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In this circular, unless the context specifies otherwise, the following expressions shall have the
meanings stated below:

‘‘Acquisition’’ the proposed acquisition of 100% equity interest in the Target by
the Company from Communications Group pursuant to the Equity
Purchase Agreement

‘‘associate(s)’’ has the meaning ascribed to it under the Listing Rules

‘‘Announcement’’ the announcement dated December 13, 2018 made by the
Company in relation to the Acquisition and the Mid-term Notes
Issue

‘‘Board’’ the board of Directors of the Company

‘‘business day’’ any day other than a Saturday or Sunday or a public holiday in the
PRC, on which banks are generally open for business in the PRC

‘‘Communications Group’’ Zhejiang Communications Investment Group Co., Ltd.* (浙江省交

通投資集團有限公司 ) , a whol ly Sta te-owned enterpr i se
established in the PRC on December 29, 2001 and the controlling
shareholder of the Company

‘‘Company’’ Zhejiang Expressway Co., Ltd. (浙江滬杭甬高速公路股份有限公

司), a joint stock limited company established in the PRC on
March 1, 1997, whose shares are listed on the main board of the
Stock Exchange

‘‘Completion’’ completion of the Acquisition pursuant to the Equity Purchase
Agreement

‘‘connected person(s)’’ has the meaning ascribed to it under the Listing Rules

‘‘controlling shareholder’’ has the meaning ascribed to it under the Listing Rules

‘‘Consideration’’ the total consideration of RMB2,943,000,000 (equivalent to
approximately HK$3,397,206,510.45) payable by the Company to
Communications Group for the Acquisition in accordance with the
Equity Purchase Agreement

‘‘Deloitte’’ Deloitte Touche Tohmatsu, the auditors of the Company

‘‘Director(s)’’ directors of the Company

‘‘Equity Purchase Agreement’’ the equity purchase agreement dated December 13, 2018 entered
into between the Company and Communications Group in relation
to the Acquisition, pursuant to which the Company conditionally
agreed to purchase from Communications Group the entire equity
interest in the Target
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‘‘Financial Adviser’’ China International Capital Corporation Hong Kong Securities

Limited, the financial adviser of the Company

‘‘Group’’ the Company and its subsidiaries

‘‘H Shares’’ the overseas listed foreign shares of RMB1.00 each in the share
capital of the Company which are primarily listed on the Hong
Kong Stock Exchange and traded in Hong Kong dollars since May
15, 1997

‘‘HK$’’ Hong Kong dollars, the lawful currency of Hong Kong

‘‘Hong Kong’’ Hong Kong Special Administrative Region of the PRC

‘‘Independent Board Committee’’ an independent committee of the Board comprising all
independent non-executive Directors, namely, Mr. PEI Ker-Wei,
Ms. LEE Wai Tsang, Rosa, and Mr. CHEN Bin

‘‘Independent Financial Adviser’’ or
‘‘Octal Capital’’

Octal Capital Limited, a corporation licensed to carry out Type 1
(dealing in securities) and Type 6 (advising on corporate finance)
under Securities and Futures Ordinance, being the independent
financial adviser appointed by the Company to advise the
Independent Board Committee and the Independent Shareholders

‘‘Independent Shareholders’’ Shareholders who are independent within the meaning of the
relevant provisions of the Listing Rules, and, in relation to the
approval of the Acquisition at a general meeting to be convened
by the Company for such purpose, means the Shareholders other
than Communications Group and its associates

‘‘independent third party(ies)’’ any party independent and not connected with the Company, any
of its subsidiaries or any of their respective directors or substantial
shareholders

‘‘Jones Lang LaSalle’’ Jones Lang LaSalle Corporate and Appraisal Advisory Limited, an
independent valuer appointed by the Company

‘‘Latest Practicable Date’’ January 11, 2019, being the latest practicable date prior to the
publication of this circular for ascertaining certain information
contained herein

‘‘Listing Rules’’ the Rules Governing the Listing of Securities on the Stock
Exchange, as amended, supplemented or otherwise modified from
time to time

‘‘Mid-term Notes’’ the mid-term notes of no more than RMB3,000,000,000
(equivalent to approximately HK$3,463,003,578.44) proposed to
be issued by the Company

“Mid-term Notes Issue’’ the offer and issuance of the Mid-term Notes
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‘‘percentage ratio’’ has the meaning ascribed to it under Rule 14.04(9) of the Listing
Rules

‘‘PRC’’ the People’s Republic of China which, for the purpose of this
circular only, excludes Hong Kong, the Macau Special
Administrative Region of the PRC and Taiwan

‘‘PRC Domestic Valuer’’ Tianyuan Appraisal Co., Ltd.* (天源資產評估有限公司), a PRC
qualified domestic valuer appointed by Communications Group

‘‘PRC Valuation Report’’ the valuation report dated November 30, 2018 prepared by the
PRC Domestic Valuer and commissioned by Communications
Group in respect of the Target

‘‘RMB’’ Renminbi, the lawful currency of the PRC

‘‘SFO’’ Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong)

‘‘Shareholder(s)’’ holder(s) of the Share(s)

‘‘Stock Exchange’’ The Stock Exchange of Hong Kong Limited

‘‘subsidiary(ies)’’ has the meaning ascribed to it under the Listing Rules

‘‘substantial shareholder(s)’’ has the meaning ascribed to it under the Listing Rules

‘‘Target’’ Zhejiang Shenjiahuhang Expressway Co., Ltd.* (浙江申嘉湖杭高

速公路有限公司), a limited company established in the PRC and a
wholly owned subsidiary of Communications Group as at the
Latest Practicable Date

‘‘Traffic Study Report’’ the traffic and toll revenue forecasts report dated November 22,
2018 prepared by WB Group Consulting (Shenzhen) Limited in
respect of the traffic and toll revenue study of Shenjiahuhang
Expressway and Zhoushan Bridge

‘‘Valuation Report’’ the valuation report dated November 30, 2018 prepared by Jones
Lang LaSalle and commissioned by the Company in relation to the
Target

‘‘Zhejiang Communications
Investment’’

Zhej iang Communicat ions Investment Group Indust r ia l
Development Co., Ltd.* (浙江省交通投資集團實業發展有限公

司), a company established in the PRC and a wholly-owned
subsidiary of Communications Group
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‘‘Zhejiang HNAL Co’’ Zhejiang Hangzhou-Ningbo Alternative Line Phase I Expressway
Co., Ltd. *(浙江杭甬複綫寧波一期高速公路有限公司), a limited
liability company established in the PRC on September 14, 2017,
owned as to 33.87% by the Communications Group and thus an
associate of Communications Group

‘‘Zhejiang SASAC’’ State-owned Assets Supervision and Administration Commission
of the People’s Government of Zhejiang Province of the PRC* (中
國浙江省人民政府國有資產監督管理委員會)

‘‘Zhoushan Co’’ Zhejiang Zhoushan Cross-sea Bridge Co., Ltd.* (浙江舟山跨海大

橋有限公司), a limited liability company established in the PRC
on November 12, 2004, owned as to 51% by the Target as at the
Latest Practicable Date and 49% by other independent third
parties

‘‘%’’ per cent

* English names are for reference only

Note: Unless specified otherwise, the exchange rate of HK$1=RMB0.8663 being the average middle exchange rate of HK$ to RMB
as at the Latest Practicable Date as announced by the People’s Bank of China, has been used, where applicable, for
illustration purposes only and does not constitute a representation that any amount has been, could have been or may be

converted at the above rate, at any other rates or at all.

Certain figures set out in this circular have been subject to rounding adjustments. Accordingly, figures shown as the currency
conversion or percentage equivalents may not be an arithmetic sum of such figures. Any discrepancy in any table between totals

and sums of amounts listed in this circular is due to rounding.
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To the Shareholders

Dear Sir or Madam,

(1) DISCLOSEABLE AND CONNECTED TRANSACTION
IN RELATION TO THE PROPOSED ACQUISITION OF

ENTIRE EQUITY INTEREST IN THE TARGET
(2) PROPOSED MID-TERM NOTES ISSUE

AND
(3) NOTICE OF EXTRAORDINARY GENERAL MEETING

INTRODUCTION

The purpose of this circular is, among other things, to give you notice of the EGM and to provide

you with information in relation to certain resolutions to be proposed at the EGM to enable you to make

an informed decision on whether to vote for or against those resolutions at the EGM.
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DISCLOSEABLE AND CONNECTED TRANSACTION

On December 13, 2018 (after trading hours), the Board announced that the Company and

Communications Group entered into the Equity Purchase Agreement, pursuant to which Communications

Group conditionally agreed to sell and the Company conditionally agreed to acquire the entire equity

interest in the Target at a cash consideration of RMB2,943,000,000 (equivalent to approximately

HK$3,397,206,510.45). Upon Completion, the Target will become a wholly owned subsidiary of the

Company.

Date

December 13, 2018 (after trading hours)

Parties

Vendor: Communications Group

Purchaser: the Company

Assets to be acquired

100% equity interest of the Target

Consideration and payment terms

The Consideration for the entire equity interest of the Target is RMB2,943,000,000 (equivalent to

approximately HK$3,397,206,510.45). 50% of the Consideration will be payable by the Company in cash

within 10 business days after the effective date of the Equity Purchase Agreement and the remaining 50%

of the Consideration will be payable by the Company in cash within 45 business days from the effective

date of the Equity Purchase Agreement, subject to any adjustment as may be necessary.

The Consideration will be funded by the Company’s internal resources as well as debt financing. It

is expected that not exceeding RMB1,700,000,000 (equivalent to approximately HK$1,962,368,694.45)

to be raised under the Mid-term Notes Issue will be applied for the payment of the Consideration. The

interest rate of the Mid-term Notes is currently estimated to be 4%. The Company confirms that it has the

capacity to pay the Consideration even if the Shareholders vote down the Mid-term Notes Issue. In the

event that the Shareholders vote down the Mid-term Notes Issue, the Consideration will be funded by

internal resources of the Company and bank borrowings. The Company has a good credit standing, low

asset-to-liability ratio and sufficient operating cash flows and bank credit facilities. The costs of funding

for the Consideration, in this case, is expected to raise slightly to 4.9%.

The finance expenses expected to be incurred are relatively low compared to the prevailing market

rate. The Directors have taken the finance expenses into consideration for the purpose of the Acquisition

and believe the financial benefits of the Acquisition outweigh the costs.
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Consideration adjustment

The Consideration was determined on the basis that (i) the toll collection rights period of the

Huzhou and Lianhang sections of Shenjiahuhang Expressway as finally approved was assumed to be 25

years; and (ii) the 25-year toll collection rights period of the Zhoushan Bridge has already been approved

by the governmental authorities. The Valuation Report was based on, among others, the existing toll

collection rates of the Huzhou and Lianhang sections of the Shenjiahuhang Expressway and the Zhoushan

Bridge.

In the event that the toll collection rights period of Huzhou and Lianhang sections of the

Shenjiahuhang Expressway as finally approved is less than 25 years, or the actual toll collection right

period of Huzhou and Lianhang sections of the Shenjiahuhang Expressway and Zhoushan Bridge is less

than 25 years, the Company and Communications Group have agreed to enter into a supplemental

agreement to adjust downward the Consideration with reference to the PRC Valuation Report. In the

event that the toll collection rights period of any expressway section is less than 25 years, the valuation

of such expressway section will be its discounted cash flow at the corresponding adjusted toll collection

rights period divided by the discounted rate. The Consideration will be adjusted with a deduction of the

difference between the valuation of such expressway section at the adjusted toll collection rights period

and at 25-year toll collection rights period. The Company and Communications Group have further

agreed that the Consideration adjustment shall comply with relevant regulations in relation to the transfer

of a PRC state-owned asset as well as the Listing Rules.

In the avoidance of doubts, obtaining the approval of toll collection rights period of the Huzhou and

Lianhang sections of Shenjiahuhang Expressway of 25 years does not constitute a condition precedent for

the Equity Purchase Agreement to become effective. The Target has obtained all necessary permits from

relevant governmental authorities which entitled the Target to exercise the toll collection rights of the

Huzhou and Lianhang sections without a specified time limit. According to the existing Regulation on the

Administration of Toll Roads (收費公路管理條例) the toll collection rights period of Huzhou and

Lianhang sections will not exceed 25 years and according to the customary practice, the toll collection

rights of the Huzhou and Lianhang sections in principle would be 25 years. The Company would like to

clarify that whether the Target obtains the approval of 25 years’ toll collection rights or not would not

hinder the Target’s entitlement to toll collection rights. The 25-year toll collection rights commenced

from the date when the relevant sections of Shenjiahuhang Expressway were completed and opened to

traffic, which was 2008 for the Huzhou section and 2010 for the Lianhang section. To eliminate any

uncertainty for the purpose of the Acquisition, the Company believes it is necessary to obtain an approval

as written confirmation of the Target’s entitlement to 25-year toll collection rights which would be in the

best interest of the Shareholders as a whole.

As at the Latest Practicable Date, the Target has obtained the approval of the 25-year toll collection

rights period of the Huzhou and Lianhang sections of Shenjiahuhang Expressway from Zhejiang

Provincial Communication Department (浙江交通運輸廳). Therefore, there will not be any adjustment

that may be caused by the approved toll collection rights period of Huzhou and Lianhang sections of the

Shenjiahuhang Expressway being less than 25 years.
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Conditions precedent

The Equity Purchase Agreement will become effective upon satisfaction of the following

conditions:

(i) approval of the Acquisition by the Target’s sole shareholder having been obtained;

(ii) approval of the Acquisition by the board of directors of the Communications Group having

been obtained; and

(iii) approval of the Acquisition by the Company’s Independent Shareholders having been

obtained.

As at the Latest Practicable Date, the conditions under paragraphs (i) and (ii) above have been

satisfied.

Completion

Within 20 business days from the effective date of the Equity Purchase Agreement, the parties shall

cooperate to apply with the relevant governmental authorities to alter the registration for industrial and

commercial administration for Completion.

Basis of Consideration

The Consideration under the Equity Purchase Agreement was determined based on arm’s length

negotiations between the Company and Communications Group. A number of factors were considered by

the parties when determining the Consideration, including, among others, the Valuation Report prepared

by Jones Lang LaSalle, as well as the PRC Valuation Report prepared by the PRC Domestic Valuer and

commissioned by Communications Group pursuant to the requirements of Zhejiang SASAC and relevant

PRC laws and regulations.

Summary of the Valuation Report

The appraised value of the entire equity interest of the Target under the Valuation Report was

prepared using the income approach, through the use of the discounted cash flow method. As a result,

such valuation constitutes a profit forecast under Rule 14.61 of the Listing Rules. Therefore, this

announcement is subject to the requirements under Rules 14.60A and 14.62 of the Listing Rules in

relation to profit forecast.

As required under Rule 14.62(1) of the Listing Rules, details of the key assumptions used in

determining the value of the entire equity interest in the Target upon which the Valuation Report was

issued are set out below:

Basic assumptions

• the projected business performances can be achieved with the effort of the managements of

the Target;
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• there will be no material change in the existing political, legal, technological, fiscal or

economic conditions, which might adversely affect the business of the Target;

• the operational and contractual terms stipulated in the relevant contracts and agreements of the

Target will be honored;

• copies of the operating licences and Company incorporation documents provided to Jones

Lang LaSalle by the Target are reliable and legitimate;

• natural weather can have an impact on toll roads, including flooding and other types of

inclement weather and no extended closure will occur to the toll roads managed by the Target;

• shareholder loan will be made to the Target when necessary; and

• there are no hidden or unexpected conditions associated with the assets valued that might

adversely affect the reported values. Furthermore, Jones Lang LaSalle assume no

responsibility for changes in market conditions after the July 31, 2018.

As at the valuation date of the Valuation Report, there were outstanding loans from the

Communications Group and its subsidiaries to the Target. As at the Latest Practicable Date, all of the

outstanding loans have been substituted with financing from financial institutions at the same interest

rate. As at the Latest Practicable Date, the Company does not expect any further shareholder loan or

capital contribution to be provided to the Target. However, in the event of any change of circumstances

where the Company shall make advancements to the Target to support its development. The Company

will make a comprehensive assessment of the change and comply with all applicable laws and

regulations, including the requirements under the Listing Rules in due course on a timely basis.

The Directors consider that all the assumptions contained in the Valuation Report, in particular the

assumption that the shareholder loan will be made to the Target when necessary, are fair and reasonable.

Deloitte, acting as the reporting accountants of the Company, has performed an assurance

engagement in accordance with Hong Kong Standard on Assurance Engagements 3000 (Revised)

‘‘Assurance Engagement Other Than Audits or Reviews of Historical Financial Information’’ issued by

the Hong Kong Institute of Certified Public Accountants to obtain reasonable assurance on whether the

discounted future estimated cash flows, so far as the calculations are concerned, have been properly

compiled in accordance with the bases and assumptions. Deloitte reported that the discounted future

estimated cash flows, so far as the calculations are concerned, have been properly compiled, in all

material respects, in accordance with the bases and assumptions.

The Financial Adviser confirms that it is satisfied that the valuation of the entire equity interest of

the Target in the Valuation Report, which constitutes a profit forecast under Rule 14.61 of the Listing

Rules, has been made by the Directors after due and careful enquiry.

A letter from Deloitte in compliance with Rule 14.62(2) of the Listing Rules and a letter from the

Financial Adviser in compliance with Rule 14.62(3) of the Listing Rules are included in the Appendices

to this circular.

LETTER FROM THE BOARD

9



As at the Latest Practicable Date, neither Deloitte nor the Financial Advisers holds any
shareholding in the Company or any of its subsidiaries, or any right (whether legally enforceable or not)
to subscribe for or to nominate persons to subscribe for securities of the Company or any of its
subsidiaries.

To the best of the Directors’ knowledge, information and belief, both Deloitte and the Financial
Adviser are independent third parties.

Deloitte has consented to the inclusion of its independent assurance report on calculations of
discounted future estimated cash flows in this circular, and the references to its name in the form and
context in which they are included. The Financial Adviser has consented to the publication of this
circular with inclusion of its report and all references to its name in the form and context in which it is
included.

Summary of the PRC Valuation Report

According to the PRC Valuation Report, the valuation amount is RMB2,943,000,000 (equivalent to
approximately HK$3,397,206,510.45) and the valuation date is July 31, 2018. The valuation of the PRC
Valuation Report was conducted on asset-based approach and income approach. The key assumptions of
the PRC Valuation Report are set out as follows:

(a) there will be no change to the 25-year operation and toll collection rights;

(b) the toll income forecast is based on the existing toll fees, without taking into account any
changes to the toll fee standard as a result of any inflation and policy changes in the future;

(c) the toll income forecast does not include any free-of-charge vehicles;

(d) the forecast has also taken into consideration that there will be no toll fees for vehicles with
seven or less passengers during four statutory holidays, including the Spring Festival,
Qingming Festival, Labour Day and the National Day, which are expected to be 20 days for
each year; and

(e) the alternative line to the Ningbo-Zhoushan Expressway, which is expected to be completed in
2029, will divert the traffic volume of Zhoushan Bridge.

The Board considers that all the assumptions contained in the PRC Valuation Report are fair and
reasonable.

Original cost of the 100% equity interest in the Target to Communications Group

The original cost incurred by Communications Group for the 100% equity interest in the Target is
approximately RMB1,720,000,000 (equivalent to approximately HK$1,985,455,384.97) (being
Communications Group’s capital contribution to the Target as at the date of the Equity Purchase
Agreement). The original costs simply referred to the book value of the net assets of Shenjiahuhang
Expressway and 51% equity interest in Zhoushan Co as at December 31, 2017 and no valuation had been
conducted as this acquisition was for the internal reorganisation of the Communications Group.
According to the PRC laws and regulations on the management of state-owned assets, as the Target
acquired by the Communications Group from its wholly owned subsidiary, the consideration and
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mechanism of internal reorganisation shall be determined at Communications Group’s sole discretion and
no valuation is required. The Company believes that the appraised value of the Target set out in the
Valuation Report and the PRC Valuation Report reflects the fair and reasonable value of the Target.

INFORMATION ON THE TARGET

The Target is a limited liability company established in the PRC on July 13, 2018. The Target and
its subsidiaries are principally engaged in the toll collection rights of Huzhou and Lianhang sections of
Shenjiahuhang Expressway and the operation and management of Zhoushan Bridge. As of the Latest
Practicable Date, the Target is a wholly owned subsidiary of Communications Group and upon
Completion, the Target will become a wholly owned subsidiary of the Company.

The Shenjiahuhang Expressway is divided into Huzhou section (S12) and Lianhang section (S13).
The Huzhou section starts from Lianshi Town at Nanxun District, Huzhou City, and ends at Wuxing
District at Huzhou City, for a total length of 41.978 kilometers. The Huzhou section has three ramp toll
stations and one pair of service areas, which were completed and opened to traffic on January 28, 2008
with its toll collection right expiring on January 27, 2033. The Lianhang section starts from Lianshi
Town at Nanxun District, Huzhou City, and ends at Chongxian Town, Yuhang District for a total length
of 50.938 kilometers. The Lianhang section has seven ramp toll stations and one pair of service areas,
which were completed and opened to traffic on February 6, 2010 with its toll collection right expiring on
February 5, 2035. The Target acquired the toll collection rights of Huzhou section and Lianhang section
of the Shenjiahuhang Expressway from the Communications Group on July 31, 2018.

Zhoushan Co is a limited liability company established in the PRC on November 12, 2004, and was
owned as to 51% by Communications Group and 49% by other independent third parties since its
establishment. On July 31, 2018, the Target acquired 51% equity interest in Zhoushan Co from
Communications Group. As at the Latest Practicable Date, Zhoushan Co is owned as to 51% by the
Target. Zhoushan Bridge connects Ningbo and Zhoushan, along with the intermediary islands in between.
It has total length of 46.3 kilometers and is designed as a two-way four-lane bridge with 100km/h speed
limit. It has eight toll booths and was opened to traffic on February 6, 2010 with its toll collection right
expiring in 2034.

The Target would undertake additional constructions subsequent to Completion. A total amount of
construction fee expected to be incurred by the Target is estimated to be RMB560,700,000 (equivalent to
approximately HK$647,235,368.81) which has been taken into consideration in the Valuation Report to
determine the Consideration.

As part of the reorganisation of the group of Communications Group, there is no change of control
as a result of the acquisitions by the Target from Communications Group in respect of the entire
ownership of the Shenjiahuhang Expressway and 51% equity interest in Zhoushan Co. Therefore, the
Consideration was determined without reference to the considerations in the above acquisitions.

According to the unaudited combined pro forma financial information of the Target for the year
ended December 31, 2016 and 2017 prepared with reference to generally accepted accounting principles
in the PRC by the PRC statutory auditor of the Target, the net asset value of the Target as at December
31, 2017 was approximately RMB2,826,220,397.89 (equivalent to approximately HK$3,262,403,772.24).
A summary of the unaudited combined pro forma financial information of the Target for the financial
years ended December 31, 2016 and 2017 is set out below:
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As at December 31
2016

approximate

RMB

2017
approximate

RMB

Unaudited net profit/(loss) before taxation and extraordinary items (250,083,312.92) (137,181,668.77)

Unaudited net profit/(loss) after taxation and extraordinary items (250,083,312.92) (137,181,668.77)

The losses incurred by the Target for the year 2016 and 2017 were largely attributable to (i) high

deprecation of its assets; (ii) heavy debt burden; and (iii) an expressway’s traffic volume needs certain

period of time to reach a stable level since its operation so the toll income was not sufficient to cover its

assets’ deprecation, financing costs and daily operating cost in that year. The Company plans to lower the

heavy debt burden of the Target through debt swap subsequent to Completion.

Pursuant to the Traffic Study Report and the Valuation Report, the Target expects a near breakeven

performance by 2018 and a high probability of posting a profit from 2019 onwards. The Directors thus

believe the Acquisition will have a positive impact on the financial performance of the Group in the long

run and thus benefit the Company and the Shareholders as a whole.

EFFECT OF THE ACQUISITION

Upon Completion, the Company will beneficially own the entire equity interest in the Target. As a

result, the Target will become a wholly-owned subsidiary of the Company and the accounts of the Target

will be consolidated into the accounts of the Company.

TRANSACTIONS BETWEEN THE TARGET AND CONNECTED PERSONS OF THE COMPANY
AFTER COMPLETION

Upon Completion, the Target will become a wholly owned subsidiary of the Company. As a result,

should the Target enter into any new transactions or continue any existing transactions with the

connected persons of the Company after Completion, such transactions would constitute connected

transactions or continuing connected transactions for the Company upon and following Completion.

Partially-exempt Continuing Connected Transaction

As at the Latest Practicable Date, Zhejiang HNAL Co, an associate of the Communications Group,

intends to enter into a construction agreement (the ‘‘Construction Agreement’’) with Zhoushan Co prior

to Completion for the construction of connecting flyovers of Jintang Bridge for the Zhoushan Islands

Link Project (舟山連島工程). Upon Completion, Zhoushan Co will become a subsidiary of the Company,

therefore the Construction Agreement will constitute a continuing connected transaction of the Company.

The transactions contemplated under the Construction Agreement will continue after Completion. Details

of the Construction Agreement are set out as below:

Parties: Zhoushan Co

Zhejiang HNAL Co, an associate of the Communications Group
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Terms: Four years

The Construction Agreement was part of the Hangzhou-Ningbo

Expressway Alternative Line Ningbo Section Phase I Project (the

‘‘Ningbo Section Project’’), Zhejiang HNAL Co won the public

tender of which prior to entering into the Construction Agreement.

The terms and conditions of the Construction Agreement are legally

binding by the tender result of the Ningbo Section Project. The

public tender for Ningbo Section Project contains the estimated

construction time for the subject matter under the Construction

Agreement, which was assessed and determined from a holistic

perspective in light of the Ningbo Section Project. Upon

Completion, Zhoushan Co will continue to observe and the Company

does not see a feasible excuse for Zhoushan Co to deny or modify the

terms and conditions contained the public tender for the Ningbo

Section Project, including the term of the Construction Agreement of

four years.

Provision of services: construction work in relation to the connecting flyovers of Jintang

Bridge for the Zhoushan Islands Link Project (舟山連島工程), which

was part of the Ningbo Section Project.

Service fees: Not exceeding RMB346,890,000 (equivalent to approximately

HK$400,427,103.77) (the ‘‘Service Fees’’) payable by Zhoushan Co

to Zhejiang HNAL Co as follows:

(i) the amount of RMB34,689,000 (equivalent to approximately

HK$40,042,710.38), being 10% of the Service Fees, shall be

paid within 30 days from signing of the Construction

Agreement;

(ii) the amount of RMB104,067,000 (equivalent to approximately

HK$120,128,131.13), being 30% of the Service Fees, shall be

paid before 30 June of the second construction year of the

Ningbo Section Project;

(iii) the amount of RMB104,067,000 (equivalent to approximately

HK$120,128,131.13), being 30% of the Service Fees, shall be

paid before 30 June of the third construction year of the Ningbo

Section Project; and

(iv) the amount of RMB104,067,000 (equivalent to approximately

HK$120,128,131.13), being 30% of the Service Fees, shall be

paid before 30 June of the fourth construction year of the

Ningbo Section Project.
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Basis of the Service Fees: Zhejiang HNAL Co participated in a public tender in respect of the

construction services for the Ningbo Section Project and won the

tender on July 17, 2018 which contains, among others, the services

fees and the estimated time for the services to be provided under the

Construction Agreement, being part of the Ningbo Section Project.

Zhejiang HNAL Co won the public tender in an open and fair

competition earlier than the date when the valuation of the Target

was determined. The terms and conditions of the Construction

Agreement are legally binding by the tender result of the Ningbo

Section Project.

The amount of the Services Fees was determined based on arm’s

length negotiations between parties prior to entering the Equity

Purchase Agreement and the Services Fees have been taken into

account to determine and were reflected in the valuation of the

Target. The Valuation Report has included the Construction

Agreement as one of the factors for the determination of

Consideration. In addition, parties to the Construction Agreement

plan to enter into the Construction Agreement prior to the

Completion on or prior to January 31, 2019.

For the reasons that (i) the transaction contemplated under the

Construction Agreement does not constitute a connected transaction

of the Company prior to Completion; and (ii) disclosure requirements

under Rule 14A.60(2)(a) have been satisfied, the Company

respectfully submits that it would not publish further announcement

upon signing of the Construction Agreement. In the event that there

is any material change to the terms and conditions of the

Construction Agreement, the Company will comply with all

applicable laws, and regulations, including the requirements under

the Listing Rules in due course on a timely basis.

Reasons for and benefits
of the transaction:

The parties intend to enter into the Construction Agreement prior to

Completion, which is necessary as part of the Ningbo Section

Project.

Information of Zhejiang
HNAL Co:

Zhejiang HNAL Co is a company established in the PRC and owned

as to 33.87% by the Communications Group. Zhejiang HNAL Co is

principally engaged in the investment, construction, operation,

maintenance and management of expressway projects.
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Listing Rules
implications:

Zhejiang HNAL Co is an associate of the Communications Group.

Therefore, Zhejiang HNAL Co is a connected person of the Company

and entering into the Construction Agreement constitutes a

continuing connected transaction for the Company under the Listing

Rules.

As the highest of all applicable percentage ratios for the transactions

contemplated under the Construction Agreement, are more than 0.1%

but less than 5%, the Construction Agreement shall be subject to the

reporting, announcement and annual review requirements, but

exempt from Independent Shareholders’ approval under the Listing

Rules.

The parties intend to enter into the Construction Agreement prior to

the Completion and the Construction Agreement shall remain valid

and effective after Completion. None of the Directors will be

involved in approving the signing of the Construction Agreement.

On the basis that (i) Zhejiang HNAL Co won the tender for the

Ningbo Section Project; and (ii) services provided under the

Construction Agreement are necessary as part of the Ningbo Section

Project, the Directors (including the independent non-executive

Directors) are of the view that the terms of the Construction

Agreement are on normal commercial terms and are fair and

reasonable and in the interests of the Company and the Shareholders

as a whole.

Fully-exempt Continuing Connected Transaction

As at the Latest Practicable Date, the Target intends to enter into the following agreements with

Zhejiang Communications Investment. Each of the following agreements will constitute a continuing

connected transaction for the Company under Chapter 14A of the Listing Rules. It is expected that the

highest applicable percentage ratios under the Listing Rules for each of the following agreements is less

than 0.1%, so each of them will be exempted from the reporting, announcement, annual review and

independent shareholders’ approval requirements under Chapter 14A of the Listing Rules.

1. Service Area Operation Lease Agreements

The Target will enter into a service area operation lease agreement with Zhejiang

Communications Investment, pursuant to which the Target will agree to lease to Zhejiang

Communications Investment the operation rights in relation to petrol station services, catering

services, supermarket services and vehicle repair services in the service area of the Shenjiahuhang

Expressway. The term of this agreement will be the same as the remaining toll collection right

period of the Target, which is the normal business practice. It is expected that the annual fee

payable by Zhejiang Communications Investment to the Target in respect of the lease of the

operation rights will be RMB3,300,000 (equivalent to approximately HK$3,809,303.94),

determined based on parties’ arm’s length negotiation with reference to the prices of other service

area operation lease agreements entered into between Zhejiang Communications Investment and
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other expressway operation companies in the market, consisting of RMB800,000 (equivalent to

approximately HK$923,467.62) for property rental and RMB2,500,000 (equivalent to

approximately HK$2,885,836.32) for the operation rights which will be reviewed in every five

years. The property rental will increase by 5% every five years and the fees payable for the

operation rights will increase by RMB100,000 (equivalent to approximately HK$115,433.45) every

five years both based on the starting amount upon signing of this agreement up until the end of this

agreement.

Zhoushan Co will enter into a service area operation lease agreement with Zhejiang

Communications Investment, pursuant to which Zhoushan Co will agree to lease to Zhejiang

Communications Investment the operation rights in relation to petrol station services, catering

services, supermarket services and vehicle repair services in the service area of the Zhoushan

Bridge. The term of this agreement will be the same as the remaining toll collection right period of

the Target, which is the normal business practice. It is expected that the annual fee payable by

Zhejiang Communications Investment to Zhoushan Co in respect of the lease of the operation rights

will be RMB2,300,000 (equivalent to approximately HK$2,654,969.4), determined based on

parties’ arm’s length negotiation with reference to the prices of other service area operation lease

agreements entered into between Zhejiang Communications Investment and other expressway

operation companies in the market, consisting of RMB400,000 (equivalent to approximately

HK$461,733.81) for property rental and RMB1,900,000 (equivalent to approximately

HK$2,193,235.60) for the operation rights which will be reviewed in every five years. The

property rental will increase by 5% every five years and the fees payable for the operation rights

will increase by RMB100,000 (equivalent to approximately HK$115,433.45) every five years both

based on the starting amount upon signing of this agreement up until the end of this agreement.

2. Service Area Utilities Services Agreements

The Target will enter into a service area utilities services agreement with Zhejiang

Communications Investment, pursuant to which the Target will engage Zhejiang Communications

Investment to manage utilities facilities and provide utilities services in the service area of

Shenjiahuhang Expressway such as washroom, lounge area, safety, cleaning services and utilities

system maintenance. The term of this agreement will be the same as the term of the service area

operation lease agreement entered into between the parties, which is the normal business practice. It

is expected that the annual fee payable by the Target to Zhejiang Communications Investment for

the services provided under this agreement will be RMB2,200,000 (equivalent to approximately

HK$2,539,535.96), determined based on parties’ arm’s length negotiation with reference to the

prices of other service area utilities services agreements entered into between Zhejiang

Communications Investment and other expressway operation companies in the market.

Zhoushan Co will enter into a service area utilities services agreement with Zhejiang

Communications Investment, pursuant to which Zhoushan Co will engage Zhejiang

Communications Investment to manage utilities facilities and provide utilities services in the

service area of Zhoushan Bridge such as washroom, lounge area, safety, cleaning services and

utilities system maintenance. The term of this agreement will be the same as the term of the service

area operation lease agreements entered into between the parties, which is the normal business

practice. It is expected that the annual fee payable by Zhoushan Co to Zhejiang Communications

Investment for the services provided under this agreement will be RMB1,000,000 (equivalent to
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approximately HK$1,154,334.53), determined based on parties’ arm’s length negotiation with

reference to the prices of other service area utilities services agreements entered into between

Zhejiang Communications Investment and other expressway operation companies in the market.

The counterparty of the above transactions, Zhejiang Communications Investment, is a

company with expertise in service area operation. It is the normal business practice and it is the

practice for most service area operation lease agreements and service area utilities services

agreements entered by Zhejiang Communications Investment for the term of such agreements to be

the same as the remaining toll collection right period of the expressways. Under this arrangement,

the service provider would have the flexibility to conduct a long-term overall planning for the

construction or renovation of the service area which is beneficial for its sustainable operation.

Meanwhile, the Target has been negotiating with Zhejiang Communications Investment for the

Service Area Operation Lease Agreements and the Service Area Utilities Services Agreements prior

to the Acquisition. The terms of the above transaction between the Target and its subsidiaries and

the connected persons of the Company were determined based on parties’ arm’s length negotiation

prior to entering the Equity Purchase Agreement. The potential impact of the Service Area

Operation Lease Agreements and the Service Area Utilities Services Agreements on cash flows of

the Company has been taken into account to determine and was reflected in the valuation of the

Target. The Company has not seen any reason to delay the Target’s entering into the Service Area

Operation Lease Agreements and the Service Area Utilities Services Agreements before

Completion.

The Independent Board Committee, taking into account of the recommendation of Octal

Capital Limited, is of the view that the terms of the Service Area Operation Lease Agreements and

the Service Area Utilities Services Agreements are on normal commercial terms and are fair and

reasonable and in the interests of the Company and the Shareholders as a whole. Parties to the

above transactions plan to enter into relevant agreements prior to the Completion. Further

announcements will be made by the Company (if required) as and when appropriate in accordance

with all applicable requirements of the Listing Rules.

REASONS FOR AND BENEFITS OF THE ACQUISITION

Upon Completion, the total length of expressways operated by the Company will increase from

approximately 663 km to approximately 803 km. The main businesses of the Company will be enhanced

through the Acquisition which help to increase the market share and competitive strength of the Company

in Zhejiang Province. The Directors believe that the Acquisition will facilitate the Company to better

utilise its experience and advantages in toll operation and to complement the Company’s existing network

of expressways, and are in line with the Company’s development strategy.

The Directors expect the Acquisition will further integrates local advantages for the regional

development in the Yangtze River Delta. Shanghai, the largest city in the PRC and one of the four

municipalities, is one of the largest economy, technology, industry, finance, trade, exhibition and

shipping centers in the PRC. Hangzhou City, located in the northern part of Zhejiang Province, the

northern bank of the lower reaches of the Qiantang River, the southern end of the Beijing-Hangzhou

Grand Canal and the provincial capital of Zhejiang Province, is a pivotal city for national software and an

integrated circuit design industrialization base. The high-tech industry, led by information on new
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medicine, environmental protection and new green materials, has generated a good momentum of

development and has become a major advantage of Hangzhou City. Ningbo City, located in the middle

section of the PRC’s coastline and the southern wing of the Yangtze River Delta, is the economic center

of Zhejiang Province and the chemical industrial base of the south sector of the Yangtze River Delta. The

Zhoushan Islands in the east are natural barriers, with Hangzhou Bay in the north, which also connect

with Sanmen and Tiantai in Taizhou. Ningbo’s economy has continued to develop rapidly, showing great

vitality and potential, and has become one of the most active regions in the national economy. Zhoushan

City is located in the north-eastern part of Zhejiang Province, east to the East China Sea and west to

Hangzhou Bay. It is the maritime gateway of the Yangtze River Delta and the core city of the Dawan

District of Hangzhou Bay.

The Shenjiahuhang Expressway is one of the five major thoroughfares from Zhejiang Province to

Shanghai within the Yangtze River Delta economic zone. It further strengthens the relationship between

the northern part of Zhejiang Province and Shanghai, accelerates the integration of the region into the

Yangtze River Delta concept, improves the highway networks in the region, reduces the traffic pressure

on the Shanghai-Hangzhou Expressway and achieves the three-hour travel circle of the Yangtze River

Delta. The Shenjiahuhang Expressway and the future highway planning projects will enhance and sustain

the economic development and urbanization of the region. Meanwhile, the Zhouhan Bay Bridge is an

important economic connection between the Zhoushan Islands and the continent which has greatly

improved the transportation efficiency and population mobility of Zhoushan city. With the Zhoushan

Bridge the driving distance between Zhoushan City, Ningbo City and Hangzhou City will be greatly

shortened, and the travel time from Zhoushan City via the south bank of Hangzhou Bay to Shanghai will

be three hours only, which realized the integration of Zhoushan City in the Yangtze River Delta

Economic Zone. The Acquisition not only presents a positive contribution to the financial position of the

Group upon Completion, but also comes with strategic significances and influences in the regional

development.

The expressways operated by the Target were developed under the build-operate-transfer basis,

where the project financing provided by loans and cash represents the capital expenditure to be invested

in the project. When these expressways were opened to traffic, the depreciation and amortisation would

be recorded in accordance with the established accounting treatment of depreciation. As provided in the

Traffic Study Report, the historic and forecasting traffic volumes illustrate a linear growth trend. The loss

of the Target Group significantly narrowed in 2017 compared to the figures in 2016. Pursuant to the

Traffic Study Report and the Valuation report and the Company plans to lower the heavy debt burden of

the Target through debt swap, the Target expects a near breakeven performance by 2018 and a high

probability of posting a profit from 2019 onwards. Therefore, the Directors believe the Acquisition will

have a positive impact on the financial performance of the Group in the long run and will be in the

benefit of the Company and its Shareholders as a whole.

The terms of the Equity Purchase Agreement were arrived at after arm’s length negotiations

between the Company and Communications Group, and are on normal commercial terms or better, taking

into account various factors and with reference to the Valuation Report and the PRC Valuation Report.
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The Board is fully aware of its fiduciary duties in assessing the merits of the terms of the Equity

Purchase Agreement and due procedures have been and will be followed. Mr. YU Zhihong, being the

Chairman and an executive Director, and Mr. DAI Benmeng, Mr. YU Qunli and Mr. YU Ji, being non-

executive Directors, who are also the director or executive members of the Communications Group, had

abstained from voting on the Board resolution passed to approve the Acquisition. The Directors

(excluding the members of the Independent Board Committee, whose opinion will be set out in this

circular after taking into account the Independent Financial Adviser’s advice to be set out in this circular)

consider that the terms of the Acquisition are fair and reasonable and in the interests of the Company and

the Shareholders as a whole.

INFORMATION ON THE COMPANY AND COMMUNICATIONS GROUP

The Company is a joint stock company established in the PRC on March 1, 1997, the H Shares of

which are listed on the Main Board of the Stock Exchange. It is principally engaged in investing in,

developing and operating high-grade roads in the PRC. The Group is also engaged in the expressway

related development and operation, as well as securities business.

Communications Group is a wholly state-owned enterprise established in the PRC on December 29,

2001 and is principally engaged in a diverse range of businesses, including investment, operations,

maintenance, toll collection and ancillary services of expressways, construction and building of

transportation project, ocean and coastal transport, as well as real estate.

LISTING RULES IMPLICATIONS

As one or more of the applicable percentage ratios in respect of the Acquisition are over 5% but less

than 25%, the Acquisition constitutes a discloseable transaction for the Company and is subject to the

reporting and announcement requirements under Chapter 14 of the Listing Rules.

In addition, as at the Latest Practicable Date, Communications Group holds approximately 67% of

the issued share capital of the Company. By virtue of this shareholding interest, Communications Group

is a controlling shareholder of the Company. Therefore, Communications Group is a connected person of

the Company and as a result, the Acquisition constitutes a connected transaction for the Company and is

subject to the reporting, announcement and Independent Shareholders’ approval requirements under

Chapter 14A of the Listing Rules.

Given Mr. YU Zhihong, being the Chairman and an executive Director, and Mr. DAI Benmeng, Mr.

YU Qunli and Mr. YU Ji, being non-executive Directors, hold positions as a director or executive

member in Communications Group, they have an abstained from voting on the board resolutions with

respect to the approval of the Equity Purchase Agreement. Save for Mr. YU Zhihong, Mr. DAI Benmeng,

Mr. YU Qunli and Mr. YU Ji, none of the Directors has any material interest in the transactions

contemplated under the Equity Purchase Agreement or is required to abstain from voting on the relevant

board resolution approving the Equity Purchase Agreement and the transactions contemplated thereunder.

In view of the interest of Communications Group in the Equity Purchase Agreement,

Communications Group and its associates will abstain from voting at the general meeting to be convened

by the Company to, among others, consider and approve the resolution in relation to the Equity Purchase

Agreement and the Acquisition.
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PROPOSED MID-TERM NOTES ISSUE

Pursuant to the relevant laws and regulations of the PRC and the Articles of Association of the

Company, the offer and issuance of the Mid-term Notes is subject to the approval of the Shareholders at

general meeting and approval by the National Association of Financial Market Institutional Investors (中

國銀行間市場交易商協會). The principal terms of the proposed Mid-term Notes Issue are set out below:

Issue size: not more than RMB3,000,000,000 (equivalent to approximately

HK$3,463,003,578.44)

Term: according to the prevailing market circumstances as normally not

more than five years from the date of issue

Manner of issue: one-time registration with the relevant authorities. The Mid-term

Notes will be issued in one tranche or tranches

Interest rate: prevailing market rate of mid-term notes of similar maturity

Use of Proceeds: equity acquisition, project investment and repayment of borrowings

of the Group and replenish working capital of the Group

It is proposed that the general manager of the Company will be authorized from the date when this

special resolution is approved by the Shareholders, to determine in her absolute discretion and deal with

matters in relation to the Mid-term Notes Issue, including but not limited to the following:

(a) to determine, to the extent permitted by laws and regulations and according to the Company’s

specific circumstances and the prevailing market conditions, the specific terms and

arrangements of the Mid-term Note Issue and make any changes and adjustments to such

types and terms of the Mid-term Notes Issue, including but not limited to, the types of issue,

time of issue, manner of issue, size of issue, issue price, term of maturity, interest rates,

tranches and any other matters in relation to the Mid-term Notes Issue;

(b) to appoint the relevant intermediaries in connection with the Mid-term Notes Issue and to deal

with filing and submission matters;

(c) to enter into agreements, contracts and other legal documents relating to the Mid-term Notes

Issue, and to disclose relevant information in accordance with the applicable laws and

regulations; and

(d) to deal with any other the matters in relation to the Mid-term Notes Issue.
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REASONS FOR AND BENEFITS OF THE MID-TERM NOTES ISSUE

The Directors are of the view that the proposed Mid-term Notes Issue will enable the Company to

fully utilize the financing channels available on the capital market, help improve the Company’s

financing structure, reduce its cost of capital and lower its finance costs. On these bases, the Directors

are of the view that the proposed the Mid-term Notes Issue is in the interests of the Company and the

Shareholders as a whole.

THE EGM

You will find on pages EGM-1 to EGM-4 of this circular a notice of the EGM to be held at 10:00

a.m. on Monday, March 4, 2019 at 5/F, No. 2 Mingzhu International Business Center, 199 Wuxing Road,

Hangzhou City, Zhejiang Province, the PRC. A form of proxy for use at the EGM is enclosed. Whether or

not you are able to attend the meeting in person, you are requested to complete and return the

accompanying form of proxy in accordance with the instructions printed thereon. In case of H Shares, the

proxy form shall be lodged with the Company’s H Shares Registrar, Computershare Hong Kong Investor

Services Limited, at 17M Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong no later

than 10 a.m. on March 1, 2019 or note less than 24 hours before the time for holding any adjournment of

the EGM. Completion and delivery of the form of proxy will not preclude you from attending and voting

in person at the EGM or any adjournment thereof should you so wish.

RECOMMENDATION

The Independent Board Committee comprising all the independent non-executive Directors,

namely, Mr. PEI Ker-Wei, Ms. LEE Wai Tsang, Rosa, and Mr. CHEN Bin, has been formed to consider

the Acquisition, and Octal Capital Limited has been appointed as the Company’s independent financial

adviser to advise the Independent Board Committee and the Independent Shareholders as to whether the

terms of the Acquisition are fair and reasonable, whether the Acquisition is on normal commercial terms

or better and in the ordinary and usual course of business of the Group, whether the Acquisition is in the

interests of the Company and the Shareholders as a whole and whether the Independent Shareholder

should vote in favour of the Acquisition.

The Directors (excluding the members of the Independent Board Committee, whose views are set

out in the letter from the Independent Board Committee on page 23 of this circular) consider that the

terms of the Equity Purchase Agreement are on normal commercial terms and are fair and reasonable and

in the interests of the Company and the Shareholders as a whole.

The text of the letter from Independent Board Committee is set out on page 23 of this circular and

the text of the letter from the Independent Financial Adviser containing its advice is set out on pages 24

to 48 of this circular.
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FURTHER INFORMATION

The Valuation Report on the valuation of the entire equity interest in the Target has been prepared

by Jones Lang LaSalle and is set out in Appendix I of this circular.

The Traffic Study Report prepared by WB Group Consulting (Shenzhen) Limited in respect of the

traffic and toll revenue study of Shenjiahuhang Expressway and Zhoushan Bridge is set out in Appendix

II of this circular.

As the appraised value of the entire equity interest of the Target under the Valuation Report was

prepared through the income approach based on the discounted cash flow method, such valuation

constitutes a profit forecast under Rule 14.61 of the Listing Rules. A letter from Deloitte in compliance

with Rule 14.62(2) of the Listing Rules are included in Appendix III of this circular. A letter from the

Financial Adviser confirming that they are satisfied that the forecast has been made by the Directors after

due and careful enquiry in compliance with Rule 14.62(3) of the Listing Rules are included in Appendix

IV of this circular.

Your attention is drawn to the letter from the Independent Board Committee, the letter from the

Independent Financial Adviser and the additional information set out in the appendices to this circular

and the notice of the EGM.

By order of the Board

Zhejiang Expressway Co., Ltd.
YU Zhihong
Chairman
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(A joint stock limited company incorporated in the People’s Republic of China with limited liability)
(Stock code: 0576)

January 15, 2019

To the Independent Shareholders

Dear Sirs,

DISCLOSEABLE AND CONNECTED TRANSACTION
IN RELATION TO

PROPOSED ACQUISITION OF THE ENTIRE EQUITY INTERESTS IN
ZHEJAING SHENJIAHUHANG EXPRESSWAY CO., LTD.

We refer to the circular of the Company dated January 15, 2019 to the Shareholders (the
‘‘Circular’’), of which this letter forms part. Terms defined in the Circular shall have the same meanings
when used in this letter, unless the context otherwise requires.

We have been appointed by the Board as members of the Independent Board Committee to advise
you as to the fairness and reasonableness of the terms of the Equity Purchase Agreement and whether the
Acquisition is in the interests of the Company and the Shareholders as a whole. Octal Capital Limited has
been appointed as the independent financial adviser to advise you and us in this regard. Details of the
recommendations from Octal Capital Limited are set out in its letter of advice on pages 24 to 48 of the
Circular.

Your attention is also drawn to the letter from the Board set out on pages 5 to 22 of the Circular and
the additional information set out in the appendices to the Circular.

Having considered the terms of the Equity Purchase Agreement, and taken into account the advice
from Octal Capital Limited and in particular the principal factors and reasons considered by Octal Capital
Limited as set out in its letter of advice, we are of the view that (i) the terms of the Equity Purchase
Agreement are on normal commercial terms and are fair and reasonable so far as the Independent
Shareholders are concerned; and (ii) the Acquisition is in the ordinary and usual course of business of the
Company and in the interests of the Company and the Shareholders as a whole. Accordingly, we
recommend the Independent Shareholders to vote in favour of the relevant resolution to approve the
Equity Purchase Agreement and the transactions contemplated thereunder at the EGM.

Yours faithfully,
Independent Board Committee

Mr. PEI Ker-Wei
Independent non-executive

Director

Ms. LEE Wai Tsang, Rosa
Independent non-executive

Director

Mr. CHEN Bin
Independent non-executive

Director
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The following is the letter of advice from Octal Capital Limited to the Independent Board

Committee and Independent Shareholders prepared for the purpose of inclusion in this circular.

801-805, 8/F, Nan Fung Tower,

88 Connaught Road Central,

Hong Kong

January 15, 2019

To the Independent Board Committee and the Independent Shareholders

Dear Sirs,

DISCLOSEABLE AND CONNECTED TRANSACTION
IN RELATION TO THE PROPOSED ACQUISITION OF

ENTIRE EQUITY INTEREST IN THE TARGET

INTRODUCTION

We refer to our engagement as the Independent Financial Adviser to advise the Independent Board

Committee and the Independent Shareholders in respect of the terms of the Equity Purchase Agreement,

particulars of which are set out in the letter from the Board (the “Letter from the Board”) of the circular

to the Shareholders dated January 15, 2019 (the “Circular”), of which this letter forms a part. Unless the

context requires otherwise, capitalised terms used in this letter shall have the same meanings as given to

them under the definitions section of the Circular.

On December 13, 2018 (after trading hours), the Company (as purchaser), Communications Group

(as vendor) entered into the Equity Purchase Agreement, pursuant to which Communications Group

conditionally agreed to sell and the Company conditionally agreed to acquire the entire equity interest in

the Target at a cash considerat ion of RMB2,943,000,000 (equivalent to approximately

HK$3,397,206,510.45).

As at the Latest Practicable Date, the Company was owned as to approximately 67% by

Communications Group. Accordingly, Communications Group is the controlling shareholder (as defined

under the Listing Rules) of the Company. As at the date of the Equity Purchase Agreement,

Communications Group was the sole shareholder of the Target. Accordingly, Communications Group

and the Target are connected persons of the Company pursuant to Chapter 14A of the Listing Rules, and

the transaction contemplated under the Equity Purchase Agreement constitutes a connected transaction of

the Company.

As the applicable percentage ratios of the transaction under the Equity Purchase Agreement are

more than 5% but lower than 25%, the transaction contemplated under the Equity Purchase Agreement is

subject to the reporting and announcement requirements under Chapter 14 of the Listing Rules, and are

subject to the reporting, announcement and independent shareholders’ approval requirements under

Chapter 14A of the Listing Rules.
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An Independent Board Committee comprising all independent non-executive Directors, namely Mr.

Pei Ker-Wei, Ms. Lee Wai Tsang, Rosa, and Mr. Chen Bin, has been established to advise the

Independent Shareholders in relation to the Equity Purchase Agreement and the transaction contemplated

thereunder. Our role as the Independent Financial Adviser is to provide independent opinion and

recommendation to the Independent Board Committee and the Independent Shareholders on whether the

terms of the Equity Purchase Agreement are fair and reasonable so far as the Independent Shareholders

are concerned and are on normal commercial terms, and whether the entering into the Equity Purchase

Agreement is in the interests of the Company and the Shareholders as a whole and in the ordinary and

usual course of business of the Group.

As at the Latest Practicable Date, we were not connected with the Company or any of their

respective substantial shareholders, directors or chief executives, or any of their respective associates and

accordingly, are considered suitable to give independent advice to the Independent Board Committee and

the Independent Shareholders in respect of the Acquisition. In the last two years, we did not have any

engagement with the Company, the Directors, the chief executive of the Company, the substantial

shareholders of the Company or the Communications Group. Apart from normal professional fees paid or

payable to us in connection with the appointment as the Independent Financial Adviser, no arrangements

exist whereby we had received or will receive any fees or benefits from the Company, the

Communications Group, its subsidiaries or their respective controlling shareholders that could

reasonably be regarded as relevant to our independence. Accordingly, we consider that we are

independent to act as the Independent Financial Adviser in respect of the Acquisition pursuant to Rule

13.84 of the Listing Rules.

In formulating our opinion, we have relied on the accuracy of the information and representations

contained in the Circular and have assumed that all information and representations made or referred to

in the Circular as provided by the management of the Company were true at the time they were made and

continue to be true as at the date of the Circular. We have also relied on our discussion with the

management of the Company regarding the Equity Purchase Agreement including the information and

representations contained in the Circular. We have also assumed that all statements of belief, opinion and

intention made by the management of the Company respectively in the Circular were reasonably made

after due enquiry. We consider that we have reviewed sufficient information to reach an informed view,

to justify our reliance on the accuracy of the information contained in the Circular and to provide a

reasonable basis for our advice. We have no reason to suspect that any material facts have been omitted

or withheld from the information contained or opinions expressed in the Circular nor to doubt the truth,

accuracy and completeness of the information and representations provided to us by the management of

the Company. We have not, however, conducted an independent in-depth investigation into the business

and affairs of the Group, Communications Group and the Target Company, and any of their respective

subsidiaries and their respective associates, nor have we carried out any independent verification of the

information supplied to us.
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PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinions and recommendations in respect of the Acquisition, we have taken into
consideration the following principal factors and reasons:

I. Background of and reasons for entering into the Equity Purchase Agreement

1. Information of the Company, Communications Group and the Target

a) The Company

The Company is a joint stock company established in the PRC on March 1, 1997,
the H Shares of which are listed on the Main Board of the Stock Exchange. It is
principally engaged in investment, development, and operation of high-grade roads in
the PRC. The Company and its subsidiaries (the ‘‘Group’’) are engaged in the
expressway related development and operation, as well as securities business.

The table below summarizes the financial information of the Group for the two
years ended December 31, 2016 and 2017 (‘‘FY2016’’ and ‘‘FY2017’’, respectively) and
the six months ended June 30, 2018 (‘‘1H2018’’) as extracted from the annual report of
the Company for the year ended December 31, 2017 (the ‘‘2017 Annual Report’’) and
the interim report of the Company for the six-month ended June 30, 2018 (the ‘‘2018
Interim Report’’):

For the year ended
December 31,

For the six-
month ended

June 30,
2016 2017 2018

RMB million RMB million RMB million
(audited) (audited) (unaudited)

Business Segments
Toll operation 5,279.3 5,986.2 3,065.8
Securities operation1 4,175.2 3,491.3 1,513.7
Others2 280.8 148.8 52.8

Total Revenue 9,735.3 9,626.3 4,632.3

Gross profit 5,139.3 4,970.2 2,574.3
Gross Profit Margin (%) 52.8% 51.6% 55.6%
Profit before taxation 4,888.6 5,183.3 2,666.1
Profit after taxation 3,727.0 3,991.0 2,078.2
Profit attributable to the

Shareholders of the
Company 3,037.4 3,202.1 1,812.2
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Notes:

1. Includes ‘‘commission and fee income from securities operation’’ and ‘‘interest income from
securities operation’’.

2. Includes ‘‘revenue from sales of properties’’ and ‘‘hotel and catering revenue’’.

As set out in the above table, the revenue of the Group was mainly contributed by
its toll road operation and securities operation, which in aggregate accounted for over
97% of the total revenue for the two years ended December 31, 2016 and December 31,
2017, as well as the six-month ended June 30, 2018. The revenue from toll highway
operation increased by RMB706.9 million or 13.4% between FY2016 and FY2017. The
growth on its toll road operation revenue demonstrates the success of the Group’s
strategy in becoming the leading toll-road operator in China. The profit margin increased
from 51.6% for FY2017 to 55.6% for 1H2018. This significant efficiency gain was due
to the Group’s initiative to adopt smart technologies into its core toll road business,
including the deployment of smart toll station on a trial basis, the expansion of ETC
lanes, and the utilization of a mobile payment processing system, all of which reduced
the operating costs and improved operation efficiency. According to the 2017 Annual
Report, the Group is proactively looking for further technological advancements to
enhance the competitiveness of its core expressway business.

According to the 2017 Annual Report, toll operation benefits from the favorable
economic development momentum in Zhejiang Province, which experienced 7.8% GDP
growth on a yearly basis exceeding the national GDP growth of 6.9%. The toll operation
revenue derives from five expressways, namely the Shanghai-Hangzhou-Ningbo
Expressway, the Shangsan Expressway, the Jinhua Section of the Ningbo-Jinhua
Expressway, the Hanghui Expressway, and Huihang Expressway. Table below
summarizes their revenues and operations in the year of 2016 and 2017.

Toll Revenue Traffic Volume

Toll Operation
Roads

2016
RMB

million

2017
RMB

million

% change
from
2016

2016
No. of

Vehicles*

2017
No. of

Vehicles*

% change
from
2016

Shanghai-Hangzhou-
Ningbo
Expressway 3,342.6 3,772.9 12.9% 50,611 57,275 13.2%

Shangsan Expressway 1,112.3 1,244.3 11.9% 27,094 30,223 11.6%
Jinhua section,

Ningbo-Jinhua
Expressway 335.1 362.3 8.1% 17,932 19,708 9.9%

Hanghui Expressway 446.4 477.7 7.0% 16,177 17,500 8.2%
Huihang

Expressway** 43.0 129.1 200.3% 7,413 7,240 (2.3%)

Total 5,279.4 5,986.3 13.4% 119,227 131,946 10.7%

* Indicates number of daily average vehicles in the year of 2016 and 2017.

** Huihang Expressway was acquired by the Company in September 2016, therefore the revenue
from Huihang Expressway in 2016 does not represent a full year result.
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As set out in the above table, four out of five expressways of the Group

experienced toll revenue growth rate in excess of the GDP growth rate of Zhejiang

Province due to a number of positive factors. According to the 2017 Annual Report, the

strong growth was the result of 1) the “post-G20 effect”, the summit of which was held

in Hangzhou, Zhejiang in September 2016, brought positive impact to the region,

including rapid development of economy and tourism in Zhejiang Province; and 2) the

release of “Regulations on Overloaded Trucks on Roadways” by the PRC Ministry of

Communication and Transport in September 2016 which increased the truck traffic

volume on the expressways operated by the Company, resulted truck traffic volume

growth rate of 5% above the growth rate of passenger vehicles. Given the positive

outlook of the toll road business, the Directors are of the view that given the Group’s

competitiveness and leading position in the toll road business, the business will continue

to benefit the Group and it will remain as the Group’s main source of revenue.

The Group also engages in the securities business (i.e. commission and fee income,

and interest income) and others (i.e. hotel operations and sales of ancillary apartments,

namely the Qiyu Apartments). According to the 2017 Annual Report, the lackluster

financial market remained volatile and resulted in a decrease of 11.7% in trading volume

on the Shanghai and Shenzhen stock markets on a yearly basis. As a result, the revenue

from the securities business reduced from RMB4,175.2 million for FY2016 to

RMB3,491.3 million for FY2017. Despite the downturn of the financial market,

Zheshang Securities, a subsidiary of the Company, was successfully listed on the

Shanghai Stock Exchange, and its securities investment gain amounted to RMB778.80

million for FY2017 while it was RMB205.28 million for FY2016, representing an

increase of 279.4%. The revenue derived from others is mainly contributed by the

Company’s subsidiary, Zhejiang Yuhang Expressway Co. Ltd., for which the Company

holds 51% equity interest.

b) Communications Group

As stated in the Letter from the Board, Communications Group is a wholly State-

owned enterprise established in the PRC on December 29, 2001. It principally engages

in a diverse range of businesses, including investment, operations, maintenance, toll

collection and ancillary services of expressways, construction and building of

transportation project, ocean and coastal transport, as well as real estate.

Communications Group is the controlling shareholder of the Company.

c) The Target

As stated in the Letter from the Board, the Target is a limited liability company

established in the PRC on July 13, 2018 with a registered capital of RMB1,720,000,000.

The Target and its subsidiaries are principally engaged in the toll collections of Huzhou

and Lianhang sections of the Shenjiahuhang Expressway and the operation and

management of the Zhoushan Bridge. As of the Latest Practicable Date, the Target is a

wholly owned subsidiary of Communications Group, and the Target will become a

wholly owned subsidiary of the Company upon Completion.
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The Shenjiahuhang Expressway is divided into Huzhou section (S12) and Lianhang

section (S13). The Huzhou section starts from Lianshi Town at Nanxun District, Huzhou

City, and ends at Wuxing District at Huzhou City, for a total length of 42.0 kilometers.

The Huzhou section has three ramp toll stations and one pair of service areas, which

were completed and opened to traffic on January 28, 2008. The Lianhang section starts

from Lianshi Town at Nanxun District, Huzhou City, and ends at Chongxian Town,

Yuhang District for a total length of 50.9 kilometers. The Lianhang section has seven

ramp toll stations and one pair of service areas, which were completed and opened to

traffic on February 6, 2010. The Target acquired the toll collection rights of Huzhou

section and Lianhang section of the Shenjiahuhang Expressway from Communications

Group on July 31, 2018.

Zhoushan Co is a limited liability company established in the PRC on November

12, 2004 with a registered capital of RMB3,606,690,000, and was owned as to 51% by

Communications Group and 49% by other independent third parties since its

establishment. On July 31, 2018, the Target acquired 51% equity interest in Zhoushan

Co from Communications Group. As of the Latest Practicable Date, Zhoushan Co is

owned as to 51% by the Target. The Zhoushan Bridge connects Ningbo and Zhoushan,

along with the intermediary islands in between. It has total length of 46.3 kilometers and

is designed as a two-way four-lane bridge with 100km/h speed limit. It has eight toll

booths and was opened to traffic on February 6, 2010 with its toll collection right

expiring in 2034. As the Target was established in 2018, the table below sets out the

consolidated financial information of the Target for the two years ended December 31,

2016 and December 31, 2017 prepared in accordance with the generally accepted

accounting principles in the PRC by the PRC statutory auditor of the Target assuming it

had been established prior to the year 2016:

As at
December 31,

2016

As at
December 31,

2017
RMB million RMB million

(unaudited) (unaudited)

Total Assets 17,038.9 16,334.7

Total Liabilities 14,075.5 13,508.5

Net Assets 2,963.4 2,826.2

The Target’s total assets mainly account for the value of the Shenjiahuhang

Expressway and the Zhoushan Bridge. The total assets amounted to approximately

RMB16,334.7 million as at December 31, 2017, which represented a decrease of 4.1%

from approximately RMB17,038.9 million as at December 31, 2016. The decrease was

mainly attributable to the depreciation of fixed asset.
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The Target’s total liabilities mainly account for the construction loan payable as

the initial construction cost of the aforementioned expressway and bridge. The total

liabilities amounted to approximately RMB13,508.5 million as at December 31, 2017,

which represented a decrease of 4.0% from approximately RMB14,075.5 million as at

December 31, 2016. The decrease was mainly attributable to the repayment of debt.

For the year end December 31,
2016 2017

RMB million RMB million

(unaudited) (unaudited)

Operating revenue 1,214.6 1,402.5

Operating cost (856.9) (1,016.2)

Gross profit 357.8 386.3

Other expense (17.2) (6.3)

Administrative expense (6.5) (6.8)

Finance cost (604.9) (515.7)

Other income and gains and losses 20.7 5.3

Profit before taxation (250.1) (137.2)

Profit after taxation (250.1) (137.2)

Profit attributable to the Shareholders of the

Target (172.3) (55.6)

As set out in the above table, the operating income and operating cost increased by

RMB187.9 million and RMB159.4 million between FY2016 and FY2017 respectively,

and they amounted to RMB1,402.5 million and RMB1,016.2 million respectively for

FY2017. As the increase in revenue exceeded the increase in cost, gross profit increased

by RMB28.5 million and amounted to RMB386.3 million for FY2017.

Taking into account of the non-operating income and expenses, the profit before

taxation improved by RMB112.9 million from a loss of RMB250.1 million for FY2016

to a loss of RMB137.2 million for FY2017. The improvement was primarily due to a

decrease of RMB89.2 million in finance cost between FY2016 and FY2017. The loss in

profit before taxation was mainly due to the large amount of finance cost that represents

the interest payments on the outstanding debt, which amounted to RMB515.7 million for

FY2017. The loss attributable to owners of the Target improved by RMB116.7 million

from a loss of RMB172.3 million for FY2016 to a loss of RMB55.6 million for FY2017.

Despite the Target recorded net losses of RMB250.1 million in FY2016 and

RMB137.2 million in FY2017, the management account of the Target for the eleven

months ended November 30, 2018 indicates that the Target has turned from a loss

making to a profit making position. Further, we are advised by the Directors and
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pursuant to the Valuation Report, the Target expects a high probability of posting a

profit from 2019 onwards. The Directors believe that i) it is a common practice in the

toll road business to record losses in early years due to the initial large construction loan

and only begin to record profits as the operation and business development mature, and

the Target is showing sign that it is entering its mature stage at which it starts to record

profits; ii) the Target’s business experienced significant improvement on its operation

efficiency; and (iii) the successful business strategies and good performance of the

Group’s management will further enhance the financial performance of the Target upon

completion of the Acquisition.

2. Economic and industry development of Zhejiang Province

According to the statistics compiled by the National Bureau of Statistics of China, the

real gross domestic product (“Real GDP”) in the PRC has been increasing at a compound

annual growth rate of 7.6% between 2011 to 2017, while the Zhejiang Provincial Bureau of

Statistics disclosed that the Real GDP in Zhejiang Province has been increasing at a

compound annual growth rate of 8.0%, exceeding the national growth rate, in the same

period. The strong growth in the Zhejiang Province signifies the effectiveness of the

comprehensive provincial strategy, 《浙江省國民經濟和社會發展第十二個五年規劃綱要》,

announced by the People’s Government of Zhejiang Province (“Zhejiang Government”) in

2011. This provincial strategy outlined the Zhejiang Government’s action plans for economy

growth in 2011 to 2015 in many aspects, including but not limited to, urbanization, research

and development, environmental enhancement, living standards, and political stability.

The table below sets out the annual growth rate of the Real GDP and urbanization rate of

the PRC and Zhejiang Province from 2011 to 2017:

2011 2012 2013 2014 2015 2016 2017

Real GDP Growth Rate
– the PRC 9.5% 7.9% 7.8% 7.3% 6.9% 6.7% 6.9%

– Zhejiang Province 9.0% 8.0% 8.2% 7.6% 8.0% 7.6% 7.8%

Urbanization Rate (Note)
– the PRC 51.3% 52.6% 53.7% 54.8% 56.1% 57.4% 58.5%

– Zhejiang Province 62.3% 63.2% 64.0% 64.9% 65.8% 67.0% 68.0%

Source: National Bureau of Statistics of China and Zhejiang Provincial Bureau of Statistics

Note: Urbanisation rate represents the percentage of urban population to total population

As set out in the table above, Zhejiang Province experienced surpassing growth rates in

GDP as well as urbanization rate as compared to the national levels since 2012. In 2015, the

Zhejiang Government published the successive provincial strategy, 《浙江省國民經濟和社會

發展第十三個五年規劃綱要》, which outlined the provincial development action plans for

the period 2016 to 2020. As evidenced by the strong growth in 2016 and 2017, this new

provincial strategy has demonstrated to be another successful strategy in stimulating the

economic development in the Zhejiang Province so far. As of the end of 2017, Zhejiang
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Province’s GDP reached RMB5.176 trillion. In light of the rapid economic growth, the

Zhejiang Government also released an opinion, ‘‘Implementation Opinions of the Zhejiang

Provincial People’s Government on Promoting the Development of Modern Integrated

Transportation in the Province’’（《浙江省人民政府關於推進全省現代綜合交通發展的實施意

見》）, which responded and implemented measures to the surging demand on transportation as

a result of the rapid economic growth in order to maintain the development momentum.

Taking into account of Zhejiang Province’s strong economic development in the past

years, and that the Zhejiang Government has strong initiatives in promoting economic growth

and has been implementing the corresponding measures to facilitate the momentum, we are of

the view that the rural and urban integration development in Zhejiang Province will benefit

the industry of infrastructure construction, traffic consolidation and logistics. We concur with

the Directors that the prospect remains positive for the Group as the economic development

and urbanization drive greater demand on expressways that connect the major cities across the

province.

3. Traffic volume and toll revenue of the Shenjiahuhang Expressway

The Shenjiahuhang Expressway is comprised of two sections – Huzhou section (S12)

and Lianhang section (S13) within the State expressway network. The Huzhou section begins

at Nanxun District (南潯區練市鎮) and ends at Wuxing District (吳興區) with total length of

42.0 km, it was opened to traffic on January 28, 2008. The Lianhang section begins at Nanxun

District (南潯區練市鎮) and ends at Yuhang District (余杭區祟賢鎮) with total length of

50.9 km, it was opened to traffic on February 6, 2010.

According to the Traffic Study Report, the two charts below summarize the average

daily traffic volume by month and annual toll revenue of the Shenjiahuhang Expressway from

the year 2013 to the seven-month ended July 31, 2018.

LETTER OF ADVICE FROM OCTAL CAPITAL LIMITED

32



15,226 
17,478 

19,138 
21,291 

25,277
28,064

 -

 5,000

 10,000

 15,000

 20,000

 25,000

 30,000

2013 2014 2015 2016 2017 Jan - Jul

N
o.

 o
f V

eh
ic

le
 (D

ai
ly

 A
ve

ra
ge

)
Shenjiahuhang Expressway

Historical Traffic Volume

2018

The above chart shows that the average daily traffic volume from 2013 up to the seven-

month ended July 31, 2018 maintained a steady growth every year. The growth was

particularly strong in 2017 and 2018 – both years experienced a double-digit growth rate of

19.1% and 12.5% respectively. For FY2017 and the seven-month ended July 31, 2018, the

average daily traffic flow of the Shenjiahuhang Expressway was approximately 25,277

vehicles and 28,064 vehicles respectively.

 

392.3 
445.9 477.4 

534.4 

647.3 

413.7 

709.2 

 -
 100.0
 200.0
 300.0
 400.0
 500.0
 600.0
 700.0
 800.0

2013 2014 2015 2016 2017 Jan - Jul
2018

2018*

An
nu

al
 R

ev
en

ue
(R

M
B 

m
ill

io
n)

Shenjiahuhang Expressway Historical Revenues

* 2018 annual revenue is annualized based on the earned revenue for the first seven months from January to July
2018.
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The above chart shows that the annual toll revenue increased at a compound double-digit

annual growth rate of 13.3% between 2013 and 2017, while the revenue for the seven-month

ended July 31, 2018 has increased by 13.9% as compared to the seven-month ended July 31,

2017. Based on the earned revenue in the first seven months of 2018, the revenue for the

entire year of 2018 annualizes to be RMB709.2 million. According to the traffic study report

set out in Appendix II to the Circular, the annual toll revenue of the Shenjiahuhang

Expressway is expected to reach its maximum of approximately RMB1,245.0 million in 2032.

4. Traffic volume and toll revenue of the Zhoushan Bridge

The Zhoushan Bridge connects Ningbo and Zhoushan, along with the intermediary

islands in between. It has total length of 46.3km and is designed as a two-way four-lane bridge

with 100km/h speed limit. It has eight toll booths and was opened to traffic on February 6,

2010 with its toll collection right expiring in 2034.

According to the Traffic Study Report, the two charts below summarize the average

daily traffic volume by month and annual toll revenue of the Zhoushan Bridge from the year

2013 to the seven months ended July 31, 2018:
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The above chart shows that the average daily traffic volume from 2013 up to the seven-

month ended July 31, 2018 maintained a steady growth every year. The growth was strong in

the past two years (2016 and 2017) – while all years experienced approximately 10.0% growth

rate. For FY2017 and the seven-month ended July 31, 2018, the average daily traffic flow of

the Zhoushan Bridge was approximately 18,941 vehicles and 19,837 vehicles respectively.
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The above chart shows that the annual toll revenue increased at a compound double-digit

annual growth rate of 10.7% between 2013 and 2017. The revenue as at July 31, 2018 has

increased by 13.0% as compared to the seven-month ended July 31, 2017. Based on the earned

revenue in the first seven months of 2018, the revenue for the entire year of 2018 annualizes

to be RMB842.2 million. According to the Traffic Study Report set out in Appendix II to the

Circular, the annual toll revenue of the Zhoushan Bridge is expected to reach its maximum of

approximately RMB1,891.6 million in 2029.

As shown by the Traffic Study Report, both the Shenjiahuhang Expressway and the

Zhoushan Bridge maintained consistence double-digit growth on revenues since 2013. The

Directors believe there are no apparent factors that would negatively affect such growth trend

and are confident that the growth will maintain into the future. As such, we concur with the

Directors that the Acquisition will contribute to the business growth of the Group.

5. Reasons for and benefits of entering into the Equity Purchase Agreement

Positive market outlook with Government initiatives

In 2017, the Zhejiang Provincial Development and Reform Commission announced

the Zhejiang Government’s future long-term strategy to develop a “Zhejiang Province

Bay Area” (浙江省大灣區) involving RMB750 billion of investment in the next five

years that aims to integrate and link the productive cities around the area - Shanghai,

Hangzhou, and Ningbo - covering around 30 million of population, and doubling the

economic output to RMB6.0 trillion by 2022. One of the focuses of the strategy is to

facilitate the development of transportation, including ports, airports, railroads, and

roads. The strategy has planned 70 transportation projects with the investment estimated

to be RMB1,500 billion while the projects to be completed in the next five years
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accounted for RMB750 billion. Among these projects, 44 of them are being carried out

in 2018. The Directors believe that such large-scale development will add more truck

traffic volumes to the Shenjiahuhang Expressway and the Zhoushan Bridge.

Given the provincial plan and the continuous urbanization development, the

Directors are optimistic of the prospect of the toll road infrastructure and the

urbanization in Zhejiang province will increase demand on roads, which will bring

about favorable earnings to the Group through toll revenues.

Enhancement of competitiveness and potential synergy effect

As set out in the Letter from the Board, the total length of expressways operated by

the Company will increase from approximately 663 km to approximately 803 km upon

completion of the Acquisition. The core business of the Company will be enhanced

through the Acquisition which will help to increase the market share and competitive

strength of the Company in Zhejiang Province. Table below sets out the cities with their

respective GDP’s in 2017 that are currently covered and will be covered by the roads

that the Company operates after the Acquisition.

Zhejiang Province Cities 2017 GDP % of Total Growth Rate
(RMB billion)

Hangzhou1 1,255.62 24.3% 8.0%

Ningbo1 984.69 19.0% 7.8%

Shaoxing1 510.80 9.9% 7.1%

Jiaxing1 435.52 8.4% 7.8%

Jinhua1 387.02 7.5% 6.5%

Huzhou2 247.61 4.8% 8.5%

Zhoushan2 121.90 2.4% 8.8%

Others 1,233.67 23.8% n/a

Total 5,176.83 100.0% 7.8%

Source: Zhejiang Provincial Bureau of Statistics

Notes:

1. Covered by the toll road currently under operation by the Company.

2. Will be covered by the toll road upon completion of the Acquisition.

According to the table above, the Company’s toll roads city coverage will increase

from RMB3,573.65 billion or 69.0% of the total Zhejiang Province’s GDP to

RMB3,943.16 billion or 76.2% of the total Zhejiang Province’s GDP.
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Furthermore, the Directors believe that the Company will be able to generate

additional toll revenues from the Acquisition with its expertise in the toll road business

and pricing scheme without incurring substantial expenses by utilizing its existing

management team, equipment and machinery for maintenance. The Directors believe that

the Acquisition will facilitate the Company to better utilize its experiences, advantages,

and resources on toll operations and to complement the Company’s existing network of

expressways, both of which are in line with the Company’s development strategy and are

in the best interests of the Company and the Shareholders.

Geological significance and strategic development in the region

As set out in the Letter from the Board, the Directors expect the Acquisition will

further integrate local advantages for the regional development in the Yangtze River

Delta economic zone. The zone is a metropolitan region covering parts of the provinces

of Zhejiang, Jiangsu, and Anhui, and the Shanghai municipality. In 2016, the Yangtze

River Delta generated a GDP of RMB17.72 trillion, representing 20% of the national

GDP.

As set out in the Letter from the Board, the Shenjiahuhang Expressway is one of

the major expressways that connects Zhejiang Province with Shanghai within the

Yangtze River Delta economic zone. It further strengthens the economic relationship

between Zhejiang Province and Shanghai by i) enhancing the integration of the two

regions into the Yangtze River Delta economic zone; ii) providing an alternative route in

the highway network in the region; and iii) reducing the traffic pressure on the

Shanghai-Hangzhou Expressway in order to achieve the goal of establishing a three-

hour travel circle within the Yangtze River Delta economic zone.

Meanwhile, as Zhoushan is consisted of islands at the southern mouth of Hangzhou

Bay off the coast from Ningbo, the Zhoushan Bridge serves as the only bridge that

connects the Zhoushan islands and Ningbo. The Zhoushan Bridge greatly shortened the

driving distance between Zhoushan and Ningbo and Hangzhou. In particular, the travel

time from Zhoushan to Shanghai via the south bank of Hangzhou Bay will fall within

three hours, achieving the goal of the three-hour travel circle within the Yangtze River

Delta economic zone as mentioned above. As a result, the Directors believe that the

Acquisition not only presents a positive contribution to the financial position of the

Group upon Completion, but also contributes strategic significances and influences in

the development of the Yangtze River Delta economic zone.

Having taken into account (i) the government large-scale development plan of

Zhejiang Province in boosting its economy and promoting urbanization rate; (ii) the

Acquisition is in line with the development strategy of the Company in strengthening the

core business of the Company; (iii) the Acquisition presents significant cost synergy

effect with the Company’s existing expertise and resources, and (iv) the Acquisition

presents positive financial contribution to the Group and promotes development of the

Yangtze River Delta economic zone, we concur with the Directors that the entering of

the Equity Purchase Agreement is in the interests of the Company and the Shareholders

as a whole.
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II. Major terms of the Equity Purchase Agreement

1. Consideration and payment terms

The Consideration for the entire equity interest of the Target is RMB2,943 million. 50%

of the Consideration will be payable by the Company in cash within 10 business days after the

effective date of the Equity Purchase Agreement and the remaining 50% of the Consideration

will be payable by the Company in cash within 45 business days from the effective date of the

Equity Purchase Agreement, subject to any adjustment.

The Consideration will be funded by the Company’s internal resources as well as debt

financing. It is intended that not exceeding RMB1,700,000,000 to be raised under the Mid-

term Notes Issue will be applied for the payment of the Consideration. The interest rate of the

Mid-term Notes is currently estimated to be 4.0%. The Company confirms that it has the

capacity to pay the Consideration if the Mid-term Notes Issue were unsuccessful. The

Company has a good credit standing, low asset-to-liability ratio and sufficient operating cash

flows and bank credit facilities. In the event that the Mid-term Notes Issue were unsuccessful,

the Company intends to fund part of the Consideration by bank borrowings. It is expected that

the cost of such bank borrowing would be around 4.9%.

2. Consideration adjustment

The Consideration was determined based on (i) the assumption that the toll collection

rights period of the Huzhou and Lianhang sections of the Shenjiahuhang Expressway as

finally approved was assumed to be 25 years; and (ii) the 25-year toll collection rights period

of the Zhoushan Bridge as already approved by the government authorities. The Valuation

Report was based on, among others, the existing toll collection rates of the Huzhou and

Lianhang sections of the Shenjiahuhang Expressway and the Zhoushan Bridge.

We noted that the Target has obtained all necessary permits from relevant government

authorities which entitled the Target to exercise the toll collection rights of the Huzhou and

Lianhang sections of the Shenjiahuhang Expressway and the Zhoushan Bridge. In the event

that the toll collection rights period of the Huzhou and Lianhang sections of the

Shenjiahuhang Expressway as finally approved is less than 25 years or the actual toll

collection right period of Huzhou and Lianhang sections of the Shenjiahuhang Expressway

and the Zhoushan Bridge is less than 25 years, the Company and Communications Group have

agreed to enter into a supplemental agreement to adjust downward the Consideration with

reference to the PRC Valuation Report.

As at the Latest Practicable Date, the Target has obtained the 25-year toll collection

rights written approvals for the Huzhou and Lianhang sections of the Shenjiahuhang

Expressway and the Zhoushan Bridge from Zhejiang Provincial Communication Department

(浙江交通運輸廳). Therefore, there will not be any adjustment on the Consideration as a

result of the toll collection rights not being approved for 25 years for the Huzhou and

Lianhang sections of the Shenjiahuhang Expressway and the Zhoushan Bridge.
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3. Conditions precedent

The Equity Purchase Agreement will become effective upon satisfaction of the following

conditions:

(i) approval of the Acquisition by the Target’s sole shareholder having been obtained;

(ii) approval of the Acquisition by the board of directors of the Communications Group

having been obtained; and

(iii) approval of the Acquisition by the Company’s Independent Shareholders having

been obtained.

As at the Latest Practicable Date, the conditions under paragraphs (i) and (ii) above have

been satisfied.

4. Completion

Within 20 business days from the effective date of the Equity Purchase Agreement, the

parties shall cooperate to apply with the relevant governmental authorities to alter the

registration for industrial and commercial administration for Completion.

We have reviewed the terms of the Equity Purchase Agreement and having considered

that i) the Consideration was agreed after arms’ length negotiations between the Company and

Communications Group, and with reference to the Valuation Report (please refer to section

‘‘III. Analysis of Consideration’’ for detailed analysis on the Consideration); and ii) as at the

Latest Practicable Date, the Target has obtained both written approvals from the government

authorities granting the toll collection rights for the Huzhou and Lianhang sections of the

Shenjiahuhang Expressway and the Zhoushan Bridge for 25 years since their respective first

day of operation, we consider the terms on the Equity Purchase Agreement are on normal

commercial terms, and they are fair and reasonable so far as the Independent Shareholders are

concerned and in the interest of the Company and Shareholders as a whole.

III. Analysis of Consideration

1. Basis of Consideration

As set out in the Letter from the Board, the consideration was determined after arm’s

length negotiations between the Company and Communications Group. The principal business

of the Target is the operation and management of the Shenjiahuhang Expressway and the

Zhoushan Bridge. With over 20 years of toll road operating experiences, the Company

comprehensively considered factors including the traffic volume, operation, policy

environment and the maturity of the project for assessing the estimated value of the Target,

and took into account the Valuation Report prepared by Jones Lang LaSalle (the

‘‘Independent Valuer’’) as the major factors in negotiating the consideration of the

Acquisition. The income approach was adopted in the valuation of the market value of the

Target as at July 31, 2018 by the Independent Valuer. According to the Valuation Report set

out in Appendix I to the Circular, the fair value of the Target (the ‘‘Valuation’’) as at July 31,

LETTER OF ADVICE FROM OCTAL CAPITAL LIMITED

39



2018 was RMB2,969,552,000. We noted that both Valuation Report and Traffic Study Report

assume the toll collection rights of the Shenjiahuhang Expressway and the Zhoushan Bridge

will be 25 years commenced on their first day of operation. We also noted that the Target has

already obtained the toll collection rights from the government authority for both the

Shenj iahuhang Expressway and the Zhoushan Br idge . The Cons idera t ion of

RMB2,943,000,000 represented a discount of approximately RMB26,552,000 or 0.1% of the

Valuation prepared by the Independent Valuer, which we understand to certain extent, was

determined with reference to the Traffic Study Report of the Shenjiahuhang Expressway and

the Zhoushan Bridge prepared by WBG. The summary of the Traffic Study Report is set out in

Appendix II to the Circular. In order to determine whether the Valuation could provide a valid

benchmark to assess the fairness and reasonableness of the Consideration, we have reviewed

the Valuation Report and the Traffic Study Report.

2. Competence of the Independent Valuer

As part of our due diligence, we have reviewed the qualification and experience of the

Independent Valuer. In addition, we have also reviewed the terms of the Independent Valuer’s

engagement, we are satisfied and consider the terms of engagement and the scope of work of

the Independent Valuer to be appropriate. Furthermore, we have enquired with the

Independent Valuer as to its current and prior independence with the Group, and understood

that the Independent Valuer is an independent third party from the Company, the Target, and

the connected persons of the Group and Communications Group.

3. The Valuation Report

a. Methodologies

We understand that the Independent Valuer has considered three generally

accepted valuation approaches, namely the market approach, asset-based approach and

income approach, as the valuation methodology in valuing the market value of the

Target as at July 31, 2018.

From our discussion with the Independent Valuer, we understand that due to the

lack of information on comparable transactions with comparable business structure, asset

size, scale of operations, profitability and other factors, it is not suitable to use market

approach in the evaluation. We also understand from the Independent Valuer that the

asset-based approach, which involves the assessment of assets and liabilities to appraise

the value of the Target, is not ideal for this evaluation as (i) it only takes into account of

the Target worth as at the valuation date and forgoes the positive growth prospect of the

Target; and (ii) the earning potential of the Target is in its ability to generate sustainable

and predictable revenue in the future through its well-established toll road and bridge.

Given that the main source of revenue for the Target is toll income, which is recurring
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and relatively stable in the future, the Independent Valuer advised us that the income

approach is the most commonly used valuation method that appropriately values

predictable toll revenue streams with consistent growth based on assessment on the

Target’s historical business performance. The income approach refers to the evaluation

method of capitalising or discounting the expected future benefits and determining the

value of the appraised object. On this basis, nothing has come to our attention that will

cause us to doubt the reasonableness of using the income approach.

b. Valuation assumptions

We have reviewed and discussed with the Independent Valuer in respect of the

valuation assumptions applied in the Valuation. We discussed with the Independent

Valuer regarding the discounted future cashflow (DCF) calculation method of the

income approach adopted in the Valuation. We understand from the Independent Valuer

that the Valuation is mainly derived from the discounted future cashflow of the future

revenues that will be generated by the Target, while the discount rate is determined

through the Capital Asset Pricing Model (CAPM), which adjusts the Target’s beta by

taking into account of the country risk premium and liquidity premium from comparable

companies’ betas that are also listed on the Stock Exchange. Such comparable

companies are listed companies on the Stock Exchange which also engage in the similar

business to that of the Target, namely, operation of toll roads in the PRC. Given the

comparable companies are in the same industry as the Target, we are of the view that it

is fair and reasonable to derive the beta from such comparable companies. We have

further reviewed that such comparable companies, as disclosed at the end of the

Valuation Report as set out in Appendix I, are a fair and representative sample.

For the key assumptions used in the valuation model, the Independent Valuer

advised that a discount rate of 11.0% is within the discount range used by the

Independent Valuer when evaluating similar acquisitions of toll road assets by listed

companies. Moreover, we note that in determining the Valuation, the Independent Valuer

had taken into consideration and relied on the revenue projections based on the Traffic

Study Report and information provided by the Company and the Target.

We noted that they are common assumptions adopted in business valuation,

including but not limited to (i) no material change in the existing political, legal,

technological, fiscal or economic conditions, which might adversely affect the economy

in general and the business of the Target; and (ii) the accuracy of the financial and

operational information provided to the Independent Valuer by the Company and the

Target are relied upon to a considerable extent in arriving at the Independent Valuer’s

conclusion of value. We are not aware of any material facts which may lead us to doubt

the principal bases and assumptions adopted for the Valuation.

We have further discussed with Deloitte, acting as the reporting accountant of the

Company, (the ‘‘Reporting Accountant’’) regarding their work performed on the

discounted future cashflow method. We understand that the Reporting Accountants

checked the arithmetical calculations and the complications of the discounted future cash

flows and concluded that the discounted future cash flows have been properly compiled
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in all material respects in accordance with the bases and assumptions adopted by the

directors of the Target, who are solely responsible and the profit forecast has been

prepared by them based on the audited financial results of the Target as set out in the

Valuation.

In addition, we have discussed with the Financial Adviser regarding their views on

the basis and assumptions adopted in the profit forecast. We understand that the

Financial Adviser has taken into account of the business plans, toll market environment

and historical business performance of the Target before forming their views on the

bases and assumptions, including but not limited to the growth rates and discount rates

used in the profit forecast.

Taking into account (i) the Independent Valuer is independent from the Company

and is competent to perform the Valuation; (ii) scope of work of the Independent Valuer

is appropriate for the relevant engagement; (iii) the discounted future cash flows have

been reviewed by the Reporting Accountant, as set out in Appendix III of the Circular;

and (iv) the Financial Adviser is satisfied with the profit forecast included in the

Valuation Report which is solely responsible by the Directors, as stated in the Appendix

IV of the Circular, we consider that the Valuation is an appropriate reference to assess

the fairness and reasonableness of the consideration for the Acquisition.

4. The Traffic Study Report

We have reviewed and discussed with WB Group International Limited (‘‘WBG’’) about

the Traffic Study Report on the bases, assumptions and methodologies underlie the estimate of

the traffic volume and toll revenue of the Shenjiahuhang Expressway and the Zhoushan

Bridge. We note that WBG has (i) collected economic and historical traffic data for the

Shenjiahuhang Expressway and the Zhoushan Bridge; (ii) analyzed the data in (i) above; and

(iii) built a traffic model to estimate the traffic volume and toll revenue of the Shenjiahuhang

Expressway and the Zhoushan Bridge.

In the traffic model in estimating the traffic volume and toll revenue of the

Shenjiahuhang Expressway and the Zhoushan Bridge, we note that WBG has considered (i)

the existing travel patterns; (ii) the historical traffic data; (iii) an assumption that there will be

no change in the existing toll rate during the forecast period; and (iv) the growth rate of traffic

volume is based on the GDP growth of the relevant area (e.g. Zhejiang Province and the area

along the Shenjiahuhang Expressway and the Zhoushan Bridge). In addition, we understand

from WBG that they have also considered the potential competition factors and government

toll policies during the forecast period in the traffic projection of the Shenjiahuhang

Expressway and the Zhoushan Bridge. As stated in the Traffic Study Report, WBG adopted

the generalized cost approach in determining users’ route choice behaviors, which are affected

by trip length, travel time and costs. In addition, the potential road network change is also

considered in this model.
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On this basis, nothing has come to our attention that will cause us to doubt the

reasonableness of the Traffic Study Report regarding the Shenjiahuhang Expressway and the

Zhoushan Bridge prepared by WBG. With regard to the toll rate, we note that WBG has

assumed a fixed toll rate over the forecast period. To evaluate the fairness and reasonableness

of the assumption, we have (i) discussed with WBG the determining factors to use fixed toll

rate over the forecast period, such as historical toll rate policy in Zhejiang; (ii) reviewed the

historical toll rate changes of the Shenjiahuhang Expressway and the Zhoushan Bridge and

other expressways in Zhejiang; and (iii) reviewed the policy on other expressways in

Zhejiang. We note there had not been any change in toll rates since the operation of the

Shenjiahuhang Expressway and the Zhoushan Bridge. In light of (i) the uncertainty on toll rate

policy changes and the trend of toll rates cannot be predicted; and (ii) the toll rates have been

fixed since operation, we concur with WBG that the abovementioned assumption is

reasonable. Nonetheless, it is noteworthy that the JLL Valuation could be affected by the

possibility of toll rate increases or decreases of the Shenjiahuhang Expressway and the

Zhoushan Bridge in the future. WBG has advised that the underlying assumptions adopted in

the Traffic Study Report are commonly used in the industry, and are fair and reasonable.

WBG also advised us that the forecast procedures performed in the Traffic Study Report are

commonly used in the industry.

Based on our interview with WBG, we have not identified any major issues that would

cause us to doubt the fairness and reasonableness of the bases, assumptions, and

methodologies applied in the Traffic Study Report. As such, we are of the opinion that the

Traffic Study Report provides a fair and reasonable basis for the Valuation Report.

5. Other factors considered

We note that the Target’s net assets amounted to approximately RMB2,826.2 million as

at December 31, 2017, which represents a discount of approximately RMB116.8 million or

4.1% of the Consideration of RMB2,943.0 million. We also noted that the original cost

incurred by Communications Group for the Target was RMB1,720 million. The Directors are

of the view that the net asset value represents the carrying value of the Target and the original

cost is a sunk cost which both did not reflect the market value and future earnings potential of

the Target. Meanwhile, we note that the Target incurred losses for the years ended December

31, 2016 and 2017 but based on management account of the Target Group for the 11 months

ended November 30, 2018, the Target has turnaround from a loss making position to profit

making. Based on the historical trend and the projections in the Traffic Study Report, it is

expected that the traffic volume will continue to increase which will result in a positive

impact to the revenue and earnings of the Target in the future.

On the other hand, although part of the Consideration will be funded by external

financing such as the Mid-term Notes (or bank borrowing if the Mid-term Notes cannot be

issued) which will incur certain finance expenses, given the Company generates positive net

profits of approximately RMB3,727.0 million and RMB3,991.0 million in the year of 2016

and 2017 respectively and the Target will generate positive cash inflow in the near future, the

annual finance expenses of approximately RMB60.0 million to be incurred does not have

material impact to the Company.
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Furthermore, as advised by the Company, the continuing connected transactions (please

refer to section “IV. Transactions between the Target and Connected Persons of the
Company after Completion” for detailed description and analysis) are essential to the

operation of the Target. Also, the Company has taken the costs related to the abovementioned

continuing connected transactions into consideration for the purpose of preparing the

Valuation of the Target. As such, the Consideration has included the impact of these costs.

Having considered the above, in particular that i) the Valuation of the Target by the

Independent Valuer is higher than the Consideration; ii) the Valuation adopted the DCF of

income approach which appropriately values the future earnings potential of the Target; iii)

the competence and independence of the Independent Valuer in preparing the Valuation

Report; and iv) the competence and independence of WBG in preparing the Traffic Study

Report, we concur with the Directors’ view that the basis of determining the Consideration is

fair and reasonable.

IV. Transactions between the Target and Connected Persons of the Company after
Completion

1. Partially-exempt Continuing Connected Transaction

As set out in the Letter from the Board, as at the Latest Practicable Date, Zhejiang

HNAL Co, an associate of the Communications Group, intends to enter into a construction

agreement (the ‘‘Construction Agreement’’) with Zhoushan Co prior to Completion for the

construction of connecting flyovers of Jintang Bridge for the Zhoushan Islands Link Project.

Upon Completion, Zhoushan Co will become a subsidiary of the Company, therefore the

Construction Agreement will constitute a continuing connected transaction of the Company.

The transactions contemplated under the Construction Agreement will continue after

Completion. The details of the Construction Agreement are set out in the Letter from the

Board. As the highest of all applicable percentage ratios for the transaction contemplated

under the Construction Agreement, are more than 0.1% but less than 5%, the Construction

Agreement shall be subject to the reporting, announcement and annual review requirements,

but exempt from Independent Shareholders’ approval under Chapter 14A of the Listing Rules.

We have reviewed the proposed Construction Agreement intended to be entered by

Zhejiang HNAL Co and Zhoushan Co. We noted that the Construction Agreement was part of

the overall Ningbo Section Project, in which Zhoushan Co was obligated for the construction

of the Zhoushan bridge corridor that connects the Zhoushan Bridge and Hangzhou-Ningbo

alternative expressway (‘‘杭甬複綫寧波高速公路’’). In 2017, the Transportation Ministry of

the city of Ningbo initiated the construction of this connector, and subsequently, Zhejiang

HNAL Co won the public tender on July 17, 2018 in respect of the construction services of

which Zhoushan Co is responsible for the relevant construction cost. As such, the Company

will comply and fulfill the construction obligation from the Target upon Completion and the

respective cost has been taken into account in the Valuation of the Target. The duration of the

Construction Agreement is in the term of four years from 2018 to 2022, which is greater than

three years. In accordance to Rule 14A.52 of the Listing Rules, the period for the agreement

governing continuing connected transaction must not exceed three years except in special

circumstances where the nature of the transaction requires the contract to be of duration
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longer than three years. In this regard, we have discussed with the management of the

Company regarding the principal reasons for the four years term of the Construction

Agreement. We have discussed with the Company regarding the construction periods of all

the other expressways that the Company operates and been advised by the Company that it is a

normal business practice in the road construction industry to take three to five years to

complete a construction project. As such, we are of the view that it is a normal business

practice for this type of project to have a construction period longer than three years.

On the above basis that i) it is a normal business practice for construction project of this

type to have a period of more than three years; ii) the Construction Agreement was part of the

overall Ningbo Section Project and the entering into the Construction Agreement was to fulfill

the obligation of the Target; and iii) the construction cost has been taken into account and

reflected in the Valuation, we are of the view that the Construction Agreement, which requires

a period longer than three years, is normal business practice for agreement of this type to be of

such duration and the terms are in the interest of the Company and Shareholders as a whole.

2. Fully-exempt Continuing Connected Transaction

As set out in the Letter from the Board, as at the Latest Practicable Date, the Target

intends to enter into the agreements, namely the Service Area Operation Lease Agreements

and the Service Area Utilities Services Agreements (collectively the ‘‘Proposed
Agreements’’), with Zhejiang Communications Investment (the ‘‘ Service Provider’’). As the

Service Provider is a wholly-owned subsidiary of Communications Group, each of the

agreements will constitute a continuing connected transaction for the Company under Chapter

14A of the Listing Rules. It is expected that the highest applicable percentage ratios under the

Listing Rules for each of the agreements is less than 0.1%, so each of them will be exempted

from the reporting announcement, annual review and independent shareholders’ approval

requirements under Chapter 14A of the Listing Rules.

The duration of each of the Proposed Agreements will be the same as the remaining toll

collection right period granted to the Target, which will be in excess of three years. The

Proposed Agreements cover facilities and services to be provided such as gas stations,

restaurants, supermarkets, vehicle repair shops, carparks, public toilet and rest area.

According to Rule 14A.52 of the Listing Rules, any continuing connected transactions must

not exceed three years, except in special circumstances where the nature of the transaction

requires a longer period. The duration terms were negotiated based on the parties’ arm’s

length negotiation with reference to the market practice and common commercial terms. In

particular, we are advised by the Company that this long-term arrangement provides the

Service Provider flexibility and incentive to conduct a long-term planning and investment for

the construction and renovation of service areas which will be beneficial for the business

operation in the long-term. The respective costs and revenues that arise throughout the

duration of the Proposed Agreements have all been reflected in the Valuation.

In order to assess the duration of the Proposed Agreements, we have obtained and

reviewed the similar leasing and operating agreements for another expressway that the

Company operates, namely the Huihang Expressway, which the Company outsourced to an

independent third party. In this agreement with the independent third party, we noted that i)
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the agreement expires at the end of the toll collection right; and ii) the service agreement

covers similar services to be provided in the Proposed Agreements, such as the provision of

gas station, restaurants, public toilets, carpark, car wash facility and supermarket.

In arriving at our opinion, we have considered the following factors:

i) the duration set out in the agreement with the independent third party expires when

the toll collection right ends;

ii) the facilities and services covered in the agreement with the independent third

party are similar to the services to be provided under the Proposed Agreements;

iii) the Directors have advised that Zhejiang Communications Investment is a leading

expressway servicer in the industry and currently manages a number of

expressways for the Group;

iv) given Company does not provide expressway utility services, the Directors believe

that entering into a long-term agreement will streamline its administrative process

in managing its operating lease and utility service for its expressways;

v) a long-term agreement provides the Service Provider flexibility and incentive to

conduct long-term investment for the construction and renovation of service areas;

and

vi) the Valuation has included all the costs and revenues that will be generated

throughout the duration of the Proposed Agreements.

With reference to the above, we are of the view that the Proposed Agreements requiring

a period longer than three years are normal business practice for agreements of this type to be

of such duration, and the terms are in the interest of the Company and Shareholders as a

whole.

V. Financial effects of the Acquisition on the Group

As a result of the Acquisition, the Target would become a wholly-owned subsidiary of the

Company, and its financial statements will be consolidated to the financial statements of the

Company.

1. Earnings

For the year ended December 31, 2017, the consolidated net profit of the Group was

approximately RMB3,991.0 million. Upon completion of the Acquisition, the results of the

Target will be consolidated into the financial statements of the Group. Except for the finance

cost to be incurred for the debt financing to fund the Consideration and the professional

expenses in relation to the transaction under the Equity Purchase Agreement, there would be

no material impact on the earnings of the Group. Pursuant to the Traffic Study Report and the

Valuation Report, the Directors are of the view that the Acquisition would likely to have a

positive impact on the future earnings of the Group in the long run.
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2. Working capital

As set out in the Letter from the Board, the Consideration of RMB2,943 million will be

settled by cash from its internal cash resources as well as debt financing, namely the

Mid-Term Notes Issue. According to the 2018 Interim Report, the Group had bank balances

and cash of approximately RMB7,734.8 million as at June 30, 2018. It is expected that the

Group’s cash and cash equivalent would be reduced as a result of the Acquisition. As advised

by the Company, based on the existing available cash and the cash to be generated through

debt financing which has already been announced and in the process, the Directors are

confident that the Company will have adequate cash to settle the payments of the

Consideration when the Equity Purchase Agreement becomes effective. It is expected the

Group’s bank balances and cash would be reduced by the part of the Consideration that will be

settled by internal cash resources.

3. Net asset value

As at June 30, 2018, the unaudited consolidated net assets value of the Group was

approximately RMB29,769.4 million. Upon completion of the Acquisition, the Target will

become a subsidiary of the Company and its assets and liabilities will be consolidated into the

financial statements of the Group. As at December 31, 2017, the consolidated net asset value

of the Target is approximately RMB2,826.2 million, which represents a discount of

approximately RMB116.8 million or 4.1% of the Consideration of RMB2,943.0 million. The

impact on the net assets value of the Group would be adjusted and recognized in accordance

with the Group’s accounting policies.

It should be noted that the aforementioned analyses are for illustrative purposes only and

do not purport to represent how the financial position of the Group will be upon completion of

the Acquisition.

VI. Recommendation

Having considered the principal factors and reasons as discussed above, and in particular the

following:

(i) the Shenjiahuhang Expressway and the Zhoushan Bridge both maintained consistence

double-digit growth on revenues since 2013;

(ii) a profitable performance in 2018 as indicated in the management account of the Target

Group for the eleven months ended November 30, 2018 and a high probability of posting

profits from 2019 and onwards according to the Valuation Report;

(iii) the positive outlook of the economy in the Zhejiang province and the provincial

government’s strong initiative in promoting transportation;

(iv) upon Completion, the Group would be able to further enhance its competitiveness in the

toll-road industry and benefit from potential synergy effects; and
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(v) consistence growth strategy as evidenced by similar acquisition previously.

We are of the opinion that (i) the terms of the Equity Purchase Agreement are fair and

reasonable so far as the Independent Shareholders are concerned; (ii) the transactions

contemplated under the Equity Purchase Agreement are on normal commercial terms in the

ordinary and usual course of business of the Group; and (iii) the entering into the Equity

Purchase Agreement is in the interests of the Company and the Shareholders as a whole.

Therefore, we advise the Independent Board Committee to recommend to the Independent

Shareholders that they vote in favour of the relevant resolution to approve the Equity Purchase

Agreement and the transactions contemplated thereunder at the EGM and we recommend the

Independent Shareholders to vote in favour of the resolution in this regard.

Yours faithfully,

For and on behalf of

Octal Capital Limited

Alan Fung
Managing Director

Louis Chan
Director

Note: Mr. Alan Fung has been a responsible officer of Type 1 (dealing in securities) and Type 6 (advising on corporate finance)
regulated activities since 2003. Mr. Fung has more than 24 years of experience in corporate finance and investment banking
and has participated in and completed various advisory transactions in respect of connected transactions of listed companies
in Hong Kong. Mr. Louis Chan has been a responsible officer of Type 1 (dealing in securities) and Type 6 (advising on
corporate finance) regulated activities since 2008. Mr. Chan has more than 16 years of experience in corporate finance and
investment banking and has participated in and completed various advisory transactions in respect of connected transactions
of listed companies in Hong Kong.
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INDEPENDENT ASSURANCE REPORT ON CALCULATIONS OF
DISCOUNTED FUTURE ESTIMATED CASH FLOWS IN CONNECTION WITH

THE VALUATION OF THE ENTIRE EQUITY INTEREST IN
ZHEJIANG SHENJIAHUHANG EXPRESSWAY CO., LTD. (THE ‘‘TARGET’’)

TO THE DIRECTORS OF ZHEJIANG EXPRESSWAY CO., LTD. (THE ‘‘COMPANY’’)

We have examined the calculations of the discounted future estimated cash flows on which the

valuation prepared by Jones Lang LaSalle Corporate Appraisal and Advisory Limited dated November

30, 2018, of the entire equity interest in the Target as at July 31, 2018 (the ‘‘Valuation’’) is based. The

Target is a company established in the People’s Republic of China. The Target and its subsidiaries are

principally engaged in the toll collection rights of Huzhou and Lianhang sections of Shenjiahuhang

Expressway and the operation and management of Zhoushan Bridge. The Valuation based on the

discounted future estimated cash flows is regarded as a profit forecast under Rule 14.61 of the Rules

Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the ‘‘Listing Rules’’)

and will be included in an announcement dated December 13, 2018 to be issued by the Company in

connection with the discloseable and connected transaction in relation to the proposed acquisition of the

entire equity interest in the Target (the ‘‘Announcement’’).

Directors’ Responsibility for the Discounted Future Estimated Cash Flows

The directors of the Company are responsible for the preparation of the discounted future estimated

cash flows in accordance with the bases and assumptions determined by the directors and set out in

‘‘Principal assumptions for the income approach adopted for the Valuation Report’’ section of the

Announcement (the ‘‘Assumptions’’). This responsibility includes carrying out appropriate procedures

relevant to the preparation of the discounted future estimated cash flows for the Valuation and applying

an appropriate basis of preparation; and making estimates that are reasonable in the circumstances.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the ‘‘Code of Ethics for

Professional Accountants’’ issued by the Hong Kong Institute of Certified Public Accountants (the

‘‘HKICPA’’), which is founded on fundamental principles of integrity, objectivity, professional

competence and due care, confidentiality and professional behavior.

Our firm applies Hong Kong Standard on Quality Control 1 ‘‘Quality Control for Firms that

Perform Audits and Reviews of Financial Statements, and Other Assurance and Related Services

Engagements’’ issued by the HKICPA and accordingly maintains a comprehensive system of quality

control including documented policies and procedures regarding compliance with ethical requirements,

professional standards and applicable legal and regulatory requirements.

APPENDIX III LETTERS RELATING TO THE DISCOUNTED
FUTURE ESTIMATED CASH FLOWS

III-1



Reporting Accountants’ Responsibility

Our responsibility is to express an opinion on the arithmetical accuracy of the calculations of the

discounted future estimated cash flows on which the Valuation is based and to report solely to you, as a

body, as required by Rule 14.62(2) of the Listing Rules, and for no other purpose. We do not assume

responsibility towards or accept liability to any other person for the contents of this report.

Our engagement was conducted in accordance with Hong Kong Standard on Assurance

Engagements 3000 (Revised) ‘‘Assurance Engagements Other Than Audits or Reviews of Historical

Financial Information’’ issued by the HKICPA. This standard requires that we comply with ethical

requirements and plan and perform the assurance engagement to obtain reasonable assurance on whether

the discounted future estimated cash flows, so far as the calculations are concerned, have been properly

compiled in accordance with the Assumptions. Our work was limited primarily to making inquiries of the

Company’s management, considering the analyses and assumptions on which the discounted future

estimated cash flows are based and checking the arithmetic accuracy of the compilation of the discounted

future estimated cash flows. Our work does not constitute any valuation of the Target.

Because the Valuation relates to discounted future estimated cash flows, no accounting policies of

the Company have been adopted in its preparation. The Assumptions include hypothetical assumptions

about future events and management actions which cannot be confirmed and verified in the same way as

past results and these may or may not occur. Even if the events and actions anticipated do occur, actual

results are still likely to be different from the Valuation and the variation may be material. Accordingly,

we have not reviewed, considered or conducted any work on the reasonableness and the validity of the

Assumptions and do not express any opinion whatsoever thereon.

Opinion

Based on the foregoing, in our opinion, the discounted future estimated cash flows, so far as the

calculations are concerned, have been properly compiled, in all material respects, in accordance with the

Assumptions.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong

December 13, 2018
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China International Capital Corporation
Hong Kong Securities Limited
29th Floor, One International Finance Centre

1 Harbour View Street

Central

Hong Kong

December 13, 2018

The Board of Directors

Zhejiang Expressway Co., Ltd.
5th Floor, No. 2 Mingzhu International Business Center,

199 Wuxing Road, Hangzhou,

Zhejiang 310020, the PRC

Dear Sirs,

We refer to the announcement of Zhejiang Expressway Co., Ltd. (the ‘‘Company’’) dated

December 13, 2018 in relation to the proposed acquisition of 100% equity interest in Zhejiang

Shenjiahuhang Expressway Co., Ltd. (the ‘‘Target’’) (the ‘‘Announcement’’) and also the asset

valuation report dated November 30, 2018 prepared by Jones Lang LaSalle Corporate and Appraisal

Advisory Limited, being the independent valuer of the Company (the ‘‘Independent Valuer’’), in respect

of the valuation of the Target (the ‘‘Valuation Report’’). We understand that the Independent Valuer has

prepared the Valuation Report based on the discounted cash flow method, which is regarded as profit

forecast (the ‘‘Forecast’’) under Rule 14.61 of the Rules Governing the Listing of Securities on The

Stock Exchange of Hong Kong Limited (the ‘‘Hong Kong Listing Rules’’). Unless otherwise defined or

if the context otherwise requires, all terms defined in the Announcement shall have the same meaning

when used in this letter.

We have reviewed the Forecast included in the Valuation Report, for which you as the Directors are

solely responsible. We have attended discussions involving the management of the Company, the

management of the Target and the Independent Valuer where the historical performance of the Target, the

calculations of the Forecast, the qualifications of the Independent Valuer, and the valuation method and

bases and assumptions upon which the Forecast has been made set out in the Valuation Report have been

fully discussed. We have also considered the report addressed solely to and for the sole benefit of the

Directors from Deloitte Touche Tohmatsu dated December 13, 2018 set out in the announcement of the

Company dated December 13, 2018 regarding calculation of discounted future estimated cash flow on

which the Forecast is based. The Forecast is based on a number of bases and assumptions. As the relevant

bases and assumptions are about future events which may or may not occur, the actual financial

performance of the businesses of the Target may or may not achieve as expected and the variation may be

material.

On the basis of the foregoing and without giving any opinion on the reasonableness of the valuation

methods, bases and assumptions selected by the Independent Valuer, for which the Independent Valuer

and the Company are responsible, we are satisfied that the Forecast included in the Valuation Report, for

which you as the Directors are solely responsible, has been made after due and careful enquiry by you.
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The work undertaken by us in giving the above view has been undertaken for the purpose of

reporting solely to you under Rule 14.62(3) of the Hong Kong Listing Rules and for no other purpose.

We accept no responsibility to any other person in respect of, arising out of or in connection with our

work or this letter.

Yours faithfully,

For and on behalf of

China International Capital Corporation Hong Kong Securities Limited

Name: Barry Chan

Title: Managing Director

Head of Investment Banking, Hong Kong
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1. RESPONSIBILITY STATEMENT

This circular, for which the Directors collectively and individually accept full responsibility,

includes particulars given in compliance with the Listing Rules for the purpose of giving information

with regard to the Group. The Directors, having made all reasonable enquiries, confirm that to the best of

their knowledge and belief the information contained in this circular is accurate and complete in all

material respects and not misleading or deceptive, and there are no other matters the omission of which

would make any statement herein or this circular misleading.

2. DISCLOSURE OF INTERESTS

(a) Interests in the Company and its associated corporation

As at the Latest Practicable Date, none of the Directors, supervisors and chief executives of

the Company had an interest or short position in any shares, underlying shares or equity derivatives

or debentures of the Company or any associated corporations (within the meaning of Part XV of the

SFO) which is required to be (i) notified to the Company and the Stock Exchange pursuant to

Divisions 7 and 8 of Part XV of the SFO (including interests and short positions which the

Directors, supervisors or chief executives of the Company was taken or deemed to have under such

provisions of the SFO); or (ii) entered in the register kept by the Company pursuant to section 352

of the SFO; or (iii) notified to the Company and the Stock Exchange pursuant to the Model Code

for Securities Transactions by Directors of Listed Companies.

As at the Latest Practicable Date, none of the Directors, supervisors or chief executives of the

Company or their spouses or children under 18 years of age were granted or had exercised any right

to subscribe for any equity or debt securities of the Company or any of its associated corporations

(within the meaning of Part XV of the SFO).

(b) Substantial Shareholders

As at the Latest Practicable Date, so far as is known to the Directors and chief executives of

the Company, persons (other than the Directors and the chief executives of the Company) who had

interests and short positions in the Shares and underlying Shares of the Company (within the

meaning of Part XV of the SFO) as recorded in the register required to be kept under section 336 of

the SFO, or as otherwise notified to the Company and the Stock Exchange, were set out as follows:
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Name of substantial shareholder Capacity Number of Shares

Percentage of the
issued share capital

of the Company
(domestic shares)

Communications Group Beneficial owner 2,909,260,000 100%

Name of the Shareholder Capacity Number of Shares

Percentage of the
issued share capital

of the Company
(H shares)

JP Morgan Chase & Co. Beneficial owner,

investment manager and

custodian corporation/

approved lending agent

159,925,446 (L)

2,908,345 (S)

61,980,136 (P)

11.01%

0.20%

4.32%

BlackRock, Inc. Interest of controlled

corporations

129,499,281 (L) 9.03%

The Bank of New York Mellon

Corporation

Interest of controlled

corporations

74,989,261 (L)

69,658,505 (P)

5.23%

4.86%

Notes:

(1) The letter ‘‘L’’ denotes the person’s long position in such Shares.

(2) The letter ‘‘S’’ denotes the person’s short position in such Shares.

(3) The letter ‘‘P’’ denotes the person’s interests in a lending pool.

Save as disclosed above, as at the Latest Practicable Date, the Company had not been notified by

any persons (other than the Directors and chief executives of the Company) who had interests or short

positions in the Shares or underlying Shares of the Company which would fall to be disclosed to the

Company under the provisions of Divisions 2 and 3 of Part XV of the SFO, or which were recorded in the

register required to be kept by the Company under section 336 of the SFO.
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3. OTHER INTERESTS OF DIRECTORS

As at the Latest Practicable Date,

(a) Interests in service contracts

None of the Directors had or was proposed to have a service contract with any member of the

Group other than contracts expiring or determinable by the employer within one year without the

payment of compensation other than the statutory compensation.

(b) Interests in assets

None of the Directors had any direct or indirect interest in any assets which have, since

December 31, 2017, being the date to which the latest published audited consolidated accountants

of the Group were made up, been acquired or disposed of by or leased to any member of the Group

upon Completion or were proposed to be acquired or disposed of by or leased to, any member of the

Group upon Completion; and

(c) Interests in contracts or arrangements

None of the Directors was materially interested in any contract or arrangement entered into

with any member of the Group upon Completion, which contract or arrangement is subsisting as at

the Latest Practicable Date and which is significant in relation to the business of the Group upon

Completion taken as a whole.

4. DIRECTORS’ COMPETING INTERESTS

As at the Latest Practicable Date, none of the Directors or their associates was interested in any

business which competes or is likely to compete, either directly or indirectly, with the business of the

Group other than those businesses to which the Directors and their associates were appointed to represent

the interests of the Company and/or the Group.

5. LITIGATION

As at the Latest Practicable Date, so far as the Directors are aware, there was no litigation or claim

of material importance was known to the Directors to be pending or threatened against any member of the

Group.
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6. EXPERT AND CONSENT

The following is the qualification of the expert who has provided its opinion or advice, which are

contained in this circular:

Name Qualification

China International Capital

Corporation Hong Kong

Securities Limited

a corporation licensed to carry on Type 1 (dealing in securities),

Type 2 (dealing in futures contracts), Type 4 (advising on

securities), Type 5 (advising on futures contracts) and Type 6

(advising on corporate finance) regulated activities as defined

under the SFO

Octal Capital Limited a licensed corporation licensed to conduct type 1 (dealing in

securities) and type 6 (advising on corporate finance)

regulated activities under the SFO

Deloitte Touche Tohmatsu certified public accountants

Jones Lang LaSalle a Hong Kong qualified independent valuer

WB Group Consulting

(Shenzhen) Limited

traffic consultants

The above mentioned experts are third parties independent of the Company and its connected

persons and are collectively referred to as the ‘‘Experts’’ hereinafter.

As at the Latest Practicable Date, to the best knowledge of the Company, none of the Experts has

any shareholding in any member of the Group nor has any right, whether legally enforceable or not, to

subscribe for or to nominate persons to subscribe for securities in any member of the Group.

Each of the Experts has given and has not withdrawn its written consent to the issue of this circular

with the inclusion of its letter(s) or report(s) in the form and context in which they are included.

The letter and recommendation from Octal Capital Limited are set out on pages 24 to 48 of this

circular and are given as at the date of this circular for incorporation herein.

The report from Jones Lang LaSalle is set out in Appendix I of this circular and is given as at the

date of this circular for incorporation herein.

The report from WB Group Consulting (Shenzhen) Limited is set out in Appendix II of this circular

and is given as at the date of this circular for incorporation herein.

The letter from Deloitte is set out in Appendix III of this circular and is given as at the date of this

circular for incorporation herein.
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The letter from the Financial Adviser is set out in Appendix IV of this circular and is given as at the

date of this circular for incorporation herein.

None of the Experts has, or has had, direct or indirect interest in any assets which have been

acquired or disposed of by, or leased to, any member of the Group or are proposed to be acquired or

disposed of by, or leased to, any member of the Group since December 31, 2017, the date to which the

latest published audited accounts of the Group was made up.

7. MATERIAL ADVERSE CHANGES

As at the Latest Practicable Date, the Directors were not aware of any material adverse change in

the financial position or trading position of the Group since December 31, 2017, being the date to which

the latest published audited financial statements of the Group were made up.

8. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents are available for inspection during normal business hours at the

office of Ashurst Hong Kong at 11/F, Jardine House, 1 Connaught Place, Central, Hong Kong for a

period of 14 days from the date of this circular:

(a) the memorandum and articles of association of the Company;

(b) the audited consolidated accounts of the Group for each of the two financial years ended

December 31, 2017;

(c) the Equity Purchase Agreement;

(d) the letter from the Independent Board Committee, as set out on page 23 of this circular;

(e) the letter from the Independent Financial Adviser, as set out on pages 24 to 48 of this circular;

(f) the Valuation Report, the text of which are set out in Appendix I to this circular;

(g) the Traffic Study Report, the text of which are set out in Appendix II to this circular;

(h) the letter from Deloitte on discounted future estimated cash flows in connection with the

valuation of the entire equity interest in the Target which is set out in Appendix III to this

circular;

(i) the letter from the Financial Adviser confirming that they are satisfied that the forecast has

been made by the Directors after due and careful enquiry is set out in Appendix IV of this

circular;

(j) the written consent of the Experts referred to in the paragraph headed ‘‘Expert and Consent’’

in this Appendix V; and

(k) this circular.
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(A joint stock limited company incorporated in the People’s Republic of China with limited liability)
(Stock code: 0576)

NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that the extraordinary general meeting (the ‘‘EGM’’) of Zhejiang

Expressway Co., Ltd. (the ‘‘Company’’) will be held at 10:00 a.m. on Monday, March 4, 2019 at 5/F, No.

2 Mingzhu International Business Center, 199 Wuxing Road, Hangzhou City, Zhejiang Province, the

People’s Republic of China (the ‘‘PRC’’), for the purpose of considering and, if thought fit, passing with

or without modification or amendment the following resolution:

AS ORDINARY RESOLUTIONS

1. To consider and approve the following resolutions as ordinary resolutions:

(i) the agreement dated December 13, 2018 (the ‘‘Equity Purchase Agreement’’) entered
into between the Company and Zhejiang Communications Investment Group Co., Ltd.

(the ‘‘Communications Group’’) (a copy of which is produced to the EGM marked ‘‘A’’

and initialed by the chairman of the EGM for the purpose of identification), and the

terms and conditions thereof and the transactions contemplated thereunder and the

implementation thereof be and are hereby approved and confirmed; and

(ii) the authorization to any one of the directors of the Company (the ‘‘Directors’’), or any
other person authorized by the board of the Directors (the ‘‘Board’’) from time to time,

for and on behalf of the Company, among other matters, to sign, seal, execute, perfect,

perform and deliver all such agreements, instruments, documents and deeds, and to do

all such acts, matters and things and take all such steps as he or she or they may in his or

her or their absolute discretion consider to be necessary, expedient, desirable or

appropriate to give effect to and implement the Equity Purchase Agreement and the

transactions contemplated thereunder and all matters incidental to, ancillary to or in

connection thereto, including agreeing and making any modifications, amendments,

waivers, variations or extensions of the Equity Purchase Agreement or the transactions

contemplated thereunder be and are hereby approved, ratified and confirmed.
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AS SPECIAL RESOLUTIONS

2. To consider and approve the following resolutions as special resolutions:

(i) upon approval by the National Association of Financial Market Institutional Investors,

the issue of the mid-term notes by the Company of not more than RMB3,000,000,000

(the ‘‘Mid-term Notes’’), on the conditions set forth below be and is hereby approved:

Issue size: Not more than RMB3,000,000,000

Term: According to the prevailing market circumstances as

normally not more than five years from the date of issue

Manner of issue: One-time registration with the relevant authorities. The

Mid-term Notes will be issued in one tranche or tranches

Interest rate: Prevailing market rate of mid-term notes of similar

maturity

Use of Proceeds: Equity acquisition, project investment and repayment of

borrowings of the Group and replenish working capital of

the Group

(ii) the general manager of the Company be and hereby authorised from the date when this

special resolution is approved by the Shareholders, to determine in her absolute

discretion and deal with matters in relation to the Mid-term Notes Issue, including but

not limited to the following:

(a) to determine, to the extent permitted by laws and regulations and according to the

Company’s specific circumstances and the prevailing market conditions, the

specific terms and arrangements of the Mid-term Note Issue and make any changes

and adjustments to such types and terms of the Mid-term Notes Issue, including but

not limited to, the types of issue, time of issue, manner of issue, size of issue, issue

price, term of maturity, interest rates, tranches and any other matters in relation to

the Mid-term Notes Issue;

(b) to appoint the relevant intermediaries in connection with the Mid-term Notes Issue

and to deal with filing and submission matters;

(c) to enter into agreements, contracts and other legal documents relating to the Mid-

term Notes Issue, and to disclose relevant information in accordance with the

applicable laws and regulations; and
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(d) to deal with any other the matters in relation to the Mid-term Notes Issue.

Yours faithfully

On behalf of the Board

Zhejiang Expressway Co., Ltd.
YU Zhihong
Chairman

Hangzhou, the PRC

January 15, 2019

Notes:

1. Registration procedures for attending the EGM

(a) Holders of H shares of the Company (‘‘H Shares’’) and domestic shares of the Company (‘‘Domestic Shares’’)
intending to attend the EGM should return the reply slip for attending the EGM to the Company by post or by
facsimile (address and facsimile numbers are shown in paragraph 5(b) below) such that the same shall be received by
the Company on or before February 11, 2019.

(b) A shareholder or his/her/its proxy should produce proof of identity when attending the EGM. If a corporate
shareholder appoints its legal representative to attend the meeting, such legal representative shall produce proof of
identity and a copy of the resolution of the board of directors or other governing body of such shareholder appointing
such legal representative to attend the meeting.

2. Proxy

(a) A shareholder eligible to attend and vote at the EGM is entitled to appoint, in written form, one or more proxies to
attend and vote at the EGM on behalf of him/her/it. A proxy need not be a shareholder of the Company.

(b) A proxy shall be appointed by a written instrument signed by the appointor or an attorney authorized by him/her/it for
such purpose. If the appointor is a corporation, the same shall be affixed with the seal of such corporation, or signed
by its director(s) or duly authorized representative(s). If the instrument appointing a proxy is signed by a person
authorized by the appointor, the power of attorney or other authorization document(s) shall be notarized.

(c) To be valid, the power of attorney or other authorization document(s) (which have been notarized) together with the
completed form of proxy must be delivered, in the case of holders of Domestic Shares, to the Company at the address
shown in paragraph 5(b) below and, in the case of holders of H Shares, to Hong Kong Registrars Limited at 17M
Floor, Hopewell Center, 183 Queen’s Road East, Wanchai, Hong Kong by no later than 10 a.m. on March 1, 2019).

(d) Any vote of the shareholders of the Company present in person or by proxy at the EGM must be taken by poll.

3. Book closing period

For the purpose of the EGM, the register of members holding H Shares will be closed from February 2, 2019 to March 4,
2019 (both days inclusive).

4. Last Day of Transfer and Record Date

Holders of H Shares who intend to attend the EGM must deliver all transfer instruments and the relevant shares certificates
to Hong Kong Registrars Limited at Rooms 1712–1716, 17/F, Hopewell Center, 183 Queen’s Road East, Hong Kong, at or
before 4:30 p.m. on February 1, 2019.

For the purpose of the EGM, the record date will be February 12, 2019.
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5. Miscellaneous

(a) The EGM will not last for more than one day. Shareholders who attend shall bear their own traveling and
accommodation expenses.

(b) The principal place of business of the Company in the PRC is:

5/F, No. 2 Mingzhu International Business Center
199 Wuxing Road
Hangzhou City, Zhejiang Province
People’s Republic of China
310020
Telephone No.: (+86)-571–8798 7700
Facsimile No.: (+86)-571–8795 0329

As at the date of this announcement, the chairman of the Company is Mr. YU Zhihong; the executive

Directors of the Company are: Mr. CHENG Tao and Ms. LUO Jianhu; the other non-executive Directors

of the Company are: Mr. DAI Benmeng, Mr. YU Qunli and Mr. YU Ji; and the independent non-executive

Directors of the Company are: Mr. PEI Ker-Wei, Ms. LEE Wai Tsang, Rosa and Mr. CHEN Bin.
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