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summary of International Investment
Attraction Project for Partial Equity
Transfer Of Shanghai Municipal
Waterworks Pudong Co., Ltd.

Mr. Liu Qiang
Chief of Division

Shanghai Water Assets Operation and

Development Co., Ltd.

Introduction

Partial equity transfer of Shanghai Municipal
Waterworks Pudong Co., Ltd. (hereinafter referred
to as “Waterworks Pudong Company”) through
international investment attraction and Sino-
foreign joint operation was a major strategic move
in Shanghai to deepen the reform and speed up
the development of the water supply and drainage
industry. It would play an active role in and create
deep and significant influence on introducing
the technology, management and capital, further
promoting the industrial structure and system
innovation of the municipal waterworks industry
as well as raising the enterprise management
performance and the total quality. Under the
leadership of Shanghai Water Authority, Shanghai
Water Assets Operation and Development Co.,
Ltd. (hereinafter referred to as “Water Assets
Company”) cooperated with multiple companies
including the Waterworks Pudong Company to work
on international investment attraction for partial
equity transfer of Waterworks Pudong Company.
As market competition mechanism was introduced
to the investment attraction in accordance with
international practices, the whole campaign achieved

significant success and meanwhile embodied the
principles of “openness, fairness and justice”.

Three internationally well-known water groups,
such as France’s General Water Company,
performed an open, fair and very fierce
competition with the same rule and at the same
starting line. After nearly one-year efforts and
operation, the international tendering project for
transfer of partial equity of Waterworks Pudong
Company was announced to complete on May
23, 2002. The Water Assets Company signed a
contract for transfer of 50% equity of Waterworks
Pudong Company with France’s General Water
Company which was transferred the equity with
2.66 times premium of net assets. The Chinese
party and the French party established the first
joint venture in the national municipality industry
with joint investment, joint operation, joint
adventure and equity proceeds by both Chinese
and foreign parties without fixed returns. The
business scope of this joint venture included
water manufacturing, sales and service.

The summary of the International Tendering
Project for Transfer of Partial Equity of the
Waterworks Pudong Company is as follows.
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Purpose of Partial Equity Transfer by
the Waterworks Pudong Company

Shanghai Water Industry actively promoted the
reform of corporate structure and transformation
of operation mechanism to improve the
entire quality and market competitiveness
of enterprises and explore the new ways of
investment and financing system so as to suit the
general needs of the new turn great development
of Shanghai Municipal Construction. According
to the actual situation of Waterworks Pudong
Company, it was determined to establish a joint
venture of waterworks by transferring partial
equity of Waterworks Pudong Company through
international tendering. The main purpose was:

1. Grasp the development opportunity, actively
promote the innovation of investment and
financing system and explore ways to form a new
investment and financing mode featured by the
unique characteristics of ”Input - Recovery - Re-
input” of Shanghai Water Industry.

Since the establishment of the country,
our water supply and drainage industry
implemented monopoly management system
by the government. The government organized
and established the enterprises, funded the
investment, determined the prices and assumed
all the profit and loss, so the enterprises
had no management adventure at all. The
resource allocation method formed by the long-
term planned economic system and the full
investment method by the country to the urban
infrastructure were more and more difficult
to suit the needs for development of market
economy, so it was urgent to further strengthen
the efforts of and accelerate the pace of reform,
and promote the innovation of investment and
financing system.

The investment projects of the water industry
were featured with large fund needs and long
investment recovery period, so it was rather
difficult to be financed domestically. To attract
foreign funds through asset sales, equity transfer,

direct investment, BOT etc., to attract, drive the
foreign funds and other social resources by minor
state-owned capital, so as to liquidate capital
stock and broad the fund source of municipal
infrastructure  construction had  strategic
significance to promotion of the continuous
development of Shanghai Water Industry.

2. Diversifying the investment entities and
promoting the construction of modern corporate
system of water supply and drainage enterprises
After China’s access into WTO, faced with the
competition from so many international water
groups, water supply and drainage enterprises in
Shanghai would possibly lose their competitive
advantage and developing opportunities and
finally lose their market if they kept the state-
wholly-owned, conservative and out-of-date
system and monopoly pattern. Therefore, it
was an urgent task to accelerate the structural
reform and innovation of waterworks industry in
Shanghai. Through the adjustment of ownership
structure, the monolithic state-owned structure
will be turned into the fully-structured modern
corporate system featured by diversified
investment entities and corporate governance
to invigorate the enterprise and deepen the
structural reform of water enterprises.

3.Import from abroad the advanced technologies
as well as management philosophy and
management approaches to enhance our service
quality and management level and strengthen
the core competitiveness of the enterprise
Through cooperation with an international
advanced water company by establishing a
joint venture, we could import foreign capital
with the internationally advanced water-
manufacturing technology and management
philosophy, management approaches and
management methods, so as to reduce the
gap between Shanghai waterworks industry
and international advanced level, improve
the quality and market competitiveness of
waterworks enterprises in Shanghai and
upgrade the technology, management and
operation of Shanghai waterworks industry.



4. Relying on the operation of Sino-foreign
joint ventures, explore the experience in the
prioritized development of major business and
the separation of major business and sidelines of
water supply and drainage enterprises

The separation of major business and sideline
was crucial for state-owned enterprises to
survive and develop in the market-oriented
economy. Due to historical reasons, Shanghai
water supply and drainage enterprises used
to be entangled in mixed operating costs of
major business and sideline and the reliance
of sidelines upon the major business. This is
a major obstacle preventing the water supply
and drainage enterprises from increasing their
operation and management level. On the pilot
basis of the establishment of joint venture
between Waterworks Pudong Company and the
foreign partner, the separation of major business
and sidelines would be carried out thoroughly,
which not only helped to attract foreign
investment and facilitate the establishment of
joint ventures, but also could accumulate the
experience in the separation of major business
and sidelines by Shanghai water supply and
drainage enterprises.

5. Establish the new mode of enterprise operation
and force competition among waterworks
companies from various regions

In 1999, the former Shanghai Waterworks
Company were separated into four regional
waterworks companies, which had played
an active role in reducing the operation and
accounting unit, enhancing the operation
and management level and reversing the
unfavorable economic benefit of the industry.
However, with the same investment mode and
similar technological level and management
approaches, these four waterworks companies
lacked necessary competition, which hindered
the intensive operation and management
of enterprises. Through the establishment
of Sino-foreign joint venture waterworks
companies, different operation modes could
be imported to help form the beneficial market
competition mechanism and market operation

mode in a bid to further deepen the structural
reform of waterworks enterprises and increase
their management level.

Major Practices

1. Planning

The equity transfer of Waterworks Pudong
Companyto establish a Sino-foreign joint venture
was a difficult and demanding project involving
various aspects. To smoothly implement this
project, Water Assets Company, adhering to the
principle of “active and prudent, develop and
innovate”, carried out an over-half-a-year first-
phase survey according to the intentions and
requirements of bureau cadres and the actual
situation of Waterworks Pudong Company,
learned about the experience of foreign capital
operation, refereed to both domestic and foreign
cases and materials, paid great attention to the
information of foreign capital operation and
analyzed quite a few foreign-invested projects
in China, which were the important and basic
materials for the project plan. They prepared
several proposals and made repeated revisions.
The investment attraction plan for this project
was determined according to the guideline of
“moderate packaging, market competition and
complying with the international practices”.
Based on the international competitive
tendering, the overall plan would ensure the
providing of investment attraction materials to
all foreign applicants according to the practices
of international investment attraction.

(1) Key points of the plan

Through the international investment attraction,
50% of the equity of Waterworks Pudong
Company would be transferred to establish a
Sino-foreign joint venture. Based on the principle
of market-oriented operations, Chinese and
foreign partners jointly operated and jointly
gained the proceeds and jointly shared the risks,
with no fixed returns guaranteed. This set the first
example in the municipality industry nationwide.
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(2) Adopt the internationally accepted market
valuation method to maximize cash inflow
Different from the joint venture mode in which the
Chinese partner invests in land and plant while
the foreign partner invests in fund, equipment
and technology, Waterworks Pudong Company
transferred partial equity to establish a new joint
venture. The proceeds from equity transfer were
recovered by Water Assets Company to invest in
the construction of Shanghai water industry.

(3) Set up preconditions

According to the requirements of China’s
industrial policies and characteristics of water
supply enterprises, we required the foreign
partner to accept the equity transfer in a lump
sum with its self-owned funds and to invest in
cash. The foreign partner should meet a dozen
of preconditions for cooperation, e.g., the
partner must have the internationally advanced
technology and management experience in
respect of a water-manufacturing enterprise.

2. Preparations

On September 24, 2001, the work group for the
project of partial equity transfer of Waterworks
Pudong Company was set up, consisting of
professionals from Water Assets Company,
Shanghai Ownership Exchange, Shanghai Orient
International Tendering Co., Ltd., Shanghai Runhe
Law Firm and Waterworks Pudong Company.

3. Pre-qualifications

In order to select an ideal investor and carry out
the whole investment attraction project according
to the principle of “openness, fairness and
impartiality”, the project of partial equity transfer
of Waterworks Pudong Company was listed on
the website of Shanghai Property Exchange.

In order to the select the “best partner”, we
adopted the method of “mark line”, e.g. the
pre-qualifications for tenders. To facilitate the
first-round selecting of the potential investors,
the project work group prepared pre-qualification
documents such as “announcement of pre-
qualifications” and “instructions for pre-
qualification”, and sent these pre-qualification

documents on November 14, 2001to 7 companies,
namely France’s Ondeo Water Company, France’s
General Water Company, Britain’s Thames
Water Company, Global Engineering Company
subordinate to US Tank Company, Italy’s Impregilo
Company, ABB company and Hong Kong China
Power Company.

4. Application for investment attraction

It was an important and lasting phase in the whole
process of the equity transfer project. In this phase,
the project work group prepared the investment
attraction documents in a shorter period of
time, including the “Instructions for Investment
Attraction”, “Draft for the Contract on Equity
Transfer”, “Draft for the Joint-venture Contract”
and “Draft for the Articles of Association of the Joint
Venture”. The investment attraction documents
acted as important basis guiding the next-phase of
work and the establishment of the joint venture.

On December 21, 2001, three
who passed the pre-qualifications received
the investment attraction documents. When
preparing the application documents on
investment attraction, foreign investors made
further request to clarify the investment
attraction documents and the materials provided
in the first-phase promotion period. In response
to their questions, the project work group
compiled two batches of “Question & Answer
Memo” on the basis of selection, and sent them
to the applicants for reference.

applicants

On February 5, 2002, Seuz Ondeo-New World
United Entity, France’s General Water Company
and Britain’s Thames Water Company respectively
submitted their application documents on
investment attraction, which were important
basis determining the final investor.

5. Clean-up of application documents on invest-
ment attraction

The project work group made a preliminary
inspection of the application documents on
investment attraction submitted by the three
foreign investors and concluded that they all



complied with the requirements stated on
the “Instructions for Investment Attraction”.
From February 6, 2002 to February 20, 2002,
the members of project work group and the
related personnel from Waterworks Pudong
Company secretly and confidentially carried out
a comprehensive sorting and clean-up of the
application documents on investment attraction
submitted by the three foreign investors,
according to the purpose of joint venture and
the requirements of review. Four documents
were finalized, i.e., “Simplified Version of
Application Documents on Investment Attraction
of Three Foreign Investors”, “Check List of the
Documents”, “Main Points of Negotiation”, and
the “List of Issue Clarification” in response
to the request by the three applicants in their
application documents on investment attraction.
The first two documents were used for experts’
review, while the last two for negotiation in the
clarification phase.

6. Clarification negotiation

The clarification negotiation was divided into
two phases. In the first phase, from March 4,
2002 to March 6, 2002, the foreign parties
were requested to clarify and explain the
cooperation principles and preconditions put
forward by the Chinese party in the documents
but not expressly guaranteed in their application
documents on investment attraction. With regard
to questions raised by our Chinese party, foreign
parties clarified and explained from different
prospective, and fully guaranteed, or partially
guaranteed, or conditionally guaranteed, or
provided no guarantee but with explanations.
After the negotiation, the “Memo on Clarification
Negotiation” was formed and signed by the
negotiation representatives of both Chinese and
foreign parties to be the basis for the negotiation
of equity transfer contract, joint venture contract
and articles of association. The second phase of
clarification negotiation, from March 11, 2002
to March 16, 2002, was to require the foreign
investors to explain and interpret the unclear and
implicit points in their application documents on
investment attraction.

7. Expert review

Expert review was a major phase for determining
the bid winner and signing the contract on equity
transfer. According to the actual situation of the
project, the following steps were taken: the first
was to invite the notary office. On April 16, 2002,
the expert lot-drawing rules and the procedures of
the review committee were submitted to Shanghai
Public Notary Office together with related
documents and a formal contract was signed to
entrust the notary office to notarize the whole
process by the review committee. The second
step was to determine the name list of experts.
On April 16, 2002, Shanghai Orient International
Tendering Co., Ltd., Shanghai Urban Construction
Investment and Development General Company,
Shanghai Ownership Exchange and Shanghai
Water Authority respectively recommended the
name list of experts. Under the supervision of the
notary office, the lot was drawn on the morning
of April 18, 2002 to determine the rank of the
experts. The third step was to notify the experts.
After the ranking of experts by lot drawing, the
project work group sent the invitation for review
to the first 10 experts of each professional group,
stating in the letter of invitation that they were
required to send written confirmation before
17:00 of April 20, 2002. The fourth step was to
determine the reviewing experts. On April 22,
2002, the project group finalized the name list of
the experts for this review according to the replies
and ranking of experts through lot drawing, and
this name list was sealed by the project owner for
confirmation and then kept with the notary office
on file. The fifth step concerned the expert review
procedures. The experts discussed in groups
about the tendering documents and scored
according to the appraisal form and put forward
the expert review comments. The caller of each
group summarized the scores given by experts of
the group and provided the written summary of
the group. The sixth step was to strengthen the
confidentiality measures. As this equity transfer
project was of great significance, we took several
confidentiality measures to ensure the fairness
and impartiality of the whole review process. We
in advance announced the confidentiality rules to
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the participating experts and signed with each
review expert the confidentiality agreements
drafted by a lawyer. During the review period,
experts were not allowed to arbitrarily leave
the place of review, and they were refrained
from contacting the outside in the 3-day
review period. To prevent the loss of the review
materials, each expert group had two working
staff, whose duty was to provide the experts
with the explanations on investment attraction,
investment attraction documents, enterprise
introduction materials and the memos of the
two rounds of clarification negotiations as well
as to supervise the confidentiality. In order to
ensure the fairness and impartiality of the expert
review, the review materials were handled with
no names recorded.

8. Submission of review result

According to the review scope and weight as
stipulated in the investment attraction documents,
the review experts gave marks to five aspects
including the transfer price, financial plan,
technical plan, service plan and organization and
personnel plan put forward by the applicants in their
investment attraction documents, each weighing
20%. The whole review process and review result
was notarized by Shanghai Public Notary Office.
According to the expert review result, France General
Water Company became the optimal partner for
the project of partial equity transfer of Waterworks
Pudong Company. This result reflected the principles
of “openness, fairness and impartiality” and
standard, and the investment attraction was free
from outside interference.

9. Signing of the contract on equity transfer

At 3:00 pm, May 23, 2002, the ceremony for
signing of the contract on the partial equity
transfer of Waterworks Pudong Company was held
in Shangri-la (Shanghai) Hotel. Representative
from Water Assets Company and France’s
General Water Company signed the contract on
equity transfer of Waterworks Pudong Company,
which marked the successful completion of the
international investment attraction of the partial
equity transfer of Waterworks Pudong Company.

10. Coordination and implementation of some
policies concerning the project investment
attraction

With the support from the departments and
sections of the bureau, Water Assets Company
actively coordinated with the competent authority
of the municipal government about some policy
issues and agreed with Shanghai House and Land
Resources Administration on the land use method
and exemption and reduction of taxes and fees of
the joint venture, and submitted these issues to
the municipal government for approval. It agreed
with the State Administration of Foreign Exchange
Shanghai Branch, Municipal State-owned Assets
Office, Municipal Administration for Industry
and Commerce on the establishment of foreign
exchange accounts, transfer of capital ownership
and industrial and commercial registration, so
as to timely handle the supporting policies and
the related legal procedures concerning the
establishment and operation of the joint venture.

Key Experience and Gains

The international investment attraction project
for the transfer of partial equity of Waterworks
Pudong Company was an innovative task, and
was successfully concluded despite its wide
involvement, great difficulty and tight schedule,
mainly due to the following reasons:

1.The Municipal Party Commission and Municipal
Government formulated the right guidelines for
investment and financing reform of municipality
construction.

2.The reform of the management structure of
Shanghai water industry provides conditions
for the implementation of the investment
attraction project.

3. Water Assets Company designed and operated
in a refined and standardized way, ensuring the
success of the project.

4. WaterAssets Company and Waterworks Pudong
Company well cooperated and the cadres at all
levels actively participated to stimulate the
efforts from both inside and outside.



5.The departments and commissions under the
Municipal Government, governments at all
levels and the Municipal Urban Investment
Company offered energetic support.
“Water is source of life”. The development of
water industry was not only important to the
city’s modernization construction but also
closely associated with people’s lives. Water
Assets Company, Shanghai Oriental International
Tendering Company, Shanghai Runhe Law Firm
and Shanghai Ownership Exchange made great
contributions to this project. All their cadres
and staff discussed and solved the problems
regarding each step, even every detail of the
project, cautiously and conscientiously to ensure
the project was dealt with in a refined and
thorough way. Regardless of their own losses
and gains, quite a few personnel overworked
on holidays such as the National Day and Spring
Festival and made painstaking efforts for the
investment attraction project.
Reflecting upon the international investment
attraction project of partial equity transfer of
Waterworks Pudong Company, we deeply felt
that only by carrying out the ideals of “three
representatives”, by carrying forward the spirit of
growing with times and by adhering to the work
principles of down-to-earth, meticulosity, and
by pursuing improvement, could we increase our
abilities to tackle complex issues, hold the job in
our own control, carry out the work in a creative
way and fulfill all tasks. l

155



156




From Shanghai Municipal Waterworks
Pudong Co Ltd To Shanghai-Pudong
Vivendi Water Corporation Ltd

Mr. Bernard Poignant
International Financial Projects Director,
Veolia Environnement

Table of content

The Bid to purchase 50% stake in Pudong Water Corporation represents in the PRC a
new form of Public Private Partnership.

The dynamic growth of the Pudong area allows such a first step.
A bidding process which puts the main emphasis on managerial expertise. .

The first answers from the new Company were to organise a joint collective decision 157
making process and to put in place new services and management tools.
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Part |
A new form of Public Private Partnership

The differing levels of Public Private Partnership are:
O Tariff collection
Assets ownership
Operational responsibilities

Form of the legal agreement Tariff collection Assets ownership Operational responsibilities
Management & service contracts Public Public Specific responsibilities ; Private
(2to 5 years) operator
General management : Public sector
Build-Operate-Transfer (BOT) Public Until transfer : private During the concession period: build
(10 to 30 years) After transfer : public and manage : Private operator
Then : Public sector
Lease contract Private Public Private operator:
(7 to 15 years) Leases the asset
Operates during the lease
agreement
Concession contract Private Private Private operator: full management
(15 to 50 years) responsibility during the concession
contract
Asset sales Private Private Private operator
(perpetuity)

Recent Vivendi Water International experiences

BOT Concession, rehabilitation, asset sales Lease contracts
(Asset owned by Public Entity)
Tianjin (China) France (water treatment Czech Republic Row
(Rehabilitation and management) distribution and waste water)
Chengdu (China) Bogota (Tibitoc) (Rehabilitation
(water treatment plant: BOT) and management) 1A rance A 40 % of the consumers
Durban (Water and Waste 3900 contracts
water) Reuse of waste water Sanepar (Asset sale) (Brasil) 8 000 (Water treatment
(Water  waste water) municipalities and distribution and
waste water)
Berlin (Concession)
(Water treatment and
distribution
Bucharest (water
Treatment and distribution -BOT : y
Crivinal)
Bruxelles Tanger & Tetouan (Full utilities Praga
waste water concession : water, waste water, (water treatment
(Treatment plant-BOT) electricity) and distribution
and waste water)
Ashkelon (Israel)
(desalination:BOT)
The Hague (Netherlands) Shanghai - Pudong Indianapolis
Waste water treatment plant- (asset sales) (water treatment Tilissi (Georgia:
BOT) and distribution) International Bid
Rabat (full utility concession: organized by World Bank
water, waste water, electricity) Baogi




Assets Sales/Concession — legal structure

Municipalities

Concession contract
Municipality (15-50 years)

Responsibilities of the parties involved

The concession or Assets sales main legal features

New Co: owns the assets
{concessionaire)

R Lenders

»

y

Consumers

(tariff)

Private operator

Tariff structure

Regulatory framework
(concession agreement)

Approval of capital expenditure

Financing capital
expenditure

control of water quality
New assets Customers billing
Renewals Customers relation
Supervision of construction Leakage controls, metering,
work Maintenance

Operational management

Legal ownership and control of the Pudong Water Cooporation

1999

Shanghai Water Authority decided to split the Water Supply system in four district and newly created state

owned water supply Companies

Raw water Supply

=> Key major players in the potable water market in Shanghai

Potable water Enterprises

Shanghai Municipal Water Works Shibei Co Ltd
(“Shibei Water”)

Raw

Water
Shanghai Municipal []D:>
Raw Water Co Ltd

Shanghai Municipal Water Works Shinan Co Ltd
(“Shinan Water”)

Shanghai Municipal Water Works Minhang Co Ltd
(“Minhang Water”)

1 function

Shanghai Municipal Water Works Pudong Co Ltd
(“Pudong Water”)

A 4
Extraction, collection,
process and sale of

2 functions

Purification of raw water into
potable water in water
raw water treatment plants

Distribution and sale of potable
water to subscribers via
pipelines networks

Potable
Water

[ —
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Legal ownership and control of the Pudong Water Cooporation

=> Key decision makers

O hi trol
MP ‘ Shanghai Municipal Government
1
i
v
‘ Shanghai Construction Commission ‘

Shanghai Urban Construction Investment
& Development General Corporation

Shanghai Municipal Water Assets
Management & Development Co Ltd

A 4

“Pudong Water”

Legal ownership and control of the Pudong Water Cooporation

2001

=> Shanghai Municipal Government launches an international bid for the purchase, by an international
operator, of 50% stake in Pudong Water Co. The latter being granted a 50 year water operation
license in the Pudong Area.

=>» Form of the sale and purpose of the project:

approches

The Pudong Water Company legal owner, Shanghai water Assets Operation and development Co Ltd, intends
to set up a Sino-foreign equity joint venture (the “JV") with an offshore company, out of PRC, by transferring
50% of the shares of Pudong Co, its wholly owned subsidiary. The Chinese party and the foreign party shall
share the profits, risk and losses in proportion to their contribution to the registered capital.




Part Il
Why Pudong?

The development of the Pudong new Area during its ten years of reform and opening up

=> Located to the east of the Huangpu River, Pudong New Area is an important part of
Shanghai, with an area of 534km? and population of 2,4 million.

=> On april 18, 1990, the Chinese government announced its program to reform and open up
Pudong. The objective was to turn Pudong into a locomotive of regional economic growth,
and establish Shanghai as one of the world’s economic, financial and trade centers, thus
bringing a new economic leap to the yangzi River Delta and the whole Yangzi River Bassin.
Ten years of reform and opening-up brought significant changes to Pudong New Area.

=> Today a number of landmark buildings, including Oriental pearl, Jinmao Hyatt, Pudong
International Airport, Centrury Avenue, are found in Pudong. Pudong also hosts several
development zones namely Lujiazui Financial and Trade Certer, Jingiao development area,
Zhangjiang hight-tech zone. A good investment environment is provided, and total economic
output volume is increasing rapidly. In 1990, the GDP of Pudong area was 6 billion; in 2000,
it reached 92 billion, or increasing by more than14 times.

In 2000
2.88 billion US$ foreign direct investment in Pudong, 45% of total foreign direct investment in
Shanghai.
9.58 billion US$ exports in Pudong, about 38% of that in Shanghai.
Part Il

Water supply situation in Pudong new area

The water supply status of Pudong new area

[[] revemer mipgdy aewn of Sharmho ] 't isetis o vl Pami
P . e
PRSELE W W g
] #ra wotin: i iy e r o o g o, el iy
i R A panas o I ooy

Bl wdater semis wma i Tl e dwkel
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Shanghai Pudong Water Supply main figures

Service area: 319km?

6 water treatment plants: Total daily production capacity of 1.270.00m?
8 pumping stations: 340Mm? pumped into the network every year
Network: 1740 km (diameter: 75mm-150mm)

Water sales volume 2002: 265 Mm®

Turnover 2001: 270 M Rmb

Net Income 2001: 12 M Rmb

Sales volumes: 70% industrial and commercial

30% residential
Meters: 553.000
- Residential: 535 000
- Industrial and commercial: 18 000

One major issue quality of the raw water ressources

There is an overall scarcity in water resources resulting from quality problems:
[ Surface water resources are located upstream of Huangpu River and Yangzi
River
Huangpu River provides 78% of raw water but with poorer water quality
Yangzi River water intake heads of phase | and phase Il were set up respectively in
1992 and 1996: the whole capacity being 1.30 million m3/day.
[J The percentage of water area meeting class Il of the national surface water
quality standard is no more than 1% of the whole water area.

Huangpu River channel meets class 1l of the national surface water quality
standard

Yangzin Channel class |l
O In 2005, the middle and down stream of Huangpu River will meet class IV
quality standard

[0 From 2002, the water ressources quality of 47 large cities in China will be
publishing by the State Environment Protection Bureau.




Part llI
An exemplary Bidding process

Delivery of the Bidding document: February 5, 2002, signing of the sale’s agreement
May 22, 2002.

Excepts from the Bidding documents:

The following aspects of applicants have been examined and appraised by the Project
Evaluation and Appraisal Group:

O The price proposal for purchasing 50% of the shares of Pudong Co,

O Detailed financial plan with respect to the project

[0 Detailed technological development plan with respect to the project,

[ Detailed customer service plan, detailed social service plan and detailed
supporting plan to relevant enterprises with respect to the project

[0 Detailed management organization plan and detailed human resources
management plan with respect to the project.

Part Il
An exemplary Bidding process

Each aspect had an evaluation weight

0 20% for the price proposal

0 20% for the detailed financial plan

0 20% for the detailed technological plan

0 20% for the detailed customer service plan

for the detailed social service plan
for the detailed business supporting plan

0 20% { for the detailed management organization plan
for the detailed human resources plan
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Part llI
An exemplary Bidding process

Selected main issues, imposed by the bidding documents

=> The investor shall use its own find to purchase the shares by one instalment. The investment shall be in
cash and the currency of purchase price the US$.

=> The JV terms is 50 years maximum. The term of the JV may be extended according to the agreement by
both parties.

=> The directors of the board of the JV shall be appointed by both parties. One party should take the seat of
the chairman of the Board, while the other party takes the seat of the Vice-chairman and recommends the
general manager in return. Shanghai Water Bureau will appoint a person to be an independent Director of
the Board. The independent director shall vote in the following situation :

A resolution which may affect social benefits,
A dead lock caused by the same number of votes on important issues.

=> After the JV establishment, the water price shall be the same as that implemented by the other water
supply enterprises, which are in the urban districts of Shanghai. In case that it is necessary to adjust the
price, it shall follow the relevant regulations and decrees adopted by the municipality.

=> The JV shall sign a purchase contract with the raw water supply enterprise for the use of raw water.

=> The current employees of Pudong Co shall be the main employees of the JV. The original employment
contracts between Pudong Co and employees shall still bind the JV.

=> The JV shall set up a Chinese Communist Party organization and an organisation of the communist
Youth League of China in accordance with the documentation by the Chinese Communist Party Shanghai
Committee.

Part llI
An exemplary Bidding process

Conclusion

(0 May 2002: among four competitors — all of them world leading companies in the
water industry — Vivendi Water is designated as the successful bidder.

[0 Summer 2002: operation begins in the newly set up joint venture:

Shanghai Pudong Vivendi Water Company Limited




Part IV
The First step of the new JV

Organisation of a “Joint Collective Decision Process”

(] Board of directors
Number: 6 + 1
- 3 nominated by the Shanghai Municipal Water Assets
Management & development Co Ltd,
- 3 nominated by Vivendi Water
- 1 independent Director nominated by the Shanghai Water Bureau

1st Chairman of the Board nominated by the Shanghai Municipal water Assets
Management Co

At least 2 meetings a year

Part IV
The First step of the new JV

Supervisory Board
=> 3 members:
1 from Shanghai Municipal Water Assets
1 from Vivendi Water
1 independent: from Shanghai Water Bureau

Executive Committee:
=> 4 members:
President of the Board
General Manager
2 Deputy General Managers

General Manager: nominated by Vivendi Water

1 Deputy General Manager nominated by Vivendi Water
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Part IV
The First step of the new JV

Main organizational functions
General Manager

(W)

Deputy General Manager
(VW)

Compliance ‘ l Audit & Supervision ‘

Deputy General Manager
(Chinese party)

Operations Quality Human Financial Communication General Office

(VW) Department Resources Department Department

Department (VW)

As for to day Vivendi Water has seconded to the JV: 4 expatriates

Part IV
Main technical and managerial objectives

Three main water’s technical thrusts
O Improved production with new treatment processes and new operating practices:
eg: - water quality control in the plants
- creation of a central analysis laboratory
- design of a new water treatment plant

(I Improved distribution in particular the pressure and quality of water in the network
- by reducing losses over the 1740 kilometres network (formation of a team
to detect leaks)
- by using hydraulic modelling and the installation of a GIS.

O Developing a professional customer service

Improving customer services is of a major importance in the Shanghai concession
contract




Part IV
Main technical and managerial objectives

O Introduction of a real customer service system. It includes:
Modernizing and refurbishing of 3 agencies in 2003 to get closer to the customers
Introduction of a customer service Charter with commitments on:
* Water quality
¢ Call out response time
+ Warnings when work on the network may affect service

Launch of a call center at the end of 2003 so that customers can take care of most of
their routine transactions (subsciption, information requests, technical assistance call-
outs, etc...) without having to go to the agency.

Modernisation of the IT System to make it a true customer service management tool.
Improvement of the meter reading and billing system by

+ Checking water meters and increasing remote meter reading

+ Checking the revenue collection processes

Part IV
Human resources main facts

A new human resources policy anchored in the local culture

One of the key points in the Shanghai Municipality call for tenders was the operator’s
ability to transfer know-how while respecting country’s culture and having confidence in
the local management.

[ Highlights
1 205 employees after JV's setup (1 396 in the former Pudong Co)
Generic labour contracts: open to changes
Seniority: 40% of staff above 40 years old
Heterogeneous skills level
Average salary: 33 000 Rmb/year in 2001

[J Main features of the company human resources
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Part IV
Human resources main facts
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Part IV
Human resources main facts

Based on the main features of human resources, a local skill development approach is being
implemented
=> A special program to transfer employees from public to private sector: it guarantees job
security for all personnel employed at the time of the transition,

=> Introduction of bonuses to reward initiatives and improvement in employee benefits

=> Intensive training program for all levels of the organisation with a range of tools:
Specialist training center, on the job training, sponsoring, multimedia educational tools,...

=> Introduction of new health and safety methods to improve working conditions

=> Networking skills so that the Shanghai municipality can benefit from the expertise and
progress made in other services managed by Vivendi Water




Part IV

First financial milestones
=> Centralisation of management of Bank Accounts,
=> Implementation of unified accounting procedures for all subsidiaries of the company,
=> Adoption and implementation of new accounting software,
=> Implementation a new internal control procedures at company headquarters,
=> Establishment of buying procedure,

=> Selection of new statutory auditors for the Company: determination of the new Company
opening balance sheet

First milestones in communications and client services
=> New visual identity conceived and disseminated thought the Company,
=> Communication Department established:
Publication in January 2003 of first internal news letter
Organisation of different events
Launch of new visual identity
=> Redesign of commercial agencies, efc...

Conclusion

For the first time in recent Chinese history, this bid process allows a
Private Foreign Water Operator to share the management of a Chinese
Water Utility:

[ Integrated Water Supply System
[J Legal entity changed from SOE to Sino-Foreign JV
[J Direct relationship with Chinese end-user / client

In the prospect of the potential growing trend of utilities and SOE’s
privatisation in China, this bid has a great symbolic importance for both
China/Shanghai and Vivendi Environnement
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