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8 December 2021
To the Independent Board Committee and the Independent Shareholders

Dear Sirs,

CONTINUING CONNECTED TRANSACTION IN RELATION TO
THE NEW ENGINEERING CONSTRUCTION SERVICE
FRAMEWORK AGREEMENT

INTRODUCTION

We refer to our engagement as the independent financial adviser to the Independent Board
Conmmittee in respect of the terms of the New Engineering Construction Services Framework Agreement
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“Letter from the Beard”) contained in a circular of the Company (the “Circular™) to the Shareholders
dated 8 December 2021, of which this letter forms part. Capitalised terms used in this lecter shall have the
same meanings as those defined in the Circular unless the context otherwise requires.

On 22 November 2021, the Company and Zhongming Zhiye entered into the New Engineering
Construction Service Framework Agreement to renew the Engineering Construction Service Framework

Agreement dated 17 May 2019, pursuant to which the Groun would nravide sncineerine canstryction

.

services, including but not limited to engineering procurement construction, decoration and landscape
engineering, to Zhongming Zhiye and its associates in the daily business process, and Zhongming Zhiye
and its associates would pay service fees to the Group.
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The Independent Board Committee, comprising Ms. Shen Lifeng, Ms. Chen Xin and Mr. Chan Ngai

Sang Kenny, being all the independent non-executive Directors, has been formed to advise the Independent
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BASIS OF OUR OPINION

In formulaiing our advice and recommendation to the Independent Board Commitiee, we have

refied on the information, financial information and the facts supplied to us and representations expressed
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PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion for the New Engineering Construction Service Framework Agreement and

the respective transactions contemplated thereunder, we have considered the foliowing principal factors

and reasons:

1.

Information of the Group
Principal business

As stated in the 2021 Interim Report, the Group is a leading non-state owned
construction group in the PRC and is principally engaged in construction contracting business
and other businesses mainly including service concession arrangements, Based on the 2020
Annual Report, the Group provides construction contracting services mainly as a contractor
for building construction projects and infrastructure construction projects, and over 95% of
the revenue of the Group in 2020 was derived from the provision of construction contracting
services.

According to the 2020 Annual Report, approximately 49% of the value of the
new contracts of the Group’s contracting construction business were attributable to the
Beijing-Tianjin-Hebei Region and over 70% of the value of the new contracts of the Group's
contracting construction business were atiributable to building construction, followed by
infrastructure construction of approximately 23%.

Financial highlights
Set out below is the summary of key financial information of the Group for each of
the two years ended 31 December 2020 and the six months ended 30 June 2020 and 2021 as

extracted from the 2020 Annual Report and 2021 Interim Report:

For the year ended 31 December  Six months ended 30 June

2020 2019 2021 2020

RMB 'mil RMB 'mil RMB mil RMB mil

Operaiing revenue 40,150 41,017 19,970 14,372

Qperaling costs (38,010 (39,024) (18,891} {13,604)

Implied gross profit (Note) 2,146 2,053 1,079 768

Profit before tax 936 1,209 282 37

Income lax expense (184) (446) (53) (70)
Profit for the year/period

from continuing operations 752 763 229 247

|

Note:  Such amount was ¢alculated based on the operating revenue and operating costs of the Group and
was not disclosed in the 2020 Apnual Report and the 2021 Interim Report,
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As illustrated in the above table, the Group has recorded net profit for each of the two
years ended 31 December 2020 and six months ended 30 June 2020 and 2021, and according
to the 2021 Interim Report, the consolidated net assets value of the Company attributable 1o
the Shareholders reached approximately RMB6,248 million as at 30 June 2021.

For the six months ended 30 June 2021, revenue of the Group increased considerably
by approximately 39.0%, which was principally driven by the increase in revenue derived
from construction contracting business of approximately RMB5,466 million. According
to the 2021 Interim Report, the increase in revenue from construction contracting business
for the six months ended 30 June 2021 was mainly due to the fact that as compared to the
same period of last year, the relevant business of the Group was not significantly affected
by the COVID-19 pandemic during the six months ended 30 June 2021. During the first
half of 2021, approximately 67.7% of revenue of the Group was generated from its building
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The Group recorded similar level of gross profit margin in the first half of 2020
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The profit of the Group for the year ended 31 December 2020 was slightly reduced by
approximately 1.4% from approximately RMB763 million in 2019 to approximately RMB752
million in 2020. The reduction in net profit was principally attributable to the increase in
losses on assets impairment of approximaiely RMB214 million and partially offset by the

decrease in income tax expenses of approximately RMB262 million.

Financial position

Set out below is the highlight of financial position of the Group as at 30 June 2021

extracted from the 2021 Interim Report:

As at 30 June

2021

RMB mil

Total assets 60,572
Total liabilities 54,133
6,439

———— e
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The Group recorded total assets of approximately RMBG0,572 million as at 30 June
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2. Reasons for and benefits of entering into of the New Engineering Construction Service
Framework Agreement

As stated in the Letter from the Board, given that: (i) the Group has provided engineering
construction services to Zhongming Zhiye and its branches and subsidiaries in the past, and the
relevant services provided in the past have provided stable and profits to the Group; (ii) the pricing
of construction services provided by the Group to Zhongming Zhiye and its affiliated real estate
companies is fair and on normal commercial terms; and (iii) Zhongming Zhiye and its affiliated
real estate companies have made timely payments in the past without incurring any bad debts.
In the future, Zhongming Zhiye and its affiliated real estate companies will also give priority to
the payment of project funds to the Group. The Directors (including independent non-executive
Directors) are of the opinion that, the New Engineering Construction Service Framework Agreement
and its proposed annual caps are entered into on normal commercial terms in the ordinary and usual
course of business of the Company and are fair and reasonable, and in the interests of the Company

and the Shareholders as a whole.

We noted that according to the 2020 Annual Report, building construction business was the
largest revenue contributing business segment, over 70% of the new contract value of the Group in
2020 was attributable to building construction business. As advised by the Company and based on
our analysis below, the terms of contracting services offered to Zhongmine Zhiye and its associates
were on normal commercial terms and comparable to the terms offered to third parties. Accordingly,
we concur with the view of the Directors that the continuation of provision of contracting services
' =® o i 7 pinte—tetw el tucavootemaftborCompanyeand the Indonand et

Shareholders as a whole. .

2 Duinaingl tegnee af thﬂﬁmnpinpnciug Canstruction Service Framework Agreement

As set out in the Letter from the Board, the principai terms of the New Engineering
Construction Service Framework Agreement are set out below:

(1} Date
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{3)  Principal terms

According to the New Engineering Construction Service Framework Agreement,
the Group provides engineering construction services (the “Construction Services™).
including but not limited to engineering procurement construction, decoration and landscape
engineering, to Zhongming Zhiye and its associates in the daily business process, and
Zhongming Zhiye and its associates will pay service fees to the Group, The term of the New
Engineering Construction Service Framework Agreement will commence from 1 January
2022 until 31 December 2024 (both dates inclusive), Subject to the relevant laws, regulations
and the Listing Rules, the term can be renewed for another three years upon its expiry as
agreed by the specific parties to the agreement. upon which the Group will continue to
comply with the applicable requirements under the Listing Rules. Relevant subsidiaries
or associated companies of both parties will separately enter into specific agreements and
specify specific terms and conditions according to the principles stipulated in the New
Engineering Construction Service Framework Agreement.

(4)  Pricing policy
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In order to ensure that the fees charged by the Group for the provision of construction
services are fair and reasonable and conform to market practices. the Group will closely
follow the current level of market fees and market conditions and Independent Third Party
cost consultation institutions will review the pricing. In addition, the Group will also refer 1o
the fees charged historically for providing similar construction services to Independent Third

Party customers.

4. Pricing policies and internal control measures regarding price determination for the
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Framework Agreement

Rased on our discussions with the management of the Company and as disclosed in the Letter
from the Board, we understand that in addition to the pricing policies under the New Engineering
Construction Service Framework Agreement, the Group has adopted the following internal control
measures (the “Internal Control Measures”) and will apply these measures when determining the
price of products in respect of the continuing connected transactions under the New Engineering

Construction Service Framework Agreement:

. The Company has adopted and implemented a set of connected transaction
management system. According to the system, the Audit Committee of the Board is
responsible for reviewing compliance with relevant laws, regulations, the Company’s

calisios aad tha T ingd v poarding o ImluaLc011laect¢§1 transactions. In
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departments of the Company (including but not limited to the finance department
and the legal department) will also regularly review the implementation of the
New Engineering Construction Service Framework Agreement and the progress of
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of the Company will regularly review the pricing policy of the New Engineering
Construction Service Framework Agreement on an annual basis; the Company’s
independent non-executive Directors and auditors will conduct annual reviews of the
continuing connected transactions under the New Engineering Construction Service
Framework Agreemeni in accordance with the Listing Rules and provide annual
confirmations 1o confirm that the transaction is conducted in accordance with the
e o e narasment and i1 accordance with normal commercial terms and pricing
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Taking into account the nature of the Construction Services and given the scope of services
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Meanwhile, we have obtained and reviewed the list of construciion contracting contracts
with Zhongming Zhiye and its associates for the three years ended 31 December 2021 (“Connected
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years ending 31 December 2021. We have selected the six largest revenue generating contracts

durmn the three years end;ng 31 December 2021 from the Connected Contract List, and obtained
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Proposed Annual Caps
For the year ending 31 December
2022 2023 2024
RMB mil RMB mil RMB 'mil
! s gre oY

As stated in the Letter from the Board, the Annual Caps have been delermined mainly with
reference to: (i} the construction service fees p;e\nousEy paid to the Group by Zhongming Zhiye and
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(ii1) the number of projects currently availabie to the Group that requires construction services: and
J1W) nesy t‘nnch’n{‘j_iw] cervice nroiects i the next three vears expected by the Group. In particular:

(i although the historical amounts of the Group’s relevant engineering construction
services with Zhongming Zhiye and its associates recorded a declining trend in the
past few years, the Company estimates an increase in the annual caps of engineering
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As stated in the Letter from the Board, the Annual Caps are principally attributable
to the provision of engineering construction services. We have discussed with the Company
and understand that the projected transaction amounts for the Construction Services are
determined by the Company based on the following principal factors:

(1) in respect of the existing agreements entered into by the Group with Zhongming
Zhiye and its associates, the total contract value of such relevant agreements
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real estate companies, amongst which, six of them are currently expected to be completed
during the three years ending 31 December 2024, five of them are currently expected to be
completed during the year ending 31 December 2025 and the construction of the remaining
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6. Conclusion

Taking into account of the aforesaid, we concur with the view of the Directors that the
entering into of the New Engineering Construction Service Framework Agreement with Zhongming
Zhiye and the Annual Caps are fair and reasonable and in the interests of the Company and the
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RECOMMENDATION

Having considered the factors and analyses above, we consider that (i) the labour subcontracting
services under the New Engineering Construction Service Framework Agreement is related to the
construction contracting services of the Group, which is part of the ordinary and usual course of business
of the Group; (ii) the terms of New Engineering Construction Service Framework Agreement are on
normal conumercial terms; (iii} the entering into of the New Engineering Construction Service Framework
Agreement and the Annual Caps are fair and reasonable so far as the Company and the Independent
Sharcholders are concerned; and (iv} the entering into of the New Engineering Construction Service
Framework Agreement are in the interests of the Company and the Independent Shareholders as a whole.

Accordingly, we advise (i) the Independent Board Committee to recommend the Independent
Shareholders and (ii) the Independent Shareholders to vote in favour of the ordinary resolutions to be
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Framework Agreement and the Annual Caps.

Yours faithfully,
for and on behalf of

HATCYASCARITH LIRITER

Perek C.0. Chan Barton Lai
Chairman Director

Mr. Chan is a licensed person registered with the Securities and Futures Commission and a responsible officer of Halcyon Capital
Limited, which is licensed under the SFO to carry out Type 6 (advising on corporate finance) regdated activities, Mr. Chan has
participated in the provision of independent financial advisory services for various transactions involving companies listed on the
Stock Exchange.

Mr. Lai is a licensed person registered wilh the Securities and Futures Cominission and a responsible officer of Halcyon Capital
Limited, which is licensed under the SFO 1o carry out Type 6 (advising on corporate finance) regulated activities. Mr. Lai has
participated in the provision of independent financial advisory services for various transactions involving companies listed on the
Stock Exchange.



