history. Imagine our surprise when we
discoveredevidnce t hat CMRO s -Waiwas mtimately, invalvadumthe @mmiation of CTEG.

Xi Zhou Ent er pr XisZhoso )( Hosn ga K@ompan(yi subsi diary which se
company forl CTEG6s PRC subsi diardiegni f ilctanits eonbtviitoyuswiyt hi n C7
We can safely infer that the actions of Xi Zhou are ultimately directed by Chairman Tsui Cha@hawrbanTsuio ) .

Mr. Tswm Mr. Xu Shu Biao Ms. Rao Pu

98% 1% 1%

Yifeng
Investments
(BVD)

86% 6%* 6%* 2%*

Great Nation
(BVT)

Keen Vast Green Prosper
(BVI) (BVD)

Company
(Cayman Islands)

100%

Bright Sign
(BVI)

100%

Xi Zhou
Enterprises
(Hong Kong)

99%; 100% | 100%
Guangyuan Guangzhou Guangzhou
Xizhou Kaizhou Xintao
(PRC) (PRC) (PRC)
T

Source: CTEG Prospectus, p. 106

SAIC filings reveal that Mr. Chun CiWa i Mr(Cliurd ) , t he di sgraced former Chair ma
Xi Zhou as a founding board member of CTEGé6és critical I
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- Guangzhou Xintao Board Member Detail
B ¢ — i *1%.@.&@4/} AL ATEBRA . BEIEE
l ([IHERAST A VBT A T o 1 q"'n'wuli_y bl _h- R i 1 — LR R RN e
Nilﬂlt‘f.“;if__‘ﬂillllﬂ.] (iuldt.l’ \!,_uimmlil\' Term Position  ——  Address _ 1D Number -
[ .
Pk ﬂ il | 4 7| PR | moo it {1 R
Tsui Cham To ' . ”"ZIMW#J ji . sla’
- T - - L - —
Chun Chi-Wai ;ﬁ-_ ' ﬁl#;tyg "qgg"éw? g\'&-
] 27 . B
L o . s EEns i & i
Xu Shu Biao | 29 " égl#l{im ]“?Hﬁt;ﬂ #i;rtt:th!;ih_ﬁ 3

i |
Source: Xintao SAIC Filings
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Foreign Invested E nlurpns&
Registration Form
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. :
{Chairman on board - - )
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¥ E X ﬁi?& ﬁbﬁ‘*
S . EEG
7 wﬁlﬁ:;@ A 8261747).
Vice chairman . . i W F— |
£ Chun Chi-Wai g ® . 4
BEE % 72;‘ ﬁ; f I?fﬂ
= 2 bt i18% 608 SE| o 40
& 2 2B
BEE=
{= i EEEE
Executive Director z . Xu Shu Biao I E }?f:}
EOF ﬁﬁ@r&&@ﬂﬁ P9 -
EE SEOE | §240767)
® % z
8 ¥
& & HiF S
;-;’!! ﬁu&_%@ Company stamp of Xizhou Enterprise HK| B &
5 |9 22
o e i
| i:gjjt ©iE S
B o®E=
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Similarly, Mr.
( Kaizhow ) .

Source: Xintao SAIC Filings

Chun was also the founding memb#r another CTEG PRC subsidiary, Guangzhou Kaizhou
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> Guangzhou Kaizhou Board Member Detail

L . L | AFDRER S BMAR o
MEATE D, w0 F IR GRARAM - S~ i AR [k WRGITNARAWES

| RMREEH - T Gender #Nationality 1Term 4. fPosition Address 1D Number __3" | (SO

Name (Sigy aturg ;:i) o 5 }q n | Eowm " % ET g KR
B P B B T . e ae |
B 5]{. ﬁg”jﬂ'\ "/ . i '&VM

Chun Chi-Wai

ST

st | £ #A |4 L4 20

Xizhou Eoterprse
HK Staeng

Source: Guangzhou Kaizhou SAIC Filings

The relationship appears to be so intimate that CTEGO6s
Mr . Chundés busi tngdaumgialsd disdoses that Thiaieman Tisus purchased assets from CMR as
part of CMRG6s reor-lP@peiiod.ati on during its pre

the Track Record Period, Asia Wing Tat was principally engaged in the trading of scrap metals, and
it has ceased its operation and became inactive after we disposed of our interest in Asia Huan Bao.
Longmen had no active business during the Track Record Period. As Asia Huan Bao, Asia Wing Tat
and Longmen had insignificant profit contribution to our Group during the Track Record Period,
Asia Huan Bao (being the holding company of Asia Wing Tat) and Longmen were respectively
disposed of to Mr. Chun Chi-wai and To Kee Holdings Limited (a company wholly owned by Mr.
Tsui Cham To (“Mr. Tsui”)) in December 2006 and June 2007, respectively as part of the

Reorganisation.

During the Track Record Period, Mr. Tsui was (i) a business partner of Mr. Chun Chi-wai, (ii) a
shareholder of Huan Bao Steel holding approximartely 0.01% interest in Huan Bao Steel which was
subsequently transferred to Asia Steel (H.K.) on 5 August 2005 and (ii1) a shareholder of Asia Steel
(Holdings) holding 48% interest in Asia Steel (Holdings) which was subsequently transferred to Mr.
Chun Chi-wai on 29 June 2007. Prior to leaving our Group, Mr. Tsui held various non-executive
directorships in Guangzhou Asia Steel, Yangzhong Yagang, Central Steel Macau, Huan Bao Steel
and Guangzhou Zhujiang Port. Mr. Tsui ceased all such directorships in August 2007 and did not

hold any executive positions in our Group during the Track Record Period.
Source: China Metal Recycling Prospectus, p. 94

Such records suggest that CMR ®lvedihihs gmstuctiondof CTEGadndthaa n wa s
CTEG6s Chairman Tsui maintained close ties with a bl at
orchestrating one of Hong Kongds most n o bwopinionJyteis st oc k
relationship bolsters the credibility of the evidence in this report that CTEG is similarly misrepresenting its financial
performance to investors.
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INFLATED PURCHASE PRICES FOR UNDISCLOSED RELATED PARTY ACQUISITIONS

In 2015, CTEG equired 100% equity interests in three facilities for a total aggregate consideration of RMB 276
million. CTEG claimed that in each case, the beneficial owners of the acquired entities were independent third parties.
We believe that this is a lie. SAIfillings reveal that each of the three entities was owneghlbyndisclosed related
party secretly connected to CTEGG6s Chair man

Worse still, SAIC filings show that undisclosed related party Guangzhou Yingzhou acquired all three entities
for_just RMB 46 million one year before flipping them to CTEG at a 6x markup Records indicate that
Guangzhou Yingzhou was incorporated only weeks before the first transaction, which to us indicates that the entity
was formed simply to serve as a related party middlemamark up the value of acquired facilities.

Put simply, the records indicate that CTEG6s Chair man
acquired at a massive markup from an undisclosed related party, a clear violation of Hong Kotigssedas. In

our view, these transactions either represent a naked transfer of wealth to the Chairman or are fake capital expenditures
designed to mask fabricated profits.

a. Ganghui Huanbao Acquisition.

In November 2015, CTEG subsidiary Xintao aicgd 100% equity interest in Ganghui Environmental Sewage
Treatment Co. Ltd. (also known as Fos ha@GandhliHuanla® ) Ganghui
for a total consideration ®&MB 73 million. In public filings,C T E Gofaisnedthat all GmghuiHuanbad s ul t i mat e
beneficial owners were independent third parties.

Principal terms of the two agreements are set out below:
THE SHUNDE ASSET OPERATION AGREEMENT

Date: 23 September 2014

Parties: (i) |Guangzhou Xintao, a subsidiary of the Group{ and

(i1) |Ganghui Environmental |which together with its ultimate beneficial owner(s), to the best
of the knowledge, information and belief of the Directors and after making all
reasonable enquiries, |are third parties independent of the Companyland its connected

persons.

Source:http://www.hkexnews.hk/listedco/listconews/SEHK/2014/0924/LTN20140924183.pdf

We believe that this is a lieBelow is a screenshot from the SAIC website which discloses that Company subsidiary
Xintao is the current shareholder of GangHuanbao
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Eawil BREE JFRPECEE RUGEECER TGRS ZERERS FEELAGRS HERERE

Unified Social Credit [dentifier 258
G—HSIRRER  91440606745549911F Ganghui Huanbao
Registration Number S  wnss1000244396 Company Name #x |ﬁw.lﬁilllﬁf%IZ‘:‘éiEiﬂ%EJJ(%@%BEQ}EI |
FR EIREEAD R AN Legal Rep (_‘:uﬂnghui Liu
Registration Capital Fi#a 005 ARA7m 3M RMB Incorporation Date iz EFJHA zover1z8 100 [ NIEER
SEHET BUMIREESZEEES TR 1S
Operating Since  EMPHARE  zo0zEm128188 12/18/2002 Operating Until ZyHAIRZE 8 [ong-term
B SARE FRTE. = Sewage treatment, environmental engineering
SEH

GoRraunsibeers R RELEIRE . SR LA BT RSN =

_ﬁiﬂm @R R E SRR Approval Date #oEAHR zoeE01B048 _

N Market Supervision Administration of Fo Shan
Registration Status  BICRE o,

-going
Shareholder Information
A 55
) BRFmItEE R te014F2H280 - 20142 AzeA 2 RT R ATRRY 5. LS EEMEIETAT- .
Shareholder Type Sharcholder License Type License Number DElulls
et [ii53 UEER A2 WHR A S0 ¥iE
kA rHEER A AR AT E1ktheE I
5 5al Pos Suang Jintao Wa ater Business License
Enterprise Legal Person (_rum_zhml.‘.\ml'lu Wastewater S S « 11 »
I'reatment Company
Amendment Information
Amendment Before Amendment = After Amendment Amendment Date
prEaEa TERINE BERNE Z=EHEA
FR7F EEEFEASH HETE S 2018501 B 04R
EXNES EEETAEH HEETE SR 2014508 F 195
Legal Rep
EEREA g - UBEER 2014508 H 195
Deqiang Su Guanghui Liu

2ERWERERATESE T F)

Ganghui Huanbao

BULRINEXBIOMRSXEEERAT  ES : 440681000244396

Shareholder Info (after amendment
BAEE (EXFER)

Shareholder Name

BAREHR e
TOERE AR A RAS O] ddptob otttk 28

Guangzhou Xintao

Source:http://gsxt.gdgsiov.cn/aiccips/index

However, shareholder history available in the amendment history sect@snghuiHuanbad SAIC filings reveal
that the Company purchased Ganghluanbaof r om Guangzhou Yi ngzh dGuangthow e st men

Yingzhouw )

Amendment
FEHE
A e FERIHE FHEEAT FE A
H ; s TETEH A HTHETBEAH 2016201 4B
it Institutional Shareholder —— View details after amendment 09/19/2014
=il EARE EETEmER | EEEEREH 2014509 H19H] |
17 ETERTRA HiEE Edbid 3 201409 190
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Shareholder Information After Amendment

BRiES (TR

Shareholder Name License Number
115 ez o RS
MR SRR 401 HhArRarED

Guangzhou Yingzhou Investment Co..Ltd
Source: http://gsxt.qdgs.gov.cn/aiccips/index

Guangzhou Yingzhou is the key to understanding the
recent acquisitionsSAIC filings indicate theGuangzhou Yingzhou was only incorporated on July 29, 2014, just a
few weeks before it acquired Gangliuanbao

Letter of Consent for Registration of Company

@ PR (FRk) BiS@Esm$ !
BTR (%) WY [2014] $525201407220075 & Z .

Guangzhou Yingzhou

rAET I:O—IE‘F——{:H:-I-?LD BAERA S (k) %‘ﬁ&_\‘l‘l ABRiEEmR

&RARWT.- Registration of Guangzhou Yingzhou is approved on 7/29/2014

FiCEm

EM T 440125000152480

BT (XEZEHH) - PRI R T #1735

EEREA (AT - X FeHE

FEBHEN:  SHFREL

SEGCH: —MB2ERA:
Ll AF SRR 2 BT RS

el 2EINH:
ZEMR: Z—O—W&LtA=+A0O E
EMFE A 1, 000. 0000 (73 75)
B REE R ANEAL: Shareholders : Shuiman Wu, Guanghui Liu
RoKisk
XK KE

Guangzhou Administration Bureau for
Industry and Commcrcc.cngchcng City

BERT: ZRPETHANCRABEEER

LR MR R BTSRRI NEY R, SN IAﬂm%&’ﬂk-ﬂ\?ﬂF af WH— wT). Dl HFTRE
RO, FSBAVFER A IUBRAE X, A AFLEE

;i:g;m*ﬂﬁ\c{tﬂ.k&m%mg‘& 4%&1;'/4-)1!13“\95‘&1#!}1'. A RMACE B T LR, SWHHBREROGLET
3 BEERNERE, SE5HH. FHENE. FOTRBER, TOMTEHEEAFRATHEE (Wi huep://eri. gz. gov.cn) 2

4 APX*%‘H’%’%)\F‘R} NEHE.

Source:Guangzhou YingzhdsAIC Filings

SAIC filings reveal that theominal shareholdexs Guangzhou Yingzhou are two individuals, Mhuiman Wu and
Mr. Guanghui Liu.
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iwscl BREE ITRBEECES RMUUAECER THINIGE ZERERE FEEEAXAERE HMERERR

e - KRR

Unified Social Credit Identifier

s ar e i

GG o1a01a330450150 Guangzhou Yingzhou Investment Co.,Ltd
Registration Number 3=  440125000152480 Company Name HEE CHBESREaRAE

A HREFLT (ERARSNER) Legal Rep saefe A o R
Registration Capital FHEEA 10007 10M RMB Incorporation Date gfzHHA zoi4sForgesg 07/29/2014
FEBT RS EEE TR S

Operating Since  Z{PHARRE zo1siF0rR208 07/29/2014 Operating Until EMMHARE 48 Long-term

It EEFEEER FEEIERS . FEEW TR R TR S . H2iHE 2R8I « B2 TEREHET 2WIE . £+

e Gl cegarn LREFRERS BRI TE « TR TESTERES B TERS SEE . 8P REPhaRS:

Operating Scope SFEEE
UHfe ezl ERINE » SR HCERARIAREER =

Registration Bureau BcHlo i IETHEERSELE Approval Date  #EHER 2oiesozA198 02/19/2016

) ) . Gugngzhou Administration Bureau for Industry and Commerce (Zeng Cheng)
Registration Status ~ BiciRE 745 On-going

Shareholder Information

BRER
BFRRILEEEEbe4FeHra « 20142 Heel 7 BT AP ATRER &, BMtSEEREETAT- .
Shareholder Type Shareholder License Type License Number Dt-“t"dlls
Rk R U AlFFE2Eal W A ST #iE
Individual Shareholder
BHARR S£k#F Shuiman Wu T NAA i
Individual Shareholder
B ARE AFERE Guanghui Liu Tl N/A I

Source:http://gsxt.gdgs.gov.cn/aiccips/index

Mr . Guanghui Liu is listed as the board supXnaei sor of
Credid) ,i cvhh i s owned by CTdowGia Rec@dsndicatandat a Cd EIGis Chai r man
Xi nt ao legal eptasantative.

2EPWERERATERSE T F)

Guangzhou Xintao Credit Guarantee Company

FNEEEREEERAT SRS/t | 914401017519911678 Q) ORHEE

BERe PEEMBERS BRLERCHE TRATES SEREGEE FERIAGES HELERE

Management

FEARRBER
T -+ [N eI 5 #% Name w5 [
P ! I A Guanghui Liu #% Board Supervisor #& Rui Zheng EERFERE Chalrm_an a"_d
4 Managing Director
R 3 #igs Daohong Du EF Dircctor 4 #:2%F Gankui Liang EF Dircctor
5 s Shubiao Xu #% Dircctor 6 HIEX Juwen Xu #% Dircctor

¢t ai

<« 1/1 >»

Source:http://gsxt.gdgs.gov.cn/aiccips/index

SAIC filings al® reveal that a shareholder of Xintao Credit is Guangzhou To Kee Enterprises Development Group
Limited (To KeeEnterprise8,) an entity owned byouSITEG6s Chairman and h
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As at the date of the Acquisition Agreement, Guangzhou To Kee is BERBH - @HERMaRTESESE
owned as to 89.63% by Mr. Tsui Cham Ta, an executive Director. ERSEREo0 RS- HHELZER
Guangzhou Ta Kee i therefore a connecied person of the Company EXomsER2AlT oMEEEESS
and the acquisition of the Target Company by the Group constituted a EoOsMETS -mMEFL Ol R
connected transaction for the Company. As all the applicable EEEEELO-METR - EM
percentage ratios |as defined in the Listing Rules] in respect of the EREELTICRERARESALE(RE
acquisition is less than 5%, the acguisition was anly subject to the BR FHRERERsL-ERF FTEMN
reporting and announcement reguirements and was exempt fram the FARE - IR EEE S TESREDS S
circular, independent financial advice and independent shareholders” CEE-IRELSETIEESH- B
approval requirements under Chapier 144 of the Listing Rules A=l EETRE#E-8F -

Source: 2015 company filings, p 53

iw ool BRGE SIFRPECES BRISAECES THINIGE ZERERGE FEELLGRES HELEERS

Unified Social Credit Identifier BARES
. ‘ﬁ—&%fﬁfﬁﬂiﬁ B Guangzhou Xintao Credit Guarantee Company
Registration Number spgg = 440101000074500 Company Name & e BEmEeamLs
HR HihERETLAT Legal Rep  shiFfese A € Rui Zheng
Registration Capital &4 w000k 100M RMB Incorporation DateBiazEHHA 200sfF0rgosg  07/09/2003
SEBE rimSEEEE0A 82 SaETE
Operating Since ZYHAIRER  zo0sE0rF0e8 (07/09/2003 Operating Until ZpHRIRZE et Long-term

{B{RARS (REEEMAEEERSN) IS EERS L EEESARS  MRiEEERRS  REEEES SRS
Operating Scope F=30H
RS ARIRE . SRS M EATIREEE S =

Registration Burean Z42413€ r i IETBEER Approval Date 8;EH] z01e5F03 098 3/9/2016

. . . Administration for Industry and Commerce of Zhong Shan
Registration Status - Faghes %2 On-going . -

Shareholder Information
RIS

RFRRItEE SR 20145 A2eg - 20142 F2sH 7 BT EATRFR &, EiHEEEREIETAT. .
Shareholder Type Sharcholder License Type License Number Details

FeoReR EeR EER ARl R A ST #E
Institutional Shareholder | yyegiazmyy 2 RERERA Guangzhou To Kee Enterprises Development Group Limited .

EARE - FIE

B ARE RrE Faaw NAA FIE

b | ﬂz“: r‘alﬂﬁgﬁ#‘é”ﬂﬁ iﬂ il ;—; &lﬁ
Individual Sharcholder

B ARE wiEx Juwen Xu Tl N/A FIE

Source:http://gsxt.gdgs.gov.cn/aiccips/index

In another direct connection, SAIC filings reveal that To Eeterprises owned by CTEG6s Chair man
of Guangzhou Yingzhou.
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Lease Agreement

R YA /5

First Party BE7: TMIE IR A BEEFHE AT Guangzhou To Kee Enterprises Development Group
“Second Party /. XI|JEHE Guanghui Liu
FH R FRRT TR 173 SRESRES 2R, A |
5 B SRR R Ui BRUTFERMEF o oy Rond 17 Nimane o o L1

—. HAMMN22014F7 A 158E 201946 A 30 Hik, HPHE,
z ’ 3 =, Leasing term (3 year) starts from 07/15/2014 to
REABEARTRFRIELE. 06/30/2019 with annual rental payment of RMB 7.200

Z. LHHEGHAENHBRIESIIEE, EXEETLFEHL
FEITRERBITHE, FEEPBREZ AT, SERFLX.

= ZHANMTETERE-REZNE—FHE, UeEBF 6 A 30

1

Bi— kXA T —FEREERH. ERRTERSEERTZ -
Hitii g .

. zZHAFHMEAEEN—V#RAERFTEREN—NEEEhZ
AaH, SHRAER.

B, FHUCRRSE, WHFERFHERNBERR. FH—
M, ROUTER—t, BEITZHEEN.

[ wd

Guangzhou To
Kee Enterprises
Development
Group

Yk = %//%W Guanghui Liu

Loy TR AR

P s

£i708:. —o—lmELRA+4LH

07/15/2014

Source:Guangzhou YingzhdsAIC filings

Chairman Tsuiis an owner oftwo shell companies The first, Xintao Credjte mpl oys Guangzhou Yir
sharehol der as a board supervisor. The second, To KEe
connection is clear.Below, we prepared a structi chart showing the links between the Chairman, Guangzhou

Yingzhou and the facility acquired by the Company.
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Doy~ T T T T T T T s . _
Major Sharehoider i fndmieed
Chaiman Cousin ! R .

: Prior relationship
i
AstGM (1 xp \Dector i
i_ Juwen 1
i 1
i i
: Drrectar :
i i
| i
L J hJ r ¥
80% Shareholder
. . Shareholder .
T To Kee Enterprises > Xintao Credit
CT Environmental
(1363.HK)
Landiord
Acquisition B card Supervisor
h
. Subsidiary Shareholder . .
Gt Faer | Subsidiary | Guangzhou Siman W Guanghui
Yingzhou Liu

TSl_la.reholder

Guangzhou Yi ngZdKee Brgerpriseinsd| am dentity 89% owned by CTEG«
shareholder is the board supervisof a di fferent entity owned amcdusicontrol |l
Accordingly, we believe that Guangzhou Yingzhou is clearly a connected party.

We believe that the Company concealed this information because records indic&€BRsnflated the purchase
price of GanghuHuanbacand the other entities acquired from undisclosed related party Guangzhou Yingzhou.

CTEG reported that the total acquisition consideration for GarghanbaovasRMB 73 million. Because CTEG
inherited the entity s R M Bnillidndn9payables to an unnamed pattye true cost of acquisition was RMB 222
million!
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[b) Acquisition of subsidiaries (Continued) (b) YrisH W 2 B w0
vl Ganghui Huanbao vl BEBRE
The principal activities of Ganghui Huanbao are provision AEERZZFTEZRAHMND
of wastewater treatment services in the PRC. In ERUSKERRE - R
November 2015, the Group acquired 100% equity interests T-AE+—F -ETREN
in Ganghui Huanbao for a consideration of {218 A B % 25,000,000 4 5
RMB25,000,000. The acquisition was considered as a BERRIOREEEES B
business combination. HERBEMREAG -
The following summarizes the nature of consideration MTFRRmeRpiEsse
transferred, and the recognised amounts of assets B-HARRURE MAAE
acquired and liabilities assumed at the acquisition date: AERFERAFRZCENR
=8
Recognised

Carrying Fair value values on
amount adjustments acquisition

aRE
EE@ AFEANER WEMA
Note RMB'000 RMB'000 RMB'000
it AEBFRE ARMTRE AREBTR
Property, plant and equipment VR -BERIZG 128,872 - 128872
Construction in progress EgI1w 918 - 918
Lease prepayments HEMGERN 5,026 £974 10,000
Intangible assets RERE n - 16,000 16,000
Inventories G 174 - 174
Trade and other receivables BESERpEEEH 63723 - 83723
Cashan h equivalents ) 2241 - 2241
rade and other payables oht] (148 615] - (148 815
Deferred tax Liabilities WEBNAR - (5.244) 15,244)
Net identifiable assets ARMAE A 52339 15,730 48,049
Cash consideration HelkE 25,000
Settlement of pre-existing EMAEREL L
relationship 47948
| Total consideration 2RE 72948 |
Goodwill AW 12 4879
Analysis of cash flow BHERBANK:
Cash consideration AERHE 25,000
Less: cash acquired BoAERERE 12,241)
Net cash outflow for acquisiionol J|BE-S$—i1%
Ganghui Huanbao for the year A=t =HIb
ended 31 December 2015 FEARAERR
ZHERLSE 22759

Source: CTEG 2015 Annual Report, p. 124

SAIC filings suggest that this price was significantly inflated. First, SAIC filings show that Guangzhahdiing
bought GanghuHuanbador RMB 25 million in September 2014.
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Decision of shareholders meeting of Ganghui Huanbao

| L B B LR RS KA R AR RES R

I SUATE : 201459 8 10 Ell Time of meetmg 9/10/2014
SR . FRESNE
VR IEREIN
EREFSETSNBHRI+ERENT 4R,
ERRFRSMSVAISEE | RiEER
SNUBEA  HER
SWERA | R
MEERRAR : 3 A EHRBIRRFAR 3 A
HESMBIRES | HEE. Bl FRAh
FIESNERIRES | RN EERAS

BUBETMRSKEEERATRFESINT 2014 §F 9 B 10 AFEFR
EISNEBH. HEFREWUNKRENE 100 %898 , FiftiRiESEER
IRETRFRIRI 100 %@,

RiE (QFE) RELERENEXME  FRSWERET

—| FERRFHSEFRSRENELT) 35%MRE , R 105 By, b
875 BN BERLA T INBMREERAS , fETHEES A
M RRATETNEAUSLAR | R NZE o RSEI R
I

= EEEMGERFENALS) 35%898815 . JiN 105 5w, LL875 5
TR AT MBS AIRAE) , e THERS HERME S

BERATFTHRELLAR | iRzt o BRIRA 5o ;
ﬁﬁﬁ%ﬁiﬁ%ﬁ%ﬁ B@JIZK’ /NG 30%99&%9 Eﬁ’r 90 A7t . L,{ 750 Em
Jhes =53 : 3

YN "]ﬁﬂ'ﬂ'ﬂﬂﬂ% Cilp E{Eﬂ&?ﬁﬁiﬁ“ﬁﬁﬁﬂﬂﬁﬁﬂmw
g, RS ERRAIHEER S |

IMEMEARIRAE , 14 300 At . SFLATTEAMEER 100% . HEF
ARPETHEE. Guangzhou Yingzhou acquired 100% of Ganghui Huanbao for RMB 25M
A ERECNEMIESRASEASATNE—RE  ADMETENE

AMBRT) |
N ERREFERLIEARA. HITES. SERE  BELEmERL

NO. E 00008313000000000000001006-7-502674-20161012
Source:Ganghui Huanba@AIC Filings
Strangely SAIC filings reveal thaGuangzhou Yingzhou then sold Ganghluianbado the Companyn December

2015for a purchase priceof only RMB 3 million, which is 96% less than CTEG reported in 2015 company
filings!
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Ganghui Huanbao 09 7
Deciston of Sharcholders Meeting

5 L T B X IR RIS K L A AT
IR R SE 5

BULTIREXEBICHFRGKEERRATMAEKT 2015 £ 12 A
15 BEHRE, REAZHE (PEARIMALRE) RELH
igmﬁmi m gmf. e — Guangzhou Xintao acquired
N ﬁ]tﬁﬂﬁ*rmmﬂﬂﬁﬁﬁﬁﬂ%ﬁﬁﬂEM§$ 100% I()(b""‘uf(iunglmilluunhuo
RIRAL, SEA R 300 ATCULART 300 oL L T MBS K E B from Guangzhou Yingzhou
kﬁm/‘}gj " for RMB 3 millim?. ;.lppm\‘?‘d
’Aﬂﬂﬁﬁlf!fé%ﬂﬁﬁ?ﬂ‘]lﬂﬁﬂlﬂ.me :si\u;:::z::mldcr.\ of Ganghui
BRAR 1 2 (B« [THEEKIEPCHRAR, LTS3
AR 300 Ft (EHMART 300 ) . &£ 208 % 12 A ISH
EME, S2TEMEE 100%.
= AEXESERERTES GEERARA) . 28, A
FOKR BT,
= AERERRYBAEFHELARATH.
M, SWRERFE P REIBLUHTNEX T HREERRHRE
ATNIHRERETFE.

Shareholder: Guangzhou Yingzhou

Legal Rep: Guanghui Liu

12/15/2015

NO. E 00008313000000000000001007-7-502674-20161012
Source: GanghuHuanbaoSAIC filings

If the true cost of the acquisition was only RMB 3 million, SAIC filings indicate that the Coniphrigated over
RMB 70 million in acquisition costs Given the evidence that the Company acquired Gardghainbacfrom an
undisclosed relatedapty connected to the Chairmain our opinion, this evidence of overpayment suggests that
insiders used an inflated purchase price to loot the Company.
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b. Zhongtuo Kailan Acquisition.

In November 2015, CTEG also acquired 100% equity interest in Zhongshan Zhongtuo Kailan Industry Co., Ltd.

( ZhongtuoKailavn ) f or a total <consi der atpulbigfilingsfthe Rdhipangt daBnedni | | i or
that all of the Zhongtuo Kailanés wultimate beneficial
this is a lie.

THE ZHONGSHAN ASSET OPERATION AGREEMENT

Date: 23 September 2014

Parties: (i) |Guungzhou Xintao, a subsidiary of the Group| and

(ii) |Zhﬂngshan lnduslriallwhich together with its ultimate beneficial owner(s), to the best
of the knowledge, information and belief of the Directors and after making all

reasonable enquiries,lare third parties independent of the Cﬂmpanyland its connected
persons.

“Zhongshan Industrial” gl R ELEE T3 AT P4 ®] (Zhongshan City Zhong Tuo Kai Lan
Industrial Limited)

Source:http://www.hkexnews.hk/listedco/listconews/SEHK/2014/0923/LTN20140923853.pdf

SAIC filings reveal that Zhongtuo Kailan was (and continues to be) owndsubpngzhou Yingzhoy the entity

secetly connected to the Chairmamvestors should find alarming that 12 months, a Company acquisition is still
registered to its sellers. Perhaps the Company has not bothered to update the shareholder registration because, as
discussed extensively irhé previous section, evidence indicates that the seller, Guangzhou Yingzhou, is an
undisclosed related party secretly connected to Chairman Tsui through a series of shell companies.

Eawil BERE IFEPECES RULASLREE THIGE ZERERE FEFEARRE HERERE

. ) ) . B2EER
Unified Social Credit Identifier
HG—H<{EAETE  91442000773076058P
= Zhongshan Hailan Water Resource Development Co., Ltd
Registration Number S 442000000080265 Company Name &FF PUTREEKEEFEERLT
AR HIREILAT RN Legal Rep HaEfesR A 24 Shuiman Wu
Registration Capital FEA 20005 ARM7 20M RMB Incorporation Date BEZHHA z005204F048 04042005
FEB B UmRaEM SR ER = TR TR
Operating Since SWHARE 2oosxoegodn  [[ENTENEINR Operating Until EMPHAPRE 4681 Long-term
HEEFE EESNEIREINER S HE: SAMERE TU#ke (RERMIHCENRE, SEXHIERATRREE
Operating Scope HEHEH Eihe ) Water resources development; wastewater

N S pay,_ reatment and purification; sewage treatment
URETRHLARIRS - SEAE WA BRI EEEE) = equipment: industrial water supply.

Registration BureauBigHl3  sUm IFTHEER R £ cowsromrn (ERERERGNN

Administration for Industry and Commerce of Zhone Shan

(R, =ik 7742 On-poing

Shareholder Information

FiR2
BRI EE b0l 4Fe B8 - 20142 R0 R TN AT RS, BEitREEmEIETTAT-.
s R ERE AP iﬂﬁf‘t@“ 5
Sharcholder Type Sharcholder icense Type License ulﬁfjr Dum?ls
AR A B TR ={HhEE 440125000152480 i
Guangzhou-Yingzhou Investment Co:.Ltd—|Business License
<« 1/1 »»
Amend mcﬁ' nformation
Alﬁ ment Before ,Ezﬁ{énnﬁuem After E mcﬁlﬁlcm Am:%l%ﬁl%ulc
el LR EELE SR PR RA S L TEEER R AR LT 2016F04727TH
Company Name Zhongtuo Kailan Zhongshan Haillan Water Resource Development Co.. Ltd
’ = in ik Rt = Y, HERERE EFSKERENMERSE HE: Sk
- EESAREDREAHRIEC WS SIUEEE L suppas Tuttke (RERSNENRE, SEX@]  oiezoseE
i EEARIFREEEHN- )
: ﬁ:lrl:’*i” : BIRETLT (BM A REEER) BIRET LA GE AR 2015508 H07H
Type o1 Company

Source:http://gsxt.gdgs.gov.cn/aiccips/index
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SAIC filings also indicate that the Company paid an inflated price to purchase Zhongtuo Kailan. Filings show that
undisclosed related party Guangzhou Yingzhou acquired Zhongtuo Kailan fdrMifdy20 million, in two separate
transactions, the first in October 2014, and the second in May 2015.

Zhongtuo Kailan

Decision of Shareholders Meeting
T F PR L SC LA R A 7
BARLS Y

HESWER: _ thoka PRI I
IS UUITHR AR : [ MBENBRERAT I .

mﬁ«ﬁﬁﬂﬁﬁﬁﬁ%ﬁ,¢mm¢%ﬂﬁiﬂﬁmﬁﬂ$gm£¢49|
|A_10 A Chiii) BHABAS] HEEKSNMBAL 2 A, REA
EEJ&L%%%&HJ%@&&w%ﬁﬂ&%%%ﬁ%_mlﬁﬁﬁ;m&%
T Zhongtuo Kailan hold shareholders meeting on 10/10/2014

L%k AHBE WIS R G XLE i,
TR, TTEHEAE.

2. 5% KB PUTER GEEREA) RLSEUBS, ABESE 2k
B HBATHE (EEREA) REH, [ENI=E, TR,

3. FIB_ARHBC Hi5 A TEMEA 45 %A, 35000 J7IehgH:
Ll 900 FREEILAT MBI G IR AT,

4. FE E"’Jﬁ_tﬁﬁﬁ%ilﬁ{@ﬁ&/\jafzmé'{%ﬂ Zhongtuo Kail:

during sharehol

r RMB 9M, approved

Guangzhou Yingzhou acquired 45% of
!‘ meeting

R R (B2 #)

HA,

Source:Zhongtuo KailarSAIC Filings
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Zhongtuo Kailan Equity Transfer Agreement \ 23

T R ELE SR A PR B B ARG LA E

k. Mok (F%)
EH: T AREP LT ARERNETH2E

Zkd: FMBMBRARAF (Z%)

ERT: TN TR B AT #1735

The equity transfer agreemel.-as made on 5/4/2015 at Zhongshan City

AR w75 2.7 34\l o 36 9L 58 b A IR B Y AR AR #
LHH, F 2015 4 5 A 4 HEFWLFITYL.

FLRI AR T ELAGREN, ZRFME, &R T B

F—% BB A R

1. BB EERA T LA 44985 A R 5SS %l i
AL 1100 77 56 F 50, BL_1100 77 Tk 207, 2.7 B Bk st s
R &5 W‘J * _tjiﬁﬁ*j( . Guangzhou Yingzhou acquired 3 f Zhongtuo Kail..)r RMB 11M

2. LIRRBREARSGFRITLTEE WUIALH RiEm P H X
ft LR AR LK.

% Wil

1, R RER ST HBAR R F P LB
ARABHEE NI, RPFEERANBRA Fhif a4
M. B RIEXFT LA, RARBEMKIT. RIFRER, #
RAMEM FZAMEE. TN, sk REFAFE, b AHE,

2. R HL ARG, REP LW P YR HRA G REEA
By AR o B AR IE B X 55, MERRAR LT 4% th 2% 247 5 AdE.

3. LI AT R EYL B KA R R, RIEEERAE
BATX % Fo et

¥=% AT08

ARAGTITHATRERNAREHAEMALERILE, 2HE
BAP LT FENEERARADARA LA WO RERNELE
A B FHE G BT H.

FH% RASKHE

Source:Zhongtuo KailarSAIC Filings

SAIC filings show that Guangzhou Yingzhou acquired Zhongtuo Kailan for RMB 20 million, only totseC@REG

one year later foRMB 116 million. The undisclosed party secretly conne
facility to the Company at%.8x markup. But this likely understates the true cost to the Company, because Zhongtuo
Kailan supposedlyecar i ed RMB 162 million in payables to an undi sc

Chairman or parties closely connected to fiesulting in a total purchase price of RMB 278 million, a 13.9x markup
We think the evidence is clear, just likettvizanghuHuanbao that insiders massively inflated the purchase price of

facilities acquired from undisclosed related parties.
C. Hanyang Shuiwu Acquisition

A third acquisition follows a similar pattern. In November 2015, CTEG acquired 100% ofé&SHangtang Industrial
Wat er Supply CdHayaneg Shuividii) miftoerd a( fit ot &RMB &7 amillisn. d e rlant | @TE Gbfs
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former operating agreement with Hanyelwuiiwy CTEG c¢l ai med t hat all of Hanyang
owners were independent third parti®alC filings reveal aifferent story.

Below is a screenshot from the SAIC website which discloses that Xintao is the current sharehidieyaoig

Shuiwu. However, prior shareholder information disclosed in SAIC filings reveal that Hanyang Shuiwu was
previously owned by Guangzhou Yingzhou, the same undisclosed related party that was/is the beneficial owner of the
other acquisitions discussadthis section.

Eawg | BFEE IFEPECEE RERPAECES THMNHRE ZERERS FEEEAGRE HEBERR

e . kRS
Unified Social Credit Identifier
o AE  914406087a06124212 .
Hanyang Shuiwu
Registration Number = 440s51000337833 Company Name E¥ BUAIFEESE RS TEARSE
AR FIRETAE CEAMD) Legal Rep #ksetesed iy (NN
Registration Capital 3 H#EA w00R AR 1M RMB Incorporation Date BRazEHA eoosEnzAesE (2/26/2004
ZEHH BUAIREEIREEERS
Operating Since SNFHARA  zo04F02A268 (2/26/2004 Operating Until ZFHARE 81 Long-term
HE T A R EETE TR (S RTHTARE St airdi 4 gsE) - =
Operating Scope  FEH =~ o Industrial water supply and water supply
MG ERINE . SRR MERTAIRBEEEN=  ipeline installation projects
Registration Bureau o3¢ BLAIREEHHLEEER Approval Date BAEHHR zmeFozAzzE 02/22/2016

Market Supervision Administration of Fo Shan
Registration Status FicA& 175 On-poing

Shareholder Information

N =

RRFRRIERE B @ tenz AzeH - 20142 AesA r BT M DATRRM £, EiltEERRELBTTAR. .
Shareholder Type Shareholder _License Type License Nmpzber D‘l':‘!‘dlls
Ry 1453 R AEEF2ER iHE AR5 H#iE
Enterprise Legal Person
iAbE A I MEERE#{LERAT | EihheE I
Guangzhou Xintao Wastewater Business License

o « 11 »
Freatment Company

Amclldme?t_Inlbrm;!liun
55

Amendment Before Amendment After Amendment Amendment Date

BEER TERNE = TeEHE
Tnstitutional Shareholder " y

EARE EEEEAAR TEEERAH 2016502220
Institytional Shareholder s .

EARR HETEAHEH EETEEEH 20155017308
Legal Rep N . . S

FEREA BEREE Yongxin Chen AEHE Guanghui Liu 2015501 305

2ERWERERATRSE T FK)

FLUTIREXFEFFTKSIERRAT IS : 440681000337833
Hanyang Shuiwu
Shareholder Information before amendment

KRGS (T®hD
Sharcholder License Number
BREH RS

HEMREERAT S4DTRRRRRRRRKEO

Source http://gsxt.gdgs.gov.cn/aiccips/index

The Company acquired Hanyang Shuiwu for RMB 87 miillion. Yet like the other transactions discussed in this section,
SAIC indicateghat this purchase price was massively inflatBAIC filings show thatten months prior to the sale
of Hanyang Shuiwu to CTEG, Guangzhou Yingzhou acquired the entity foonly RMB 1 million!
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Hanyang Shuiwu 006

Decision of Shareholders Meeting

LT X kS TRERAT
BAR R TE

The shareholders meeting was hold on 1/28/2015

[BUTREE SR kS TRERATMRETS4E 1 F28 0|

fEH#E, REAERE (TEARKNE AR RELTEREN

HFIAE, AEWT:

— FIEFRAH L FERRA 0%, 351007 5T, L

1007 Lk B MR R AR AT,

Guangzhou Yingzhou acquire'
anyang Shuiwjilibr RMB TV,

oved during sifrcholders meeting

AT ERLEEMSE

= B ERA NG EERA

FPHBEMBEERAT, LW
£ 100%, HAFKXART, EFEEFIRHEE.

= FEFRERMNEMNEERRLT, FRES MEMRHE
F IR F] R4 ¥ 100 T,

M. AEEEFAFONTEERS: REEHXLEARITE
F EEAEN) . ARREZABHEFRS. AEEERKH
AHEE, AELENEBRIFEENS, RAEBINLENEE,

I, AEREEFREFRHEATEE.

NO. E 00010109000000000000001004-6-502669-20161012

Source:Hanyang Shuiw$AIC Filings

SAIC filings show thathe Company pai@7x times more than undisclosed related Guangzhou Yingzhou paid to
acquire the exact same facility onlyten months before!

Such a massive inflation of the purchase price of a facility purchased from a secretly related party is, maooyr opi
so indefensible that on this basis alone, the actions

In aggregate, the deception appears to be systematic. Guangzhou Yingzhou acquired three entities for RMB for 46
million, then one year tar flipped these same facilities to the CompanyRB 276 million in 2015 But because
these entities carried mysterious payables to unnamed third parties, the actual cost was closer to RMB 628 million.
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RMB'000 Guangzhou Yingzhou CTEG Difference
A Reported Total ) .
Acq Target Date Acguisition Date Acquisition Acquisition . Time AT GO pTot al
Cost difference cost
Cost Cost
Ganghui Huanbao 9/10/2014 25,000 11/30/201! 72,948 221,563 14 month 2.9X 8.9X
Hanyang Shuiwu 1/28/2011 1,000 11/30/201! 86,801 128,655 10 month 86.84 128.7
Zhongtuo Kailan 5/4/2014 20,000 11/30/201! 115,776 277,712 7 monthg 5.8X 13.9
Total 46,000 275,525 627,930f 6.04 13.74

Source: Company filings, SAIC filings

If we consider only the acquisition consideration paid by the Company to acquire these three entities, it appears that
undisclosed related party Guangzhou Yingzhou marked up the valuetbfgbeentities by 6.0xn just a year.

SAIC filings indicate that Gangzhou Yingzhou was only incorporated on July 29, 2014, just a few weeks before it
acquired Ganghuiuanbao I n our opinion, this suggests that Guang:
secret related party middleman through which CTEG couldk mna the value of its acquisitions.

If we include the mysterious payables, the purchase price of these three facilities was infil8etk b€ TEG does

not disclose the identity cfuchcreditors, but in our experience, this is an established methqdietly funneling

money to undisclosed related parties. We believe, based on the size of the payables and the undisclosed related party
connection to the acquired entities, that insiders are likely the beneficiary of such payments. We leavdatdsregu

with subpoena power to determine whether such payments ended up in the hands of insiders, but in our opinion, the
evidence is compelling.

d. Menghui Technology.

On January 8, 2015, CTEG enterecbarrating agreememtith Guangzhou Menghui Technology Company Limited

( MenghuiTechnologp ) t o upgrade, operate and maintain its waste:
agreement states that CTEG@Iwnvest RMB 35 million into MenghuiTechnologyin exchange for a 2Qear fee,
payable monthly to CTEG for ser vi clecnotogpnsd eurl etd .maQ TeE Gbdesn e
owners were independent third parties. Again, we believdhisat a lie.

SAIC filings reveal that Menghudiechnologyis owned by Guangzhou Yingzhou, the same undisclosed related party
that is/was the beneficial owner of the three separate acquisitions made by CTEG in 2015.

Wl HREES SFPECREE RULSECER THINIRE ZERERE FEHEEAGRE HEHERE
ER {58 Basic Information

Unified Social Credit Identifier

GBS 914401835583624576

Guangzhou Menghui Technology Company Limited

Registration Number SIS 440125000039164 Company Name &8 I HiiEEn 2o #aRLE
2T ERAELE GEAR) Legal Rep st o (NS
Registration Capital 84 s05 500.000 RMB Incorporation Date gf=7 AR 201007 B078 07/07/2010
FEF rAm SRR e E TR TR (ki S SR R NS0 s B2rR)
Operating Since SPHIIRE =007 A0rE (07/07/2010 Operating Until ZPHABRE 2017i0efziE 08/27/2017

BT - BIESEMNEREANT . FR: FREAFERS FRREE MRESES (rEikRmmsl) ARTERR (i
Operating Scope ZEstgE SFARN) HISRAFIAE.

URERTEEHERIRNE . SR8 MERARREEEE =
Registration Bureau ZHoHIE mihIMTHEERSESR Approval Date #gEEHR 2016048188 047182016

. _Guangzhou Administration Bureau for Industry and Commerce (Zeng Cheng)
I =ois w2 On-coing

Shareholder Information

BARiER
. BRI R #E oz Beol - 20142 A2 E T FTH AT RFRE, EMEEEEREIRTTAR. .
Shareholder Type Shareholder License Type License Number Details
|idie ] R EER AP 2ERd R A SE® #1E
bR A R EER A Details g

Enterprise Legal Person  Guangzhou Yingzhou Investment Co..Ltd

Source:http://gsxt.gdgs.gov.cn/aiccips/index
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