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Part | Important Notes

This Summary is based on the full Annual Report of Beijing Oriental Yuhong Waterproof
Technology Co., Ltd. (together with its consolidated subsidiaries, the “Company”, except where the
context otherwise requires). In order for a full understanding of the Company’s operating results,
financial position and future development plans, investors should carefully read the aforesaid full
text, which has been disclosed together with this Summary on the media designated by the China
Securities Regulatory Commission (the “CSRC”).

All the Company’s directors have attended the Board meeting for the review of this Report.
Independent auditor’s modified opinion:

O Applicable  Not applicable
Board-approved final cash and/or stock dividend plan for the Reporting Period:
Applicable T Not applicable

Bonus issue from capital reserves:
OYes No

The Board has approved a final dividend plan as follows: based on the total share capital at
the record date when the dividend plan is implemented after deducting the repurchased shares in
the share repurchase account, a cash dividend of RMB6.00 (tax inclusive) per 10 shares is to be
distributed to the shareholders, with no bonus issue from either profit or capital reserves.
Board-approved final cash and/or stock dividend plan for preferred shareholders for the Reporting
Period:

O Applicable  Not applicable
This Summary has been prepared in both Chinese and English. Should there be any

discrepancies or misunderstandings between the two versions, the Chinese version shall prevail.
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engaged in civil construction materials, mortar and powder, building coating materials, energy-
saving and heat preservation materials, adhesives, tube materials, building renovation, new energy,
non-woven fabric, specialized film, emulsion, etc. It owns many brands and business lines: Oriental
Yuhong (waterproofing), Fasion (waterproofing), Yuhong Waterproof (civil construction materials),
Vasa (specialized mortar), BiAn (putty powder), DAW (building coating), Alpina (building
coating), HAMGAR Coating (industrial coating), Lodi Technology (diatom mud), Wonewsun
(energy saving and heat preservation materials), Fudatec (energy saving and heat preservation
materials), InfinShine (energy saving and heat preservation materials), Yuhong Adhesives
(adhesives), Yuhong Tubes (tube materials), Oriental Yuhong Building Renovation (building
renovation), Yuhong Home Delivery Service (building renovation), Hong Sheng New Energy
Technology Co., Ltd. (new energy), Top (non-woven fabric), Gold Machilus (specialized film),

Hongshi (fine and specialty chemicals), Zhong Ke Jian Tong (for
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the synergistic development of diversified businesses, as well as continuously enriching product

categories, strengthening product quality, optimising the product structure, upgrading product
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bathroom hardware, tool consumables, and household electrical wiring. In line with the core service
concept of centering on customers, the Company gradually formed a one-stop building materials

purchase platform for consumers
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Group has empowered its exclusive store retail strength in every aspect including products, systems,
sales guidance, and membership. Centering on product upgrading, the group launched the Premium-
series and other new products, so that products on sale in exclusive stores were more environmental
and complete. Centering on experience upgrading, the group provided premium shopping guide
service and online order and local delivery service, so that consumers would have more professional
and convenient experience. Centering on digital upgrading, the group built a unified retail
management system and developed a strict price check mechanism, so that consumers would shop

trustingly.

The quality of operations within Civil Construction Materials Group’s e-commerce channel
has improved significantly, successfully making waterproofing and grouting products leading sales
items on e-commerce platforms. By linking offline channels, the company has created effective

closed-
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waterproof coating products, light and low-carbon soundproof tile adhesive products, dust-free anti-
mould tile adhesive products, 99% anti-bacterial hemming adhesive products, exposable roof
coating series, yellowing resistant polyurea grout, anti-bacterial pipes and other innovative products.
And its products obtained China Environmental Labelling Product Certification (10 Ring), French
VOC Label A+ (the highest environmental protection grade), German EC1plus certification, CIAA
Anti-bacterial Mark, green product certification, green construction material certification and

British WRAS drinking water safety certification.

5) Service layout: Civil Construction Materials Group has upgraded its service system,
launching the “Reliable Yuhong Service” full-link service system, creating a one-stop home service
platform integrating products, services, and assurance. This encompasses five major service
systems: Yuhong Butler Service, Yuhong Waterproofing Delivery Service, Yuhong Paving
Delivery Service, Yuhong Grouting Service, and Yuhong Maintenance Service. By establishing
product application, standardized construction, standardized service processes, and after-sales
warranty mechanisms, and leveraging a digital management platform, the company not only
precisely addresses the concrete needs of consumers but also strengthens collaboration and loyalty

with distributors.
(2) Retail of building coatings

During the Reporting Period, the building coating retail business implemented organizational

structure adjustments cantered on significantly enhancing operational quality. Managed by Civil



\
JLBE Beijing Oriental Yuhong Waterproof Technology Co., Ltd. Annual Report 2023 (Summary)

Hl

coatings and meticulous German craftsmanship, sustainable and innovative German formulas,
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including leakage repair, door and window repair, air treatment, refreshing, HVAC repair, local and
overall renovation, smart leakage check and entire-house water purification. The aim is to build a
reliable brand in the home space improvement market well-known for “Yuhong Home Delivery,
Your Only Choice”, as well as to establish a standard, professional, systematic and connected
platform for home delivery services. As of the date of disclosure of the Report, Building
Renovation Group’s Yuhong Home Delivery Service has built more than 1,200 operation centres
and community service stations across 153 cities in 29 provinces (or municipalities) of China,
materializing the planning of “one thousand stores in one hundred cities”. Additionally, Yuhong
Home Delivery Service Operation Centre was opened in Ho Chi Minh City (Vietnam), Kuala

Lumpur (Malaysia), and Manila (the Philippines), among other countries and regions.

As of the disclosure date of this report, Yuhong Home Delivery Service has established
comprehensive cooperation with Beijing Building Materials Testing Academy Co., Ltd. in the field
of indoor leakage intelligent detection systems. It has also collaborated with Zhonghong Tianxin
Group on home space upgrading solutions, engaged in deep cooperation with 58.com in business
expansion, resource sharing, and market development, and formed strategic partnerships with
Shimao Tiancheng Property Service Group Ltd. and China Railway Construction Property
Management Co., Ltd. Wuhan Branch to continuously empower Yuhong Home Delivery Service’s
quality offerings. Moreover, Yuhong Home Delivery Service has been featured on BTV’s Life
Channel, where it has profoundly showcased its professionalism, quality, and reliability in

addressing residential pain points caused by leakage, thus further expanding its brand influence.

3. New businesses. During the Reporting Period, the business segments operated by Mortar
and Powder Technology and Hong Sheng New Energy, among others, made successful efforts to

gather momentum.

(1) Mortar and Powder Technology Group has always adhered to the business philosophy of
“providing reliable products for customers” and been committed to becoming a service provider of
one-stop mortar and powder supply. With major brands like Vasa and BiAn, relying on Oriental
Yuhong’s advanced management concepts, lean production systems, and an exceptional R&D and
application technology team, the group has diversified its channel layout as its foundation. It

engages in various product domains such as specialized mortar, building powder, grouting materials,
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ALC aerated blocks, fine sands, and their products, continually increasing its market share in the
mortar and powder market and enhancing its brand influence. During the Reporting Period, while
continuously and steadily developing the five major product systems, including “tile paving systems,
wall coating systems, thermal insulation bonding systems, floor levelling systems and basic
construction systems”, the group actively strategized to expand product categories, extend channels,
strengthen services, and share profits. It vigorously promoted the R&D and supply of new products
like waterproof mortar, decorative mortar, and flooring system components, as well as the
exploration and application of new technologies such as lightweight tile adhesive, low-carbon
cementitious materials, and gypsum retarding technology, so as to meet the needs of customers for
different application scenarios. In view of the sensitivity of construction mortar powder products to
haul distance, the group further optimized the layout of national production bases, laying a solid
foundation for shortening the transportation distance and achieving a nationwide supply radius of

200 km and 24-hour delivery.

By virtue of the Company’s retail channels and outlets, the group rapidly expanded the
coverage of mortar and powder products. On the engineering side, the group established a company
integrating sales, technical, supply, manufacturing and service business based on factories,
improving both response speed and service quality in all directions. By the end of the Reporting
Period, it has developed and cooperated with nearly a thousand professional mortar and powder
channel dealers nationwide. The central laboratory of Mortar and Powder Technology Group was
accredited by CNAS during the Reporting Period, signifying that the laboratory has reached
internationally recognized standards in terms of hardware facilities, testing capabilities, and

management level.

(2) Based on the accrued R&D achievements, advanced technologies, product systems, system
services and extensive practical experience in the field of distributed photovoltaics (“PV”), Hong
Sheng (Beijing) New Energy Technology Co., Ltd. (Hong Sheng New Energy), a subsidiary of the
Company, integrates the PV-related business and the supply chain-related products of the PV
industry. It is committed to becoming a provider of new energy roofing systems that are durable and
safe. Hong Sheng New Energy has achieved a brand upgrade, enhancing brand communication and
recognition; it has also upgraded its business systems to cover four major segments: commercial

and industrial distributed PV, high-end residential green electricity, commercial and industrial
10
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energy storage, and PV product trade. Its business covers engineering, procurement and

construction (EPC) services for industrial and commercial distributed PV projects, energy

11
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Under direct marketing, the Company directly develops, sells products to and serves the final
product users and customers. It has entered into strategic cooperation agreements or long-term
supply agreements with many large quality business groups. Meanwhile, it has enhanced customers'
confidence by coming into direct contact with them in professional market segments such as
industrial constructions, energy construction, railway, highway, rail transit, tunnels and
underground projects, projects that concern people’s livelihood, among other things. Additionally, it
has established a long-term and stable partnership in terms of material supply and system services.
Direct marketing has provided substantial assurance for increasing the Company’s visibility in the
industry. Under the channel of dealers, the Company directly develops, sells products to and serves
the final product users and customers via channel partners such as dealers. There are engineering
dealers and retail dealers. The Company has signed contracts with large numbers of dealers, and
created a dealer network system that has a reasonable layout and controllable risk and is economical,
efficient and vibrant. Through constantly reinforcing systematic training and services for dealers,
the dealer network has gradually developed into an essential sales channel for the Company to tap

into the nationwide market.

Presently, the Company has formed a multi-dimensional engineering marketing network
combining direct marketing and channel of engineering dealers, as well as a marketing network for

civil building materials centered on the channel of retail dealers.

1. The engineering market consists of North China, East China and South China, focusing on
the sales of the specialized companies and business divisions of professional market segments, such
as railway, highway, rail transit, industrial construction, energy construction, and underground
projects. Specifically, the companies of integrated operation and centralized procurement divisions
are set up in provinces under the jurisdictions of North China, East China, and South China as the
carriers. The centralized procurement divisions focus on serving large strategic cooperation
customers nationwide by entering into strategic cooperation agreements or long-term supply
agreements to conduct in-depth cooperation with such customers in more business areas. The
companies of integrated operation in each region are responsible for sales and services of the
Company's products in the local engineering markets. Through concentrating on local markets,
special operation of regions, as well as developing and empowering various partners, they have

enhanced local market coverage and penetration. Meanwhile, all sales channels and business lines
12
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shareholders

Net profit
attributable to
the listed
company’s
shareholders
before
exceptional
gains and losses

1,840,724,194.
02

1,802,763,332.
92

1,803,819,586.
80

2.05%

3,867,427,213.
50

3,867,427,213.
50

Net cash
generated
from/used in
operating
activities

2,103,197,639.
61

654,012,763.96

654,012,763.96

221.58%

4,114,675,325.
17

4,114,675,325.
17

Basic earnings
per share
(RMB/share)

0.91

0.85

0.85

7.06%

1.74

1.74

Diluted
earnings per
share
(RMB/share)

0.90

0.84

0.84

7.14%

1.70

1.70

Weighted
average return
on equity (%)

8.24%

7.97%

7.97%

0.27%

19.92%

19.92%

Reasons for changes in accounting policies and corrections of accounting errors:

In November 2022, the Ministry of Finance issued Interpretation No. 16 of the Accounting
Standards for Business Enterprises (C.K. [2022] No. 31) (hereinafter referred to as “Interpretation
No. 16”).

Interpretation No. 16 stipulates that for single transactions that are not business combinations,
that affect neither accounting profit nor taxable income (or deductible losses) at the time the
transaction occurs, and where the initial recognition of assets and liabilities results in taxable
temporary differences and deductible temporary differences of equal amounts should, in
accordance with the No. 18 of the Accounting Standards for Business Enterprises - Income Taxes

and

14
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corresponding assets, which generate taxable temporary differences and deductible temporary

differences, adjustments are made in accordance with the provisions of Interpretation No. 16.

(2) Key Financial Information by Quarter

Unit: RMB
Q1 Q2 Q3 Q4

Operating revenue 7,494,548,302.46 9,357,383,818.88 8,508,318,204.12 7,462,277,782.96
Net profit attributable
to the listed company’s 385,537,995.41 948,732,480.54 1,019,229,036.10 -80,168,245.19
shareholders
Net profit attributable
to the listed company’s
shareholders before 324,322,182.50 918,603,626.82 928,675,060.81 -330,876,676.11
exceptional items
Net cash generated
from/used in operating -3,806,105,070.84 -136,970,723.59 -816,916,433.45 6,863,189,867.49
activities

Indicate by tick mark whether any of the quarterly financial data in the table above or their
summations differs materially from what have been disclosed in the Company’s quarterly or interim
reports.

OYes No

4. Share Capital and Shareholder Information at the Period-End

(1) Numbers of Ordinary Shareholders and Preferred Shareholders with Resumed Voting
Rights as well as Holdings of Top 10 Shareholders

Unit: share

ONrLé?:]t;?; e Number of
Number of shareholder grrg;g:sld der Number of preferred
ordinary s at the s with shareholders with
shareholder 186,526 | month-end 197,759 e resumed voting rights at 0
s at the prior to the votin the month-end prior to the
period-end disclosure iah 9 h disclosure of this Report

of this rights at the

Report period-end

Top 10 shareholders (exclusive of shares lent in refinancing)
Name of

shareholder

15
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(3) Ownership and Control Relations between the Actual Controller and the Company

Li Weiguo

T R

Li Xingguo

S amen

7 Oriental Yuhong Waterproof ‘
-I-f":"'l"l“ﬂl [alanty lﬂn II'I'I'I L.

Beijing

Note: Mr. Li Weiguo is the actual controller of the Company. And Mr. Li Xingguo is Mr. Li
Weiguo’s brother and acting-in-concert party.

5. Outstanding Bonds at the Date when this Report Was Authorized for Issue

Applicable O Not applicable

(1) Bond Profile

Bond name

Abbr.

Bond code

Issue date

Maturity

Outstanding
balance
(RMB’0,000)

Interest rate

The Oriental
Yuhong Phase 1
Accounts
Receivable
Green Assets-
backed Special
Plan
(Technology
Innovation)
Senior Assets-
backed
Securities

Oriental
Yuhong 2023-1
Senior

143904.57

27 December
2023

18 November
2024

53,100

4.20%

The Oriental
Yuhong Phase 1
Accounts
Receivable
Green Assets-
backed Special
Plan
(Technology
Innovation)
Subordinated
Assets-backed
Securities

Oriental
Yuhong 2023-1
Subordinated

143905.5Z2

27 December
2023

18 November
2024

2,900

0.00%

Interest payment during the

Reporting Period

None

18
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(2) Latest Rating and Rating Change

During the Reporting Period, Dagong Global Credit Rating Co., Ltd. issued the Credit
Rating Report 2023 on Beijing Oriental Yuhong Waterproof Technology Co., Ltd. on 10 July
2023, which determined the long-term credit rating of the Company to be AAA with a stable
outlook; and the Credit Rating Report on The Oriental Yuhong Phase 1 Accounts Receivable
Green Assets-backed Special Plan (Technology Innovation) Assets-backed Securities on 17
November 2023, which determined the credit rating of the senior asset-backed securities to be

AAAST.

(3) The Major Accounting Data and the Financial Indicators of the Recent 2 Years of the
Company up the Period-end

Unit: RMB’0,000

19
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During the Reporting Period, the Company remained dedicated to its strategic positioning of

high-

20
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Company.
2. Prioritising partners and implementing swift channel reform

During the Reporting Period, the Company continued to optimize and reform channels,
changed the direct marketing mindset, and attempted to win partners at full strength, with the
channel sales of partners becoming one of its main selling bodies. During the Reporting Period, the
Company always gave priority to partners and empowered partner development. It kept cultivating
the operational management capabilities, business expansion capabilities, and engineering service
capabilities of partners, and focused on implementing and refining various “partnership” initiatives,
realizing co-creation, co-sharing, and mutual success. The Company formulated the hierarchical
policies for partners by product, by sector and by region, cultivated partnerships meticulously,
beefed up leading superiority, established the unified financial settlement center and the Chief
Engineer Office technical support platform that serve partners, and improved partners' ability to
serve customers. It also empowered the corporate operation and professional and standard
construction competence of partners, enhanced partners' overall delivery capability of serving end
customers, and supported the continuous development of partners. By adhering to a results-oriented
approach, the Company strengthened market presence, standardized market order, and built a

marketing team capable of facing challenges head-on for the benefit of business and partners.
3. Prioritising retail to strengthen the foundation of consumer construction materials

In 2023, the Company’s retail business recorded operating revenue of RMB9.287 billion, an
increase of 28.11% year on year, accounting for 28.29% of the Company’s total operating revenue.
The proportion of retail business has been progressively increasing. Civil Construction Materials
Group, upholding the dual main business strategy of waterproofing and moisture-proofing systems
and the tile fitting and grouting systems, continued to increase its market share in waterproof, tile
adhesive and grouting products. Meanwhile, it focused on dust-free, lightweight, plant-based,
odourless and anti-bacterial product series, and expanded its C-end influence. Adopting a multi-
category approach, it continued to cultivate putty powder and other wall auxiliary product lines,
promoted the development of adhesive and tube product lines, and incubated new product
categories such as kitchen and bathroom hardware, tool consumables, and household electrical

wiring. In line with the core service concept of centering on customers, the Company gradually

21
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“The Power of Green” Color and New Product Launch at the Shanghai World Expo Exhibition and
Convention Center. Additionally, the Company hosted and participated in the 2023 (Shanghai)
International Waterproofing Forum, and showcased at the 2023 China Roofing & Waterproofing
Expo. Its subsidiary Mortar and Powder Technology Group Co., Ltd. appeared at the third
Guangzhou International Construction Industry and Planning and Design Industry Expo 2023 &
Guangdong-Hong Kong Construction Industry New Era Development Joint Exhibition
(Engineering Trade Fair). The Company also attended the 134th China Import and Export Fair, the
Shanghai International City and Architecture Expo 2023, hosted the Conference on Sustainable
Development of Green Building Materials and International Cooperation, and participated in the
Indonesia Jakarta International Building Materials Exhibition and the Dubai the Big 5 International
Building & Construction Show in the United Arab Emirates. In February 2024, the Company will
reappear at the World of Concrete in Las Vegas, USA, under the theme “Set Sail to Go Global,

Open a New Cross-Border Chapter, Unite as One, and Strengthen Our Global Presence”.

The Company has established subsidiaries or offices in multiple countries including Vietnam,
Malaysia, Singapore, Indonesia, Canada, and the USA, laying a solid foundation for strengthening
overseas business development and expanding international market reach. During the Reporting
Period, the Company signed a strategic cooperation agreement with Arkaz, a subsidiary of Alturki
Holdings in Saudi Arabia, making Arkaz the exclusive distributor in Saudi Arabia for the

Company’s thermoplastic polyolefin (TPO) roofing systems.

Moreover, the Company has accelerated the deployment of its overseas intellectual property.
During the Reporting Period, the Company’s key technologies and flagship products received
patent grants in Australia, the USA, and others. Multiple products have also obtained international

certifications such as the E

23
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research and innovation system. This forms a full lifecycle innovation ecological chain that
integrated "fundamental research, technological breakthrough, commercialization of research
findings and industrial integration”. The innovation-driven development strategy is integrated into
system construction, scientific and technological research and development, product quality,
manufacturing, system services, talent development, and cooperative exchanges, continually
shaping new drivers and advantages for development and cultivating a new ecosystem for smart
manufacturing. As of the end of the Reporting Period, the Company held a total of 1,735 valid
patents, including 443 invention patents (17 of which are valid oversea patents), 1,026 utility

models, and 266 design patents.
(11) Industry Overview
1. Macroeconomic and industry indicators

According to data from the Statistical Communiqué of The People’s Republic Of China on the
2023 National Economic And Social Development, the annual GDP was RMB126,058.2 billion,
representing a 5.2% increase over the previous year. The annual value-added of industrial
enterprises above a designated size grew by 4.6%, with manufacturing growing by 5.0%. In contrast,
the non-metallic mineral products industry within these industries declined by 0.5%. Profits among
these industrial enterprises in manufacturing totalled RMB5,764.4 billion, a decrease of 2.0%. The
added value for construction was RMB8569.1 billion, which was an increase of 7.1% over last year.
Fixed asset investment (excluding rural households) totalled RMB50,303.6 billion, marking a 3.0%
increase. Infrastructure investment increased by 5.9%, investment in the social sector grew by 0.5%,
and private fixed asset investment totalled RMB25,354.4 billion, a decrease of 0.4%. Within this,
private investment in the manufacturing sector grew by 9.4%, and private investment in
infrastructure rose by 14.2%. Nationwide, the renovation of various shanty towns initiated the
refurbishment of 1.59 million housing units, of which 1.93 million units were primarily completed
throughout the year. Additionally, 2.13 million government-subsidized rental housing units’
construction and organization began across the country. New projects for renovating 53,700 old

urban residential communities were initiated, affecting 8.97 million households.

According to the China Building Materials Federation, the building materials industry

prosperity index stood at 100.9 points in December 2023, a decrease of 1.0 point from the previous
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month, yet remaining above the critical point. This indicates that the production and operation of
building materials fluctuated stably within the prosperous range throughout the year. The annual
average of the building materials industry prosperity index was 101.9 points, also above the critical
point, indicating stable operation within a prosperous range. In 2023, the building materials industry
generally showed a downward trend; however, the decline in major economic indicators slowed in
the fourth quarter. Signs of stabilization at the bottom were observed, with industries such as green
building materials and other new types of building materials maintaining a good development
momentum. These sectors have played a significant role in driving growth and promoting the

optimization and upgrading of industrial structures.
2. Overview of the Industry and the Company’s Presence in the Industry

The Company principally competes in the waterproof construction material industry, a
segment of the construction material industry. Waterproof materials are functional materials
indispensable for modern architecture. As cities keep growing, waterproof construction materials

will be applied to more and more areas with great growth potential.

Currently, with low concentration, market fragmentation and unhealthy competition, the
domestic construction waterproofing industry features “many small firms in a large industry”.
Among the many waterproofing firms, only a few can provide good services, while the many others
are of small size with outdated technology and production technique. The market is flooded with
counterfeit and shoddy products. And the industry is trapped in excessive lagged output capacity,
unhealthy competition and environmental issues. In recent years, with the rollout of regulating and
industry policies and standards concerning quality inspection, anti-counterfeit, environment
inspection, safe production and green and energy conservation, etc., in addition to a product
structure upgrade, higher quality requirements of downstream customers, and increasing
competitiveness of large waterproofing companies, the market is witnessing increasing

concentration towards leading companies.

Since its establishment, the Company has been providing high-quality, integrated construction
material and system solutions for major infrastructure constructions, as well as industrial, civil and
commercial constructions at home and abroad. It is dedicated to solving construction safety

problems caused by low-quality waterproofing and the high leakage rate. Upon more than two
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decades of experience in the construction material industry, the Company has transformed and
upgraded to be a domestic leader in terms of R&D, comprehensive product competitiveness,
production process and equipment, application technology, marketing model, professional system
service capability, brand presence, etc., with strong competitiveness and growth. It is considered a

prominent presence in the industry.

The waterproofing industry encountered both opportunities and challenges in 2023. On one
hand, the industry encountered some challenges, such as weak downstream demand and high bulk
raw material prices. On the other hand, the industry saw an increase in concentration. The General
Code for Waterproofing of Building and Municipal Engineering (GB55030-2022) came into effect
on 1 April, 2023, which is expected to improve the quality and increase the volume of the industry.
Additionally, with the push from policies on high-quality green and low-carbon development, urban
renewal, urban village transformation, and infrastructure investment, along with the rapid expansion

of overseas business, the waterproofing industry is poised to embrace numerous opportunities.
3. Changes in relevant industry policies and specific impacts on the Company

The Central Committee of the Communist Party of China and the State Council issued the
Outline for Building a Quality Strong Nation, which calls for enhancing the innovative drive for
quality development, establishing a green orientation for quality development, accelerating the
upgrading of product quality, improving the quality level of construction materials, and enhancing
the quality of construction projects. The Ministry of Industry and Information Technology, along

with nine other ministries, issued the High-Quality Development Implementation Plan for the Green
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continuous improvement in energy efficiency in the construction sector, reduction of carbon
emissions, and acceleration in enhancing the quality of green and low-carbon development in the
construction field. These policies positively encourage construction material companies to fully
implement the principles of quality development, green development, and low-carbon development.
They foster a transformation towards green and sustainable development through their own
scientific and technological innovation, process improvements, smart manufacturing, and green
construction practices. With the issuance of policies related to peak carbon emissions and carbon
neutrality, high-energy-output and environmentally friendly benchmark enterprises in the
construction materials industry will benefit, while outdated, non-energy-saving, and non-
environmentally friendly enterprises will be phased out more quickly. On the other hand, this may

also expand the market space for related industrial chain products and system services.

The General Code for Waterproofing of Building and Municipal Engineering (GB55030-2022)
coming into force during the Reporting Period enhances the working life of engineering waterproof
design by clarifying and redefining the waterproof grade from two dimensions: engineering
waterproof category and usage environment category. By strengthening the design, construction,
quality inspection, and operation and maintenance throughout the whole life cycle, the standard
improves the durability requirements of waterproof materials, increases the number of waterproof
layers and material thickness, and meets the working life requirements of engineering waterproof
design. This enhances the quality of waterproofing projects, laying a solid foundation for reducing
building leakage rates comprehensively. Furthermore, the demand for high-quality waterproof
materials will increase, leading to an overall improvement and growth in the industry. Various
provinces and cities have also issued supporting documents and measures for the General Code for
Waterproofing of Building and Municipal Engineering. The Company plans to capitalize on the
implementation of the General Code for Waterproofing of Building and Municipal Engineering to
fully explore opportunities brought by markets in old house renovations, urban renewal, home retail,
commercial and industrial buildings, and international business, continuing to intensify efforts in

technological innovation, optimize product structures, and expand application scenarios.

The Government Work Report states that efforts will be intensified to transform old urban
residential areas and increase the supply of affordable housing; steadily advance rural reforms and

development, deeply implement actions for rural construction; actively promote new urbanization,
28
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steadily carry out urban renewal actions, advance the construction of *“dual-use” public

infrastructure and
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conduct cross-regional business.

The Company has built R&D centers for production and logistics in regions such as North
China, East China, Northeast China, Central China, South China, Northwest China, and Southwest
China. Additionally, it intends to build factories in Southeast Asia, the Middle East, North America,
etc. to cater to customers worldwide. Its production capacity is arranged extensively and rationally
to ensure that its products can be sold to markets nationwide at lower warehousing and logistics
costs, and that coordinated production and shipment are realized all over the country. Therefore, the
Company enjoys competitive advantages unmatched by its competitors in respect of satisfying

customers' diverse product demands and the supply requirements nationwide.
5. Main raw materials of products and their supply

Main raw materials required by the Company's production include asphalt, SBS modifiers,
polyester asphalt, emulsion, polyether, TDI, MDI and TOP resin, among others. The supply is
sufficient and stable. Among them, asphalt is one of the main raw materials of the Company.
During the Reporting Period, the prices for some raw materials represented by asphalt were
generally lower than those in last year but remained at high levels, which imposed a certain impact
on the overall gross margin of the Company. With the mature and complete raw material
procurement system, in order to cope with the volatility risks of price fluctuation for raw materials,
the Company leveraged the advantages of scale operation and set up strategic cooperation
relationships with main upstream raw material suppliers, ensuring that the Company can steadily
procure main raw materials at a relatively low price in a long term to reduce the production cost of
products. In addition, the purchasing department made reasonable purchasing plans for major
materials by accurately grasping the market tendency. All departments efficiently worked together
to control costs through advanced technologies, advantages of centralized procurement of main raw
materials, improvement of ability for price negotiation, and scale benefits. Furthermore, based on

the demand for production and management and the ind
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zero-tolerance control of due accounts receivable,
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localized operations, and improve localized, differentiated, and customized product strategies in key
countries and regions. Furthermore, we will further implement the strategies such as international
research, overseas warehousing, overseas M&As, overseas factory building, overseas talent
development, and overseas channel development. Last but not least, we will continuously pursue

the international, professional, and
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