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Hong Kong Stock Exchanges and Clearing Limited and The Stock Exchange of Hong 
Kong Limited take no responsibility for the contents of this announcement, make no 
representation as to its accuracy or completeness and expressly disclaim any liability 
whatsoever for any loss howsoever arising from or in reliance upon the whole or any 
part of the contents of this announcement.

(A joint stock limited company incorporated in the People’s Republic of China with limited liability)
(Stock code: 0576)

POSSIBLE MAJOR TRANSACTION AND  
CONNECTED TRANSACTIONS

IN RELATION TO THE CAPITAL INCREASE AND DEEMED 
DISPOSAL OF THE EQUITY INTEREST IN SHANGSAN CO

THE CAPITAL INCREASE

Shangsan Co, a direct non wholly-owned subsidiary of the Company and interested in 
approximately 54.79% of the issued share capital of Zheshang Securities, recently 
considered to raise additional equity capital in the aggregate amount of up to 
RMB13.17 billion to cater for future business development needs and satisfy the 
mandatory regulatory requirements. Under the articles of association of Shangsan Co 
and the applicable PRC laws, its existing shareholders shall have the pre-emptive right 
in the event of a capital increase. As at the date of this announcement, Shangsan Co is 
owned as to approximately 73.63% by the Company, 18.38% by China Merchants, 
5.00% by Tiantai State Capital and 3.00% by Shangyu Transportation. The Company 
thus was invited to contribute approximately RMB9.70 billion to subscribe for 
approximately RMB1.76 billion new registered capital of Shangsan Co, which was 
determined on a pro rata basis with reference to its proportionate interest in Shangsan 
Co and the proposed scale of the Capital Increase. Nevertheless, having considered (a) 
the business plan to continue to focus on and further allocate resources to the 
transportation infrastructure industry, including acquiring more expressways and 
participating in expressways reconstruction and expansion projects in Zhejiang 
Province in the future; and (b) the need to maintain sufficient capital to meet the debt 
ratio usually required in investment in expressway projects, the Company proposed 
not to participate in the Capital Increase, intended to waive the pre-emptive right and 
introduce other strategic investor(s) in respect of the Capital Increase of Shangsan Co. 
Meanwhile, China Merchants, Tiantai State Capital and Shangyu Transportation would 
consider whether to participate in the Capital Increase proportionate to their respective 
shareholdings in Shangsan Co.
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Listing Rules Implications

As at the date of this announcement, China Merchants holds approximately 18.38% of 
the equity interest of Shangsan Co and thus is a connected person of the Company at 
the subsidiary level by virtue of being a substantial shareholder of Shangsan Co. As a 
result, China Merchants’ participation in the Capital Increase constitutes a connected 
transaction of the Company under Chapter 14A of the Listing Rules. By virtue of Rule 
14A.101 of the Listing Rules, since (1) China Merchants is a connected person at the 
subsidiary level, (2) the Board has approved the participation of China Merchants in 
the proposed Capital Increase; and (3) the independent non-executive Directors have 
confirmed that the terms of the proposed Capital Increase, including the participation 
of China Merchants, are fair and reasonable and is on normal commercial terms or 
better and in the interests of the Company and the Shareholders as a whole, the 
participation of China Merchants in the proposed Capital Increase is subject to the 
reporting and announcement requirements, and is exempt from the circular, 
independent financial advice and independent shareholders’ approval requirements 
under Chapter 14A of the Listing Rules.

DEEMED DISPOSAL

Subsequently, Shangsan Co considered to issue the untaken amount in the Capital 
Increase to a third party and invited Communications Group, as a strategic investor, to 
participate in the Capital Increase.

In light of the above arrangement, Shangsan Co, the Company, the Existing 
Shareholders and Communications Group proposed to enter into the proposed Capital 
Increase Agreement upon the approval of the Shareholders to increase the registered 
capital of Shangsan Co from approximately RMB5.38 billion to RMB7.77 billion, 
pursuant to which Communications Group and the Existing Shareholders will 
contribute in the aggregate amount of up to RMB13.17 billion, by way of cash, into 
the equity capital of Shangsan Co for the corresponding increase in the registered 
capital of Shangsan Co. The Company waived the pre-emptive right in respect of the 
Capital Increase and will not make any additional contribution to Shangsan Co under 
the proposed Capital Increase Agreement.

Upon Completion, assuming Communications Group and the Existing Shareholders 
subscribe for their respective entitled portion in full, Shangsan Co will be owned as to 
approximately 51.00% by the Company, 22.63% by Communications Group, 18.38% 
by China Merchants, 5.00% by Tiantai State Capital and 3.00% by Shangyu 
Transportation. Following Completion, Shangsan Co will remain a subsidiary of the 
Company and the financial results of Shangsan Co will continue to be consolidated 
into the consolidated financial statements of the Group.
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Listing Rules Implications

As a result of the Capital Increase, the Company’s equity interest in Shangsan Co will 
decrease from approximately 73.63% to 51.00%, which constitutes a deemed disposal 
of the equity interest in Shangsan Co under Chapter 14 of the Listing Rules.

In addition, as at the date of this announcement, 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. As a result, the Communications Group Capital Increase contemplated 
under the proposed Capital Increase Agreement constitutes a connected transaction of 
the Company under Chapter 14A of the Listing Rules.

As one or more of the applicable percentage ratios for the transactions contemplated 
under the proposed Capital Increase Agreement are over 25% but less than 75%, the 
Communications Group Capital Increase constitutes a major and connected transaction 
of the Company under Chapter 14 and Chapter 14A of the Listing Rules, and is subject 
to the reporting, announcement, circular and independent Shareholders’ approval 
requirements under Chapter 14 and Chapter 14A of the Listing Rules.

GENERAL

An EGM will be convened for the independent Shareholders’ to consider and, if 
thought f i t ,  approve the major and connected transaction in relation to the 
Communications Group Capital Increase under the proposed Capital Increase 
Agreement. In view of the interest of Communications Group, Communications Group 
and its associates will abstain from voting at the EGM to be convened by the Company 
to consider and approve the resolution in relation to the Communications Group 
Capital Increase and the proposed Capital Increase Agreement.

An Independent Board Committee has been formed to consider the Capital Increase 
and Octal Capital 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 proposed Capital Increase Agreement are fair and reasonable 
and whether the proposed Capital Increase Agreement is in the interests of the 
Company and the Shareholders as a whole.

A circular containing, among other things (i) details of Communications Group 
Capital Increase, the proposed Capital Increase Agreement and the relevant 
transactions contemplated thereunder; (ii) a letter from the Independent Board 
Committee and a letter from the independent financial adviser to advise the 
Independent Board Committee and the independent Shareholders on the terms of the 
proposed Capital Increase Agreement; and (iii) a notice of the EGM, is expected to be 
despatched to the Shareholders on or before July 8, 2022.
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Communications Group, the Company, Shangsan Co and the Existing Shareholders 
will not enter into the proposed Capital Increase Agreement before obtaining the 
approval from the independent Shareholders in respect of the proposed Capital 
Increase Agreement at the EGM. A separate announcement will be made by the 
Company in accordance with the Listing Rules when the proposed Capital Increase 
Agreement is executed upon approval of the independent Shareholders.

INTRODUCTION

Shangsan Co, a direct non wholly-owned subsidiary of the Company and interested in 
approximately 54.79% of the issued share capital of Zheshang Securities, recently 
considered to raise additional equity capital in the aggregate of amount up to RMB13.17 
billion to cater for the future business development needs and satisfy the mandatory 
regulatory requirements. Under the articles of association of Shangsan Co and the 
applicable PRC laws, its existing shareholders shall have the pre-emptive right in the 
event of a capital increase. As at the date of this announcement, Shangsan Co is owned 
as to approximately 73.63% by the Company, 18.38% by China Merchants, 5.00% by 
Tiantai State Capital and 3.00% by Shangyu Transportation. The Company thus was 
invited to contribute approximately RMB9.70 billion to subscribe for approximately 
RMB1.76 billion new registered capital of Shangsan Co, which was determined on a pro 
rata basis with reference to its proportionate interest in Shangsan Co and the proposed 
scale of the Capital Increase. Nevertheless, having considered (a) the business plan to 
continue to focus on and further allocate resources to the transportation infrastructure 
industry, including acquiring more expressways and participating in expressways 
reconstruction and expansion projects in Zhejiang Province in the future; and (b) the 
need to maintain sufficient capital to meet the debt ratio usually required in investment 
in expressway projects, the Company proposed not to participate in the Capital Increase, 
intended to waive the pre-emptive right and introduce other strategic investor(s) in 
respect of the Capital Increase of Shangsan Co. Meanwhile, China Merchants, Tiantai 
State Capital and Shangyu Transportation would consider whether to participate in the 
Capital Increase proportionate to their respective shareholdings in Shangsan Co.

Subsequently, Shangsan Co considered to issue the untaken amount in the Capital 
Increase to a third party and invited Communications Group, as a strategic investor, to 
participate in the Capital Increase.

In light of the above arrangement, Shangsan Co, the Company, the Existing Shareholders 
and Communications Group proposed to enter into the proposed Capital Increase 
Agreement upon the approval of the Shareholders to increase the registered capital of 
Shangsan Co from approximately RMB5.38 billion to RMB7.77 billion.
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Principal terms of the proposed Capital Increase Agreement are summarized as follows:

THE PROPOSED CAPITAL INCREASE AGREEMENT

Parties:

(i) Shangsan Co, a direct non wholly-owned subsidiary of the Company

(ii) the Company

(iii) the Existing Shareholders

(iv) Communications Group

To the best of the Directors’ knowledge, information and belief having made all 
reasonable enquiries, both Shangyu Transportation and Tiantai State Capital and their 
ultimate beneficial owners are third parties independent of the Company and its 
connected persons.

Pursuant to the proposed Capital Increase Agreement, the registered capital of Shangsan 
Co will be increased from approximately RMB5.38 billion to RMB7.77 billion, of which 
Communications Group and the Existing Shareholders will contribute in the aggregate 
amount of up to RMB13.17 billion for the Capital Increase. Communications Group 
shall subscribe for the new registered capital of approximately RMB1.76 billion, being 
the amount of new registered capital which the Company was originally entitled to 
subscribe and China Merchants, Tiantai State Capital and Shangyu Transportation shall 
subscribe for up to RMB0.44 billion, RMB0.12 billion and RMB0.07 billion new 
registered capital of Shangsan Co, respectively. In case there is any unsubscribed amount 
of new registered capital by the Existing Shareholders (if any), Communications Group 
will subscribe for such unsubscribed amount of new registered capital. The Company 
waived the pre-emptive right in respect of the Capital Increase and will not make any 
additional contribution to Shangsan Co under the proposed Capital Increase Agreement.

The Existing Shareholders shall obtain the approval from the board of directors of the 
holding company or the relevant state-owned assets supervision and administration 
authority (as applicable) to participate in the Capital Increase, ascertain the amount of 
new registered capital to be subscribed and notify Shangsan Co in a specific manner 
together with the provision of the relevant resolutions documentations on or before July 
31, 2022, failing which the relevant Existing Shareholder shall be regarded as not 
fulfi l l ing the pre-condition for the proposed Capital Increase Agreement and 
Communications Group shall be entitled to subscribe for such amount of new registered 
capital.
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Basis of determination of the Capital Increase

The aggregate amount of Capital Increase to be made by Communications Group and the 
Existing Shareholders of up to RMB13.17 billion was determined after arm’s length 
negotiations amongst the parties with reference to (i) the additional capital required to be 
raised to satisfy the regulatory requirements on the net assets of Shangsan Co set out in 
the paragraph headed “Reasons for and benefits of entering into the proposed Capital 
Increase Agreement” below; (ii) the Shangsan Valuation Report prepared by Jones Lang 
LaSalle and the Shangsan PRC Valuation Report prepared by Tianyuan Asset Valuation 
Co., Ltd* (天源資產評估有限公司) according to the requirements of Zhejiang SASAC 
and relevant PRC laws and regulations; (iii) due to the adoption of toll-free policy for all 
vehicles during the containment of COVID-19 in 2020, it is expected that there will be 
an additional business operation period to be added on top of the original permitted 
business operation period of Shangsan Co even though the exact length of the period is 
not certain and it was agreed between the parties that an additional appraised value is 
suggested to be added based on the additional business operation period of 79 days; 
(iv) the dividend to be paid out by Shangsan Co to the Company and the Existing 
Shareholders; and (v) the future capital needs of Shangsan Co.

The aggregate amount of the Capital Increase is considered to be on normal commercial 
terms or better taking into account the above factors and with reference to the Shangsan 
Valuation Report preprared by Jones Lang LaSalle, pursuant to which the appraised 
value of the entire equity interest of Shangsan Co as at April 30, 2022 was approximately 
RMB26.88 billion (after deducting the dividend payable).

Effective date and conditions precedent

Upon signing and affixing of the company chop thereon by the parties, the proposed 
Capital Increase Agreement will become effective upon:

(i) the passing of shareholders resolution(s) in respect of the Capital Increase by 
Shangsan Co’s shareholders;

(ii) the Board having approved the resolution(s) in respect of the Capital Increase; and

(iii) the Company having obtained the approval from the independent Shareholders in 
the general meeting in respect of the transactions contemplated under the proposed 
Capital Increase Agreement.

Completion of the proposed Capital Increase Agreement is conditional upon Shangsan 
Co having completed the filing in respect of the changes in shareholding structure, 
directors, supervisors, senior management (if applicable), articles of association, etc. and 
obtained the notification for approval for changes and the new business license within 
the specified period after the effective day of the proposed Capital Increase Agreement.
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Payments of the Capital Increase

Subject to the proposed Capital Increase Agreement becoming effective, the payments of 
Capital Increase by Communications Group and the Existing Shareholders are expected 
to be made simultaneously on or before December 31, 2024, by way of bank remittance.

Nomination of directors and supervisors

Pursuant to the proposed Capital Increase Agreement, Shangsan Co’s board of directors 
shall consist of nine directors, four shall be appointed by the Company, two shall be 
appointed by Communications Group, two shall be appointed by China Merchants and 
one shall be appointed by Tiantai State Capital. The chairman of the board of directors 
shall be elected by the board of directors of Shangsan Co.

Shangsan Co’s board of supervisors shall consist of five supervisors, of which three shall 
be representatives of the shareholders and two shall be representatives of the employees. 

Principal assumptions for the income approach adopted for the Shangsan Valuation 
Report

The appraised value of the entire equity interest of Shangsan Co under the Shangsan 
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.

Details of the key assumptions used in determining the value of the entire equity interest 
in Shangsan Co upon which the Shangsan Valuation Report was issued are set out below:

Major assumptions

• the continuation of prudent and effective management policies over whatever 
period of time that is considered to be necessary in order to maintain the character 
and integrity of the assets valued;

• there will be no material change in the existing political, legal, technological, fiscal 
or economic conditions, which might adversely affect the business of Shangsan Co;

• the operational and contractual terms stipulated in the relevant contracts and 
agreements will be honored;

• in respect of the copies of the operating licenses and incorporation documents 
provided, such information are assumed to be reliable and legitimate. Jones Lang 
LaSalle has relied to a considerable extent on such information provided in arriving 
at the opinion of value;

• natural weather can have an impact on toll roads, including flooding and other 
types of inclement weather. It was assumed that no extended closure will occur;



8

• Jones Lang LaSalle has assumed shareholder loan when necessary in the valuation;

• Jones Lang LaSalle has assumed the accuracy of the financial and operational 
information such as management accounts ,  contractual agreements and 
manufacturing capabilities, provided to Jones Lang LaSalle by Shangsan Co and 
the Company relied to a considerable extent on such information in arriving at the 
opinion of value; and

• it is assumed that there are no hidden or unexpected conditions associated with the 
assets valued that might adversely affect the reported value. Further, Jones Lang 
LaSalle assumes no responsibility for changes in market conditions after April 30, 
2022.

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 Directors confirm that the valuation of 
the entire equity interest of Shangsan Co in the Shangsan Valuation Report, which 
constitutes a profit forecast under Rule 14.61 of the Listing Rules, has been made 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 Board in compliance with Rule 14.62(3) of the Listing Rules are included in the 
Appendices to this announcement.

As at the date of this announcement, Deloitte does not have any shareholding, directly or 
indirectly, in any member of the Group or any right (whether legally enforceable or not) 
to subscribe for or to nominate person to subscribe for securities in any member of the 
Group. To the best of the Directors’ knowledge, information and belief, Deloitte is an 
Independent Third Party.

Deloitte has given and has not withdrawn its written consent to the publication of this 
announcement with inclusion of its report and all references to its name in the form and 
context in which it is included.
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INFORMATION OF SHANGSAN CO

Shangsan Co is a company with limited liability established in the PRC. As at the date of 
this announcement, it is a subsidiary of the Company owned as to approximately 73.63% 
and is principally engaged in the operation of Shangsan Expressway and interested in 
approximately 54.79% of the issued share capital of Zheshang Securities.

The table below sets out the audited consolidated financial information of Shangsan Co 
for the two financial years ended December 31, 2020 and 2021 prepared in accordance 
with generally accepted accounting principles in the PRC:

Year ended 
December 31,

2020

Year ended 
December 31,

2021
RMB’000 RMB’000
(Audited) (Audited)

Profit before taxation 2,869,121 3,807,312
Profit after taxation 2,144,023 2,863,748

The audited consolidated net asset value of Shangsan Co as at December 31, 2021 was 
approximately RMB28.91 billion.

FINANCIAL EFFECT OF THE CAPITAL INCREASE

Upon Completion, the registered capital of Shangsan Co will be increased from 
approximately RMB5.38 billion to RMB7.77 billion. Assuming Communications Group 
and the Existing Shareholders subscribe for their respective entitled portion in full, 
Shangsan Co will be owned as to approximately 51.00% by the Company, 22.63% by 
Communications Group, 18.38% by China Merchants, 5.00% by Tiantai State Capital and 
3.00% by Shangyu Transportation. Assuming Communications Group subscribes for all 
the registered capital to be issued by Shangsan Co, Shangsan Co will be owned as to 
approximately 51.00% by the Company, 30.73% by Communications Group, 12.73% by 
China Merchants, 3.46% by Tiantai State Capital and 2.08% by Shangyu Transportation. 
Following Completion, Shangsan Co will remain a subsidiary of the Company and the 
financial results of Shangsan Co will continue to be consolidated into the consolidated 
financial statements of the Group. The Company expects that there will be no gain or loss 
due to the Capital Increase.
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INFORMATION OF THE PARTIES TO THE PROPOSED CAPITAL INCREASE 
AGREEMENT

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, construction, operation, maintenance, toll collection and ancillary 
services of transportation infrastructure projects, as well as logistics services and hotel 
operations.

China Merchants is a joint stock company established under the laws of the PRC with 
limited liability on December 18, 1993, whose shares are listed on the Shenzhen Stock 
Exchange. It is principally engaged in constructing roads, bridges, ports, waterway 
infrastructure and other projects, offering transportation infrastructure construction 
services. It also operates investment management businesses. China Merchants, being a 
substantial shareholder of Shangsan Co, is a connected person of the Company at 
subsidiary level.

Shangyu Transportation is a company established in the PRC with limited liability and 
its business scope includes transportation infrastructure construction, sales of raw and 
ancillary material, construction of expressways and bridges, provision of transportation 
information consultation services and development of lands and properties etc..

Tiantai State Capital is a company established in the PRC with limited liability and its 
business scope includes shareholding interest management, capital operation, 
improvement of state-owned capital allocation structure, land development, provision of 
landscaping services, sales of construction material etc..
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REASONS FOR AND BENEFITS OF ENTERING INTO THE PROPOSED 
CAPITAL INCREASE AGREEMENT

The Directors consider that the Capital Increase will be beneficial to the Company and 
Shangsan Co in various ways. First, by having Communication Group, as a strategic 
investor, participating in the Capital Increase and becoming a shareholder of Shangsan 
Co, Shangsan Co would be able to take adavantge of the resources of Communications 
Group directly. Second, pursuant to the Decision to Amend the Provisions on Issues 
Concerning the Implementation of the Provisions on the Administration of Equities of 
Securities Companies (關於修改《關於實施＜證券公司股權管理規定＞有關問題的規
定》) promulgated by the China Securities Regulatory Commission in 2019 and 
amended in  2021, the controlling shareholder of a securities company in the PRC shall 
have net assets (excluding the securities company) of not less than RMB20 billion in or 
before 2024. As at December 31, 2021, the consolidated net assets of Shangsan Co 
excluding Zheshang Securities amounted to approximately RMB7 billion. Shangsan Co, 
being the controlling shareholder of Zheshang Securities holding approximately 54.79% 
of its issued share capital, would be able to increase its equity capital through the Capital 
Increase so as to fulfill such regulatory requirements in the near future.

On the other hand, the Directors consider that the Capital Increase represents the capital 
market’s recognition of the value and business performance of Shangsan Co and its 
subsidiaries. It is an opportunity for Shangsan Co to realize its value by having the 
subscribers to subscribe for the new registered capital at the appraised value with 
substantial premium over the registered capital. The Company expects that the Capital 
Increase will enrich the net assets and cash flow of Shangsan Co to satisfy the regulatory 
requirements as well as reduce its gearing ratio. Shangsan Co would also have more 
resources for investment in new business, thereby help to accelerate the development of 
Shangsan Co and improve the efficiency of Shangsan Co and the Company.

The proceeds from the Capital Increase of up to RMB13.17 billion will be used for 
future acquisitions, working capital and other general corporate purposes for the business 
development of Shangsan Co and its subsidiaries.

The Directors (excluding the independent non-executive Directors, whose opinion on the 
proposed Capital Increase Agreement and the relevant transactions contemplated 
thereunder by reference to the advice from the independent financial adviser in this 
regard will be set forth in the circular) are of the view that the proposed Capital Increase 
Agreement are entered into (i) on normal commercial terms or better; and (ii) on terms 
that are fair and reasonable and in the interests of the Company and its Shareholders as a 
whole. As to the proposed capital contribution by China Merchants and Communications 
Group Capital Increase under the Capital Increase Agreement, the Directors (including 
the independent non-executive Directors) are of the view that such proposed contribution 
is entered into (i) on normal commercial terms or better; and (ii) on terms that are fair 
and reasonable and in the interests of the Company and its Shareholders as a whole.
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As Mr. Yu Zhihong, Mr. Jin Chaoyang, Mr. Fan Ye and Mr. Huang Jianzhang are 
currently employed by the Communications Group, they have abstained from voting at 
the board meeting at which the proposed Capital Increase Agreements was considered 
and approved. Save for Mr. Yu Zhihong, Mr. Jin Chaoyang, Mr. Fan Ye and Mr. Huang 
Jianzhang, none of the Directors has any material interest in the proposed Capital 
Increase Agreements or is required to abstain from voting on the relevant Board 
resolutions to approve the same.

LISTING RULES IMPLICATIONS

As at the date of this announcement, China Merchants holds approximately 18.38% of 
the equity interest of Shangsan Co and thus is a connected person of the Company at the 
subsidiary level by virtue of being a substantial shareholder of Shangsan Co. As a result, 
China Merchants’ participation in the Capital Increase constitutes a connected 
transaction of the Company under Chapter 14A of the Listing Rules. By virtue of Rule 
14A.101 of the Listing Rules, since (1) China Merchants is a connected person at the 
subsidiary level, (2) the Board has approved the participation of China Merchants in the 
proposed Capital Increase; and (3) the independent non-executive Directors have 
confirmed that the terms of the proposed Capital Increase, including the participation of 
China Merchants, are fair and reasonable and is on normal commercial terms or better 
and in the interests of the Company and the Shareholders as a whole, the participation of 
China Merchants in the proposed Capital Increase is subject to the reporting and 
announcement requirements, and is exempt from the circular, independent financial 
advice and independent shareholders’ approval requirements under Chapter 14A of the 
Listing Rules.

As a result of the Capital Increase, the Company’s equity interest in Shangsan Co will 
decrease from approximately 73.63% to 51.00%, which constitutes a deemed disposal of 
the equity interest in Shangsan Co under Chapter 14 of the Listing Rules.

In addition, as at the date of this announcement, 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.

As one or more of the applicable percentage ratios for the transactions contemplated 
under the proposed Capital Increase Agreement are over 25% but less than 75%, the 
Communications Group Capital Increase constitutes a major and connected transaction 
of the Company under Chapter 14 and Chapter 14A of the Listing Rules, and is subject 
to the reporting, announcement, circular and independent Shareholders’ approval 
requirements under Chapter 14 and Chapter 14A of the Listing Rules.
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GENERAL

An EGM will be convened for the independent Shareholders’ to consider and, if thought 
fit, approve the Communications Group Capital Increase. In view of the interest of 
C o m m u n i c a t i o n s  G r o u p  i n  t h e  C o m m u n i c a t i o n s  G r o u p  C a p i t a l  I n c r e a s e , 
Communications Group and its associates will abstain from voting at the EGM to be 
convened by the Company to consider and approve the resolution in relation to the 
Communications Group Capital Increase and the proposed Capital Increase Agreement.

An 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 proposed Capital Increase Agreement and Octal Capital 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 proposed Capital Increase Agreement are fair and reasonable and whether the 
proposed Capital Increase Agreement is in the interests of the Company and the 
Shareholders as a whole.

A circular containing, among other things (i) details of the Communications Group 
Capital Increase, the proposed Capital Increase Agreement and the relevant transactions 
contemplated thereunder; (ii) a letter from the Independent Board Committee and a letter 
from the independent financial adviser to advise the Independent Board Committee and 
the independent Shareholders on the terms of the proposed Capital Increase Agreement; 
and (iii) a notice of the EGM, is expected to be despatched to the Shareholders on or 
before July 8, 2022.

Communications Group, the Company, Shangsan Co and the Existing Shareholders will 
not enter into the proposed Capital Increase Agreement before obtaining the approval 
from the independent Shareholders in respect of the proposed Capital Increase 
Agreement at the EGM. A separate announcement will be made by the Company in 
accordance with the Listing Rules when the proposed Capital Increase Agreement is 
executed upon approval of the independent Shareholders.
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DEFINITIONS

In this announcement, unless the context specifies otherwise, the following defined 
expressions have the following meanings:

“Board” the board of Directors of the Company

“Capital Increase” the proposed capital increase by Communications 
Group and the  Ex i s t ing Shareho lde r s  in  the 
aggregate amount of up to RMB13.17 billion, by 
way of cash, into the equity capital of Shangsan Co 
pursuant to the proposed Capital Increase Agreement

“Capital Increase Agreement” the agreement proposed to be entered into between 
Shangsan Co, the Company, Communications Group 
and the Existing Shareholders in relation to the Capital 
Increase

“China Merchants” C h i n a  M e r c h a n t s  E x p r e s s w a y  N e t w o r k  & 
Technology Holdings Co., Ltd.*(招商局公路網路科
技控股股份有限公司), a company established in the 
PRC and a shareholder of Shangsan Co as at the date 
of this announcement

“Communications Group” Zhejiang Communications Investment Group Co., 
Ltd.*(浙江省交通投資集團有限公司), a wholly state 
owned enterprise established in the PRC, and the 
controlling shareholder of the Company

“Communications Group Capital 
Increase”

the proposed capital increase by Communications 
Group pursuant to the proposed Capital Increase 
Agreement

“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 with limited liability

“Completion” the completion of the Capital Increase in accordance 
with the proposed Capital Increase 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

“COVID-19” a viral respiratory disease caused by the severe acute 
respiratory syndrome coronavirus 2
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“Deloitte” D e l o i t t e  T o u c h e  T o h m a s t s u ,  t h e  r e p o r t i n g 
accountants of the Company

“Director(s)” the director(s) of the Company

“EGM” the extraordinary general meeting to be held by the 
Company to consider and approve, among other 
things, the proposed Capital Increase Agreement and 
the transactions contemplated thereunder

“Existing Shareholders” Shangyu Transportation, China Merchants and 
Tiantai State Capital, being the existing shareholders 
of Shangsan Co other than the Company as at the 
date of this announcement

“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 Stock Exchange and traded in 
Hong Kong dollars since May 15, 1997

“Hong Kong” the Hong Kong Special Administrative Region of 
the PRC

“Independent Board Committee” the 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, to consider whether the terms of the 
proposed Capital Increase Agreement are on normal 
commercial terms, fair and reasonable and in the 
interest of the Company and Shareholders as a whole 
and to offer advice to independent Shareholders in 
this regard

“Jones Lang LaSalle” Jones Lang LaSal le Corporate Appraisa l  and 
Advisory Limited 

“Listing Rules” the Rules Governing the Listing of Securities on the 
Stock Exchange, as amended, supplemented or 
otherwise modified from time to time
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“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 regarding the proposed Capi ta l 
I n c r e a s e  A g r e e m e n t  a n d  t h e  t r a n s a c t i o n s 
contemplated thereunder

“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 announcement only, excludes Hong 
Kong, the Macau Special Administrative Region of 
the PRC and Taiwan

“RMB” Renminbi, the lawful currency of the PRC

“Shangsan Co” Zhejiang Shangsan Expressway Co., Ltd.*(浙江上三
高速公路有限公司), a company established in the 
PRC and a subsidiary of the Company

“Shangsan PRC Valuation  
Report”

the valuation report dated June 6, 2022 prepared by 
Tianyuan Asset Valuation Co., Ltd.*(天源資產評估
有限公司) and commissioned by Shangsan Co in 
relation to the entire equity interest of Shangsan Co

“Shangsan Valuation Report” the valuation report dated June 13, 2022 prepared by 
Jones Lang LaSalle in relation to the entire equity 
interest of Shangsan Co

“Shangyu Transportation” Shaoxing City Shangyu District Transportation 
Group Investment Co., Ltd.*(紹興市上虞區交通投
資有限公司), a company established in the PRC and 
a shareholder of Shangsan Co as at the date of this 
announcement

“Shareholder(s)” holder(s) of the share(s) of the Company

“Stock Exchange” The Stock Exchange of Hong Kong Limited

“subsidiary(ies)” has the meaning ascribed to it under the Listing 
Rules
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“Tiantai State Capital” Tiantai State Capital Operation Co., Ltd.*(天臺縣國
有資本經營有限公司 ) ,  a  w h o l l y  s t a t e  o w n e d 
enterprise established in the PRC and a shareholder 
of Shangsan Co as at the date of this announcement

“Zhejiang SASAC” State-owned Assets Supervision and Administration 
Commiss ion o f  the  Peop le ’ s  Government  o f 
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)

“Zheshang Securities” Zheshang Securities Co., Ltd.*(浙商證券股份有限
公司 ) ,  a  company es t ab l i shed in  the  PRC,  a 
securities company in the PRC and is a 54.79% 
owned subsidiary of Shangsan Co as at the date of 
this announcement

“%” per cent

* For identifications only.

On behalf of the Board
Zhejiang Expressway Co., Ltd.

YU Zhihong
Chairman

Hangzhou, the PRC, June 15, 2022

As at the date of this announcement, the Chairman of the Company is Mr. YU Zhihong; 
the executive Directors of the Company are: Mr. CHEN Ninghui and Mr. YUAN Yingjie; 
the other non-executive Directors of the Company are: Mr. JIN Chaoyang, Mr. FAN Ye 
and Mr. HUANG Jianzhang; 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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In compliance with Rule 14.60A of the Listing Rules, the text of the letter from Deloitte 
to the Directors confirming it has examined the calculations of the discounted future 
estimated cash flows for the Shangsan Valuation Report, and the letter from the Board 
confirming that the Shangsan Valuation Report has been made after due and careful 
enquiry, both dated June 15, 2022, for the purpose of, among others, inclusion in this 
announcement are reproduced below:

APPENDIX I – LETTER FROM DELOITTE

INDEPENDENT ASSURANCE REPORT ON THE CALCULATIONS OF 
DISCOUNTED FUTURE ESTIMATED CASH FLOWS IN CONNECTION WITH 
THE VALUATION OF THE ENTIRE EQUITY INTEREST IN ZHEJIANG 
SHANGSAN EXPRESSWAY CO., LTD. (“SHANGSAN CO”)

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 13 June 2022 of the entire equity interest in Shangsan Co as at 30 April 
2022 (the “Valuation”) is based. Shangsan Co is a company incorporated in the People’s 
Republic of China which is principally engaged in the operation and management of toll 
collection rights of the Shangsan Expressways. 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 15 June 2022 to be 
issued by the Company in connection with the possible major transaction and connected 
transactions in relation to the capital increase and deemed disposal of the equity interest 
in Shangsan Co (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 the “Principal assumptions for the income approach adopted 
for the Shangsan 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.
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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.

Reporting Accountants’ Responsibility

Our responsibility is to express an opinion on whether the calculations of the discounted 
future estimated cash flows have been properly compiled, in all material respects, in 
accordance with the Assumptions 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 Shangsan Co.

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.
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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

15 June 2022
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APPENDIX II – LETTER FROM THE BOARD

Hong Kong Exchanges and Clearing Limited
12/F, Two Exchange Square,
8 Connaught Place, Central,
Hong Kong

June 15, 2022

Dear Sirs,

POSSIBLE MAJOR TRANSACTION AND CONNECTED TRANSACTIONS – 
CAPITAL INCREASE AND DEEMED DISPOSAL OF THE EQUITY INTEREST 
IN ZHEJIANG SHANGSAN EXPRESSWAY CO., LTD. (“SHANGSAN CO”)

We refer to the announcement of Zhejiang Expressway Co., Ltd. (the “Company”) dated 
June 15, 2022 (the “Announcement”) in relation to the caption matter and the valuation 
report dated June 13, 2022 (the “Shangsan Valuation Report”) prepared by Jones Lang 
LaSalle Corporate Appraisal and Advisory Limited (“Jones Lang LaSalle”) in relation 
to the valuation of the entire equity interest of Shangsan Co.

We understand that Jones Lang LaSalle prepared the Shangsan Valuation Report based 
on the discounted cash flow method, and constitutes 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”). 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 and discussed the bases and assumptions upon which the valuation of 
the entire equity interest of Shangsan Co has been made with Jones Lang LaSalle, and 
reviewed the valuation for which Jones Lang LaSalle is responsible.

We have also considered the report from Deloitte Touche Tohmatsu dated June 15, 2022 
regarding 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 set out in the Shangsan Valuation Report. We have noted that the 
discounted future estimated cash flows do not involve the adoption of accounting policy.

On the basis of the foregoing, we are satisfied that the forecast included in the Shangsan 
Valuation Report and the valuation therein prepared by Jones Lang LaSalle has been 
made after due and careful enquiry.
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This letter is for the sole purpose of Rule 14.62(3) of the 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 this letter.

Yours faithfully
On behalf of the Board

Zhejiang Expressway Co., Ltd.
Yuan Yingjie

Executive Director


