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Mainstreaming water as a financial risk ... SK
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Macro & micro perspectives ...

WATER-NOMICS OF THE
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Water risk for power sector... o IS
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Investors say they are worried about risk ... o IS

Before we start, why are you doing the survey?

Worried about water risks — 48%

To embed water risks in valuation models

To engage with companies

To embed water risks in ESG scores

Seeking strategic opportunities |GGG 25%

curosty I 2+

Note: multiple choices possible
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1- Exposure to water stress
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Baseline Water Stress

1. Low (<10%)
2. Low to medium (10-20%)
0 3. Medium to high (20-40%)
I 4. High (40-80%)
I 5. Extremely high (>80%)
2 B Arid & low water use
Source: China Water Risk, projected on WRI Baseline Water Stress Map
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1- Exposure to water stress @ RISK
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2. Shadow pricing

o CHINAWATEFi

EBITDA / Revenue
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Shenhua China Coal Yanzhou Yitai

3 observations

1. Impact varies across sectors

3. Impact varies across tools
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2. Shadow pricing OCHINAWATER

= Convenient approach to integrate water in decision making
= Shadow water prices too high to be realistic water tariffs (up to 12USD/m3)
= (Can be thought as a proxy for water risks in general

What investors say: a good first step, but a first step only

Using shadow pricing for water risk valuation is...

Sufficient to screen out companies' exposure to water risks m 50%
A good first step but needs complementary detailed analyses 18%
Misleading because it is not a real price m 42%

m Strongly Agree & Agree  Neutral m Disagree & Strongly Disagree
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3. Regulatory risks & compliance costs @ IS

Water use targets Water racvurling targets
Norm of water use for thermal power Impact of Environmental Factors on rate
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(withdrawal) (withdrawal) & ‘ Target
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A word on disclosure 1S

Mine water recycling rate
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Shenhua China Yanzhou  Yitai ~ Datong 2020
Coal Target

Source: China Water Risk based on companies reports, NEA

Freshwater use for coal production - mining & processing Mine water drainage associated with coal production
Unit: m3/tonne Unit: m%/tonne
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Shenhua China Coal Yanzhou Yitai Datong Grade| Gradell Gradelll Shenhua China Coal Yanzhou Yitai Datong 2010 2015 Target

Source: China Water Risk estimates based on companies reports and MEP Cleaner Production Source: China Water Risk based on companies reports and NEA-NDRC Action Plan to Develop Mine Water
Standard-Coal Mining & Processing Industry (HJ446-2008). Water use includes coal mining and processing. Utilization, 2013.
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A word on disclosure

o CHINAWATEH

CHINA
PRIORITISING
ENVIRONMENT

More Disclosure
Needed To Match
Rising Risks

/ WATER
o/ ENERGY
/ WASTE
7 ENVIRONMENT

@ RISK

‘g SynTao

Two mid-performers are

electricity and smelting, with
lagging disclosure rates of 47%

and 48%. Meanwhile,

agriculture is the clear laggard

The majority of disclosure is only on 1 or 2 of the total 5 indicators
analysed, there is still clearly room for improvement

Environment Disclosure Rate Across Sectors (%)
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Source: China Water Risk, SynTao

Sector Ranking by Disclosure Category - 2015 Snapshot
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CHINAWATER
Clustered risk — regional & sectoral o RISK
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Clustered risk — basin level
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Decisions today for water tomorrow

o CHINAWATEH
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CHINAWATER
Disclaimer o 1S

Information provided has been obtained from, or is based upon, sources believed to be reliable but has not been independently
verified and no guarantee, representation or warranty is made as to its accuracy or completeness. Information contained in this
document is current as of the date specified above and is subject to change without notice. Information contained in this
document relating to investments, valuations, unrealised data, and projections is indicative only, and has been based on
unaudited, internal data and assumptions which have not been independently verified or audited and are subject to material
corrections, verifications and amendments.

This information is not intended to constitute a comprehensive statement of any matter, and it should not be relied upon as such.
None of China Water Risk , its sponsors, affiliates, officers or agents provide any warranty or representation in respect of
information in this document.

This document is for information purposes only and should not be construed as an offer, or solicitation of an offer, to buy or to
make any investment. website.

This document, is strictly confidential. This document, graphics and illustrations must not be copied, in whole or in part or
redistributed without written consent. (© China Water Risk, 2018, all rights reserved).



