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CORPORATE INFORMATION

Zhejiang Expressway Co., Ltd. (the “Company”) was established on March 1,
1997. The H shares of the Company (“H Shares”) were subsequently listed on
the Stock Exchange of Hong Kong Limited (the “Hong Kong Stock Exchange™)
on May 15, 1997.

All of the H Shares of the Company were admitted to the Official List of the
United Kingdom Listing Authority (the “Official List”). Dealings on the London
Stock Exchange Limited commenced on May 5, 2000.

On July 18, 2000, approved by Ministry of Foreign Trade and Economic Co-
operation of the PRC, the Company has changed its status into a foreign-invested

joint stock company with limited liability.

The registered office of the Company is 19/F, Zhejiang World Trade Centre, 15
Shuguang Road, Hangzhou, Zhejiang Province, the PRC. During the year, the

Group was involved in the following principal activities:

(@) The investment in, design, construction, operation, maintenance and

management of high grade roads; and

(b) The development and operation of certain ancillary services such as technical

consultation, automobile servicing and fuel facilities.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong
Statements of Standard Accounting Practice (“HKSSAP”), accounting principles
generally accepted in Hong Kong and the disclosure requirements of the Hong
Kong Companies Ordinance. They have been prepared under the historical cost
convention, modified with respect to the measurement of investments in

securities, as further explained below.



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of consolidation

The consolidated financial statements include the audited financial statements
of the Company and its subsidiaries for the year ended December 31, 2000. The
results of subsidiaries acquired or disposed of during the year are consolidated
from or to their effective dates of acquisition or disposal respectively. All significant

intercompany transactions and balances are eliminated on consolidation.

Subsidiaries

A subsidiary is a company in which the Company, directly or indirectly, controls
more than half of its voting power or issued share capital or controls the

composition of its board of directors.

Interests in subsidiaries are stated at cost unless, in the opinion of the directors,
there have been permanent diminutions in values, when they are written down

to values determined by the directors.

Joint ventures

Ajoint venture is a contractual arrangement whereby the Group and other parties
undertake an economic activity which is subject to joint control and none of the

participating parties has unilateral control over the economic activity.

The joint venture arrangements which involve the establishment of a separate
entity in which the Group and other parties have an interest are referred to as

jointly-controlled entities.

The Group’s share of the post-acquisition results and reserves of jointly-controlled
entities is included in the consolidated income statement and consolidated
reserves respectively. The Group's interests in jointly-controlled entities are stated
in the consolidated balance sheet at the Group’s share of net assets under the
equity method of accounting less any provisions for diminutions in values, other

than those considered temporary in nature, deemed necessary by the directors.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Joint ventures (Continued)

The results of jointly-controlled entities are included in the Company’s income
statement to the extent of dividends received and receivable. The Company’s
interests in jointly-controlled entities are treated as long term investments and
are stated at cost less any provisions for diminutions in values, other than those

considered temporary in nature, deemed necessary by the directors.

Associates

An associate is an enterprise, not being a subsidiary or a joint venture, in which
the Group has a long term interest of generally not less than 20% of the equity

voting rights and over which it is in a position to exercise significant influence.

The Group's share of the post-acquisition results and reserves of associates is
included in the consolidated income statement and consolidated reserves
respectively. The Group’s interests in associates are stated in the consolidated
balance sheet at the Group’s share of net assets under the equity method of
accounting less any provisions for diminutions in values, other than those

considered temporary in nature, deemed necessary by the directors.

The results of associates are included in the Company’s income statement to the
extent of dividends received and receivable. The Company’s interests in associates
are stated at cost less any provisions for diminutions in values other than those

considered temporary in nature, deemed necessary by the directors.

Goodwiill

Goodwill arising on consolidation of subsidiaries and on acquisition of associates
and jointly-controlled entities represents the excess purchase consideration paid
over the fair values ascribed to the net underlying assets acquired and is eliminated
against reserves in the year of acquisition. On disposal of subsidiaries, associates
or jointly-controlled entities, the relevant portion of attributable goodwill
previously eliminated against reserves is written back and included in the

calculation of the gain or loss on disposal.



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fixed assets and depreciation

Fixed assets are stated at cost less accumulated depreciation. The cost of an
asset comprises its purchase price, costs transferred from construction in progress
and any directly attributable costs of bringing the asset to its working condition
and location for its intended use. Expenditure incurred after the tangible fixed
assets have been put into operation, such as repairs and maintenance and
overhaul costs, is normally charged to the income statement in the period in
which it is incurred. In situations where it can be clearly demonstrated that the
expenditure has resulted in an increase in the future economic benefits expected
to be obtained from the use of the tangible fixed assets, the expenditure is

capitalised as an additional cost of the tangible fixed assets.

Depreciation of expressways and bridges is provided by using the sinking fund
method whereby the aggregate annual depreciation amounts, compounded at
average rates ranging from 6.11% to 8.77% per annum, up to the expiry of the
underlying 30-year expressway concession period, will be equal to the total cost

of the expressways and bridges.

Amortisation of land is provided on a straight-line basis to write off the cost of

the land use rights over the underlying 30-year expressway concession period.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fixed assets and depreciation (Continued)

Depreciation of fixed assets, other than expressways, bridges and land, is provided
on a straight-line basis to write off the cost of the assets, less their estimated
residual values, being 3% of the cost, over their estimated useful lives. The

principal annual rates used for this purpose are as follows:

Toll stations and ancillary facilities 30 years 3.2%
Communications and signalling equipment 10 years 9.7%
Motor vehicles 8 years 12%
Machinery and equipment 5-8 years 12-19.4%

The gain or loss on disposal or retirement of a fixed asset recognised in the
income statement is the difference between the net sales proceeds and the

carrying amount of the relevant asset.

Where, in the opinion of the directors, the recoverable amounts of fixed assets
have declined below their carrying amounts, provisions are made to write down
the carrying amounts of such assets to their recoverable amounts. Recoverable
amounts are not determined using discounted cash flows. Reductions of
recoverable amounts are charged to the profit and loss account, except to the
extent that they reverse previous revaluation surpluses in respect of the same

items, when they are charged to the revaluation reserve.

Construction in progress

Construction in progress represents costs incurred in the construction of
expressways and bridges. Costs comprise direct costs of construction as well as
interest charges and certain exchange differences related to funds borrowed
during the periods of construction, installation and testing. No provision for
depreciation is made on construction in progress until such time as the relevant

assets are completed and put into use.



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Expressway operating rights

Expressway operating rights represent the rights to operate the expressways

and are stated at cost less accumulated amortisation.

Amortisation is provided on a straight-line basis over the periods of expressway

operating rights granted to the Company and its subsidiaries (i.e. 30 years).

Long term investments

Long term investments are non-trading investments in listed and unlisted securities

intended to be held on a long term basis.

Held-to-maturity securities are stated at cost plus or minus the cumulative
amortisation of the difference between the purchase price and the maturity
amount, less any provision for permanent diminutions considered necessary by
the directors, on an individual basis. The provision is recognised as an expense
immediately. The profit or loss on disposal of a held-to-maturity security is
accounted for in the period in which the disposal occurs and is the difference

between the net sales proceeds and the carrying amount of the security.

Unlisted equity securities are stated at cost, less any provisions for permanent
diminutions considered necessary by the directors, on an individual basis. The
provision is recognised as an expense immediately. The profit or loss on disposal
of an unlisted security is accounted for in the period in which the disposal occurs
and is the difference between the net sales proceeds and the carrying amount

of the security.

Short term investments

Short term investments are investments in securities held for trading purposes
and are stated at their fair values on the basis of their quoted market prices at
the balance sheet date, on an individual investment basis. The gains or losses
arising from changes in the fair value of a security are credited or charged to the

income statement for the period in which they arise.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow
to the Group and when the revenue can be measured reliably, on the following

bases:
(@) toll revenue, net of any applicable revenue taxes, when received,;

(b) on the sale of goods, when the significant risks and rewards of ownership
have been transferred to the buyers, provided that the Group maintains
neither managerial involvement to the degree usually associated with

ownership, nor effective control over the goods sold;

(¢) on the rendering of services, based on the percentage of completion basis,
provided that this and the costs incurred as well as the estimated costs to
completion can be measured reliably. The stage of completion of a
transaction associated with the rendering of services is established by
reference to the costs incurred to date as compared to the total costs to be

incurred under the transaction;
(d) rental income, on a time proportion basis over the lease terms;

(e) interestincome, on a time proportion basis taking into account the principal

outstanding and the effective interest rate applicable; and

(f) dividends, when the shareholders’ right to receive payment is established.

Tax

PRC income tax is provided at rates applicable to enterprises in the PRC on
income for financial reporting purposes, adjusted for income and expense items
which are not assessable or deductible for income tax purposes, based on existing

PRC income tax legislation, practices and interpretations thereof.

Deferred tax is provided, using the liability method, on all significant timing
differences to the extent it is probable that the liability will crystallise in the
foreseeable future. A deferred tax asset is not recognised until its realisation is

assured beyond reasonable doubt.



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies

The financial records of the Company and its subsidiaries are maintained and

the financial statements are stated in Renminbi (“Rmb").

Foreign currency transactions are recorded at the applicable rates of exchange
ruling at the transaction dates. Monetary assets and liabilities denominated in
foreign currencies at the balance sheet date are translated at the applicable
rates of exchange ruling at that date. Exchange differences are dealt with in the
income statement unless such exchange differences relate to funds borrowed
specifically for the financing of construction of expressways and bridges, in which
case they are capitalised to the extent that they can be regarded as an adjustment

to interest costs.

Capitalisation of borrowing costs

Borrowing costs directly attributable to the construction of expressways, tunnels
and bridges are capitalised as part of the cost of such assets when it is probable
that they will result in future economic benefits to the Group and the costs can
be measured reliably. Other borrowing costs are recognised as an expense in the

period in which they are incurred.

The amount of borrowing costs capitalised is determined by reference to the
actual borrowing costs incurred on funds borrowed specifically for the
construction of expressways, tunnels and bridges during the period, less any

investment income arising from the temporary investment of those borrowings.

Capitalisation of borrowing costs on funds borrowed specifically for the
construction of completed expressway sections ceases when the construction of
such expressway sections is completed and the section completed is capable of

commencing toll operations.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain
with the leasing company are accounted for as operating leases. Rentals applicable
to such operating leases are charged to the income statement on a straight-line

basis over the lease terms.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is
determined on the weighted average basis. Net realisable value is based on
estimated selling prices less any further costs expected to be incurred to

completion and disposal.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly,
to control the other party, or exercise significant influence over the other party
in making financial and operating decisions. Parties are also considered to be

related if they are subjected to common control or common significant influence.

Related parties may be individuals or corporate entities.

Cash equivalents

For the purpose of the consolidated cash flow statement, cash equivalents
represent short term highly liquid investments which are readily convertible into
known amounts of cash and which were within three months of maturity when
acquired, less advances from banks repayable within three months from the
date of the advance. For the purpose of balance sheet classification, cash
equivalents represent assets similar in nature to cash, which are not restricted as

to use.



