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EXPECTED TIMETABLE

We will issue an announcement in Hong Kong to be published on the Stock Exchange’s website at

www.hkexnews.hk and our Company’s website at www.czegtl.com if there is any change to the

following expected timetable of the Hong Kong Public Offering.

Hong Kong Public Offering commences
and WHITE and YELLOW Application Forms

available from . . . ... ... ... ... ..

Latest time to complete electronic applications
under the White Form eIPO service through the

designated website at www.eipo.com.hk V¢ 2

Application lists of the Hong Kong
(Note 3)

Public Offering open " “ 7/ . . .. ... ... .. .. ...

Latest time to complete payment for the
White Form eIPO applications by effecting internet

banking transfer(s) or PPS payment transfer(s) . ... ..

Latest time to lodge WHITE and YELLOW

Application Forms . . ... .. ... ... ... .. ...

Latest time to give electronic application instructions

to HKSCC MNete ) .

Application lists of the Hong Kong
(Note 3)

Public Offering close '""**“ 7 . .. ... ... ... .. ...

(Note 5)

Expected Price Determination Date '™ 7/ . . .. ... ...

Where applicable, announcement of the Offer Price being
set below the bottom end of the indicative Offer Price
range after making a Downward Offer Price Adjustment

(Note 1)

. .. 9:00 a.m. on Monday, October 12, 2020

11:30 a.m. on Thursday, October 15, 2020

11:45 a.m. on Thursday, October 15, 2020

12:00 noon on Thursday, October 15, 2020

12:00 noon on Thursday, October 15, 2020

12:00 noon on Thursday, October 15, 2020

12:00 noon on Thursday, October 15, 2020

on or around Thursday, October 15, 2020

(see “Structure of the Global Offering — Price determination

of the Global Offering” in this prospectus) on the website of

the Stock Exchange at www.hkexnews.hk and our Company’s

website at www.czcegtl.com on or before . . . . ... ...

(i) Announcement of:
the final Offer Price;

.......... Thursday, October 22, 2020

the level of applications in the Hong Kong Public Offering;

the level of indications of interest in the International Placing; and

the basis of allocation of the Hong Kong Offer Shares,
to be published on or before . . . ... ... .......

.......... Thursday, October 22, 2020



EXPECTED TIMETABLE

(i)

(iii)

Announcement of results of allocation of the Hong Kong Public

Offering (with identification document numbers or business

registration numbers of successful applicants, where appropriate)

to be available through a variety of channels as set out in

“How to apply for Hong Kong Offer Shares — 11. Publication

of results” of this prospectus from . . . . .. ... ... ... ....... Thursday, October 22, 2020

A full announcement of the Hong Kong Public Offering

containing (i) and (ii) above will be published on the

Stock Exchange’s website at www.hkexnews.hk and

our Company’s website at www.czegtl.com from . . . . ... ... ... Thursday, October 22, 2020

Results of allocations in the Hong Kong Public Offering will be
available at www.iporesults.com.hk (alternatively: English
https://www.eipo.com.hk/en/Allotment; Chinese
https://www.eipo.com.hk/zh-hk/Allotment) with a “search by
ID/Business Registration Number” function from . . ... ... ... ... Thursday, October 22, 2020

Despatch/collection of share certificates or deposit of
the share certificates into CCASS in respect of wholly or
partially successful applications pursuant to the Hong Kong
Public Offering on or before N ® .. ... ... ... Thursday, October 22, 2020

Despatch/collection of e-Refund
payment instructions/refund cheques in respect of wholly or
partially successful applications pursuant to the Hong Kong
Public Offering on or before NVoes 7108 L. Thursday, October 22, 2020

Dealing in the Shares on the Stock Exchange
expected to commence at 9:00 am.on . . ... ... ... Friday, October 23, 2020

Notes:

(1

2

All times and dates refer to Hong Kong local time, except otherwise stated. See ““Structure of the Global Offering” for
further details of the structure of the Global Offering, including conditions of the Global Offering.

You will not be permitted to submit your application through the designated website at www.eipo.com.hk after 11:30 a.m.
on the last day for submitting applications. If you have already submitted your application and obtained an application
reference number from the designated website prior to 11:30 a.m., you will be permitted to continue the application process
(by completing payment of application monies) until 12:00 noon on the last day for submitting applications, when the
application lists close.
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3)

)

(5)

(6)

(N

(®)

If there is a ““black” rainstorm warning, an ‘“extreme condition” announced by the Government of Hong Kong, or a tropical
cyclone warning signal number 8 or above in force in Hong Kong at any time between 9:00 a.m. and 12:00 noon on
Thursday, October 15, 2020, the application lists will not open on that day. See “How to apply for Hong Kong Offer Shares
— 10. Effect of bad weather on the opening of the application lists” for further details.

Applicants who apply for Hong Kong Offer Shares by giving electronic application instructions to HKSCC should refer to
“How to apply for Hong Kong Offer Shares — 6. Applying by giving electronic application instructions to HKSCC via
CCASS” in this prospectus for further details.

The Price Determination Date is expected to be on or around Thursday, October 15, 2020. If, for any reason, the Offer Price
is not agreed by Friday, October 16, 2020 between our Company and the Joint Global Coordinators (for themselves and on
behalf of the Underwriters), the Global Offering will not proceed and will lapse accordingly.

Share certificates for the Offer Shares are expected to be issued on or about Thursday, October 22, 2020, but will only
become valid certificates of title at 8:00 a.m. on Friday, October 23, 2020, provided that: (i) the Global Offering has become
unconditional in all respects; and (ii) none of the Underwriting Agreements has been terminated in accordance with its own
terms.

Refund cheques or e-Refund payment instructions will be issued in respect of wholly or partially unsuccessful applications
pursuant to the Hong Kong Public Offering and also in respect of wholly or partially successful applications in the event that
the final Offer Price is less than the price payable per Offer Share on application. Part of the applicant’s Hong Kong identity
card number or passport number, or, if the application is made by joint applicants, part of the Hong Kong identity card
number or passport number of the first-named applicant, provided by the applicant(s) may be printed on the refund cheque, if
any. Such data would also be transferred to a third party for refund purposes. Banks may require verification of an
applicant’s Hong Kong identity card number or passport number before encashment of the refund cheque. Inaccurate
completion of an applicant’s Hong Kong identity card number or passport number may invalidate or delay encashment of the
refund cheque.

Applicants who have applied on WHITE Application Forms or through the White Form eIPO service for 1,000,000 or more
Hong Kong Offer Shares and have provided all information required by the Application Form may collect any refund
cheques and/or Share certificates in person from our Company’s Hong Kong Branch Share Registrar, Computershare Hong
Kong Investor Services Limited, at Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong
Kong, from 9:00 a.m. to 1:00 p.m. on Thursday, October 22, 2020 or such other date as notified by our Company as the date
of despatch/collection of share certificates/e-Refund payment instructions/refund cheques. Individual applicants who are
eligible for personal collection may not authorize any other person to collect on their behalf. Corporate applicants which are
eligible for personal collection may arrange for collection by their authorized representatives bearing letters of authorization
from the corporation stamped with the corporation’s chop. Both individuals and authorized representatives of corporations
must produce evidence of identity acceptable to our Hong Kong Branch Share Registrar at the time of collection.

Applicants who have applied on YELLOW Application Forms for 1,000,000 or more Hong Kong Offer Shares may collect
their refund cheques, if any, in person but may not elect to collect their share certificates as such share certificates will be
issued in the name of HKSCC Nominees and deposited into CCASS for the credit to their or the designated CCASS
Participants’ stock account as stated in their Application Forms. The procedures for collection of refund cheques for
YELLOW Application Form applicants are the same as those for WHITE Application Form applicants.

Applicants who have applied through the White Form eIPO service and paid their applications monies through single bank
accounts may have refund monies (if any) despatched to those bank accounts in the form of e-Refund payment instructions.
Applicants who have applied through the White Form eIPO service and paid their application monies through multiple bank
accounts may have refund monies (if any) despatched to the addresses as specified in their application instructions in the
form of refund cheques by ordinary post at their own risk.

Applicants who have applied for less than 1,000,000 Hong Kong Offer Shares, any uncollected Share certificates and/or
refund cheques will be despatched by ordinary post, at the applicants’ risk, to the addresses specified in the relevant
applications.

The above expected timetable is a summary only. See “Structure of the Global Offering” and

“How to apply for Hong Kong Offer Shares” for further details of the structure of the Global

Offering, including the conditions of the Global Offering and the procedures for application for the
Hong Kong Offer Shares.
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SUMMARY

This summary aims to give you an overview of the information contained in this prospectus.
Since it is a summary, it does not contain all the information that may be important to you. You should
read the prospectus in its entirety before you decide whether to invest in the Offer Shares. There are
risks associated with any investment. Some of the particular risks in investing in our Shares are set out
in the section headed “Risk Factors’ in this prospectus. You should read that section carefully before
you decide to invest in our Shares.

OVERVIEW

We are an established and expanding local railway operator based in Hebei Province providing
eastbound and westbound rail freight transportation services and other ancillary services, including
loading and unloading, road freight transportation, operation, repair and maintenance of Special Service
Lines, railway roadbed and other railway facility construction and certain other businesses. According to
the Frost & Sullivan Report, we ranked first among all local freight railway operators in Hebei Province
and fourth among all local freight railway operators in China in terms of revenue in 2019. We operate
one railway, the Canggang Railway Line (8% #%), which is strategically located, effectively connecting
the Shuo-Huang Railway Line (¥A#5#{) and the Han-Huang Railway Line (% #}) with the Bohai New
Area in Cangzhou (WM # &), a national economic and technological development area
encompassing Port Huanghua (#5%¥), an important and busy port on the east coast of Hebei Province/
Bohai Bay ({#)). Our railway line also connects the Beijing-Shanghai Railway Line (ZXJE#R) to this
area. Therefore, our railway line constitutes a key part of a comprehensive railway-port transportation
network that effectively links coal rich regions in west China, particularly Shaanxi Province, Shanxi
Province and Inner Mongolia, where a large number of coal mines are located, to the Bohai New Area
and Port Huanghua. We believe this positioning provides us with significant strategic advantages and
opportunities to grow.

In addition to our core rail freight transportation business, we have developed comprehensive
operating capabilities covering various transportation and logistics needs of our customers, particularly
those in coal and ore-related industries. We are thus able to provide comprehensive services to our
customers, which we believe has allowed us to leverage existing relationships to grow and further
diversify our revenue and deepen and strengthen our relationship with our customers. Our ability to
provide such ancillary services also helps drive growth of our core rail freight transportation business, as
we believe our ability to offer one-stop solutions in terms of freight transportation makes us more
attractive to new customers.

Our revenue for the years ended December 31, 2017, 2018 and 2019, and the five months ended
May 31, 2019 and 2020 was approximately RMB354.3 million, RMB386.9 million, RMB376.9 million,
RMB150.2 million and RMB151.8 million, respectively. Our profit for the years ended December 31,
2017, 2018 and 2019, and the five months ended May 31, 2019 and 2020 was approximately RMB8&0.4
million, RMB&1.5 million, and RMB69.5 million, RMB25.1 million and RMB30.0 million, respectively.
The decrease in our profit for 2019 compared with 2018 was largely related to (i) a decrease in revenue
from our loading and unloading business of RMB19.2 million, primarily as a result of regulatory changes
at the end of 2018 which impacted our ability to transport coal directly to Port Huanghua and therefore
affecting our related loading and unloading business; and (ii) an increase in general and administrative
expenses of RMB8.6 million, primarily due to the increase in listing expenses. On August 15, 2019 we
received the consent letter from the Han-Huang Railway Line to connect our railway line to the Han-
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Huang Railway Line via our Han-Huang connecting line to transport cargo directly to Port Huanghua
entirely by rail. On August 20, 2019, our Han-Huang connecting line commenced operations. Our fee
charged on the majority of our customers for the use of our Han-Huang connecting line to reach Port
Huanghua via Han-Huang Railway Line is approximately RMBO0.25 per tonne per km (except for Han
Huang Railway Co., Ltd., with which we have a special price arrangement as they may use their own
locomotive for transportation), which is comparable to that for using other parts of the Canggang Railway
Line since we charged similar unit price, i.e. price per tonne per km in respect of transportation of cargo
via both Han-Huang connecting line and other parts of the Canggang Railway Line and hence, we expect
the respective railway lines will have similar profitability. Nonetheless, we believe this connecting line
will help us increase revenue going forward by increasing the overall demand for our rail freight
transportation service. Our revenue from rail freight transportation increased from RMB100.5 million for
the five months ended May 31, 2019 to RMB107.2 million for the five months ended May 31, 2020,
largely due to an increase in the number of our customers as a result of our management’s effort to
expand our customer base.

OUR RAILWAY

As of the Latest Practicable Date, we operated one local railway, the Canggang Railway Line,
which starts in Cangzhou and ends in the Bohai New Area which contains Port Huanghua and two branch
lines. Our railway line connects to the Shuo-Huang Railway Line at Litianmu Station in Cangzhou and to
the Han-Huang Railway Line at Bohaixi Station. These three railway lines together constitute a
comprehensive railway-port transportation network that effectively transports cargo, primarily coal, from
coal-rich regions in west China to the Bohai New Area for consumption and further transportation by sea
from the Comprehensive Pier at Port Huanghua to areas of high demand for coal in south and east China.
Our railway line also connects the Beijing-Shanghai Railway Line to the Bohai New Area. Construction
of Canggang Railway Line began in 1979 and operation of the railway first began in 1982. As of the
Latest Practicable Date, the total length of the main track of the Canggang Railway Line was
approximately 87.4 km. It also has station tracks of approximately 56.1 km, 15 Special Service Lines
stretching for a total of approximately 44.2 km and directly connecting certain of our major customers to
our main line, two branch lines: (a) a branch line (the Haixing Branch Line* (if#137%R)) stretching
approximately 12.6 km and connecting us with Haixing Freight Yard; and (b) a branch line stretching
approximately 5.3 km from Shahutong Station to Lingang Park Station (3.2 km of which is made up of a
Special Service Line); and a railway line connecting us with Shuo-Huang Railway Line of approximately
7.1 km and a railway line connecting us with Han-Huang Railway Line of approximately 7.1 km, together
with the main track constituting the total length of the whole Canggang Railway Line of approximately
216.6 km. As of the same date, there were a total of 13 stations on the Canggang Railway Line, 10
stations on the main track and three stations on branch lines.
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The following diagram illustrates the typical steps involved in our rail freight transportation

operations for transporting coal:
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The following map shows the location and other related information for the Canggang Railway
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OUR BUSINESS
We primarily engage in rail freight transportation and other ancillary businesses as follows:

. Rail Freight Transportation: Rail freight transportation is our core business. We provide rail
freight transportation services through the Canggang Railway Line, transporting a variety of
cargo (primarily including coal and, to a lesser extent, petroleum, ore, and other cargo
including PVC, asphalt and gravel) between Cangzhou and Port Huanghua and charging
transportation fees for such services. The pricing for our railway transportation services is
subject to maximum price caps set in relevant government regulation. We conduct price
reviews annually taking into consideration regulations and market conditions and trends, and
adjust our pricing if needed. The relevant government authorities review and consider to
adjust the pricing regulations if they receive such request from railway enterprises. Such
adjustment is typically made by authorities depending on various factors, including but not
limited to market conditions, inflation, relevant labor costs and railway length. The most
recent adjustment in price guidelines for Canggang Railway Line was in March 2008, when
the Price Bureau of Hebei Province* (F[dt & #11HJR)) approved Chengyu Company, the then
operator of Canggang Railway Line, to increase the transportation price cap from RMBO0.175
per tonne/km to RMBO0.25 per tonne/km for regular cargo, and there had been no further price
cap adjustment since then. Accordingly, we have limited discretion in setting prices and we
can only set the unit prices (in terms of RMB per tonne/km) within the limits set by the
relevant authorities. See ‘“Regulatory Overview — Pricing for Railway Transportation™ for
further details.

. Ancillary Businesses: We also engage in a number of other businesses related to our main rail
freight transportation business. Such businesses include:

. Loading and Unloading: To supplement our rail freight transportation business, we
provide loading and unloading services for cargo transported by us and others through
railway and road.

. Road Freight Transportation: During the Track Record Period we also supplemented
our rail freight transportation business by providing road freight transportation services
to transport cargo (i) between the stations on the Canggang Railway Line and our
customers’ premises; (ii) to/from the various piers of Port Huanghua both before and
after transportation by railway/by sea; and (iii) between our customers’ premises located
at Port Huanghua to the Comprehensive Pier. Following issuance of the Action Plan we
have not been able to use road transportation to transport coal to Port Huanghua and, by
the heating season of 2020, the same restrictions will apply to other bulk cargo in
principle. Such restriction has caused us to cease road transportation of coal into Port
Huanghua since October 2018. As a result, the revenue derived from Customer B, being
our second largest customer for the year ended December 31, 2017 and our largest
customer for the years ended December 31, 2018 and 2019 from which we derived most
of our revenue from transportation to Port Huanghua, decreased to approximately
RMB58.5 million for the year ended December 31 2019 as compared to RMBg7.6
million for the year ended December 31 2018.
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. Construction, Maintenance and Repair: We provide construction, maintenance and

repair services, primarily including operation, repair and maintenance of Special Service

Lines (being dedicated railway lines generally owned by us, our customers and logistic

companies operating the factories or premises which the Special Service Lines are

connected to) and railway roadbed and other railway facility construction.

. Other Businesses: We also provide certain additional ancillary businesses, primarily

including car arrival service, freight agency, antifreeze treatment and scattering

prevention of coal services. During the Track Record Period, we also provided coal

filtering services to some of our customers.

The following table sets forth a breakdown of our revenue by business category for the periods

indicated:

Rail freight transportation
Ancillary businesses
Loading and unloading
Road freight transportation
Construction, maintenance and
repair'”
Others®

Subtotal

Total

Notes:

For the year ended December 31,
2018 019

For the five months ended May 31,

RMB in thousands, other than percentages

(unaudited)

253,026 4% 259403 67.1% 259,065 08.8% 100454 06.9% 107,208 70.6%
73350 20.7% 84,833 21.9% 65,654 174% 28877 19.2% 24560 16.2%
18,196 5.1% 33,841 §.7% 32,530 8.6% 17047 11.4% 15,612 10.3%
1513 21% 6,528 1.7% 15,525 41% 2923 1.9% 2,054 1.4%
2058 0.6% 2,264 0.6% 4,130 1.1% 857 0.6% 21397 1.5%
101,317 8.6% 127466 9% 11783 31.2% 49,704 3.1% 4603 29.4%

354343 1000% 386889 1000% 36904 1000% 150,058  1000% 151831 100.0%

(1) Primarily includes revenue from operation, repair and maintenance of Special Service Lines, and railway roadbed and

other railway facility construction, among others.

2) Primarily includes revenue from car arrival service, freight agency, antifreeze treatment and scattering prevention of

coal services and coal filtering, among others.
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The following table sets forth a breakdown of revenue generated from rail freight transportation,
transportation volume and average selling price per unit by cargo types for the periods indicated:

For the year ended December 31, For the five months ended May 31,
017 018 019 019 2020

Average Average Average Average Average
selling selling selling selling selling
price per price per price per price per price per
Cargo types Revenue Volume fonne Revenue Volume fonne Revenue Volume fonne Revenue Volume tonne Revenue Volume fonne

In In In In In

RMB in thousand RMB in thousand RMB in thousand RMB in thousand RMB in thousand
thousands fonnes RMB thousands fonnes RMB thousands fonnes RMB thousands fonnes RMB thousands fonnes RMB

(unaudited)

Coal U378 11641 184 203461 11,674 174 191,708 918 197 12,699 4986 146 19344 4120 193
Petroleum 19,038 §23 AN 24,600 1,142 115 B85 1,057 03 §,081 359 n3 1754 n Ul
Ore 12184 1561 18 19,566, 1160 9.1 20,401 2,369 §7 11897 134 §9 11131 1,286 87
Others "¢ 1 §.076 94 136 1119 nl 164 20931 295 14 1m 5 107 §.979 1109 8.1

Toul 253,026 14619 259423 15,697 259,065 16,110 100,454 1412 107,08 6,837

Note 1: Primarily includes PVC, asphalt, gravel and others.

For the years ended December 31, 2017 and 2018, our revenue derived from rail freight
transportation increased as the total volume of cargo transported by us for the same years increased. The
volume and average selling price of coal transported for these years was relatively stable. The volume of
ore and petroleum transported westbound increased significantly due to new customers we engaged in
2017 and 2018, while the average selling prices for both cargoes remained relatively stable.

For the year ended December 31, 2019, our overall revenue and transportation volume derived from
rail freight transportation remained relatively stable, as a combined effect of (i) a decrease in the volume
of coal of 1.9 million tonnes or 16.7%, which was mainly due to restrictions imposed by the Action Plan
since late 2018 on coal transportation by road to/from Port Huanghua, making us unable to transport coal
designated to Port Huanghua by rail before the operation of the Han-Huang connecting line; (ii) a
significant increase in the volume of other cargo of 2.2 million tonnes or 309.8%, primarily as a result of
our management’s effort to diversify our product mix and business in response to the Action Plan; and
(iii) the relatively stable levels of volume of petroleum and ore transported. In the same year, the average
selling prices of coal, petroleum and ore remained stable while that of the other cargo fluctuated due to
the different product combinations within other cargo. Our revenue derived from rail freight
transportation increased for the five months ended May 31, 2020, as compared with the five months
ended May 31, 2019, primarily due to an increase in the number of our customers.

For the five months ended May 31, 2020, our revenue from rail freight transportation increased by
RMB6.8 million or 6.7% as compared to the corresponding period in 2019. In particular, revenue from
rail transportation of coal increased by RMB6.6 million or 9.1%, as a result of the increase in its average
selling price from RMB14.6 per tonne to RMB19.3 per tonne as we transported more cargo with final
destinations in Shandong Province, which usually has a higher average selling price per tonne. Revenue
from other cargo also increased by RMB1.2 million or 15.5% primarily attributable to an increase in the
volume transported of 0.4 million tonnes or 52.9%, primarily due to increased transportation volume of
gravel as we secured more customers interested in transporting gravel as compared to the five months
ended May 31, 2019.
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According to Frost & Sullivan, since China is a coal-rich country, it is very difficult for China to
significantly reduce the use of coal. Moreover, despite the encouragement from the PRC government, the
development of renewable energy has certain limitations including the significant capital requirements
and constraints in identifying appropriate locations for the construction of renewable energy plants.
Renewable energy consumption in the PRC is expected to increase gradually from approximately 390.5
million toe for 2019 to approximately 610.5 million toe for 2024. However, it is far from sufficient to
replace coal as the primary energy source as it represented only approximately 11.7% of total energy
consumption in 2019 and is expected to represent only approximately 15.9% of total energy consumption
in 2024. Recent data indicates that for the year ended December 31, 2019, coal production and
consumption in China increased by 4.0% and 1.0%, respectively, as compared to the year ended
December 31, 2018. Coal production and coal demand in China are expected to remain at high levels and
even exhibit a mild rate of growth over the next five years. Hence, we believe that the negative impact of
the policies relating to coal consumption and production on our business operations and our major
customers who are coal producer(s) or consumers(s) will be limited, and that such negative impact on our
business operations will be outweighed by the positive impact of the policies directing transportation of
coal and bulk cargo from road transportation to railway transportation.

OUR COMPETITIVE STRENGTHS AND BUSINESS STRATEGIES

We believe the following competitive strengths have contributed to the success of our business and
will continue to distinguish us from our competitors: (i) established and expanding local railway operator
with excellent location of our railway and potential to grow; (ii) favorable government policies which
help us maintain our geographic advantages; (iii) a high degree of exclusivity and insulation from
competition; (iv) strong relationships with our major customers; (v) comprehensive business capabilities
with operations covering various aspects of the industry; and (vi) experienced and dedicated management
team. See “Business — Our Strengths” in this prospectus for details.

To achieve our goals, we plan to pursue the following business strategies: (i) construct additional
branch lines to expand our business scale; (ii) upgrade and increase transportation efficiency of our
existing railway; and (iii) explore the potential for westbound transportation business and diversify our
sources of income. See “Business — Our Strategies” for further details.
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COMPETITION

While there are currently three railways within the Cangzhou-Port Huanghua area, namely, the
Canggang Railway Line, the Shuo-Huang Railway Line, and the Han-Huang Railway Line, our Directors
understand that direct competition from these railways is limited as these three existing railways target
different customers and regions, providing us a significant degree of exclusivity in terms of rail freight
transportation business within the greater Cangzhou-Port Huanghua area.

Shuo-Huang Railway

Shuo-Huang Railway starts from Xinzhou in Shanxi and ends in Port Huanghua, part of which, the
section stretching from Cangzhou to Port Huanghua (the “Designated Section’), is generally parallel to
the main track of Canggang Railway Line. It has a total length of 598 km with an annual transportation
capacity of approximately 350 million tonnes, with coal being the primarily transported cargo. The train
speed on Shuo-Huang Railway is required to be no faster than 120 km/h. In comparison, the train speed
on our railway is required to be no faster than 50 km/h, since we have more stations along our railway
and the distance to accelerate between the neighboring stations is relatively shorter as compared to Shuo-
Huang Railway. Our transportation business differs from that of Shuo-Huang Railway in the following
aspects.

= A

(i)  Shuo-Huang Railway is ultimately owned by China Shenhua Energy Co., Ltd.* (- # ¥ fg
U5 145 A PR3 7]) (the “Shenhua Group™). Shenhua Group is primarily engaged in the mining,
transportation and sale of coal in the PRC. Shuo-Huang Railway serves as part of Shenhua
Group’s transportation channel which carries coal mined by them from west China to east
China and for further transportation, via sea through Port Huanghua, to south China.
According to the Frost & Sullivan Report, the coal transported via the Designated Section is
mainly destined to Port Huanghua and is not unloaded along the way to serve local customers.
There are only three local stations along the Designated Section, while in contrast, there are
13 local stations along the Canggang Railway Line to facilitate the demand of local customers.
Further, due to the presence of Canggang Railway which was constructed before the Shuo-
Huang Railway, the Designated Section of the Shuo-Huang Railway is not specified to satisfy
local demand for coal within the greater Cangzhou-Port Huanghua area. In practice, the
Canggang Railway Line and local logistic service providers with alternative means of freight
transportation, such as road freight transportation, are in the area for the purpose of satisfying
logistic demand from local enterprises and also for enterprises in northern Shandong with
respect to their purchase of coal from Shenhua Group. In addition, while most of the cargo
transported via the Designated Section will not be unloaded halfway, we are able to load and
unload the cargo in the freight yards located along the Canggang Railway Line and in the port
area. In particular, we load and unload cargo in Yangzhuang station, which is in close
proximity to northern Shandong area where several of our major customers are located.
During the Track Record Period, two of our major customers were located in northern
Shandong area, namely Bohui Group and Customer H, together contributing revenue of
RMBS82.0 million, RMB80.9 million, RMB75.3 million and RMB24.3 million in the years
ended December 31, 2017, 2018 and 2019, and the five months ended May 31, 2020,
respectively.
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(i) To further facilitate the transportation arrangement for local customers, we further operate
Special Service Lines, which connect our main track to certain of our major customers’
premises or freight yards for transportation of our customers’ cargo. As of May 31, 2020, we
operated 15 Special Service Lines. Such Special Service Lines strengthen our relationship
with major customers and make it more difficult for potential competitors, such as Shuo-
Huang Railway, to compete with us, as once such Special Service Lines are constructed, the
cost for other services providers (such as road freight transportation service providers) to
transport cargo to such customers is significantly higher while transportation efficiency is
lower.

(iii)) According to the Frost & Sullivan Report, Shenhua Group established a freight yard in Port
Huanghua for loading and unloading cargo for its trains. Such freight yard is designated only
for the loading and unload of coal cargo, increasing its operational efficiency but making it
not suitable for the logistics of non-coal cargo. The designated use of such freight yard has
provided an opportunity for the development of our transportation business of non-coal cargo.
Despite the fact that Shenhua Group also established a freight yard near to the station located
the middle of Litianmu Station and Port Huanghua, such freight yard is only to facilitate the
logistics of non-coal cargo. The transportation volume of such non-coal cargo is minimal to
Shuo-Huang Railway and it is not transported to Port Huanghua as limited by the function of
Shenhua Group’s freight yard in Port Huanghua which is designated for loading and unloading
of coal. In contrast to the Shuo-Huang Railway, our Canggang Railway Line reaches multiple
freight yards in the port area which are respectively designated for the loading and unloading
of coal cargo and non-coal cargo. For the years ended December 31, 2017, 2018 and 2019, and
the five months ended May 31, 2020, non-coal cargo accounted for approximately 20.4%,
25.6%, 39.6% and 39.7% of our total rail freight transportation in terms of volume and 15.5%,
21.5%, 26.0% and 26.0% in terms of revenue, respectively, constituting an important part of
our rail freight transportation business.

Han-Huang Railway

Han-Huang Railway connects Port Huanghua with Xintai, which is located in the southwest of
Hebei Province, with a northeast-southwest alignment. It has a total length of 468 km with an annual
transportation capacity of approximately 50 million tonnes. The train speed on Han-Huang Railway is
required to be no faster than 160 km/h. In comparison, the train speed on our railway is required to be no
faster than 50 km/h since we have a relative shorter distance between neighboring stations. Han-Huang
Railway mainly transports coal originating in southern Shanxi from southwest Hebei to Port Huanghua
and transports ore in the opposite direction. While Canggang Railway Line is aligned east-west, the coal
transported to Port Huanghua via our railway originates from mines which are primarily located in Inner
Mongolia and Shaanxi Province and the ore transported westbound via our railway is mainly designated
to Shanxi, Shaanxi and Inner Mongolia. As such, direct competition from Han-Huang Railway is
considered to be minimal.

Further, the Development and Reform Commission of Cangzhou (¥ M i % B fl 2 % % B &) issued
the Cangzhou Special Service Railway Plan (¥ i 8 2 H 8281 #]) in May 2019 to differentiate the
functions of the three railway lines, which is in line with our Directors’ understanding above.
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In addition, based on the Conference Minutes (& #k4C%:) signed by the People’s Government of
Hebei Province and the predecessor of the owner and operator of the Shuo-Huang Railway Line in 2000,
the Shuo-Huang Railway Line and the freight yard in Port Huanghua shall not compete for transportation
business already undertaken by local railways (like ourselves) and ports in Hebei Province. Nonetheless,
the Conference Minutes in 2000 are not legally binding. In the event that the owner and operator of the
Shou-Huang Railway Line does not act in accordance with the arrangements set out in the minutes, there
will be no legal consequence to such party. Despite the fact that the Conference Minutes are not legally
binding, the Directors are of the view the chance that the Canggang Railway Line encounters significant
competition from Shuo-Huang Railway and Han-Huang Railway is remote, based on the above
understanding from our Directors with respect of the differentiation among these railways.

See “Business — Competition” for details of the differentiation of the abovementioned three railway
lines.

CUSTOMERS AND SUPPLIERS
Our Customers

Our customers mainly consist of power generation companies, especially fossil-fuel power
generation companies that require substantial amounts of coal for their business. During the Track
Record Period, we did not experience any major dispute with our customers.

For the years ended December 31, 2017, 2018 and 2019, and the five months ended May 31, 2020,
revenue generated from our five largest customers amounted to approximately RMB231.8 million,
RMB254.0 million, RMB202.7 million and RMB94.2 million, respectively, accounting for approximately
65.4%, 65.6%, 53.8% and 62.0%, respectively, of our total revenue for the relevant periods. For the same
periods, revenue generated from our largest customer amounted to approximately RMB75.2 million,
RMB&87.6 million, RMB58.5 million and RMB31.6 million, respectively, accounting for approximately
21.2%, 22.6%, 15.5% and 20.8%, respectively, of our total revenue for the relevant periods.

Our Suppliers

Our suppliers primarily include cargo logistics service providers, diesel and natural gas suppliers and
repair and maintenance service providers. During the Track Record Period, all of our procurements were
made in China. The scope of our procurement from our suppliers primarily include: (i) fuel such as diesel
for our locomotives and trucks; (ii) equipment and raw materials for railway operation, maintenance, repair
and upgrade, and railway roadbed and other railway facility construction; (iii) railway transportation related
repair and maintenance services for our facilities such as freight yards and warehouses. During the Track
Record Period, we did not experience any material difficulty in procurement or experience any major delay
of supply from our suppliers.

We select suppliers based on a number of factors, including, among others, history of our
relationship with them, product quality, supply capacity, price and delivery time. To avoid reliance on
any single supplier, we conduct thorough market research and interview numerous market participants
before actually making any procurement. In addition, we generally maintain at least three suppliers for
each key product/service supplied.

11
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Transactions with our five largest suppliers for the years ended December 31, 2017, 2018 and 2019
and the five months ended May 31, 2020 accounted for approximately 67.4%, 72.9%, 68.5% and 74.1%,
respectively, of our total purchases (including purchase of cargo logistics services, fuel, materials,
consumables and repair and maintenance service).

Our Subcontractors

To satisfy our needs for additional workers, we source labor by using the following arrangements:
(1) hiring temporary workers directly; (ii) engaging labor dispatching agents who send workers to our
sites but under our training and supervision (from May 2018 to February 2019, the ratio between the
number of dispatched workers and the total number of our employees was higher than 10%; see
“Business — Legal Compliance and Proceedings — Non-compliance Incidents” for a detailed discussion
of our historical non-compliance with regard to using temporary workers); and (iii) outsourcing certain
tasks for some of our ancillary businesses.

During the Track Record Period, Subcontractor A was owned by certain relatives of Mr. Liu, our
Controlling Shareholder. Assuming that the shareholding structure of Subcontractor A will remain
unchanged, Subcontractor A will become a connected person of our Company upon the Listing. We
terminated our business relationship with Subcontractor A in September 2019 because we have a
sufficient number of other subcontractors providing similar services, and to avoid additional outsourcing
and other administrative costs associated with continuing connected transactions. Other than
Subcontractor A, all of our top five subcontractors were Independent Third Parties during the Track
Record Period.

For the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020,
our total subcontracting expenses was approximately RMB33.4 million, RMB29.9 million, RMB39.5
million and RMB18.7 million, respectively.

CONTROLLING SHAREHOLDERS

Immediately after completion of the Capitalization Issue and the Global Offering, Jinghai BVI will
control the exercise of voting rights of approximately 65.80% of the Shares eligible to vote in the general
meeting of our Company (assuming the Over-allotment Option is not exercised and without taking into
account any Shares which may be issued upon the exercise of options granted under the Share Option
Scheme). Jinghai BVI is wholly-owned by Mr. Liu. Accordingly, Jinghai BVI and Mr. Liu are the
Controlling Shareholders of our Company and will remain as the Controlling Shareholders of our
Company up to and immediately after the Listing. See ‘“Relationship with Controlling Shareholders” in
this prospectus for details.

SUMMARY OF CONSOLIDATED FINANCIAL INFORMATION OF OUR GROUP

The following table sets forth the summary of our consolidated financial information as of and for
the years ended December 31, 2017, 2018 and 2019, and the five months ended May 31, 2019 and 2020.
You should read this summary together with the consolidated financial information set forth in the
Accountants’ Report of the Group in Appendix I to this prospectus, including the related notes, as well as
the information set forth in the “Financial Information” section in this prospectus.
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Selected Consolidated Statements of Profit and Loss and Other Comprehensive Income

Five months ended

Year ended December 31, May 31,
2017 2018 2019 2019 2020
(RMB in thousands)
(unaudited)
Revenue 354,343 386,889 376,904 150,158 151,831
Profit before taxation 107,589 109,298 94,251 33,759 40,829
Profit for the year/
period 80,361 81,507 69,496 25,115 30,012
Attributable to:
Equity shareholders
of the Company 80,439 81,706 70,194 25,357 29,431
Non-controlling
interests (78) (199) (698) (242) 581

Our profit for the year ended December 31, 2019 was RMB69.5 million, representing a decrease of
approximately RMB12.0 million, or 14.7% as compared to our profit for the year ended December 31,
2018 of RMBS81.5 million. Such decrease was primarily attributable to (i) the decrease in revenue from
our loading and unloading business of approximately RMB19.2 million which was due to the decrease in
volume of rail freight transportation designated to Port Huanghua following the implementation of the
Action Plan; and (ii) an increase in general and administrative expenses primarily due to the incurrence
of listing expenses of approximately RMB13.5 million in the year ended December 31, 2019.
Nonetheless, our profit for the five months ended May 31, 2020 improved to RMB30.0 million as
compared to RMB25.1 million for the corresponding period in 2019.

Our net profit for the five months ended May 31, 2020 increased by approximately 19.5% as
compared with that of the corresponding period in 2019. Such increase outpaced the growth of our
revenue of 1.1% during the five months ended May 31, 2020 as compared to the corresponding period in
2019 which was primarily driven by government policies and Supplier A’s internal guidelines in
connection with the COVID-19 outbreak which reduced our staff cost and cargo logistics expenses
during that period.
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Selected Consolidated Statements of Financial Position

As of As of
As of December 31, May 31, August 31,
2017 2018 2019 2020 2020
(RMB in thousands)
(unaudited)
Current assets 295,390 314,192 193,382 225,362 233,905
Current liabilities 202,592 281,831 405,575 219,009 210,986
Net current assets/
(liabilities) 92,798 32,361 (212,193) 6,353 22,919
Total non-current
assets 892,826 1,025,291 1,002,510 990,031 980,784
Total non-current
liabilities 272,162 257,783 270,332 446,385 435,494
Net assets 713,462 799,869 519,985 549,999 568,209
Total equity
attributable to equity
shareholders of the
Company 689,040 770,746 491,560 520,993 538,929
Non-controlling
interests 24,422 29,123 28,425 29,006 29,280

As of December 31, 2019, we had net current liabilities of RMB212.2 million, primarily due to (i) a
decrease of amounts due from related parties from RMB132.3 million as of December 31, 2018 to nil as
of December 31, 2019; (ii) use of such cash (along with proceeds from additional long-term loans) for the
acquisition of the equity interest in Canggang Company for total consideration of approximately
RMB361.2 million in connection with the Corporate Reorganization and (iii) two bank loans of
approximately RMB120.0 million in aggregate becoming due within the next one year and thus falling
under the current portion. See “History and Corporate Structure — Corporate Reorganization™ and “Risk
Factors — Risks Relating to our Business and Industry — We had high levels of indebtedness and recorded
net current liabilities during the Track Record Period.” Hence our net current liabilities position was
primarily caused by one-off events related to the Corporate Reorganization, which will not recur. Based
on the consistency of the financial performance of our operations, as evidenced by our profit for the years
ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020 of approximately
RMB80.4 million, RMB81.5 million, RMB69.5 million and RMB30.0 million, respectively, and our cash
flow from operating activities of approximately RMB112.1 million, RMB150.0 million, RMB110.3
million and RMB47.3 million for the corresponding periods, respectively, we believe our profit and cash
flow from operating activities will be available to enable us to improve our liquidity position. We expect
to improve our liquidity position by settling our current liabilities with the profit generated from our
principal business and the net proceeds from the Global Offering.

We had recovered to net current assets positions of approximately RMB6.4 million and RMB22.9
million (unaudited) as of May 31, 2020 and August 31, 2020, respectively, primarily by (i) generating
profit from our operations; and (ii) obtaining new bank loans which were classified as non-current bank
and other loans during the period. To ensure the sufficiency of our liquidity, we (i) will continue to
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generate cash flow from our operating activities; (ii) have made arrangements with our banks to extend
the term of certain bank loans; (iii) will utilize part of the net proceeds from the Global Offering as
general working capital and to fund part of our proposed expansion plan. To further enhance our
liquidity, we may seek debt financing from financial institutions from time to time, especially for
financing capital expenditures in relation to our railway lines. Pursuantto a confirmation letter we obtained
from one of our principal banks, the bank confirmed that we can extend the term of our loans borrowed from
this bank when they fall due up to July 2022, provided that the operations of Canggang Company remain
normal, there have been no material adverse change and conditions for approval will be met. As of May 31,
2020 and August 31, 2020, the balance of outstanding bank loans from this principal bank was RMB244 .4
million and RMB312.5 million (unaudited), respectively.

Our net assets increased from RMB713.5 million as of December 31, 2017 to RMB799.9 million as
of December 31, 2018, primarily due to our profit for the year ended December 31, 2018 of RMBS81.5
million generated from our operations. Our net assets decreased from RMB799.9 million as of December
31, 2018 to RMB520.0 million as of December 31, 2019. Such decrease was primarily due to the effect
on equity arising from our Corporate Reorganization, which was accounted for as a deemed distribution
of RMB361.2 million to the then shareholders of Canggang Company. Our net assets increased from
RMB520.0 million as of December 31, 2019 to RMB550.0 million as of May 31, 2020, primarily due to
our profit for the five months ended May 31, 2020 of RMB30.0 million generated from our operations.

Key Financial Ratios

As of/for
the five
months

ended

As of/for the year ended December 31, May 31,

2017 2018 2019 2020

Net profit margin (%) 22.7 21.1 18.4 19.8
Return on equity (%) 11.3 10.2 13.4 N/A
Return on total assets (%) 6.8 6.1 5.8 N/A
Interest coverage ratio (times) 5.5 6.0 4.8 4.8
Current ratio ® (times) 1.5 1.1 0.5 1.0
Quick ratio ® (times) 1.4 1.1 0.5 1.0
Gearing ratio " © (%) 51.3 53.2 108.0 104.4
Debt to equity ratio (%) 45.6 46.6 101.4 91.5

Notes:

(1) Our net profit margin decreased to 18.4% as of December 31, 2019 primarily because of (i) the decrease in segment
result from and segment margin for our ancillary businesses and (ii) the increase in general and administration
expenses during the year ended December 31, 2019 as compared to the year ended December 31, 2018.

2) Our current ratio decreased to 1.1 times as of December 31, 2018, mainly due to the higher magnitude of increase in
current liabilities of 39.1% compared to the increase in current assets of 6.4% during the same year. Our current ratio
further decreased to 0.5 times as of December 31, 2019, mainly due to the decrease in current assets of 38.5% during
the same year, primarily attributable to the settlement of amounts due from related parties and an increase in current
liabilities of 43.9% primarily due to increased bank loans.
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3) Our quick ratio decreased to 0.5 times which was generally in line with the fluctuation of our current ratio as we did
not maintain significant amount of inventories.

4) Gearing ratio is calculated by dividing total debt (being bank and other loans) by total equity as of the end date of the
respective year/period then multiplying by 100%.

5) Our gearing ratio increased significantly to 108.0% and our debt to equity ratio increased significantly to 101.4% as
of December 31, 2019, mainly due to the combined effect of the increase in our bank and other loans of 31.8% and
the decrease in total equity of 35.0% from the year ended December 31, 2018 to the year ended December 31, 2019.

RECENT DEVELOPMENT AND NO MATERIAL CHANGE

Our business model and revenue and cost structure remain unchanged after the Track Record
Period.

COVID-19

An outbreak of respiratory illness caused by COVID-19, a coronavirus, first emerged in late 2019
and continues to expand within the PRC and globally. The new strain of coronavirus is considered highly
contagious and may pose a serious public health threat. Since the outbreak, draconian measures including
travel restrictions have been implemented within the PRC, as well as other countries and territories, in an
effort to contain the COVID-19 outbreak. The WHO is closely monitoring and evaluating the situation.
On January 30, 2020, the WHO declared the outbreak of COVID-19 a Public Health Emergency of
International Concern (PHEIC). On March 11, 2020, the WHO further characterized COVID-19 as a
pandemic. As of the Latest Practicable Date, the virus had spread across China and to over 200 countries
and territories globally with the death toll and number of infected cases continuing to rise.

The outbreak, which has resulted in a high and growing number of fatalities, is likely to have an
adverse impact on the livelihood of the people in and the economy of the PRC. Nevertheless, our
directors confirm that as of the Latest Practicable Date there has been no material disruption to our
business or our supply chain. In addition, we have implemented stringent measures to prevent COVID-19
infections in our work places. These measures include:

(i) providing training to employees to increase their awareness of personal hygiene and health
protection;

(ii) establishing a team of 22 members comprising all department heads and led by Mr. Yi, one of
our executive Directors, to be responsible for monitoring the hygiene condition of our work
places;

(iii) requiring all employees to report their health condition to the responsible team daily;

(iv) measuring the temperature of all employees before they enter into working areas to ensure no
employees with COVID-19 symptoms are working in our offices or stations;

(v) providing sanitary masks to employees and requiring them to wear sanitary masks before
entering into working areas, and providing disinfecting products including hand cleansing gel
and alcohol disinfectant to employees for their personal hygiene;
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(vi) regularly cleaning and disinfecting the work place and other public areas such as cafeterias

and dormitories; and

(vii) reserving rooms for immediate quarantine of employees who have developed respiratory

symptoms for further transferral to appropriate medical facilities.

We estimate that the cost for implementing the hygiene measures is approximately RMB75,000 per

month, mainly spent on the purchase of sanitary masks, hand cleansing gel, and alcohol disinfectant. Our

Directors confirm that such cost would have no significant impact on our Group’s financial position for

the year ending December 31, 2020. Our Directors believe that the cost will gradually decrease as the

epidemic situation gradually subsides.

Our Directors are of the view that the hygiene measures adopted by our Group can effectively

prevent and control the COVID-19 infections, and safeguard the occupational health and safety of our

employees. To the best of our knowledge, as of the Latest Practicable Date, none of our employees had
been infected with COVID-19.

Based on the current situation, our Directors have assessed the impact of the COVID-19 outbreak

on our business considering the following factors:

()

at the beginning of February 2020, the NDRC and the National Energy Administration of the
PRC (H#E N RILHE [ ZHEJH5) had a conference to ensure the stable supply of energy
during the COVID-19 outbreak. In addition, to promote the recovery of coal production, the
Coal Department of the National Energy Administration issued the Letter Concerning Further
Accelerating the Resumption of Operation and Production of Coal Mines to Ensure Stable
Supply of Coal* (A HE— 2 bR BEmR 1T A8 a R B i f8 2 (AL ERY B ), stipulating that
enterprises in coal mining industry are not compulsively required to delay operation due to the
COVID-19 outbreak, in order to avoid the undersupply of coal which may lead to an
undersupply of energy. Pursuant to the abovementioned conference and notice, among other
things, (a) coal production enterprises should ensure the production of coal during the
epidemic; and (b) government authorities should coordinate to facilitate the normal
transportation and provision of coal, particularly in Northeast China and the Jing-Jin-Ji area,
where we conduct our business, and in outbreak areas. On February 23, 2020, the head of the
Coal Department of the National Energy Administration announced that as a result of the
measures taken by the government, the impact of the COVID-19 outbreak on coal production
has been limited and the level of coal production has resumed to a similar level as compared
to the previous year. This was evidenced by the official number for coal production in China,
which increased by 2.7% in the first half of 2020 as compared to the corresponding period in
2019, supporting a year-on-year increase of 0.4% in total coal consumption in the first half of
2020, according to the Frost & Sullivan Report. Therefore, the COVID-19 outbreak is not
expected to have a significant impact on coal production. As coal represents the largest
portion of cargo transported by rail in the PRC, the corresponding impact on the rail
transportation business, particularly that of transporting coal, is also expected to be limited;
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(i1)

according to the Frost & Sullivan Report, the demand for coal is not expected to be materially
affected by the COVID-19 outbreak as coal is the major material used in the generation of
energy (including power output and heating) in the PRC and it is widely used in the
production of cement and steel, which are essential to infrastructure projects. According to
the Frost & Sullivan Report, despite the fact that a large number of enterprises and factories
temporarily suspended their operations during the epidemic, resulting in a year-on-year
decline in power output of 6.8% in the first quarter of 2020, such decline narrowed to 4.6% in
March 2020 as enterprises and factories gradually resumed full operation by March 2020.
Also, notwithstanding the epidemic, the consumption of coal for heating increased by 4.0% in
the first half of 2020 compared to the same period in 2019. Despite the fact that power output
in the PRC decreased by 1.4% in the first half of 2020 as compared with that in the same
period in 2019, it has resumed growth from April 2020 and recorded a year-on-year increase
of 6.5% in June 2020. Moreover, energy consumption and infrastructural projects are expected
to increase significantly when the epidemic situation ends. Therefore, in general, the demand
for coal is not expected to be materially affected by the outbreak of COVID-19 for the full
year of 2020. During the COVID-19 outbreak and up to the Latest Practicable Date, we have
generally been conducting business normally with our customers, particularly our top five
customers for the year ended December 31, 2019. We also noted that a longer settlement
period may be needed for our customers. Since the COVID-19 outbreak began, we have
received notification of requests for delay in settlement of trade receivables from some of our
major customers as a result of the outbreak. Our Directors expect that, due to the disruption to
the PRC economy caused by the COVID-19 outbreak, our Group’s trade receivables as of
December 31, 2019 and trade receivables generated since January 1, 2020 up to the Latest
Practicable Date were subject to such potential delay. As a result, we had higher trade
receivables balance as of December 31, 2019 and May 31, 2020 as compared to that of
December 31, 2019, leading to longer average trade receivables turnover days of 77.7 days for
the five months ended May 31, 2020, as compared to 58.7 days for the year ended December
31, 2019. Nevertheless, our Directors confirm that the abovementioned impact of the COVID-
19 outbreak has been mitigated along with the subsiding of the epidemic and the resumption
of operations of the enterprises and factories in the PRC. Also, we have closely monitored the
collection status of trade receivables with our customers. As of August 31, 2020,
approximately RMB62.3 million or 83.6% of the carrying amount of trade receivables
outstanding as of December 31, 2019 had been settled. Furthermore, among our top five
customers for the year ended December 31, 2019, only Bohui Group had temporarily
suspended part of its operations from the end of January 2020, which were gradually resumed
in late February 2020, while the other top five customers did not suspend their operations due
to the COVID-19 outbreak. We have not been notified by our major customers that their
demand for our logistics services or their demand for coal has been materially affected by the
COVID-19 outbreak. In addition, as of August 31, 2020, the overall settlement progress for
our trade receivables recognized since January 1, 2020 was comparable to that in the same
period of 2019. In particular, all of our top five customers for the five months ended May 31,
2020 showed a similar pattern of settlement to that in the same period of 2019. As of August
31, 2020, the longer settlement period from our customers did not have material adverse
impact on our cash flow and liquidity position;
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(iii) despite the outbreak of SARS from November 2002 to September 2003, rail freight
transportation volume experienced year over year growth of 9.4% in 2003, according to the
Frost & Sullivan Report, since the areas through which rail freight transportation occurs are
generally not densely populated, the COVID-19 outbreak is not expected to cause manpower
shortage problems or have a material effect on the rail freight transportation industry; and

(iv) according to the Frost & Sullivan Report, as road freight transportation was severely restricted
in the PRC during the COVID-19 outbreak, demand for road freight transportation was
partially shifted to rail freight transportation. This had and may continue to have an adverse
impact on our road freight transportation business in the short term. However, our rail freight
transportation business, which is our core business, is expected to be positively affected in the
short term.

Based on the above, despite that the outbreak of COVID-19 may impact the settlement of the
outstanding trade receivables from our customers, our Directors believe that it will not have a material
impact on our overall financial performance.

Going forward, our Directors are of the view that it is highly unlikely that we will be required to
suspend our operation should the epidemic worsen, as our railway is of great importance in terms of
ensuring the smooth and efficient supply of cargos that are closely related to energy production, such as
coal. In the very unlikely event that our business operation gets suspended and on the assumptions that
during such period, (i) we will generate no revenue; (ii) we will incur no operating expenses related to
generating revenue (including cargo logistic cost, outsourcing service charges and other labour costs and
fuel used costs); (iii) we will retain our staff and continue to incur the same level of staff cost; (iv) there
will be no material change in administrative expenses and other expenses; and (v) our future plans will
not be implemented during the suspension period, we will still remain financially viable for (a) no less
than six months even without the proceeds from the Global Offering; (b) no less than seven months with
1.5% of the net proceeds from the Global Offering, being the portion designated for working capital and
general corporate purposes; and (c) no less than 20 months with all of the net proceeds from the Global
Offering.

Currently, one of our business strategies is to construct additional branch lines to expand our
business scale, including expanding our geographic presence and business to the Northern Shandong
Industrial Park and Comprehensive Industrial Park in Bohai New Area, the construction of which are
both expected to commence in the fourth quarter of 2020 and to be completed by the first quarter of 2022.
As discussed above, since the COVID-19 outbreak is not expected to have a significant impact on the
demand for our rail freight transportation services, we believe that our expansion plans remain feasible,
and it is unlikely that we will change the use of the net proceeds from the Global Offering as disclosed in
“Future Plans and Use of Proceeds — Use of Proceeds” in this prospectus as a result of the outbreak of
COVID-19. However, there can be no assurance that the direct and indirect effects of COVID-19 will not
have a greater impact on the PRC economy and rail freight transportation industry in the future. If the
epidemic evolves, economic slowdown and/or negative business sentiment could still potentially have an
adverse impact on the rail freight transportation industry or the industries in which our major customers
operate, in particular the coal production industry, which could adversely affect our business operations
and financial condition. See “Risk Factors — Our business operations may be affected by the outbreak of
COVID-19.” for details.
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Our Directors confirm that, save as disclosed above and the impact of the listing expenses, there is
no event which could materially affect the information shown in our consolidated financial statements
included in the Accountants’ Report following the Track Record Period and as of the date of this
prospectus, there has been no material adverse change in our financial or trading position or prospect.

Financial performance after the Track Record Period

Pursuant to the unaudited management accounts of our Group, our revenue, operating expenses and
profit for the three months ended August 31, 2020 remained relatively stable as compared with the
corresponding period in 2019. As a result, our net profit margin for the three months ended August 31,
2020 was comparable to that for the corresponding period in 2019.

Establishment of Shangcheng

On April 13, 2020, Canggang Company entered into a cooperation agreement (the ‘“Shangcheng
Cooperation Agreement”) with an Independent Third Party (the “Majority Shareholder of Shangcheng”),
pursuant to which Cangzhou City Shangcheng Business Trading Co., Ltd.* (¥ 7 i 5l i & A BR A #])
(“Shangcheng”) was established as a limited liability company under the laws of the PRC with a
registered capital of RMB30.0 million on April 24, 2020. The Majority Shareholder of Shangcheng was
established in Cangzhou, Hebei Province in the 1980s. It has obtained the First-class Municipal Public
Project General Contract Qualification® (17 E{ 2 ] T2 it T4 K — % & E) and is principally engaged
in the construction of municipal projects. Pursuant to the Shangcheng Cooperation Agreement and the
articles of association of Shangcheng, the Majority Shareholder of Shangcheng and Canggang Company
own 60% and 40%, respectively, of the interest in Shangcheng. Pursuant to the Shangcheng Cooperation
Agreement, for the first time, each party should contribute 50% of their respective portion of the
registered capital in cash to Shangcheng. Also , pursuant to the articles of association of Shangcheng, the
remaining amount of the registered capital should be contributed on or before April 30, 2023. In May
2020, the Majority Shareholder of Shangcheng and we contributed RMB3,000,000 and RMB2,000,000,
respectively, in cash to the share capital of Shangcheng. The shareholders of Shangcheng resolved that
the unpaid portion in the first-time contribution of 50% of the registered share capital of Shangcheng of
RMB10,000,000, out of which RMB6,000,000 and RMB4,000,000 are payable by the Majority
Shareholder of Shangcheng and us, respectively, shall be paid up by its shareholders on or before
December 31, 2020.

Shangcheng is primarily engaged in the trading of construction materials, particularly gravel.
Specifically, at the early stage after its establishment, it is intended to serve as a supplier of the Majority
Shareholder of Shangcheng and source gravel for the Majority Shareholder of Shangcheng which
demands for gravel for participating in a number of major urban construction projects in Cangzhou.
Shangcheng has commenced operations in May 2020. Pursuant to the Shangcheng Cooperation
Agreement, Canggang Company is responsible for providing railway transportation services to
Shangcheng at market rate for the construction materials it supplies. We believe the Shangcheng
Cooperation Agreement will help us secure additional demand for our railway transportation services
from Shangcheng. Accordingly, our Directors are of the view that the transactions contemplated under
the Shangcheng Cooperation Agreement are in the interest of our Company and its shareholders as a
whole.
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LISTING EXPENSES

Our listing expenses primarily consist of underwriting commissions and professional fees paid to
the reporting accountants, legal advisers and other professional advisers for their services rendered in
relation to the Listing and the Global Offering. The total estimated listing expenses (based on the mid-
point of our indicative price range of HK$0.975 for the Global Offering and assuming that the Over-
allotment Option is not exercised, including underwriting commissions) in relation to the Global Offering
are approximately HK$44.8 million (equivalent to RMB40.5 million), representing approximately 18.4%
of the gross proceeds of the Global Offering (assuming an Offer Price of HK$0.975 per Share and no
exercise of the Over-allotment Option). Out of the said total estimated listing expenses of approximately
HK$44.8 million, HK$16.3 million (equivalent to RMB14.8 million) is expected to be capitalized after
the Global Offering. The remaining amount of approximately HK$28.5 million (equivalent to RMB25.7
million) is expected to be charged to our Company’s consolidated statements of profit or loss and other
comprehensive income, of which approximately HK$2.9 million (equivalent to RMB2.6 million) was
charged in the year ended December 31, 2018, approximately HK$14.9 million (equivalent to RMB13.5
million) was charged in the year ended December 31, 2019, approximately HK$5.4 million (equivalent to
RMBA4.8 million) was charged in the five months ended May 31, 2020 and additional approximately
HK$5.3 million (equivalent to RMB4.8 million) is expected to be incurred in the seven months ending
December 31, 2020. The listing expenses above are the latest practicable estimate and are provided for
reference only, and actual amounts may differ from this estimate.

GLOBAL OFFERING STATISTICS

Based on the
Offer Price of
HK$0.77 per

Share, after
Downward Offer
Price Adjustment

of 10%
Market capitalization of our Shares" HK$770
million

Unaudited pro forma adjusted net
tangible assets per Share® HK$0.75

Notes:

Based on an
Offer Price of
HK$0.85

per Share

HK$850
million

HKS$0.77

Based on an
Offer Price of
HK$1.10

per Share

HK$1,100
million

HK$0.83

(hH) All statistics in this table are based on the assumption that the Over-allotment Option is not exercised. The calculation
of market capitalization is based on 1,000,000,000 Shares expected to be in issue following the completion of the

Capitalization Issue and the Global Offering.

2) The unaudited pro forma adjusted net tangible assets per Share is calculated after making the adjustments referred to
in Appendix II and based on 1,000,000,000 Shares expected to be in issue following the completion of the

Capitalization Issue and the Global Offering.
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USE OF PROCEEDS

We estimate that the net proceeds of the Global Offering, after deducting the estimated
underwriting fees and expenses payable by us in connection with the Global Offering, will be in the
amount of approximately HK$199.0 million, if the Over-allotment Option is not exercised, or
approximately HK$234.5 million, if the Over-allotment Option is exercised in full, assuming an Offer
Price of HK$0.975 per Offer Share, being the mid-point of the proposed Offer Price range.

We intend to use the net proceeds from the Global Offering for the purposes and in the amounts set
out below:

. approximately 63.3% of our total estimated net proceeds, or HK$125.9 million (equivalent to
approximately RMB113.9 million), will be used to construct two new branch railway lines,
one connecting our railway to the Comprehensive Industrial Park (i) #7 [ 47 6 2 3 [ 8 52
#%) at Bohai New Area, the other one connecting our railway to the Northern Shandong
Industrial Park (L%t T3E). Construction of such lines will be carried out by joint
venture companies we formed with third parties. We own a minority interest in such joint
venture companies and are responsible for managing and operating such branch lines. See
“Business — Our Strategies — Construct additional branch lines to expand our business scale”;

. approximately 20.2% of our total estimated net proceeds, or HK$40.0 million (equivalent to
approximately RMB36.2 million), will be used to fund technical upgrades, acquire a new
locomotive and purchase of additional equipment for our railway. This upgrading project is
expected to commence in the fourth quarter of 2020 and complete in the fourth quarter of
2021;

. approximately 3.1% of our total estimated net proceeds, or HK$6.1 million (equivalent to
approximately RMBS5.5 million), will be used for repaying a bank loan due in the outstanding
amount of RMB30.1 million with an interest rate of 5.94% per annum;

. approximately 11.9% of our total estimated net proceeds, or HK$23.7 million (equivalent to
approximately RMB21.4 million), will be used to partially settle amounts payable in
connection with our purchase of the land use rights for land occupied by our Han-Huang
connecting line and land occupied by Bohaixi Station. Total estimated purchase price for such
land use rights purchased was approximately RMB31.1 million to RMB36.3 million based on
our Directors’ estimation of the land area, which will be partially funded by the said part of
the net proceeds from the Global Offering with the remaining amount funded by our internal
resources; and

. approximately 1.5% of our total estimated net proceeds, or HK$3.3 million (equivalent to
approximately RMB3.0 million, will be used for working capital and general corporate
purposes.

For details, see “Future Plans and Use of Proceeds — Use of Proceeds” in this prospectus.
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DIVIDENDS

We are a holding company incorporated in the Cayman Islands. Any declaration of final dividends
is subject to the applicable laws and regulations including the Companies Law, and our Articles, which
require also the approval of our Shareholders. Distributions from us and our subsidiaries may also be
subject to any restrictive covenants in bank credit facilities or loan agreements or other agreements that
we or they may enter into in the future. In addition, PRC laws and regulations require that dividends of a
PRC enterprise be paid only out of accumulated profits, if any, as determined in accordance with PRC
accounting standards, which differ in many aspects from the generally accepted accounting principles in
other jurisdictions, including IFRS. PRC laws and regulations also require a PRC enterprise to set aside
at least 10% of its after-tax profits calculated based on PRC accounting standards each year, if any, to
fund certain statutory reserves, which may not be distributed as cash dividends.

For the year ended December 31, 2017, Canggang Company distributed RMB75.0 million to its
then Shareholders on May 26, 2017. Other than the foregoing, we did not pay or declare to our then
Shareholders during the Track Record Period. We will continue to re-evaluate the payment and amount of
our future dividends in light of our financial conditions and the prevailing economic climate. However,
there can be no assurance that dividends of any amount will be declared or distributed in any year.

NON-COMPLIANCE

Historical non-compliance incidents involving us during the Track Record Period included: (i) we
have not obtained land use right permit for the lands occupied by the connecting line to Bohaixi Station
of the Han-Huang Railway Line prior to commencement of construction, which we expect to obtain by
the end of 2020. The total consideration for the transfer of land will be approximately RMB31.1 million
to RMB36.3 million; (ii) we did not obtain or have not obtained the relevant Construction Land Planning
Permits and Construction Project Planning Permits for the main track of Canggang Railway Line and
structures along this line, the connecting line to Bohaixi Station of the Han-Huang Railway Line and the
structures along this line, and the coal and ore logistics construction projects of Jinghai International; (iii)
we had not registered with relevant housing provident fund authorities or adequately paid housing
provident fund contributions for our employees until September 2019; (iv) we had not adequately paid
social insurance for all our employees until September 2019; (v) we have not obtained approval of our
Report Form on Environmental Impact of Construction Project or completed environmental protection
inspection and acceptance procedures for the construction of the connecting line to Bohaixi Station of the
Han-Huang Railway Line; and (vi) from May 2018 to February 2019, the ratio between the number of
dispatched workers and the total number of our employees was higher than 10%.

As of the Latest Practicable Date, we had either rectified these incidents of non-compliance
incidents, obtained confirmations from the competent government authorities or conducted interviews
with the responsible officers from the competent government authority confirming that we had not been
and would not be penalized with respect to these non-compliance incidents. We have also implemented a
series of enhanced internal control measures to prevent reoccurrence of these incidents of non-
compliance. See “Business — Legal Compliance and Proceedings — Non-compliance Incidents” for more
details.
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RISK FACTORS

We believe that there are certain risks and uncertainties involved in our operations, some of which
are beyond our control. Major risks we face include, among others, the following: (i) we derived a
significant majority of our revenue over the Track Record Period from rail freight transportation through
the Canggang Railway Line. Our revenue could decline significantly if the Canggang Railway Line
suffers from any technical or operational problems or otherwise cannot undertake the transportation
business for certain period of time or indefinitely; (ii) our ability to transport cargo directly to Port
Huanghua is a key aspect of our rail freight transportation business. Regulatory changes have affected
our ability to connect directly to Port Huanghua; (iii) we face certain competition issues which may
materially and adversely affect our business growth and results of operations; (iv) we have been
dependent on the eastbound transportation of coal through our railway during the Track Record Period.
Our business, financial condition and results of operations would be materially and adversely affected if
demand for transportation of coal were to decline; (v) we cannot guarantee that new PRC regulations and
policies regarding rail freight transportation or environmental protection will not be introduced or that
existing laws and regulations will not be interpreted in way that could adversely affect our business. See
“Risk Factors” in this prospectus for details.

PROPERTY VALUATION

According to the property valuation report prepared by Avista Valuation Advisory Limited, an
independent valuer we engaged, as set forth in Appendix III to this prospectus, the valuation of our
Group’s property interests as of August 31, 2020 (excluding the land parcel with a carrying amount of
RMB32.9 million from our consolidated financial statements as of May 31, 2020, occupied by our Han-
Huang connecting line to Bohaixi Station which we have not yet obtained the land use right permits),
amounted to RMB1,476.9 million, which comprised commercial values of RMB1,043.8 million and
reference values of RMB433.1 million. See “Business — Properties”” and Appendix III to this prospectus
for details on our properties.
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following meanings.

In this prospectus, unless the context otherwise requires, the following expressions have the

“Action Plan”

“affiliate(s)”

“Application Form(s)”

“Articles of Association” or
“Articles”

“associate(s)”
“Board” or “Board of Directors”

“Business Day” or “business day”

“BVI”

“Canggang BVI”

“Canggang Company”

the “Three-year Action Plan to Win Battle for a Blue Sky” (1%
BER R ¥ =17 ® % #)), an environmental protection plan
issued by the State Council which aims to significantly reduce
total emissions of major atmospheric pollutants and improve air
quality. See “Regulatory Overview — Regulations on Industry” for
details of this plan

with respect to any specific person, any other person, directly or
indirectly, controlling or controlled by or under direct or indirect
common control with such specified person

WHITE application form(s), YELLOW application form(s) and
GREEN application form(s), or where the context so requires, any
one of them, in relation to the Hong Kong Public Offering

the articles of association of our Company conditionally adopted
on June 16, 2020 and as amended from time to time, a summary of
which is set out in Appendix IV to this prospectus

has the meaning ascribed to it under the Listing Rules
the board of Directors of our Company

a day on which banks in Hong Kong are generally open for
business to the public and which is not a Saturday, Sunday or
public holiday in Hong Kong

the British Virgin Islands

Canggang Railway International Company Limited (I8 ¥
MA FR/A ), a limited liability company incorporated under the
laws of the BVI on October 29, 2018 and a wholly-owned
subsidiary of our Company

Cangzhou Canggang Railway Co., Ltd.* (3818 #5 8k % A PR A7)
(previously known as Huanghua Jinghai Logistics Co., Ltd.* (&
it YA PR 7)), a limited liability company established
under the laws of the PRC on October 22, 2009 and a wholly-
owned subsidiary of our Company
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“Canggang HK”

“Canggang Railway Line”

“Capitalization Issue”

“Cayman Islands Companies Law’

or “Companies Law”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“Chengyu Company”

“China” or “PRC”

)

Canggang Railway (Hong Kong) Limited (I8 #5888 (F#5) AR
/3 7)), a limited liability company incorporated in Hong Kong on
December 5, 2018 and a wholly-owned subsidiary of our
Company

a local freight railway line in Cangzhou, Hebei Province, which
connects Cangzhou and Bohai New Area which contains Port
Huanghua, from Cangzhou Station (¥ %) to Gangkou Station
(i 119k

the issue of 749,990,000 Shares upon capitalization of certain
sums standing to the credit of the share premium account of our
Company referred to in the paragraph headed “Appendix V —
Statutory and General Information — A. Further Information about
Our Company — 4. Written resolutions of the then Shareholders of
our Company passed on June 16, 2020

the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct clearing
participant or general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant who may be an individual or joint individuals or a
corporation

a CCASS Clearing Participant, or a CCASS Custodian Participant
or a CCASS Investor Participant

Chengyu Railway Co., Ltd.* (¥ 1755 F A RIAE A ), a
limited liability company established under the laws of the PRC
on November 22, 2004 which is 97.5% indirectly owned by Mr.
Liu and 2.5% owned by Mr. Yi. It held 90.73% equity interest in
Canggang Company prior to the Corporate Reorganization, and
ceased to hold equity interest in Canggang Company after the
Corporate Reorganization

the People’s Republic of China excluding for the purpose of this
prospectus, Hong Kong, the Macau Special Administrative Region
and Taiwan
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k)

“China Energy Investment Group’

“China Everbright”

“China Railway”

“close associate(s)”
“Co-Managers”

“Companies (WUMP) Ordinance”

“Companies Ordinance”

“Company” or “our Company”

“connected person(s)”

“Controlling Shareholder(s)”

“core connected person(s)”’

“Cornerstone BJ”

a state-owned mining and energy company administrated by the
PRC State Council

China Everbright Securities (HK) Limited, a licensed corporation
under the SFO permitted to carry out Type 1 (dealing in
securities), Type 4 (advising on securities), Type 6 (advising on
corporate finance) and Type 9 (asset management) regulated
activities (as defined under the SFO), being one of the Joint
Bookrunners and Joint Lead Managers

China State Railway Group Company, Ltd. *( " [ [ 52 8 % £E %]
A BRZAT]), a state-owned sole proprietorship enterprise that
undertakes railway passenger and cargo transportation services in
the PRC

has the meaning ascribed to it under the Listing Rules
Ever-Long, Maxa, and Zhong Jia

the Companies (Winding Up and Miscellaneous Provisions)
Ordinance (Chapter 32 of the Laws of Hong Kong) as the same
may be amended, supplemented or otherwise modified from time
to time

the Companies Ordinance (Chapter 622 of the Laws of Hong
Kong) as the same may be amended, supplemented or otherwise
modified from time to time

Canggang Railway Limited (I8¥#s#% A MR/AF]), an exempted
company incorporated in the Cayman Islands with limited liability
on October 19, 2018, and the holding company of all other
companies in the Group

has the meaning ascribed to it under the Listing Rules

has the meaning ascribed to it under the Listing Rules and unless
the context requires otherwise, refers to the controlling
shareholders of our Company, namely Jinghai BVI and Mr. Liu

has the meaning ascribed to it under the Listing Rules

Beijing Cornerstone Zhong Ying Venture Investment Center
(Limited Partnership)* (AL 53 P& AIZERE O (BREE)),
a limited partnership established under the laws of the PRC on
May 21, 2015 with Beijing Cornerstone Venture Investment
Management Center (Limited Partnership)* -y - 1E=is <41
Ml (ARA%)) acting as its general partner. It is a pre-IPO
investor of the Company
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“Cornerstone BVI”

bl

“Corporate Reorganization’

“COVID-19”

“CSRC”

“Deed of Indemnity”

“Deed of Non-competition™

“Director(s)”

“Downward Offer Price
Adjustment”

“EIT Law”

“Ever-Long”

“Foreign Investment Law”

Cornerstone Global Investment Limited (31 ERERF & A PR 7)),
a limited liability company incorporated under the laws of the BVI
on November 16, 2018 and wholly-owned by Cornerstone BJ

the corporate reorganization of our Group conducted in
preparation for the Listing, details of which are set out in the
section headed ‘“History and Corporate Structure — Corporate
Reorganization” in this prospectus

a viral respiratory disease caused by the severe acute respiratory
syndrome coronavirus 2, which first emerged in late 2019

China Securities Regulatory Commission (H' [ & 7 Bi B /& M % §
), a regulatory body responsible for the supervision and
regulation of the PRC national securities markets

a deed of indemnity dated June 16, 2020 and entered into by our
Controlling Shareholders in favor of our Company (for ourselves
and as trustee for our subsidiaries) in respect of, among other
things, certain indemnities, further information of which is set out
in the section headed “G. Other Information — 1. Deed of
Indemnity” in Appendix V to this prospectus

a deed of non-competition dated June 16, 2020 and entered into by
our Controlling Shareholders in favor of our Company (for
ourselves and as trustee for each of our subsidiaries from time to
time) regarding the non-competition undertaking

the director(s) of our Company

an adjustment that has the effect of setting the final Offer Price up
to 10% below the bottom end of the indicative Offer Price range

the PRC Enterprise Income Tax Law (73 A R IEH0 B 1 25 i 15
Bii%) adopted by the National People’s Congress on March 16,
2007 and which became effective on January 1, 2008 and revised
on February 24, 2017, which became effective on the same date

Ever-Long Securities Company Limited, a licensed corporation
under the SFO permitted to carry out Type 1 (dealing in
securities), Type 4 (advising on securities) and Type 6 (advising
on corporate finance) regulated activities (as defined under the
SFO), being one of the Co-Managers

the Foreign Investment Law of the PRC (H % A R AN [ 4 pf £
% 1%) approved by the National People’ s Congress on March 15,
2019 and which came into effect on January 1, 2020
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“Frost & Sullivan”

“Frost & Sullivan Report”™

“Global Offering”

“GREEN Application Form(s)”

“Greenport BVI”

LR T3 9 E3]

“Group”, “our Group”, “we” or

13 EH)

us

“Guotai Junan”

“Haixing Branch”

“Haixing Branch Line”

“HK$”, “Hong Kong
dollar(s)”,“HKD” or ‘““cents”

“HKSCC”

“HKSCC Nominees”

“Hong Kong” or “HK”

Frost & Sullivan (Beijing) Inc., Shanghai Branch Co., an
independent market research and consulting company

the report issued by Frost & Sullivan and commissioned by our
Company, as referred to in the section headed ‘Industry
Overview” in this prospectus

the Hong Kong Public Offering and the International Placing

the application form(s) to be completed by WHITE Form eIPO
Service Provider, Computershare Hong Kong Investor Services
Limited

Greenport Railway Limited, a limited liability company
incorporated under the laws of the BVI on October 12, 2018 and
wholly owned by Mr. Yi

our Company and its subsidiaries, or, where the context so
requires in respect of the period before our Company became the
holding company of our present subsidiaries, the entities which
carried on the business of the present Group at the relevant time

Guotai Junan Securities (Hong Kong) Limited, a licensed
corporation under the SFO to carry out Type 1 (dealing in
securities) and Type 4 (advising on securities) regulated activities
(as defined under the SFO), being one of the Joint Global
Coordinators, Joint Bookrunners and Joint Lead Managers

Huanghua Jinghai Logistics Co., Ltd. Haixing Branch* (& 5t
YA BR A Fl g B 5y /A ), a branch office of Canggang
Company (previously known as Huanghua Jinghai Logistics Co.,
Ltd* (F5E Ui YA FR/A 7)) established under the laws of the
PRC on November 29, 2013 and de-registered on December 23,
2016

a branch line from our Yangzhuang Station to Haixing Freight
Yard with a total length of approximately 12.6 km

Hong Kong dollars and cents respectively, the lawful currency for
the time being of Hong Kong

Hong Kong Securities Clearing Company Limited

HKSCC Nominees Limited, a wholly-owned subsidiary of
HKSCC

the Hong Kong Special Administrative Region of the PRC

29



DEFINITIONS

“Hong Kong Branch Share
Registrar”

“Hong Kong Offer Share(s)”

“Hong Kong Public Offering”

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”

“IFRS(s)”

“Independent Third Party(ies)”

“Innovax Securities”

“International Placing”

Computershare Hong Kong Investor Services Limited

the 25,000,000 Shares being initially offered by our Company for
subscription pursuant to the Hong Kong Public Offering, subject
to adjustment as described in the section headed “Structure of the
Global Offering” in this prospectus

the offer for subscription of the Hong Kong Offer Shares in Hong
Kong at the Offer Price and on, and subject to, the terms and
conditions of this prospectus and the Application Forms, as further
described in the section headed ‘Structure of the Global
Offering” in this prospectus

the underwriters of the Hong Kong Public Offering

the Hong Kong underwriting agreement dated October 9, 2020,
relating to the Hong Kong Public Offering, entered into by our
Company, our Controlling Shareholders, our executive Directors,
the Sole Sponsor, the Joint Global Coordinators, the Joint
Bookrunners, the Joint Lead Managers, and the Hong Kong
Underwriters, as further described in “Underwriting” in this
prospectus

the International Financial Reporting Standard(s)

an individual(s) or a company(ies) who or which is/are
independent of and not connected with (within the meaning of the
Listing Rules) any Director, chief executive or substantial
Shareholder (within the meaning of the Listing Rules) of our
Company, its subsidiaries or any of their respective associates

Innovax Securities Limited, a licensed corporation under the SFO
permitted to carry out Type 1 (dealing in securities) and Type 4
(advising on securities) regulated activities (as defined under the
SFO), being one of the Joint Global Coordinators, Joint
Bookrunners and Joint Lead Managers

the conditional placing by the International Underwriters of the
International Placing Shares for cash at the Offer Price plus
brokerage of 1.00%, SFC transaction levy of 0.0027% and Stock
Exchange trading fee of 0.005% of the Offer Price, details of
which are described in the section headed “Structure of the Global
Offering” in this prospectus, on and subject to the terms and
conditions stated herein and in the International Underwriting
Agreement
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DEFINITIONS

“International Placing Share(s)”

“International Underwriters”

“International Underwriting
Agreement”

“Jinghai BVI”

“Jinghai International”

“Joint Bookrunners”
“Joint Global Coordinators”

“Joint Lead Managers™

“Latest Practicable Date”

“Listing”’

“Listing Committee”

“Listing Date”

“Listing Rules”

the 225,000,000 Shares initially offered by our Company for
subscription at the Offer Price under the International Placing
(subject to adjustment as described in the section headed
“Structure of the Global Offering” in this prospectus) together
with (unless the context otherwise requires) any Shares issued
pursuant to any exercise of the Over-allotment Option

the underwriters of the International Placing

the conditional placing and underwriting agreement relating to the
International Placing and to be entered into by the Company, the
Controlling Shareholders, the executive Directors, the Sole
Sponsor, the Joint Global Coordinators, the Joint Bookrunners,
the Joint Lead Managers and the International Underwriters, on or
about the Price Determination Date

Jinghai Group Investment Limited (JUi£EEHE AR AT, a
limited liability company incorporated under the laws of the BVI
on October 12, 2018 and wholly owned by Mr. Liu

Hebei Jinghai International Logistics Development Co., Ltd.* (1]
A6 50t B PR B A PR /), a limited liability company
established under the laws of the PRC on July 20, 2017 which is
owned as to 51% by our Company and 49% by Tianjin Xinlian
International Shipping Agency Co., Ltd.* (K15 ¥ M5 5 A AL
M FR A7), an Independent Third Party

Innovax Securities, Guotai Junan and China Everbright

Innovax Securities and Guotai Junan

Innovax Securities, Guotai Junan and China Everbright

October 4, 2020, being the latest practicable date for the purpose
of ascertaining certain information in this prospectus prior to its
publication

the listing of our Shares on the Main Board of the Stock Exchange
the Listing Committee of the Stock Exchange

the date, expected to be on or about Friday, October 23, 2020, on
which our Shares are listed and from which dealings therein are
permitted to take place on the Stock Exchange

The Rules Governing the Listing of Securities on the Stock
Exchange, as amended from time to time
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DEFINITIONS

“Main Board”

“Maxan

“Memorandum of Association’ or
“Memorandum”

“MOFCOM”
G‘MOT”

“Mr. Liu”

“Mr. Wei”

“Mr. Yi”

“National People’s Congress™

“NDRC”

“NRA”

“Offer Price”

“Offer Share(s)”

the stock exchange (excluding the option market) operated by the
Stock Exchange which is independent from and operated in
parallel with the GEM of the Stock Exchange

Maxa Capital Limited, a licensed corporation under the SFO
permitted to carry out Type 1 (dealing in securities) and Type 6
(advising on corporate finance) regulated activities (as defined
under the SFO), being one of the Co-Managers

the memorandum of association of our Company adopted on June
16, 2020 and as amended from time to time

Ministry of Commerce of the PRC (H % A & 0[] 3 753410
Ministry of Transport of the PRC (%2 A [ 27 [ 22 % 7F)

Mr. Liu Yongliang (#17K3%), our founder and one of our
Controlling Shareholders, the chairman of the Board and an
executive Director

Mr. Wei Yue (8213%), the sole shareholder of Puji International

Mr. Yi Weiming (ZK?&EEU?), the sole shareholder of Greenport BVI,
our chief executive officer and an executive Director

the National People’s Congress of the PRC (% A [ LA 5 4= [
NRAEEKRE)

The National Development and Reform Commission of the PRC

(2 N BRI [0 o 5 R M M & L)

the National Railway Administration of the PRC ("% A &3 A7
B R ## J5)), the successor of the Ministry of Railway of the PRC
GiE PN e ke 3R

the final price per Hong Kong Offer Share (exclusive of
brokerage, SFC transaction levy and Stock Exchange trading fee)
at which the Hong Kong Offer Shares are to be subscribed for
pursuant to the Hong Kong Public Offering, to be determined on
or before the Price Determination Date, subject to any Downward
Offer Price Adjustment

the Hong Kong Offer Shares and the International Placing Shares,
where relevant including any additional Shares issued pursuant to
the exercise of the Over-allotment Option
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DEFINITIONS

“Over-allotment Option”

“PRC Company Law”

“PRC government” or “State”

“PRC Legal Advisors” or “PRC
Legal Advisers”

“Price Determination Date”

“Puji Global”

“Puji HK”

“Puji International”

“Regulation S

“RMB” or “Renminbi”’

the option granted by our Company to the International
Underwriters, exercisable by the Stabilizing Manager on behalf of
the International Underwriters, to require our Company to allot
and issue up to an aggregate of 37,500,000 additional Shares at
the Offer Price, representing 15% of the initial size of the Global
Offering, to cover any over allocations in the International Placing
as described in the section headed “Structure of the Global
Offering” in this prospectus

the Company Law of the PRC (H#E ARILFE A FE), as
enacted by the Standing Committee of the Eighth National
People’s Congress on December 29, 1993 and effective on July 1,
1994, and subsequently amended on December 25, 1999, August
28, 2004, October 27, 2005 and December 28, 2013, as amended,
supplemented or otherwise modified from time to time

the central government of the PRC, including all governmental
sub-divisions (such as provincial, municipal and other regional or
local government entities)

Commerce & Finance Law Offices, our legal advisors as to PRC
laws

the date, expected to be on or around Thursday, October 15, 2020
and, in any event, not later than 6:00 p.m. on Friday, October 16,
2020, on which the Offer Price is to be fixed by agreement
between our Company and the Joint Global Coordinators (on
behalf of the Underwriters)

Puji Global Limited (E#ERERAR/AA]), a limited liability
company incorporated under the laws of the BVI on October 18,
2018 which is wholly-owned by the Company

Puji Railway Global Holdings Limited (3 %k i% B Bk £ A7 BR 2>
A]), a limited liability company incorporated in Hong Kong on

December 28, 2018 which is wholly-owned by Puji Global

Puji International Investment Limited (3% 7B & A BRA ), a
limited liability company incorporated under the laws of the BVI
on October 11, 2018 and wholly owned by Mr. Wei. It is a pre-
IPO investor of the Company

Regulation S under the U.S. Securities Act

Renminbi, the lawful currency for the time being of the PRC
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DEFINITIONS

“SAFE”

“SAIC” or “State Administration
Industry and Commerce”

“SAMR”

“SAT”

“SFC” or “Securities and
Futures Commission”

“SFO” or “Securities and
Futures Ordinance”

“Share(s)”

“Shareholder(s)”

“Share Option Scheme”

“Sole Sponsor” or “Innovax
Capital”

“Stabilizing Manager”
“State Council”

“Stock Borrowing Agreement”

“Stock Exchange” or
“Hong Kong Stock Exchange”

the State Administration of Foreign Exchange of the PRC (1 #E A
B30 KHMEE FL)S), the PRC governmental agency
responsible for matters relating to foreign exchange administration,
including local branches, when applicable

the State Administration for Industry and Commerce for of the
PRC (" #EANRILMBEIER CriTBEIA)S), currently
consolidated into the State Administration for Market Regulation
(2 N BRI o o 5 3 B A AR

the State Administration for Market Regulation ( H#E A [ 3 A1 [
X EEEHAR)

the State Administration of Taxation of the PRC (% A &3 A7
B BT )

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong), as amended and supplemented from time to time

ordinary share(s) with a nominal value of HK$0.01 each in the
share capital of our Company

holder(s) of the Share(s)

the share option scheme conditionally adopted by our Company on
June 16, 2020, the principal terms of which are summarized under
the paragraph headed “F. Share Option Scheme” in Appendix V
to this prospectus

Innovax Capital Limited, a licensed corporation under the SFO
permitted to carry out Type 1 (dealing in securities) and Type 6
(advising on corporate finance) regulated activities (as defined
under the SFO)

Innovax Securities Limited
the State Council of the PRC (73 A& 3 11 3 [ 75 %)

the stock borrowing agreement expected to be entered into
between Jinghai BVI and the Stabilizing Manager (or its agents)
on or around the Price Determination Date

The Stock Exchange of Hong Kong Limited
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DEFINITIONS

“subsidiary(ies)”

“substantial Shareholder(s)”

“Takeovers Code”

“Track Record Period”

“Underwriters”

“Underwriting Agreements”

“U.S.” or “United States”

“U.S. dollar(s)” or “US$” or

“USD”

“U.S. Securities Act”

“WFOE ER]

“WHITE Application Form(s)”

“White Form eIPO”’

has the meaning ascribed to it under the Listing Rules

Shareholder(s) who are substantial shareholder(s) (within the
meaning of such term as defined under the Listing Rules) of the
Company

the Codes on Takeovers and Mergers and Share Buy-backs issued
by the SFC as may be amended, supplemented and/or otherwise
modified from time to time

the three years ended December 31, 2017, 2018 and 2019 and the
five months ended May 31, 2020

the Hong Kong Underwriters and the International Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

the United States of America, its territories, its possessions and all
areas subject to its jurisdiction

United States dollars, the lawful currency for the time being of the
United States

the U.S. Securities Act of 1933, as amended from time to time,
and the rules and regulations promulgated thereunder

Cangzhou Railway Logistics Services Company Limited* (¥ /1%
WA PR 7)), a limited liability company established under
the laws of the PRC on February 14, 2019 which is wholly owned
by Canggang HK

the form of application for the Hong Kong Offer Shares for use by
public applicants who require such Hong Kong Offer Shares to be
issued in their own name

the application for Hong Kong Offer Shares to be issued in the
applicant’s own name by submitting applications online through
the designated website of White Form eIPO Service Provider —
www.eipo.com.hk
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DEFINITIONS

“White Form eIPO Service
Provider”

“WHO”

“Withdrawal Mechanism”

“YELLOW Application Form(s)”

“Zhong Jia”

“%39

Computershare Hong Kong Investor Services Limited

the World Health Organization

a mechanism which requires our Company, among other things, to
(a) issue a supplemental prospectus as a result of material changes
in the information e.g. the Offer Price in the prospectus; (b)
extend the offer period and to allow potential investors, if they so
desire, to confirm their applications using an opt-in approach i.e.
requiring investors to positively confirm their applications for
shares despite the change

the application form(s) for the Hong Kong Offer Shares for use by
the public require such Hong Kong Offer Shares to be deposited
into CCASS

Zhong Jia Securities Limited, a licensed corporation under the
SFO permitted to carry out Type 1 (dealing in securities) regulated
activity (as defined under the SFO), being one of the Co-Managers

per cent

Certain amounts and percentage figures included in this prospectus have been subject to rounding

adjustments. Accordingly, figures shown as totals in certain tables may not be an arithmetic aggregation

of the figures preceding them.

If there is any inconsistency between the Chinese names of entities or enterprises established in the

PRC and their English translations, the Chinese names shall prevail. The English translation of company

or entity names in Chinese or another language which are marked with “*” and the Chinese translation

of company or entity names in English which are marked with “*” is for identification purpose only.

Unless otherwise specified, all references to any shareholding in our Company in this prospectus

assumes no exercise of the Over-allotment Option.
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GLOSSARY OF TECHNICAL TERMS

This glossary of technical terms contains explanations of certain technical terms used in this
prospectus in connection with our Group and our business. As such, these terms and their meanings
may not correspond to standard industry meanings or usage of these terms.

“Beijing-Shanghai Railway Line
(CREE I

“Bohai New Area (i) #7 )

“branch line”

“Coal Transportation from West to

East (P4 45 o 73 B n )

“Freight turnover”

“GFA”

“GPS”

“Han-Huang Railway Line
(HRE AR

“Local Railway Operation Permit”

a railway line between Beijing and Shanghai, which connects the
municipalities of Beijing, Tianjin, and Shanghai, as well as the
provinces of Hebei, Shandong, Anhui and Jiangsu

located in the southeast of Hebei Province. It boarders Bohai Sea
to the east, Tianjin and Beijing Municipalities to the north, and
Shandong Province to the south. It contains Huanghua City and a
number of industrial parks

secondary railway lines that branch off the main track

a national strategy of transporting coal produced in Western
China, where three largest coal producers in China, Shanxi
Province, Shaanxi Province and Inner Mongolia Autonomous
Region, are located, to Eastern Coastal China, which is the major
consumption market for coal

the product of a certain quantity of cargo and the distance of the
transport. It is a basic conventional physical indicator of transport
efficiency

gross floor area

global positioning system, which is a satellite navigation system
capable of calculating the geographical position of an object

a local railway between Handan and Port Huanghua in Cangzhou,
Hebei Province. It provides mainly freight transportation services
and also a small number of passenger transportation services

the permit approved and issued by the NRA, which enterprises are
required by the Detailed Rules for the Implementation of Railway
Transport Enterprises Access License #1425 e A FF v B
JA > to obtain before conducting businesses of public
transportation of passengers and cargoes through local railways.
The NRA invites related departments of provincial government
and regional railway administrations, from where the applicant is
located, to jointly review and examine the qualification of the
applicant
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GLOSSARY OF TECHNICAL TERMS

“Port Huanghua (&5 i)”

“Railway Transportation Permit”

“Road Transportation Operation
Permit”

“rolling stock™

“Shuo-Huang Railway Line
(AT AR

“Special Service Line(s)”

“Station track(s) (¥#1)”

“toe

“tonne(s)”

“Transported cargo”

an important and busy port located on the east coast of Hebei
Province and on the south side of the Bohai Bay. It contains three
important ports, namely the Coal Port, owned by the largest coal
producer in China; the Oil Port, which is used for oil or other
liquid fuel transportation only; and the Comprehensive Pier, which
is used by all other companies

the permit approved and issued by the NRA, which enterprises are
required by the Detailed Rules for the Implementation of Railway
Transport Enterprises Access License {8 iy (> SEE A FF Al
EHEANHI) to obtain before conducting businesses of public
transportation of passengers and cargoes through railways

the eligible voucher for enterprises and individuals to conduct
businesses of road transportation, including road passenger
transportation, road freight transportation, vehicle maintenance,
road freight handling and other road transportation services. The
permit is approved and issued by the Ministry of Transport of the
PRC

in rail transport industry refers to any vehicle that moves on a
railway. It usually includes both powered and unpowered vehicles,
for example, a locomotive, railroad car, coach, and wagon

a railway owned by one of China’s leading coal miners which is a
state-owned enterprise. It began operating in 2000 and mainly
carries coal from Shenchi South in the coal-rich Shanxi Province,
close to the Shenfu-Dongsheng coal field, to Port Huanghua on
China’s east coast

dedicated railway line(s) generally owned by third parties
connecting our railway line to factories or premises owned by our
customers and third party service providers

a track within the station to load and unload cargo and disembark
trains

tonne of oil equivalent, a unit of energy, defined as the amount of
energy released by burning one tonne of crude oil

one tonne equals to 1,000 kilograms

refers to goods or produce being transported
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FORWARD-LOOKING STATEMENTS

This prospectus contains certain forward-looking statements and information relating to us and our
subsidiaries that are based on the beliefs of our management as well as assumptions made by and
information currently available to our management. When used in this prospectus, the words
“anticipate”, ‘‘believe”, “could”, “‘estimate”, “expect”, “forecast”, ‘“going forward”, “intend”,
“may”, “ought to”, “plan”, “project”, “seek”, ‘“should”, “will”, “would”, “wish” and similar
expressions, as they relate to our Company or our management, are intended to identify forward-looking
statements. Such statements reflect the current views of our Company’s management with respect to
future events, operations, liquidity and capital resources, some of which may not materialize or may
change. These statements are subject to certain risks, uncertainties and assumptions, including the other
risk factors as described in this prospectus. You are strongly cautioned that reliance on any forward-
looking statements involves known and unknown risks and uncertainties. The risks and uncertainties
facing our Company which could affect the accuracy of forward-looking statements include, but are not
limited to, the following:

. our business operations and prospects;
. future developments, trends and conditions in the industry and markets in which we operate;
. our strategies, plans, objectives and goals and our ability to implement such strategies, plans,

objectives and goals;

. general economic conditions;
. our capital expenditure programs and future capital requirements;
. changes to regulatory environment, policies, operating conditions and general outlook in the

industry and markets in which we operate;

. our ability to control or reduce costs;

. the ability of third parties to perform in accordance with contractual terms and specifications;

. our dividend policy;

. the amount and nature of, and potential for, future development of our business;

. capital market developments;

. the actions and developments of our competitors; and

. all other risks and uncertainties described in the section headed ‘“Risk Factors™ in this
prospectus.
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RISK FACTORS

Potential investors should consider carefully all the information set out in this prospectus and, in
particular, should evaluate the following risks associated with the investment in our Shares. You
should pay particular attention to the fact that we conduct our operations in the PRC, the legal and
regulatory environment of which in some respects may differ from that in Hong Kong. Any of the risks
and uncertainties described below could have a material adverse effect on our business, results of
operations, financial condition or on the trading price of our Shares, and could cause you to lose all
or part of your investment.

This prospectus also contains forward-looking statements that identify certain risks and

uncertainties. See ‘“‘Forward-looking Statements” for further details.

Our business and operations involve certain risks and uncertainties, many of which are
beyond our control. These risks can be broadly categorized as (1) risks relating to our business and
industry, (2) risks relating to doing business in China, and (3) risks relating to the Global Offering.

RISKS RELATING TO OUR BUSINESS AND INDUSTRY

We derived a significant majority of our revenue over the Track Record Period from rail freight
transportation through the Canggang Railway Line. Our revenue could decline significantly if the
Canggang Railway Line suffers from any technical or operational problems or otherwise cannot
undertake the transportation business for certain period of time or indefinitely.

Historically, we have relied on one railway line, the Canggang Railway Line, to carry out our rail
freight transportation business. Revenue from rail freight transportation through the Canggang Railway
Line contributed approximately 71.4%, 67.1%, 68.7%, 66.9% and 70.6% of our total revenue for the
years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020
respectively. We cannot guarantee that our rail freight transportation business conducted through the
Canggang Railway Line will remain stable or continue to grow in the future. In particular, we cannot
assure you that the Canggang Railway Line will not suffer from any major technical or operational
problems, significant damage caused by unexpected natural disasters or suspension or interruption due to
social events or political instability or other causes out of our control, any of which could prevent us
from carrying out our rail freight transportation business on such line for a certain period of time or
indefinitely. If any of the aforesaid occurs, we might need to devote significant time and resources to take
remedial actions to resume proper operation of the Canggang Railway Line. If we cannot resolve such
problems in a timely manner or at all, our business, financial condition and results of operations will be
materially and adversely affected.
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RISK FACTORS

Our ability to transport cargo directly to Port Huanghua is a key aspect of our rail freight
transportation business. Regulatory changes have affected our ability to connect directly to Port
Huanghua.

Our success depends on the economic growth in the regions where many of our customers are
located, namely the Jing-Jin-Ji (JiV#¥L) area, the Bohai New Area (i #l#) and the Cangzhou-Port
Huanghua area, which have in the past been bolstered by favorable government economic policies, such
as the “Belt and Road Initiative”, “Coal Transportation from West to East”, and the Action Plan. The
Action Plan forbids the use of road transportation to transport coal into Port Huanghua and the
recognition of the Bohai New Area as a national level economic zone. These policies promoted
economic activities in the said regions, the transportation of Coal between the eastern and western parts
of China, which is the major cargo transported by us and the use of rail freight transportation to transport
bulk cargo, as a result of which the demand for rail freight transportation in the said regions has been
heightened. Even though our coal transportation volume decreased in 2018 after the implementation of
the Action Plan due to our inability to transport coal to Port Huanghua through railway directly at the
time, we believe these policies leave us well-positioned to provide a significant portion of the
transportation business previously undertaken by road freight transportation, particularly after we
commence operating the Han-Huang connecting line in August 2019 which enables us to transport coal
to Port Huanghua directly by rail. Our location, in particular our historical access to and connection with
Port Huanghua, is crucial for our operations. See ‘“Business — Our Strengths — Established and expanding
local railway operator with excellent location of our railway and potential to grow” for a discussion of
the strategic importance of our access to Port Huanghua.

In the past, we primarily transported coal to stations right next to Port Huanghua and then used
trucks to transport coal to piers at Port Huanghua. Effective at the end of 2018, the Action Plan issued by
the State Council only allows transportation of coal to key ports by sea or railway. As a result, we were
unable to use trucks to transport coal directly to the piers at Port Huanghua. Our inability to directly
transport coal to Port Huanghua caused a decrease in our revenue. See ‘“Financial Information — Year to
year comparison of results of operations” for details. On August 15, 2019 we received the necessary
approvals to open a new connecting line from Yangerzhuang Station to Bohaixi Station, through which
we can transfer such cargo to the Han-Huang Railway for transportation to the Comprehensive Pier of
Port Huanghua. However, we are still unable to transport coal directly to the piers at Port Huanghua
ourselves. While we have plans to build additional branch lines connecting to Port Huanghua (see
“Business — Our Strategies — Construct additional branch lines to expand our business scale’) there can
be no assurance that we will be able to receive the necessary finances to construct such branch lines and
we will be able to obtain the necessary permits in a timely manner or at all. Any inability to or delay in
our ability to transport cargo to Port Huanghua could have a material and adverse effect on our business,
financial condition and results of operations.

Furthermore, we cannot assure you that Port Huanghua will remain one of the largest ports for coal
transportation under the “Coal Transportation from West to East” national strategy or one of the largest
ports in terms of coal shipment, or that the current favorable government economic policies, such as the
“Belt and Road Initiative” and ‘“Coal Transportation from West to East” will remain in force in the
future. Even if such favorable policies do remain in force in the future, there can be no assurance that the
regions in which many of our customers are located will continue to develop at a rapid pace. If the PRC
government formulates any policy that adversely affects the importance of Port Huanghua or otherwise
changes the function of Port Huanghua as a major port for coal transportation or if any change in the coal
consumption market occurs which has a negative impact on Port Huanghua or our customers otherwise
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RISK FACTORS

look to other ports to which we do not have access our business and results of operations will be
adversely affected. Further, if the PRC government implements policies or economic measures that
materially affect or restrict the development of the area in which many of our customers are located and,
in particular, the development of Port Huanghua, it may largely reduce the freight transportation volume
through the Canggang Railway Line, which would, in turn, have a material adverse effect on our business
operation and financial position.

We face certain competition issues which may materially and adversely affect our business growth
and results of operations.

As a local railway operator, we enjoy a significant degree of exclusivity in terms of rail freight
transportation business within the Cangzhou-Port Huanghua area. See ‘“Business — Our Strengths —
Established and expanding local railway operator with excellent location of our railway” and “Business
— Our Strengths — A high degree of exclusivity and insulation from competition” for further details. In
addition, under the Conference Minutes in 2000, the Shuo-Huang Railway Line and the coal pier in Port
Huanghua shall not compete for transportation business already undertaken by local railways (such as the
Canggang Railway Line) and ports in Hebei Province. In addition, given the high entry barriers to the rail
freight transportation market, we are not aware of any, and believe there will be no, new competitors in
our market in the near future. Nonetheless, the Conference Minutes in 2000 are not legally binding. In the
event that the owner and operator of the Shuo-Huang Railway Line does not act in accordance with the
arrangements set out in the minutes, there will be no legal consequence to such party.

We cannot assure you that the favorable government policies providing such exclusivity will not
change or cease to be effective for any reason, or that potential competitors such as the owner and
operator of the Shuo-Huang Railway Line will continue to refrain from competing with us for the railway
transportation business between Cangzhou and Port Huanghua. The covenants not to compete in the
Conference Minutes in 2000 were unilaterally made by the predecessor of the owner and operator of the
Shuo-Huang Railway Line and are not legally binding. As virtually all coal we transported originally
comes from Shanxi Province, Shaanxi Province and the Inner Mongolia Autonomous Region via the
Shuo-Huang Railway Line, our results of operations and financial conditions would be materially and
adversely affected if potential competitors decide to compete with us in the areas in which we currently
operate. In such circumstances, due to the nature of railway transportation and the location of our
railway, we cannot guarantee that we will be able to find replacement business within a short period of
time or at all, and as a result our business and operations could be adversely affected.

We have been dependent on the eastbound transportation of coal through our railway during the
Track Record Period. Our business, financial condition and results of operations would be
materially and adversely affected if demand for transportation of coal were to decline.

Historically, coal has been the major cargo category we transported through our railway. For the
years ended December 31, 2017, 2018 and 2019 and for the five months ended May 31, 2019 and 2020,
we transported approximately 11,641,000, 11,674,000, 9,728,000, 4,986,000 and 4,120,000 tonnes of
coal, respectively, accounting for approximately 79.6%, 74.4%, 60.4%, 67.3% and 60.3% of the total
amount of cargo we transported through our railway. See “Business — Our Business — Rail Freight
Transportation” for further details of the volume of cargo by category and as percentages of all cargo we
transported during the Track Record Period.

According to the Frost & Sullivan Report, around 70% of coal production in China is delivered via

railway from the coal production areas such as Shanxi Province, Shaanxi Province and the Inner
Mongolia Autonomous Region, among others, to the southern and eastern coastal area where coal is
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mainly consumed. During the Track Record Period, our revenue was derived in China mainly from the
eastbound transportation of coal to accommodate the demand for coal from our major customers, which
included operators or owners of power generation companies, especially fossil-fuel power stations which
required substantial amounts of coal for their business. For the years ended December 31, 2017, 2018 and
2019 and for the five months ended May 31, 2020, our revenue generated from eastbound transportation
business accounted for approximately 89.3%, 88.5%, 82.5% and 82.2%, respectively, of total revenue
generated from our railway transportation business (both westbound and eastbound) for the same years.

We anticipate that we will continue to rely on our customers’ demand for coal, their business
growth and the continuous development of the coal industry. Any significant downturns in the demand
for coal from the power generation industry or in the coal industry itself would adversely affect our
business, results of operations and financial conditions.

According to the Frost & Sullivan Report, China is undergoing a reform and optimization exercise
regarding the consumption structure of primary energy pursuant to which clean energy sources such as
natural gas and hydro energy are expected to witness rapid growth and to take larger proportion of the
primary energy consumption in China. Coal consumption is anticipated to grow slowly in the future at a
CAGR of 0.7% during 2019 to 2024, owing to the policies of promoting clean energy usage, protecting
environment and eliminating small-scaled coal-fired boilers. We cannot guarantee that the market for
coal production or consumption will remain stable or continue to grow in the future. If the PRC
government enacts any laws or regulations that restrict the development of the coal industry, such as
environmental laws or regulations that significantly limit coal production, or if governmental authorities
encourage consumption of new or renewable energy for purposes of environmental protection or cost
efficiency, our business, financial condition and results of operations would be adversely affected.
Further, if any major accidents occur that have material adverse effect on major coal production
companies with which we cooperate, or if the coal industry is adversely affected by any other incidents or
events, our business would likely be directly affected. In such circumstances, to the extent we are not
able to find replacement cargo to transport, our business, financial condition and results of operations
would be materially and adversely affected. In addition, there can be no assurance that our plans to
address this concentration of eastbound business by growing our westbound business will be successful.
See “Business — Our Strategies — Explore the potential for westbound transportation business and
diversify our sources of income” for further details. If for any reason our eastbound transportation
business suffers significant decrease and we cannot boost our westbound transportation business, our
financial condition and results of operation could be materially and adversely affected.

We cannot guarantee that new PRC regulations and policies regarding rail freight transportation
or environmental protection will not be introduced or that existing laws and regulations will not be
interpreted in way that could adversely affect our business.

As set out in the section headed ‘“Regulatory Overview”, there are a number of rules and
regulations in China governing the railway transportation industry and our business operations. Any
failure, or perceived failure, by us to comply with such regulatory requirements or other relevant laws,
rules and regulations could result in reputational damage, proceedings or actions against us by
governmental authorities. These proceedings or actions could subject us to significant penalties and
negative publicity, require us to change our business practices, increase our costs or disrupt our business.
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In recent years, we have benefited from certain favorable policies and government support of the
rail freight industry. See ‘“Business — Our Strengths — Favorable government policies which help us
maintain our geographic advantages” for further details. However, the PRC government may change its
industry policies from time to time by adopting new policies and measures to further regulate the railway
transportation industry due to changes in macroeconomic trends or certain unexpected events. As such,
there can be no assurance that the specific favorable policies that are currently available will continue to
be effective. If the PRC government reverses current favorable policies or enacts new extensive or strict
regulations on the railway transportation industry, our ability to conduct our business and our flexibility
to respond to market conditions may be materially affected and our compliance costs could increase. This
could have a material adverse effect on our business and financial performance.

Our pricing is subject to close regulation under PRC laws and regulations and our revenue could
significantly decrease if the railway and pricing authorities adjust pricing standard for rail freight
transportation in a way that adversely impacts us.

We charge transportation fees based on the volume (in tonnes) we transport multiplied by the unit
price (tonne/km). Our revenue generated from railway transportation largely depends on the unit price we
are able to charge our customers. However, we have limited discretion in setting prices, as price levels
for rail freight transportation in China have been highly regulated and subject to government guidance.
According to the Pricing Catalog for Hebei Province (J7/dt7& %E{H H #%) issued by the Hebei Provincial
Price Bureau on April 9, 2018, other than rail enterprises which are owned or controlled by the State
Council and/or its subdivisions and which shall be regulated by the Central Pricing Catalog (" Y& & H
#k) issued by the State Council on October 8, 2015, rail freight transportation prices for local state-owned
railway enterprises and private railway enterprises are regulated by provincial pricing authorities. See
“Regulatory Overview — Pricing for Railway Transportation” for further details of the PRC regulations
on pricing for freight railway transportation. Pursuant to the pricing guideline applicable to the Canggang
Railway issued by Cangzhou Local Railway Bureau (¥ JHTi#h /7 #{#)5) in 2000, Chengyu Company,
which started to operate the Canggang Railway in 2004, charged RMBO0.175/tonne/km for regular cargo,
with an additional 50% to 150% extra charge for dangerous goods and oversized goods. In March 2008,
the Price Bureau of Hebei Province (/dt&%¥{EJ5) approved Chengyu Company to increase the
transportation price to RMBO0.25/tonne/km for coal and regular cargo and RMBO.3/tonne/km for
hazardous cargo. There was no price fluctuation in the pricing guidelines since then. The pricing
standards pursuant to the pricing guideline issued to Canggang Company by Development and Reform
Bureau of Huanghua (#5517 %8 M %5 7)) in April 2017 are the same as those approved by the Price
Bureau of Hebei Province in 2008.

As such, we can only charge a unit price within the limits set by the relevant authorities. Our
revenue generated from railway transportation may decrease if such authorities lower the permissible
base rates and we are unable to increase the volume of cargo we transport or increase our revenue from
other business. In addition, our ability to increase the rates we charge in the future depends in part on the
permitted base rates for rail freight transportation raised.
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We rely on certain major customers to generate a substantial percentage of our revenue. Our
business may be materially and adversely affected if we are unable to maintain our relationship
with them or if such customers experience any difficulties in their operations.

We rely on certain major customers to generate a substantial portion of our revenue during the
Track Record Period. Our top five customers contributed approximately 65.4%, 65.6%, 53.8% and 62.0%
of our total revenue for the years ended December 31, 2017, 2018 and 2019 and for the five months
ended May 31, 2020 respectively. See “Business — Our Customers’ for further details of our top five
customers during the Track Record Period.

If our relationship with a major customer deteriorates or terminates or such customer decreases the
amount of our transportation services they use due to deterioration in their own business or industry due
to their own or industry-specific reasons or broader reasons, such as the impact of COVID-19, or for any
other reason, we may not be able to find alternative customers in a timely manner or at all. Any failure to
maintain a stable business relationship with and sufficient business from our current major customers
could cause a decrease in our revenue, which would have a material adverse effect on our business,
financial condition and results of operations.

If we are unable to obtain, renew, or retain licenses, permits or approvals or to comply with
applicable laws and regulations, our operations could be materially and adversely affected.

According to our PRC Legal Advisors, we are primarily required to hold a valid Railway
Transportation Permit (% ##i 57 7] #) and Local Railway Operation Permit (Hb 77 ##% % 55 7] #) to
conduct the business of our PRC subsidiaries. Although we have in the past successfully applied for and
renewed such licenses, we cannot assure you that we will not encounter any obstacles in renewal or
retention of such licenses in the future. The Measures on Access Licensing of Railway Transportation
Enterprises® (% Ay 2 A FF 7] ##7%) and Hebei Provincial Railway Regulation® (Ji[-t 7 Hb 77 88 #%
% 451) stipulate the specific requirements for renewal of relevant licenses, including that a company which
engages in railway transportation operation shall (i) own or have the right to use railway and relevant
infrastructures that meet relevant specifications and national standards; (ii) have production, operation,
management and other personnel meeting the working experience requirements for railway transportation
positions; and (iii) have an operation safety management organization or safety management personnel in
compliance with applicable laws and regulations. The relevant authority may deny the renewal of licenses
if the railway transportation company does not meet these requirements. The successful renewal of such
licenses is subject to wide discretion of the relevant authorities which is largely out of our control. If we
fail to retain such licenses or if we are unable to renew them in a timely manner, our operations may be
suspended or disrupted and our business and reputation could be materially and adversely affected.

In addition, as the laws and regulations relating to railway operation are evolving, we cannot assure
you that there will not be new laws and regulations imposing stricter requirements with which it will be
difficult for us to comply in a timely manner or at all. Even if we are able to comply with new
requirements, we may need to allocate substantial resources and incur large costs related to such
compliance and, as a result, our financial performance may be materially and adversely affected.

Our business operations may be affected by the outbreak of COVID-19.
An outbreak of respiratory illness caused by COVID-19 emerged in late 2019 and continues to
expand within the PRC and globally. The new strain of coronavirus is considered highly contagious and

may pose a serious public health threat. Since the outbreak, draconian measures including travel
restrictions had been imposed within the PRC in an effort to contain the coronavirus outbreak. The WHO
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is closely monitoring and evaluating the situation. On January 30, 2020, the WHO declared the outbreak
of COVID-19 a Public Health Emergency of International Concern (PHEIC). On March 11, 2020, the
WHO further characterized COVID-19 as a pandemic. As of the Latest Practicable Date, the virus had
spread across China and to over 200 countries and territories globally with the death toll and number of
infected cases continuing to rise. The outbreak, which has resulted in a large and growing number of
fatalities is likely to have an adverse impact on the livelihood of the people in and the economy of the
PRC. The impact of the COVID-19 outbreak on the local and national economies and on the rail freight
transportation industry or the industries in which our major customers operate, in particular the coal
production industry could materially and adversely affect our business operations and financial condition.
Any adverse effects on our major customers could impact their demand for our services or the settlement
of the outstanding trade receivables. We are uncertain as to when the outbreak will be contained, and we
also cannot predict at this point if the impact will be short-lived or long-lasting. If the outbreak of
COVID-19 is not effectively controlled in a short period of time, our business operation and financial
condition may be materially and adversely affected as a result of the changes in the outlook of the rail
freight transportation industry, any slowdown in economic growth, negative business sentiment or other
factors that we cannot foresee.

Freight transportation is dangerous and we have experienced accidents and may continue to do so
in the future. Occurrence of any accidents could adversely impact our financial performance,
interrupt our business operations and damage our reputation.

The rail freight and road freight transportation businesses are inherently dangerous and we have
experienced accidents, including accidents which resulted in fatalities and other serious bodily harm to
our employees and others. During the Track Record Period and up to the Latest Practicable Date, a
number of incidents in relation to fatalities, personal injury or property damage, including five train
accidents and 16 truck accidents, were reported to us by our safety department. We have not been held
liable for any of the five train accidents, as the accidents were found to have been primarily caused by the
failure to observe traffic rules and regulations or negligence in work by other parties involved, and there
were no actual or, to the best knowledge of our Directors, potential claims against us as a result of these
accidents. Our truck drivers have been held fully or partially liable for 12 of the 16 truck accidents.
Nevertheless, all the actual claims in connection with the liability of our truck drivers in these accidents
were fully paid by our insurance companies pursuant to the relevant insurance policies. As of the Latest
Practicable Date, all such claims have been fully settled, and to the best knowledge of our Directors,
there were no potential claims against us arising these accidents as of the Latest Practicable Date.
However, we could be held liable for future accidents or injuries to our employees or non-employees,
including those caused by or otherwise arising in connection with our operations. We could also face
claims alleging that we were negligent or we provided inadequate maintenance for facilities of our
railway or supervision of our employees. Such incidents may raise concerns for our customers regarding
safety of our operations and overall management. Furthermore, although we maintain liability insurance,
the insurance coverage may not be adequate to fully protect us from these kinds of claims and liabilities.
We may not be able to obtain even this level of liability insurance in the future at reasonable prices or at
all. A liability claim against us or any of our employees could adversely affect our reputation. Even if it
is unsuccessful, such a claim could create unfavorable publicity, cause us to incur substantial expenses
and divert the time and attention of our management, all of which may have material adverse effects on
our business, financial condition, results of operations and prospects.
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In addition, some of the cargo we transport includes flammable, explosive or otherwise hazardous
materials. We cannot guarantee that the measures we take to address such dangers will be sufficient to
control all safety risks, or if we have sufficient resources to take extra measures as required under
applicable laws and regulations or necessitated by market practice. Any failure to take necessary actions
in a timely manner could result in fines or penalties or contribute to the occurrence of accidents, causing
significant damage to our railway and other properties and damaging our reputation as an established
regional local railway operator, which would have a material adverse effect on our business, financial
condition and results of operations.

We may not have sufficient insurance coverage.

Risks associated with the freight transportation, loading and unloading process, other movements of
cargo from the place of origin to the required destinations and railway maintenance, repair and
construction include property damage, loss in transit, delays, misrouting of cargo and documentation
errors, all of which could result in losses to customers and liability for us. See “Business — Insurance”
for further details of insurance policies we currently maintain. We cannot assure you that we have
maintained sufficient insurance coverage for the risks associated with the operation of our businesses.
Furthermore, we cannot guarantee that we will in the future continue to be able to procure such insurance
cover at premiums or other terms acceptable to us. In addition, consistent with what we believe are
industry norms, we do not have insurance coverage for third-party liability or business interruption. Any
uninsured occurrence of business disruption, litigation or natural disaster could result in substantial costs
and diversion of resources for us and could adversely affect our financial conditions and results of
operations.

Some of the land/properties we own or otherwise use for our operations are subject to risks under
applicable laws and regulations in the PRC.

Some of the land/properties we own or otherwise use in our operations are not in compliance with
the applicable laws and regulations in the PRC. See “Business — Legal Compliance and Proceedings —
Non-compliance Incidents” for further details.

In addition, we occupy certain allocated land the rights to which are not owned by us. See
“Business — Properties — Leased Properties — Land” for further details. There are risks to our business
and operations associated with such occupation.

As advised by our PRC Legal Advisors, we generally face the following risks in connection with
the issues concerning these properties:

. For state-owned land on which the connecting line to Bohaixi Station of the Han-Huang
Railway Line is situated, we have not obtained the land use right as of the Latest Practicable
Date. We could be ordered by the relevant authority to return the land we occupy. If we are
penalized by the relevant authority, it could materially and adversely affect our business,
financial performance and results of operations;

. For (i) the main track of the Canggang Railway Line, the structures along the aforementioned
railway line and the coal and all logistics construction projects of Jinghai International, for
which we did not obtain the relevant construction land planning permits and construction
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project planning permits at the time of its construction; and (ii) the connecting line to Bohaixi
Station of the Han-Huang Railway Line, for which we have not obtained the same planning
permits, we may be subject to (i) suspension of construction; or (ii) if measures to eliminate
the adverse impact are possible, orders that we make necessary corrections to eliminate
adverse impact within a prescribed deadline and a fine between 5% and 10% of the value of
such properties; or (iii) removal within a prescribed deadline or, if impracticable, forfeiture of
the properties or unlawful earnings and a fine not exceeding 10% of the total value of such
properties. If any of the such penalties were imposed on us, our operations could be materially
and adversely affected and we would incur significant costs which will negatively impact our
financial performance;

. For construction of the connecting line to Bohaixi Station of the Han-Huang Railway Line, we
have not obtained approval of our Report Form on Environmental Impact of Construction
Project or completed environmental protection inspection and acceptance procedures, we may
also be subject to, among other things, (i) an order that we cease construction and a fine
between 1% and 5% of the total investment amount of such project, depending on the
seriousness and consequences of the situation, and an order that we revert to the original
condition; and (ii)(a) an order that we make necessary rectifications with a prescribed deadline
and a fine between RMB200,000 and RMB1,000,000; or (b) in the case of failure to comply
with such order, a fine between RMB 1,000,000 and RMB2,000,000. We may also be ordered
to suspend or terminate the construction if such non-compliance causes material environment
pollution or ecological damage. If any of such penalties are imposed on us, our operations
could be materially and adversely affected and we will incur significant costs which will
negatively impact our financial performance; and

. For allocated land that we occupy and the rights to which are not owned by us, if such
allocated land is transferred, leased or pledged without the approval from the relevant land
authorities, proceeds from the relevant non-compliance could be forfeited and fines may be
imposed on the respective owners. If such owners are penalized by the relevant authorities, we
may be no longer able to continue to use such allocated land, including certain land on which
the Canggang Railway Line is situated, and we may have to suspend our railway operations
until the issue is rectified by the respective owners. Such temporary or permanent suspension
would materially and adversely affect our business, financial performance and results of
operations.

We rely on our business partners and service providers in our daily operations and any default or
negligence from them could adversely affect our operations.

We cooperate with and rely on our business partners and other service providers (such as
subcontractors) to carry out part of our road freight transportation, loading and unloading and other
ancillary businesses. For example, we cooperate with the Shuo-Huang Railway Line to arrange for the
switching of locomotives at the relevant connecting stations for our westbound and eastbound railway
transportation. We also subcontract certain tasks of our ancillary services to third party logistic services
providers by engaging their trucks and workers.
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There can be no assurance that such service providers will at all times perform at a satisfactory
level or renew agreements with us upon expiry. If they fail to perform their obligations timely and
satisfactorily for any reason, or if they are unable or unwilling to continue to provide the relevant
services to us and we are unable to find replacement services in a timely manner, our business operations
and financial conditions may be materially and adversely affected.

An increase in fuel prices may reduce our profitability and affect our operations.

Fuel costs accounted for approximately 8.3%, 11.3%, 10.3%, 11.2% and 10.4% of our total
operating expenses for the years ended December 31, 2017, 2018 and 2019 and for the five months ended
May 31, 2019 and 2020 respectively. The cost of fuel can fluctuate significantly and is subject to a
number of economic and political factors that are beyond our control. An increase in fuel prices would
increase our operating expenses. Unless we were able to pass such increased costs to our customers by
increasing our transportation service fee rates (which are closely regulated by the NRA and pricing
authorities), our profitability, results of operations and financial condition would be affected.

We outsource certain aspects of our ancillary businesses.

In order to provide us greater flexibility and better manage our labor and other operating costs, we
have entered into outsourcing arrangements with a number of third party subcontractors to help provide
certain aspects of our ancillary businesses, including trucking companies for our road freight
transportation business, and logistic companies to help carry out our loading and unloading services. We
participate in the general supervision and quality control of the work provided by such third party
subcontractors. For the years ended December 31, 2017, 2018 and 2019 and for the five months ended
May 31, 2019 and 2020, our subcontracting expenses amounted to approximately RMB33.4 million,
RMB29.9 million, RMB39.5 million, RMB16.5 million and RMB18.7 million, respectively. While we
monitor the work of our subcontractors, there can be no assurance we will be able to control the quality
of their work or the safety of the conditions under which it is performed to the same level as if we were
using our own employees. Any failure of our subcontractors to meet our quality, safety, environmental
protection or other standards could have a material adverse effect on our business, financial condition,
results of operations or reputation. In addition, we typically enter into relatively short term outsourcing
arrangements with our subcontractors. There can be no assurance such subcontractors will choose to
renew their contract with us or if they do not that we would be able to find another contractor to provide
similar services at a similar price in a timely manner or at all. In such circumstances, we may be unable
to provide our services on a timely basis or our operating costs may increase which would likely have a
material adverse effect on our business, financial condition, results of operations and/or reputation. In
addition, we currently do not employ enough workers to carry out the necessary work ourselves and we
cannot assure you that we would be able to hire the necessary additional workers in a timely manner or at
all.

Prolonged disruptions to our business operations due to work stoppages or strikes could adversely
affect our business.

We employ a large workforce. Industrial action or other labor unrest could directly or indirectly
prevent or hinder our normal operating activities, and, if not resolved in a timely manner, could lead to
delays in satisfying our client orders and decreases in our revenue. These actions are impossible for us to
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predict or control. Further, we cannot assure you that labor unrest will not affect general labor market
conditions or result in changes to labor laws, which in turn could materially and adversely affect our
business, financial condition and results of operations.

The success of our joint ventures depends on a number of factors which may be beyond our control,
and as a result, we may not be able to realize the anticipated economic and other benefits.

We have entered into joint ventures with third parties in connection with the construction of the two
new branch lines to reach the Comprehensive Industrial Park and Northern Shandong Industrial Park and
we will not hold majority interests in the joint venture companies. The success of our joint ventures
depends on a number of factors, some of which are beyond our control, and the operation of such joint
ventures involve a number of risks, including but not limited to:

. our joint venture partners may have economic or business interests, objective, philosophies or
policies that conflict or are inconsistent with ours;

. disputes between us and our joint venture partners may arise in relation to the scope of each
party’s responsibilities and obligations; and

. in the event we could not reach consensus with our joint venture partners with respect to any
proposed corporate action or transaction, and such disagreement cannot be effectively
resolved under the terms of our joint venture agreements and/or articles of association of the
relevant joint venture, we may encounter a deadlock situation with our joint venture partners.

As a result of the risk of such disputes, conflicts and deadlock situations, we may not be able to
realize the anticipated economic and other benefits from our joint ventures.

The performance and value of our investments in financial products are subject to uncertainties
and fluctuation.

During the Track Record Period, we invested in short-term wealth management products issued by
licensed commercial banks in China, which mainly included investment portfolios covering debentures,
asset backed securities, interbank loans, reverse purchases and bank deposits. These wealth management
products are classified as financial assets at fair value through profit or loss. As of December 31, 2017,
2018 and 2019 and as of May 31, 2020, the balance of our financial assets at fair value through profit or
loss was nil, RMB1.0 million, nil and nil, respectively. Such balance fluctuates with the timing of
maturity of certain products and our purchasing of additional products in accordance with our investment
policy. The performance and the value of our investment in such products may fluctuate or decrease from
time to time for reasons beyond our control, such as market interest rates, performance of the reference
assets which is used to determine the return of our investments, changes to regulatory requirements or
restrictions, general economic conditions, and risks associated with any specific country or currency.
Those investments are also subject to the credit risk of the issuers and we may lose all or a substantial
amount of our investments in the event that an issuer becomes insolvent or delays in making or fails to
make any payments when due. Any decrease of value or underperformance of these financial assets may
adversely affect our financial condition or business prospects. See “Financial Information — Discussion
of Certain Items from the Consolidated Statements of Financial Position — Financial assets at fair value
through profit or loss” for details.
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Our performance during the Track Record Period may not be indicative of our future growth.

We experienced growth in profit for the year and revenue for the year ended December 31, 2018,
but experienced a decrease in revenue and profit for the year ended December 31 , 2019. Such growth in
2018 should not be considered indicative of our future performance and there can be no assurance that
the decrease in revenue and profit will not recur going forward. Instead, you should consider our future
prospects in light of the risks and uncertainties regarding our ability to:

. manage our expanding business, including attracting and retaining potential and existing
customers;
. comply with laws and regulations applicable to our business, in particular those relating to

railway transportation, environmental protection, pricing and work safety;

. control our operating expenses, in particular salary expenses of our employees and costs
related to third-party logistics providers; and

. maintain and upgrade plant and equipment in a timely manner.

If we fail to successfully address any of these aspects of our business and manage related risks and
uncertainties, our business, financial condition and results of operations may be materially and adversely
affected.

We may not be able to obtain sufficient funding for our capital expenditures, expansion plans and
other corporate needs, which could limit our ability to grow our business.

We expect that we will incur a substantial amount in capital expenditures to carry out technical
upgrades of the Canggang Railway Line and construct additional branch lines and Special Service Lines
to expand our business scope. See “Business — Our Strategies” for further details of our business
strategies. We currently plan to finance such expenditures primarily from income from our operations and
proceeds from the Global Offering. See “Future Plans and Use of Proceeds” for further details. However,
the net proceeds from the Global Offering and our operating cash flow may not be sufficient to fund such
expenditures and we may also require other sources of funding. We may also need further funding for
working capital, potential joint ventures with other companies and other corporate requirements.

Our ability to arrange financing is dependent on a number of factors, including general economic
and capital market conditions, credit availability from banks or other lenders, receipt of the necessary
PRC governmental approvals, investors’ confidence in us, the transportation and logistics industry in
China and PRC laws and regulations applicable to us, many of which are beyond our control. We cannot
guarantee that we will be able to obtain additional financing on terms that are acceptable to us or at all. In
the event that financing is not available or is available on terms unacceptable to us, our development,
results of operations and financial condition may be adversely affected.
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We may be subject to additional social insurance and/or housing provident fund contributions and
late payments or fines imposed by relevant regulatory authorities.

Under the relevant PRC laws and regulations, we are required to make social insurance and housing
provident fund contributions for and on behalf of our employees. During the Track Record Period, we did
not make in full the social insurance and housing provident fund contributions for and on behalf of some
of our employees.

In this regard, we have made additional provision in full in our consolidated financial statements.
The carrying amount of such additional provision for social insurance and housing provident fund
contributions amount to RMB6.1 million and RMB5.4 million, respectively, as of May 31, 2020. As of
the Latest Practicable Date, we had not received any notification from the relevant authorities demanding
payment of the social insurance funds. However, we can give no assurance that we will not be subject to
any order in the future to rectify such noncompliance, nor can we assure you that there are no, or will not
be any, employee complaints regarding payment of the social insurance funds under the relevant laws and
regulations implemented at the national, provincial or local level. See “Business — Legal Compliance and
Proceedings — Non-compliance Incidents” for more details. We may also incur additional expenses to
comply with the relevant laws and regulations implemented by the national, provincial or local
authorities.

We had high levels of indebtedness and recorded net current liabilities during the Track Record
Period.

We rely on a combination of funds generated from our operations and loans from banks and other
financial institutions to finance our business operations and expansion during the Track Record Period.
As of August 31, 2020, we had an aggregate of RMB549.9 million of bank and other loans. Our gearing
ratio was 51.3%, 53.2%, 108.0%, 104.4% and 96.8%, as of December 31, 2017, 2018 and 2019 and as of
May 31, 2020 and August 31, 2020, respectively. Our high level of indebtedness could materially and
adversely affect our liquidity. For example, it could:

. require us to allocate a higher portion of our cash flow from operations to fund repayments of
principal and interest on our borrowings, and thus, reduce the availability of our cash flow
from operations to fund working capital, capital expenditures and other general corporate

purposes;
. increase our vulnerability to adverse economic or industry conditions;
. limit our flexibility in planning for, or reacting to, changes in our business or in the industry

in which we operate;
. reduce our ability to obtain financing in the future; and
. increase our exposure to interest rate fluctuations.

As of December 31, 2017 and 2018, we had a net current assets position of RMB92.8 million and
RMB32.4 million, respectively. However, as of December 31, 2019, we had net current liabilities of
RMB212.2 million. This was primarily due to (i) a decrease of amounts due from related parties from
RMB132.3 million as of December 31, 2018 to nil as of December 31, 2019; (ii) use of such cash (along
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with proceeds from additional long-term loans) for the acquisition of the equity interest in Canggang
Company for total consideration of approximately RMB361.2 million in connection with the Corporate
Reorganization and (iii) two bank loans of approximately RMB120.0 million in aggregate becoming due
within the next one year and thus falling under the current portion. Hence our net current liabilities
position was primarily caused by one-off events related to the Corporate Reorganization, which will not
recur. Based on the consistency of the financial performance of our operations, as evidenced by our profit
for the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020 of
approximately RMB80.4 million, RMB81.5 million, RMB69.5 million and RMB30.0 million,
respectively, and our cash flow from operating activities of approximately RMB112.1 million,
RMB150.0 million, RMB110.3 million and RMB47.3 million for the corresponding periods,
respectively, we believe our profit and cash flow from operating activities will be available to enable us
to improve our liquidity position. We expect to improve our liquidity position by settling our current
liabilities with the profit generated from our principal business and the net proceeds from the Global
Offering. To ensure the sufficiency of our liquidity, we (i) will continue to generate cash flow from our
operating activities; (ii) have made arrangements with our banks to extend the term of certain bank loans;
and (iii) will utilize part of the net proceeds from the Global Offering as general working capital and to
fund part of our proposed expansion plan. To further enhance our liquidity, we may seek debt financing
from financial institutions from time to time, especially for financing capital expenditures in relation to
our railway lines. As of May 31, 2020 and August 31, 2020, we had recovered to a net current assets
position of RMB6.4 million and RMB22.9 million, respectively.

Our net current liabilities position also exposes us to liquidity risk. Our future liquidity, the
payment of other payables, deposits received, and accruals and the repayment of our outstanding debt
obligations as and when they become due will primarily depend on our ability to maintain adequate cash
generated from operating activities and adequate external financing. We cannot assure you that we will
be able to obtain adequate financing to meet our future working capital requirements and we may
continue to have net current liabilities in the future. The inability to generate positive operating cash flow
or obtain additional short-term bank loans or other borrowings on a timely basis, on acceptable terms or
at all would materially and adversely affect our ability to satisfy our working capital requirements. We
also cannot assure you that we will be able to obtain additional working capital to execute our growth
strategies, or that future expansion plan will not materially and adversely impact the current or future
level of our working capital.

Our Controlling Shareholders have substantial influence over our Company and their interests may
not be aligned with the interests of our other Shareholders.

Our Controlling Shareholders have substantial influence over our business, including matters
relating to our management, business strategies, expansion plan, election of directors and other
significant corporate actions. Immediately following the completion of the Global Offering and assuming
the Over-allotment Option is not exercised, our Controlling Shareholders will, in aggregate, hold
657,975,000 Shares representing approximately 65.80% of the issued share capital of our Company. This
concentration of ownership may discourage, delay or prevent a change in control of our Company, which
could deprive other Shareholders of an opportunity to receive a premium for their Shares as part of a sale
of our Company and might reduce the price of our Shares. These events may occur even if they are
opposed by our other Shareholders. In addition, the interests of our Controlling Shareholders may differ
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from the interests of our other Shareholders. It is possible that our Controlling Shareholders may exercise
their substantial influence over us and cause us to enter into transactions or take, or fail to take, actions or
make decisions that conflict with the best interests of our other Shareholders.

Our deferred tax assets involve assumptions made by Directors.

We recorded deferred tax assets of RMB7.0 million, RMB7.7 million, RMBS8.2 million and RMB8.0
million as of December 31, 2017, 2018 and 2019 and as of May 31, 2020, respectively. Deferred tax
assets are recognized and measured based on the expected realization or settlement of the carrying
amount of the relevant assets and liabilities, using tax rates enacted as of December 31, 2017, 2018 and
2019 and as of May 31, 2020. In determining the carrying amounts of deferred tax assets, expected
taxable profits are estimated which involve a number of assumptions relating to our operation and require
judgment exercised by our Directors. Any change in such assumptions and judgement would affect the
carrying amounts of deferred tax assets to be recognized and hence our profit in future years.

We may be exposed to payment delays or defaults from our customers, which would adversely
affect our cash flow or financial results.

We are exposed to credit risk in relation to our trade receivables. We generally granted a 30-day
credit period to our customers during the Track Record Period and payments were generally settled by
bank transfer. However, there is no assurance that we will be able to receive such payment on time.
Although we perform on-going credit evaluation of financial conditions on our customers, we cannot
assure you that our customers will pay us in full in a timely manner or at all in the future. If our
customers fail to pay us in full in a timely manner, our financial condition and results of operations may
be materially and adversely affected. Please see note 26 to the Accountants’ Report in Appendix I to this
prospectus for further details.

If we fail to protect our intellectual property rights or prevent the loss or misappropriation of our
intellectual property rights, we may lose our competitive position and our brand, reputation and
operations may be materially and adversely affected.

Unauthorized use of any of our intellectual property may adversely affect our business and
reputation. We rely on the trademark law to protect our intellectual property rights. Nevertheless, third
parties may obtain and use our intellectual property without due authorization. The practice of
intellectual property rights enforcement action by Chinese regulatory authorities is in its early stage of
development and is subject to significant uncertainty. We may also need to resort to litigation and other
legal proceedings to enforce our intellectual property rights. Any such action, litigation or other legal
proceedings could result in substantial costs and diversion of our management’s attention and resources
and could disrupt our business. In addition, there is no assurance that we will be able to enforce our
intellectual property rights effectively or otherwise prevent others from the unauthorized use of our
intellectual property. Failure to adequately protect our intellectual property could materially and
adversely affect our brand name and reputation, and our business, financial condition and results of
operations.
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We may face disputes from time to time relating to the intellectual property rights of third parties.

We cannot assure you that materials and technologies we use in our daily operation do not or will
not infringe intellectual property rights of third parties. Throughout the Track Record Period and up to
the Latest Practicable Date, we did not encounter any material claims for intellectual property
infringement. However, there is no guarantee in the future that third parties will not claim that we have
infringed on their proprietary rights.

Although we plan to defend ourselves vigorously in any such litigation or legal proceedings, there
is no assurance that we will prevail in these matters. Participation in such litigation and legal proceedings
may also cause us to incur substantial expenses and divert the time and attention of our management. We
may be required to pay damages or incur settlement expenses. In addition, in case we are required to pay
any royalties or enter into any licensing agreements with the owners of intellectual property rights, we
may find that the terms are not commercially acceptable and we may finally lose the ability to use the
related content or materials, which in turn could materially affect our operations. Any similar claim
against us, even without any merit, could also damage our reputation and brand image. Any such event
could have a material and adverse effect on our business, financial condition and results of operations.

Natural disasters, epidemics, acts of war, terrorist attacks and other events could materially and
adversely affect our business.

Natural disasters (such as typhoons, flooding and earthquakes), epidemics, acts of war, terrorist
attacks, political unrest and other events, many of which are beyond our control, may lead to global or
regional economic instability, which may in turn materially and adversely affect our business, financial
condition and results of operations. An outbreak or epidemic, such as those of the COVID-19, the severe
acute respiratory syndrome or the HIN1 and HS5NI1 viruses, could cause general consumption or the
demand for specific products to decline, which could result in reduced demand for our services. Such an
outbreak or epidemic may also cause significant interruption to our operations as health or governmental
authorities may impose quarantine and inspection measures on our trains, our other vehicles and the
factories or premises of our customers to which the Special Service Lines we operate are connected, or
restrict the flow of cargo to and from areas affected by the epidemic. In addition, our transportation
vehicles can be targets of terrorist attacks, which could lead to, among other things, increased insurance
and security costs. Political tensions or conflicts and acts of war or the potential for war could also cause
damage and disruption to our business, which could materially and adversely affect our business,
financial condition and results of operations.

RISKS RELATING TO DOING BUSINESS IN CHINA

Adverse changes in the PRC economic, political and social conditions as well as laws and
government policies, may materially and adversely affect our business, financial condition, results
of operations and growth prospects.

All of our operations and assets are located in China. Accordingly, our financial condition, results
of operations and prospects are subject, to a significant degree, to the economic, political and social
conditions and government policies in China. The economic, political and social conditions in the PRC
differ from those in more developed countries in many respects, including structure, government
involvement, level of development, growth rate, control of foreign exchange, capital reinvestment,
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allocation of resources, rate of inflation and trade balance position. Before the adoption of its reform and
opening up policies in 1978, the PRC was primarily a planned economy. In recent years, the PRC
government has been reforming the PRC economic system and government structure. For example, the
PRC government has implemented economic reform and measures emphasizing the utilization of market
forces in the development of the PRC economy in the past three decades. These reforms have resulted in
significant economic growth and social development. Economic reform measures, however, may be
adjusted, modified or applied inconsistently from industry to industry or across different regions of the
country.

We cannot predict whether the resulting changes will have any adverse impact on our current or
future business, financial condition or results of operations. Despite these economic reforms and
measures, the PRC government continues to play a significant role in regulating industrial development,
allocation of natural and other resources, production, pricing and management of currency, and there can
be no assurance that the PRC government will continue to pursue a policy of economic reform or that the
direction of reform will continue to be market friendly.

Our ability to successfully expand our business operations in the PRC depends on a number of
factors, including macro-economic and other market conditions. Demand for our services and our
business, financial condition and results of operations may be materially and adversely affected by the
following factors:

. political instability or changes in social conditions of the PRC;

. changes in laws, regulations, and administrative directives or the interpretation thereof;
. measures which may be introduced to control inflation or deflation; and

. changes in the rate or method of taxation.

These factors are affected by a number of variables which are beyond our control.

PRC governmental control on the convertibility of Renminbi may affect the value of your
investment.

The PRC government imposes controls on the convertibility of the Renminbi into foreign currencies
and, in certain cases, the remittance of currency out of the PRC. The majority of our income is received
in Renminbi and shortages in the availability of foreign currencies may restrict our ability to pay
dividends or other payments, or otherwise satisfy their foreign currency denominated obligations, if any.
Under existing PRC foreign exchange regulations, payments of current account items, including profit
distributions, interest payments and expenditures from trade-related transactions, can be made in foreign
currencies without prior approval from SAFE, by complying with certain procedural requirements.
Approval from appropriate government authorities is required where Renminbi is to be converted into
foreign currency and remitted out of the PRC to pay capital expenses such as the repayment of loans
denominated in foreign currencies. The PRC government may, at its discretion, impose restrictions on
access to foreign currencies for current account transactions and if this occurs in the future, we may not
be able to pay dividends in foreign currencies to our Shareholders.
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We face foreign exchange risk, and fluctuations in exchange rates could have an adverse effect on
our business and investors’ investments.

The value of the Renminbi has been under pressure of appreciation in recent years. Due to
international pressures on the PRC to allow more flexible exchange rates for the Renminbi, the economic
situation and financial market developments in the PRC and abroad and the balance of payments situation
in the PRC, the PRC government has decided to proceed further with reform of the Renminbi exchange
rate regime and to enhance the Renminbi exchange rate flexibility.

Any appreciation or depreciation in the value of the Renminbi or other foreign currencies that our
operations are exposed to will affect our business in different ways. In addition, changes in foreign
exchange rates may have an impact on the value of, and any dividends payable on, the Shares in Hong
Kong dollars. In such events, our business, financial condition, results of operations and growth prospects
may be materially and adversely affected.

Inflation in the PRC could negatively affect our profitability and growth.

The economy of the PRC has experienced significant growth over the past several decades, leading
to inflation and increased labor costs. Most recently, according to the National Bureau of Statistics of
China, the year-over-year percent change in the consumer price index in the PRC was -2.1% in December
2018. However, the PRC overall economy and the average wage in the PRC are expected to continue to
grow. Future increases in the PRC’s inflation and material increases in the cost of labor may materially
and adversely affect our profitability and results of operations unless we are able to pass on these costs to
our customers by increasing price of our services.

The legal system of the PRC is not fully developed and there are inherent uncertainties that may
affect the legal protection available to our business and our Shareholders.

As all of our business and operations are in the PRC, we are principally governed by the PRC legal
system that is based on civil law system which is established on the written statutes and their
interpretation by the Supreme People’s Court of the PRC ("3 A R LA H £ = AR i5BE). Prior court
decisions may be cited for reference but have limited precedential value. Since the late 1970s, the PRC
government has promulgated laws and regulations dealing with economic matters such as foreign
investment, corporate organization and governance, commerce, taxation and trade. However, as these
laws and regulations are relatively new and continue to evolve, interpretation and enforcement of these
laws and regulations involve uncertainties and different degrees of inconsistency. Some of the laws and
regulations are still in the developmental stage and are therefore subject to changes. Many laws,
regulations, policies and legal requirements have only been recently adopted by PRC central or local
government authorities, and their implementation, interpretation and enforcement may involve
uncertainty due to the lack of established practice available for reference. We cannot predict the effect of
future legal developments in the PRC, including the promulgation of new laws, changes in existing laws
or their interpretation or enforcement, or the pre-emption of local regulations by national laws. As a
result, there is substantial uncertainty as to the legal protection available to us and our Shareholders.
Furthermore, due to the limited volume of published cases and the non-binding nature of prior court
decisions, the outcome of dispute resolution may not be as consistent or predictable as in other
jurisdictions, which may limit the legal protection available to us and our Shareholders. In addition, any
litigation or regulatory enforcement action in the PRC may be protracted and result in substantial costs
and the diversion of resources and management attention.
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As our Shareholder, you hold an indirect interest in our operations in the PRC. Our operations in
the PRC are subject to PRC regulations governing PRC companies. These regulations contain provisions
that are required to be included in the articles of association of PRC companies and are intended to
regulate the internal affairs of these companies. PRC company law and regulations, in general, and the
provisions for the protection of shareholders’ rights and access to information, in particular, may be
considered less developed than those applicable to companies incorporated in Hong Kong, the United
States and other developed countries or regions. The mechanisms for enforcement of rights under the
corporate governance framework to which our Company is subject are also relatively undeveloped and
untested. For example, according to the PRC Company Law, shareholders may commence a derivative
action against the directors, supervisors, officers or any third party on behalf of a company under certain
circumstances. In addition, PRC laws, rules and regulations applicable to companies listed overseas do
not distinguish among minority and controlling shareholders in terms of their rights and protections. As
such, our minority Shareholders may not have the same protections afforded to them by companies
incorporated under the laws of the United States and certain other jurisdictions.

It may be difficult to effect service of process upon us, our Directors or our executive officers that
reside in the PRC or to enforce against them or us in the PRC any judgments obtained from non-
PRC courts.

All of our senior management members (except for three independent non-executive Directors and
Mr. Kwok Che Chung, our chief financial officer and joint company secretary) reside in the PRC, and
substantially all of our assets, and substantially all of the assets of those persons are located in the PRC.
Therefore, it may be difficult for investors to effect service of process upon those persons inside the PRC
or to enforce against us or them in the PRC any judgments obtained from non-PRC courts. The PRC does
not have treaties providing for the reciprocal recognition and enforcement of judgments of courts with the
Cayman Islands, the United States, the United Kingdom, Japan and many other developed countries.
Therefore, recognition and enforcement in the PRC of judgments of a court in any of these jurisdictions
in relation to any matter not subject to a binding arbitration provision may be difficult or even
impossible.

On July 14, 2006, the Supreme People’s Court of the PRC and the Government of Hong Kong
signed the Arrangement on Reciprocal Recognition and Enforcement of Judgments in Civil and
Commercial Matters by the Courts of the Mainland and of the Hong Kong Special Administrative Region
Pursuant to Choice of Court Agreements between Parties Concerned (B A 1 L 5 45 Il 47 1B I 2% Be
H AR AT A AT BN S Y R H R IP ) PE)) (the “2006 Arrangement”). Under such
arrangement, where any designated people’s court in the PRC or any designated Hong Kong court has
made an enforceable final judgment requiring payment of money in a civil and commercial case pursuant
to a choice of court agreement in writing by the parties, any party concerned may apply to the relevant
people’s court in the PRC or Hong Kong court for recognition and enforcement of the judgment. A choice
of court agreement in writing is defined as any agreement in writing entered into between parties after the
effective date of the arrangement in which a Hong Kong court or a people’s court in the PRC is expressly
designated as the court having sole jurisdiction for the dispute. Therefore, it may not be possible to
enforce a judgment rendered by a Hong Kong court in the PRC if the parties in the dispute do not agree
to enter into a choice of court agreement in writing. As a result, it may be difficult or impossible for
investors to enforce a Hong Kong court judgment against our assets or our Directors or executive officers
in the PRC. Although this arrangement became effective on August 1, 2008, the outcome and
effectiveness of any action brought under the arrangement may still be uncertain.
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On January 18, 2019, the Arrangement on Reciprocal Recognition and Enforcement of Judgments in
Civil and Commercial Matters by the Courts of the Mainland and of the Hong Kong Special
Administrative Region (CBf A1t B2 45 #8547 B I 32 e AR B3 Al MBLAT B A 5 2 R i 22 D)
(the “2019 Arrangement’) was signed between the Supreme People’s Court of China and Hong Kong.
Compared with the 2006 Arrangement, the 2019 Arrangement establishes a bilateral legal mechanism
with greater clarity and certainty for reciprocal recognition and enforcement of judgments between Hong
Kong and China in civil and commercial matters under Hong Kong and PRC law. The 2019 Arrangement
will apply to judgments rendered by the courts of Hong Kong and China on or after its commencement
date, which will be announced by Hong Kong and China after necessary procedures for both parties have
been completed. The 2006 Arrangement will be superseded upon the effective date of the 2019
Arrangement. However, the 2006 Arrangement will remain applicable to a “choice of court arrangement
in writing” as defined in the 2006 Arrangement which is entered into before the 2019 Arrangement takes
effect. Although the 2019 Arrangement has been signed, it remains unclear as to its effective date and
uncertain as to the outcome and effectiveness of any action brought under the 2019 Arrangement.

If we are classified as a PRC “resident enterprise”, we could be subject to PRC income tax at the
rate of 25% on our worldwide income, holders of our Shares may be subject to a PRC withholding
tax upon the dividends payable by us and upon gain from the sale of our Shares.

Under the EIT Law and its implementation rules, if an enterprise incorporated outside the PRC has
its “de facto management bodies” located within the PRC, such enterprise may be recognized as a PRC
tax resident enterprise and be subject to the unified enterprise income tax rate of 25% on its worldwide
income. Under the implementation rules for the EIT Law, “de facto management bodies” is defined as
the bodies that have material and overall management control over the business, personnel, accounts and
properties of an enterprise. Since all of our management is currently located in the PRC, we may be
recognized as a PRC tax resident enterprise for the purpose of the EIT Law and therefore we would be
subject to PRC income tax at the rate of 25% on our worldwide income. In such event, our income tax
expenses may increase significantly and our profit and profit margin could be materially and adversely
affected.

RISKS RELATING TO THE GLOBAL OFFERING

There has been no prior public market for our Shares and there can be no assurance that an active
market would develop.

Prior to the Global Offering, there has been no public market for our Shares. The initial issue price
range for our Shares was the result of negotiations among us and the Joint Global Coordinators (on behalf
of the Underwriters) and the Offer Price may differ significantly from the market price for our Shares
following the Global Offering. We have applied for listing of and permission to deal in our Shares on the
Stock Exchange. There is no assurance that the Global Offering will result in the development of an
active, liquid public trading market for our Shares. Factors such as variations in our revenue, earnings
and cash flows or any other developments of us may affect the volume and price at which our Shares will
be traded.
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The liquidity, trading volume and market price of our Shares following the Global Offering may be
volatile.

The price at which our Shares will trade after the Global Offering will be determined by the
marketplace, which may be influenced by many factors, some of which are beyond our control, including:

. fluctuation in our financial results;

o changes in securities analysts’ estimates, if any, of our financial performance;

. the history of, and the prospects for, us and the industry in which we compete;

. an assessment of our management, our past and present operations, and the prospects for, and

timing of, our future revenues and cost structures such as the views of independent research
analysts, if any;

. the present state of our development;

. the valuation of publicly traded companies that are engaged in business activities similar to
ours;

. general market sentiment regarding rail freight transportation industries and companies;

. changes in laws and regulations in the PRC;

. our announcement of any significant acquisitions, dispositions, strategic alliances or joint
ventures;

. our involvement in litigation or other proceedings;

. our inability to compete effectively in the market; and

. political, economic, financial and social developments in the PRC and worldwide.

In addition, the Stock Exchange has from time to time experienced significant price and volume
fluctuations that have affected the market prices for the securities of companies quoted on the Stock
Exchange. As a result, investors in our Shares may experience volatility in the market price of their
Shares and a decrease in the value of their Shares regardless of our operating performance or prospects.
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Because the initial public Offer Price per Share is higher than the carrying amount of net tangible
assets per Share, purchasers of our Shares in the Global Offering will experience immediate
dilution.

The Offer Price of our Offer Shares is higher than the carrying amount of net tangible assets per
Share immediately prior to the Global Offering. Therefore, purchasers of our Offer Shares in the Global
Offering will experience an immediate dilution with a pro forma adjusted net tangible asset of HK$0.76
per Share (assuming an Offer Price of HK$0.975 per Offer Share, being the mid-point of our Offer Price
range of HK$0.85 to HK$1.10 per Offer Share) and existing Shareholders will receive an increase in the
net tangible asset per Share of their Shares. If we issue additional Shares in the future, purchasers of our
Offer Shares may experience further dilution.

We may make a Downward Offer Price Adjustment, and thereby reduce the amount of estimated
net proceeds that we will receive from the Global Offering.

We have the flexibility to make a Downward Offer Price Adjustment to set the final Offer Price at
up to 10% below the bottom end of the indicative Offer Price range per Offer Share. It is therefore
possible that the final Offer Price will be set as low as HK$0.77 per Offer Share upon the making of a
full Downward Offer Price Adjustment. In such a situation, the Global Offering will proceed and the
Withdrawal Mechanism will not apply. If the final Offer Price is set at HK$0.77, the estimated net
proceeds that we will receive from the Global Offering will be reduced to HK$149.7 million, assuming
that the Over-allotment Option is not exercised and that such reduced proceeds will be used as described
in “Future plans and use of proceeds — Use of proceeds” in this prospectus.

Substantial future sales or the expectation of substantial sales of our Shares in the public market
could cause the price of our Shares to decline.

Sales of substantial amounts of Shares in the public market after the completion of the Global
Offering, or the perception that these sales could occur, could adversely affect the market price of our
Shares. There will be 1,000,000,000 issued Shares immediately following the Global Offering, assuming
no exercise of the Over-allotment Option. Our Controlling Shareholders agreed that any Shares held by
them will be subject to a lock-up after the Listing. See “Underwriting — Underwriting Arrangements and
Expenses” for more information. Shares which are not subject to a lock-up arrangement represent
approximately 28.58% of the total issued share capital immediately following the Global Offering
(assuming no exercise of the Over-allotment Option) and will be freely tradable immediately following
the Global Offering.

Since there will be a time gap between the pricing and trading of our Shares, there is a risk that the
price of our Shares could fall before trading of our Shares begins.

The Offer Price of our Offer Shares is expected to be determined on the Price Determination Date.
However, our Shares will not commence trading on the Stock Exchange until they are delivered, which is
expected to be five clear business days after the pricing date. As a result, investors may not be able to sell
or deal in our Shares during that period. Accordingly, holders of our Shares are subject to the risk that the
price of our Shares could fall before trading of our Shares begins as a result of adverse market conditions
or other adverse developments, that could occur between the time of sale and the time trading of our
Shares begins.
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We have significant discretion as to how we will use the net proceeds of the Global Offering, and
you may not necessarily agree with how we use them.

Our management may spend the net proceeds from the Global Offering in ways you may not agree
with or that do not yield a favorable return to our Shareholders. We plan to use the net proceeds from the
Global Offering in a number of ways, including constructing additional branch lines and upgrading our
existing railway. See “Future Plans and Use of Proceeds — Use of Proceeds™ for more information.
However, our management will have discretion as to the actual application of our net proceeds. You are
entrusting your funds to our management, upon whose judgment you must depend, for the specific uses
we will make of the net proceeds from this Global Offering.

Waivers have been granted from compliance with certain requirements of the Listing Rules by the
Stock Exchange. Shareholders will not have the benefit of the Listing Rules that are so waived.
These waivers could be revoked, exposing us and our Shareholders to additional legal and
compliance obligations.

We have applied for, and the Stock Exchange has granted to us, a number of waivers from strict
compliance with the Listing Rules. Please see “Waivers from Strict Compliance with the Listing Rules”
for further details. There is no assurance that the Stock Exchange will not revoke any of these waivers
granted or impose certain conditions on any of these waivers. If any of these waivers were to be revoked
or to be subject to certain conditions, we may be subject to additional compliance obligations, incur
additional compliance costs and face uncertainties arising from issues of multijurisdictional compliance,
all of which could adversely affect us and our Shareholders.

We cannot guarantee the accuracy of facts and other statistics with respect to certain information
obtained from the Frost & Sullivan Report contained in this prospectus.

Certain facts and statistics in this prospectus, including but not limited to information and statistics
relating to the PRC railway transportation market are based on the Frost & Sullivan Report or are derived
from various publicly available publications, which our Directors believe to be reliable.

We cannot, however, guarantee the quality or reliability of such facts and statistics. Although we
have taken reasonable care to ensure that the facts and statistics presented are accurately extracted and
reproduced from such publications and the Frost & Sullivan Report, they have not been independently
verified by us, the Sole Sponsor, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead
Managers, the Underwriters or any other party involved in the Global Offering and no representation is
given as to its accuracy. We therefore make no representation as to the accuracy of such facts and
statistics which may not be consistent with other information complied by other sources and prospective
investors should not place undue reliance on any facts and statistics derived from public sources or the
Frost & Sullivan Report contained in this prospectus.
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Forward-looking statements contained in this prospectus are subject to risks and uncertainties.

This prospectus contains certain statements and information that are “forward-looking” and uses
“forward-looking” terminology such as “anticipate”, “believe”, “could”, “going forward”, “intend”,
“plan”, “project”, “seek’, “expect”, “may”, “ought to”, *“should”, “would” or “will” and similar
expressions. You are cautioned that reliance on any forward-looking statement involves risks and
uncertainties and that any or all of those assumptions could prove to be inaccurate and as a result, the
forward-looking statements based on those assumptions could also be incorrect. In light of these and
other risks and uncertainties, the inclusion of forward-looking statements in this prospectus should not be
regarded as representations or warranties by us that our plans and objectives will be achieved and these
forward-looking statements should be considered in light of various important factors, including those set
forth in this section. Subject to the requirements of the Listing Rules, we do not undertake any obligation
to update or otherwise revise the forward-looking statements in this prospectus to the public, whether as a
result of new information, future events or otherwise. Accordingly, you should not place undue reliance
on any forward-looking information. All forward-looking statements in this prospectus are qualified by
reference to this cautionary statement.

You may face difficulties in protecting your interests under the laws of the Cayman Islands.

Our corporate affairs are governed by, among other things, our Memorandum and Articles and the
Companies Law and common law of the Cayman Islands. The rights of Shareholders to take action
against our Directors, actions by minority shareholders and the fiduciary responsibilities of our Directors
to us under Cayman Islands law are to a large extent governed by the common law of the Cayman
Islands. The common law of the Cayman Islands is derived in part from comparatively limited judicial
precedent in the Cayman Islands as well as that from English common law, which has persuasive, but not
binding, authority on a court in the Cayman Islands. The laws of the Cayman Islands relating to the
protection of the interests of minority shareholders differ in some respects from those in other
jurisdictions where investors may be located. As a result, minority Shareholders may not enjoy the same
rights as pursuant to the laws of Hong Kong or such other jurisdictions. A summary of the Cayman
company law on protection of minority Shareholders is set out in “Appendix IV — Summary of the
Constitution of the Company and Cayman Islands Companies Law” to this prospectus.

You should read the entire prospectus carefully, and we strongly caution you not to place any
reliance on any information contained in press articles or other media regarding us or the Global
Offering.

There may be, subsequent to the date of this prospectus but prior to the completion of the Global
Offering, press and media coverage regarding us, our industry or the Global Offering, which contained,
among other things, certain financial information, projections, valuations and other forward-looking
information about us and the Global Offering. We have not authorized the disclosure of any such
information in the press or other media and do not accept responsibility for the accuracy or completeness
of such press articles or other media coverage. We make no representation as to the appropriateness,
accuracy, completeness or reliability of any of the projections, valuations or other forward-looking
information about us. To the extent such statements appearing in publications other than this prospectus
are inconsistent with, or conflict with, the information contained in this prospectus, we disclaim
responsibility for them. Accordingly, prospective investors are cautioned to make their investment
decisions on the basis of the information contained in this prospectus only and should not rely on any
other information.
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You should rely solely upon the information contained in this prospectus, the Application Forms
and any formal announcements made by us in Hong Kong in making your investment decision regarding
our Shares. We do not accept any responsibility for the accuracy or completeness of any information
reported by the press or other media, nor the fairness or appropriateness of any forecasts, views or
opinions expressed by the press or other media regarding our Shares, the Global Offering or us. We make
no representation as to the appropriateness, accuracy, completeness or reliability of any such data or
publication. Accordingly, prospective investors should not rely on any such information, reports or
publications in making their decisions as to whether to invest in our Global Offering. By applying to
purchase our Shares in the Global Offering, you will be deemed to have agreed that you will not rely on
any information other than that contained in this prospectus and the Application Forms.
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WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES

In preparation for the Listing, we have sought the following waivers from strict compliance with the
relevant provisions of the Listing Rules:

MANAGEMENT PRESENCE

Rule 8.12 of the Listing Rules requires that a new applicant applying for a primary listing on the
Stock Exchange must have a sufficient management presence in Hong Kong. This normally means that at
least two of its executive directors must be ordinarily resident in Hong Kong. Since our principal
business operations are primarily located in the PRC and will continue to be based in the PRC, our
executive Directors and senior management members are and will continue to be based in the PRC. At
present, none of our executive Directors is ordinarily resident in Hong Kong. We have applied to the
Stock Exchange for, and have obtained, a waiver from strict compliance with the requirements set out in
Rule 8.12 of the Listing Rules subject to the following conditions:

(a) we have appointed two authorized representatives pursuant to Rule 3.05 of the Listing Rules
who will act as our principal channel of communication with the Stock Exchange. The two
authorized representatives are Mr. Yi Weiming (K4EB]), our executive Director and chief
executive officer, and Mr. Kwok Che Chung (?B%H}%), our chief financial officer and joint
company secretary, respectively. Each of the authorized representatives will be available to
meet with the Stock Exchange in Hong Kong within a reasonable period of time upon request
and will be readily contactable by home, office, mobile and other telephone numbers, email
address and correspondence address (if the authorized representative is not based at the
registered office), facsimile numbers, if available, and any other contact details prescribed by
the Stock Exchange from time to time. Each of the authorized representatives has been duly
authorized to communicate on our behalf with the Stock Exchange. Mr. Yi Weiming (<4 )
confirmed that he possesses valid travel documents to Hong Kong and Mr. Kwok Che Chung
(#BZHH) is ordinarily resident in Hong Kong, and they will be able to meet with the Stock
Exchange within a reasonable period of time, when required;

(b) our authorized representatives have means of contacting all Directors promptly at all times as
and when the Stock Exchange wishes to contact our Directors on any matters. To enhance
communication between the Stock Exchange, the authorized representatives and our Directors,
our Company has implemented a policy whereby (a) each Director will provide his office
phone number, mobile phone number, residential phone number, office facsimile number and
email address to the authorized representatives; (b) each Director will provide valid phone
numbers or means of communication to the authorized representatives when he travels; and (c)
all Directors will provide their mobile phone numbers, office phone numbers, email addresses
and office fax numbers to the Stock Exchange;

(c) our Company has, in accordance with Rule 3A.19 of the Listing Rules, also appointed Innovax
Capital Limited as its compliance adviser, who will act as an additional channel of
communication with the Stock Exchange. The compliance adviser will advise on on-going
compliance requirements and other issues arising under the Listing Rules and other applicable
laws and regulations in Hong Kong for a period commencing on the Listing Date at least until
the date on which our Company complies with Rule 13.46 of the Listing Rules in respect of
our Company’s financial results for the first full financial year after the Listing Date;
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(d) meetings between the Stock Exchange and our Directors could be arranged through our
authorized representatives or our Company’s compliance adviser, or directly with our
Directors within a reasonable period. Our Company will inform the Stock Exchange promptly
in respect of any change in our Company’s authorized representatives and compliance adviser;
and

(e) each Director who is not ordinarily resident in Hong Kong has confirmed that he has valid
travel documents to visit Hong Kong and will be able to meet with the Stock Exchange in
Hong Kong within a reasonable period.

Furthermore, our Company will retain legal advisers to advise on on-going compliance
requirements as well as other issues arising from the Listing Rules and other applicable laws, rules,
codes and guidelines of Hong Kong after the Listing Date.

JOINT COMPANY SECRETARIES

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, we must appoint a company secretary who, by
virtue of his/her academic or professional qualifications or relevant experience, is, in the opinion of the
Stock Exchange, capable of discharging the functions of company secretary.

Note 1 to Rule 3.28 of the Listing Rules further provides that the Stock Exchange considers the
following academic or professional qualifications to be acceptable:

(a) a member of The Hong Kong Institute of Chartered Secretaries;
(b) a solicitor or barrister (as defined in the Legal Practitioners Ordinance); and
(c) acertified public accountant (as defined in the Professional Accountants Ordinance).

In addition, pursuant to Note 2 to Rule 3.28 of the Listing Rules, in assessing ‘“relevant
experience”, the Stock Exchange will consider the individual’s:

(a) length of employment with the issuer and other issuers and the roles he/she played;

(b) familiarity with the Listing Rules and other relevant laws and regulations including the SFO,
the Companies Ordinance, the Companies (WUMP) Ordinance, and the Takeovers Code;

(c) relevant training taken and/or to be taken in addition to the minimum requirement under Rule
3.29 of the Listing Rules; and

(d) professional qualifications in other jurisdictions.

Our Company has appointed Mr. Kwok Che Chung (#5:2 #8) and Mr. Li Juncheng (Z1& 2) as the
joint company secretaries of our Company. Mr. Kwok is, among others, a member of the Hong Kong
Institute of Certified Public Accountants. Mr. Kwok is ordinarily resident in Hong Kong and is qualified
to act as a joint company secretary of our Company. On the other hand, Mr. Li is not a certified public
accountant as defined in the Professional Accountants Ordinance, a member of the Hong Kong Institute
of Chartered Secretaries, nor a solicitor or barrister as defined in the Legal Practitioners Ordinance, as
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required under Rules 3.28 and 8.17 of the Listing Rules. However, Mr. Li joined our Group in December
2014 and has relevant knowledge about the business operations and corporate culture of our Group and
has relevant experience in the matters relating to the Board and corporate governance of our Company,
and therefore the Directors consider that Mr. Li is capable of discharging the functions of a joint
company secretary.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has granted, a
waiver from strict compliance with the requirements under Rules 3.28 and 8.17 of the Listing Rules. The
waiver is valid for an initial period of three years from the Listing Date. The waiver is granted on the
conditions that (a) we engage Mr. Kwok, who meets the requirements under Rules 3.28 and 8.17, as a
joint company secretary, to assist Mr. Li in discharging his functions as a joint company secretary and in
gaining the relevant experience as required under Rule 3.28 of the Listing Rules; and (b) the waiver can
be revoked if there are material breaches of the Listing Rules by our Company. The waiver may be
revoked if Mr. Kwok, during the three-year period, ceases to provide assistance to Mr. Li. Before the end
of the three-year period, it is expected that our Company will liaise with the Stock Exchange to
demonstrate to the satisfaction of the Stock Exchange that Mr. Li, having had the benefit of Mr. Kwok’s
assistance for three years, would then have acquired the relevant experience within the meaning of Rule
3.28 of the Listing Rules to act as the company secretary of the Company without a further waiver or the
assistance of Mr. Kwok.

For further details about the qualifications and experience of Mr. Kwok and Mr. Li, see “Directors,
Senior Management and Employees — Joint company secretaries” .
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus includes particulars given in compliance with the Companies (WUMP) Ordinance,
the Securities and Futures (Stock Market Listing) Rules (Chapter 571V of the laws of Hong Kong) (as
amended) and the Listing Rules for the purpose of giving information to the public with regard to our
Company. Our Directors, collectively and individually, accept full responsibility for the accuracy of the
information contained in this prospectus and confirm, having made all reasonable enquiries, that to the
best of their knowledge and belief, the information contained in this prospectus is accurate and complete
in all material respects and not misleading or deceptive, there are no other matters the omission of which
would make any statement in this prospectus misleading, and all opinions expressed in this prospectus
have been arrived at after due and careful consideration and are formed on bases and assumptions that are
fair and reasonable.

THE GLOBAL OFFERING

This prospectus is published solely in connection with the Hong Kong Public Offering. For
applicants under the Hong Kong Public Offering, this prospectus and the related Application Forms set
out the terms and conditions of the Hong Kong Public Offering. The Global Offering comprises the Hong
Kong Public Offering of initially 25,000,000 Hong Kong Offer Shares and the International Placing of
initially 225,000,000 International Placing Shares (subject, in each case, to reallocation on the basis
described in “Structure of the Global Offering” in this prospectus).

The Global Offering is sponsored by the Sole Sponsor, namely Innovax Capital. The Hong Kong
Public Offering is fully underwritten by the Hong Kong Underwriters under the terms of the Hong Kong
Underwriting Agreement, subject to agreement on the Offer Price between the Joint Global Coordinators
(for themselves and on behalf of the Underwriters) and our Company on the Price Determination Date.
The Global Offering is managed by the Joint Global Coordinators. For further details of the Underwriters
and underwriting arrangements, see ‘“Underwriting” for details.

DETERMINATION OF THE OFFER PRICE

The Offer Shares are being offered at the Offer Price, which is expected to be fixed by agreement
between the Joint Global Coordinators (for themselves and on behalf of the Underwriters) and our
Company on the Price Determination Date.

If, for whatever reason, the Joint Global Coordinators (for themselves and on behalf of the
Underwriters) and our Company are unable to reach an agreement on the Offer Price by Friday, October
16, 2020, the Global Offering will not become unconditional and will lapse immediately.

The indicative Offer Price range is from HK$0.85 to HK$1.10.

We have reserved the right to make a Downward Offer Price Adjustment to provide flexibility in
pricing the Offer Shares. The ability to make a Downward Offer Price Adjustment does not affect our
obligation to issue a supplemental prospectus and to offer investors a right to withdraw their applications
if there is a material change in circumstances not disclosed in the prospectus.

If it is intended to set the final Offer Price at more than 10% below the bottom end of the indicative
Offer Price range, the Withdrawal Mechanism will be applied if the Global Offering is to proceed.
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RESTRICTIONS ON OFFER AND SALE OF THE OFFER SHARES

Each person acquiring the Offer Shares will be required, and is deemed by his acquisition of the
Offer Shares, to confirm that he is aware of the restrictions on offers of the Offer Shares described in this
prospectus and that he is not acquiring, and has not been offered, any Offer Shares in circumstances that
contravene any such restrictions.

No action has been taken to permit any public offering of the Offer Shares or the distribution of this
prospectus and/or the related Application Forms in any jurisdiction other than Hong Kong. Accordingly,
this prospectus may not be used for the purpose of, and does not constitute, an offer or invitation, nor is it
calculated to invite or solicit offers in any jurisdiction or in any circumstances in which such offer or
invitation is not authorized or to any person to whom it is unlawful to make such an offer or invitation.
The distribution of this prospectus and the offering of the Offer Shares in other jurisdictions are subject
to restrictions and may not be made except as permitted under the securities laws of such jurisdiction
pursuant to registration with or an authorization by the relevant securities regulatory authorities or an
exemption therefrom. Prospective applicants for the Offer Shares should consult their financial advisers
and seek legal advice, as appropriate, to inform themselves of, and to observe, all applicable laws, rules
and regulations of any relevant jurisdiction. Prospective applicants for the Offer Shares should also
inform themselves as to the relevant legal requirements and any applicable exchange control regulations
and applicable taxes in the countries of their respective citizenship, residence or domicile.

The Offer Shares are offered to the public in Hong Kong for subscription solely on the basis of the
information contained and representations made in this prospectus and the related Application Forms. No
person is authorized in connection with the Hong Kong Public Offering to give any information, or to
make any representation, not contained in this prospectus and the related Application Forms, and any
information or representation not contained in this prospectus and the related Application Forms must not
be relied upon as having been authorized by us, the Sole Sponsor, the Joint Global Coordinators, the Joint
Bookrunners, the Joint Lead Managers, the Co-Managers, the Underwriters or any of their respective
directors or any other persons or parties involved in the Global Offering.

Each person acquiring the Offer Shares in the Global Offering will be required to confirm, or
be deemed by his acquisition of Offer Shares to have confirmed, that he is aware of the restrictions
on offers and sales of the Offer Shares described in this prospectus and that he is not acquiring, and
has not been offered, any Offer Shares in circumstances that contravene any such restrictions.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

Our Company has applied to the Stock Exchange for the listing of, and permission to deal in, the
Shares in issue and to be issued pursuant to the Global Offering (including the additional Shares which
may be issued pursuant to the exercise of the Over-allotment Option), the Capitalization Issue and upon
the exercise of any options which may be granted under the Share Option Scheme.

No part of the share or loan capital of our Company is listed on or dealt in on any other stock
exchange and no such listing or permission to deal is being or proposed to be sought in the near future.
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Under section 44B(1) of the Companies (WUMP) Ordinance, any allotment made in respect of any
application will be invalid if the listing of, and permission to deal in, the Shares on the Stock Exchange is
refused before the expiration of three weeks from the date of the closing of the application lists, or such
longer period (not exceeding six weeks) as may, within the said three weeks, be notified to our Company
by or on behalf of the Stock Exchange.

ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the granting of listing of, and permission to deal in, our Shares on the Stock Exchange
and our Company’s compliance with the stock admission requirements of HKSCC, our Shares will be
accepted as eligible securities by HKSCC for deposit, clearance and settlement in CCASS with effect
from the date of commencement of dealings in the Shares on the Stock Exchange or any other date as
determined by HKSCC. Settlement of transactions between participants of the Stock Exchange is required
to take place in CCASS on the second business day after any trading day.

All activities under CCASS are subject to the general rules of CCASS and CCASS operational
procedures in effect from time to time.

All necessary arrangements have been made for the Shares to be admitted into CCASS. If you are
unsure about the details of CCASS settlement arrangements and how such arrangements will affect your
rights and interests, you should seek the advice of your stockbrokers or other professional advisers.

PROFESSIONAL TAX ADVICE RECOMMENDED

You should consult your professional advisers if you are in any doubt as to the tax implications of
subscription for, purchasing, holding or disposing of and dealing in our Shares under the laws of the
place at your operations, domicile, residence, citizenship or incorporation. We emphasize that none of
our Company, the Sole Sponsor, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead
Managers, the Underwriters, the Co-Managers, any of their respective directors, agents or advisers or any
other person involved in the Global Offering accepts responsibility for your tax effects or liabilities
resulting from your subscription for, purchase, holding or disposal of or dealing in our Shares.

STABILIZATION AND OVER-ALLOTMENT OPTION

Stabilization is a practice used by underwriters in some markets to facilitate the distribution of
securities. To stabilize, the underwriters may bid for or purchase the newly issued securities in the
secondary market during a specified period of time, to retard, and if possible, prevent any decline in the
market price of the securities below the Offer Price. In Hong Kong and certain other jurisdictions, the
price at which stabilization is effected is not permitted to exceed the Offer Price.

In connection with the Global Offering, the Stabilizing Manager or any person acting for it, on
behalf of the Underwriters, may over-allocate or effect any other transactions with a view to stabilizing
or maintaining the market price of our Shares at a level higher than that which might otherwise prevail in
the open market for a limited period after the commencement of trading in the Shares of our Company on
the Stock Exchange. Such transactions will be effected in compliance with all applicable laws, rules and
regulations in place in Hong Kong. However, there is no obligation on the Stabilizing Manager or any
person acting for it to conduct any such stabilizing activity, which if commenced, will be done at the
absolute discretion of the Stabilizing Manager and may be discontinued at any time during the stabilizing
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period, which will begin on the day on which trading of our Shares commences on the Stock Exchange
and end on November 14, 2020, being the 30th day from the last day for lodging applications under the
Hong Kong Public Offering. As a result, demand for our Shares, and their market price, may fall after the
end of the stabilizing period.

Stabilizing action permitted in Hong Kong pursuant to the Securities and Futures (Price Stabilizing)
Rules includes (i) over-allocation of shares for the purpose of preventing or minimizing any reduction in
the market price of shares, (ii) selling or agreeing to sell shares so as to establish a short position in them
for the purpose of preventing or minimizing any reduction in the market price of shares, (iii) subscribing,
or agreeing to subscribe, for shares pursuant to an option or other right in order to close out any position
established under (i) or (ii) above, (iv) purchasing, or agreeing to purchase, shares pursuant to an option
or other right in order to close out any positions established under (i) or (ii) above, (v) selling shares to
liquidate a long position established and (vi) offering or attempting to do anything described in (ii), (iii),
(iv) or (v) above. The number of Shares that may be over-allocated will not exceed the number of Shares
that may be sold under the Over-allotment Option, namely 37,500,000 Shares, which is 15% of the
number of Offer Shares initially available under the Global Offering.

As a result of effecting transactions to stabilize or maintain the market price of our Shares, the
Stabilizing Manager, or any person acting for it, may maintain a long position in our Shares. The size of
the long position and the period for which the Stabilizing Manager, or any person acting for it, will
maintain the long position are at the discretion of the Stabilizing Manager and are uncertain. Investors
should be warned that, in the event that the Stabilizing Manager liquidates this long position by making
sales in the open market, this may lead to decline in the market price of our Shares.

Any stabilizing action taken by the Stabilizing Manager, or any person acting for it, may not
necessarily result in the market price of the Shares staying at or above the Offer Price either during or
after the stabilizing period. Stabilizing bids for or market purchases of the Shares by the Stabilizing
Manager, or any person acting for it, may be made at or below the Offer Price and can therefore be made
at or below the price paid for the Offer Shares by applicants for, or investors in, the Offer Shares.

In connection with the Global Offering, the Stabilizing Manager may require our Company to allot
and issue up to and not more than an aggregate of 37,500,000 additional Shares and cover such over-
allocations by exercising the Over-allotment Option or by making purchases in the secondary market at
prices that do not exceed the Offer Price or through stock borrowing arrangements or combination of
these means. In particular, for the purpose of covering such over-allocations, the Stabilizing Manager
may borrow up to 37,500,000 Shares from Jinghai BVI (equivalent to the maximum number of Shares to
be issued on a full exercise of the Over-allotment Option) under the Stock Borrowing Agreement.

The terms of the Stock Borrowing Agreement will be in compliance with the requirements set out in
Rule 10.07(3) of the Listing Rules and will therefore not be subject to restrictions under Rule 10.07(1)(a)
of the Listing Rules. The principal terms of the Stock Borrowing Agreement are set out below:

. the stock borrowing arrangement will only be effected by the Stabilizing Manager (or its
affiliates) for settlement of over-allocations in connection with the International Placing;
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. the maximum number of Shares to be borrowed by the Stabilizing Manager (or its affiliates)
from Jinghai BVI will be limited to the maximum number of Shares which may be issued
upon exercise of the Over-allotment Option;

. the same number of Shares so borrowed will be returned to Jinghai BVI not later than the third
business day following the earlier of (i) the last day on which the Over-allotment Option may
be exercised; (ii) the day on which the Over-allotment Option is exercised in full; or (iii) such
earlier time as may be agreed in writing between the parties;

. the stock borrowing arrangement will be effected in compliance with all applicable laws and
regulatory requirements; and

. no payments will be made to Jinghai BVI in relation to the stock borrowing arrangement.
HONG KONG BRANCH SHARE REGISTER AND STAMP DUTY IN HONG KONG

All Shares issued pursuant to applications made in the Global Offering will be registered in our
Company’s branch register of members to be maintained in Hong Kong, by Computershare Hong Kong
Investor Services Limited.

Dealings in the Shares will be subject to Hong Kong stamp duty.

Unless otherwise determined by our Company, dividends payable in HK dollars in respect of the
Shares will be paid to the shareholders listed on the Hong Kong branch share register of our Company, by
ordinary post, at the shareholders’ risk, to the registered address of each Shareholder.

PROCEDURE FOR APPLICATION FOR HONG KONG OFFER SHARES

The application procedure for the Hong Kong Offer Shares is set out in “How to apply for Hong
Kong Offer Shares” in this prospectus and on the relevant Application Forms.

STRUCTURE OF THE GLOBAL OFFERING

Details of the structure of the Global Offering, including its conditions, are set out in “Structure of
the Global Offering” in this prospectus.

EXCHANGE RATE CONVERSION

Certain amounts denominated in RMB have been translated into HKD and vice versa at an exchange
rate of RMB1.00: HKD1.1053, for illustration purposes only. Such conversions shall not be constructed
as representations that amounts in HKD or RMB were or may have been converted into those currencies
and vice versa at such rate or any other exchange rates.

ROUNDING

Any discrepancies in any table between totals and sums of amounts listed therein are due to
rounding.
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DIRECTORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS

Name

Address

Nationality

Executive Directors

Mr. Liu Yongliang (27K 5¢%)

Mr. Yi Weiming (A AE)

Non-executive Directors

Mr. Xu Zhihua (3 &%)

Mr. Qin Shaobo (F /) 1#)

Independent non-executive Directors

Mr. Liu Changchun (%= %)

Mr. Zhao Changsong (#5 = H)

Ms. Lyu Qinghua ( & #£)

Room 302, Door 10

Block B, No. 5 Jieda Road
Development District
Tianjin

PRC

Room 4-504, 4th Floor
Block 4, Yuanliu Qingyang
Yunhuili, Haidian District
Beijing

PRC

Room 2303, Block 16

Gulou Shangcheng, Xinhua District
Cangzhou, Hebei Province

PRC

Room 602, Door 2

Floor 6, Building No. 128
Ande Road, Xicheng District
Beijing

PRC

Room 102, Door 1, Block 17
Dingxiu Qingxi, Dongxiaokou Town
Changping District

Beijing

PRC

Room 402, Unit 1, Block 5, Area A
Phase 3, Yihe Garden,

Cangzhou, Hebei Province

PRC

Room 401, Unit 1, Block 4
Cangzhou Renhang

Yongji West Road, Yunhe District
Cangzhou, Hebei Province

PRC

See “Directors and Senior Management” for more information.

73

Chinese

Chinese

Chinese

Chinese

Chinese

Chinese

Chinese
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PARTIES INVOLVED IN THE GLOBAL OFFERING

Sole Sponsor

Joint Global Coordinators

Joint Bookrunners

Innovax Capital Limited

Room 2002, 20/F

Chinachem Century Tower

178 Gloucester Road

Wan Chai

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 6 (advising on corporate
finance) regulated activities as defined under the SFO)

Innovax Securities Limited

Unit A-C, 20/F, Neich Tower

128 Gloucester Road

Wan Chai

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 4 (advising on securities)
regulated activities as defined under the SFO)

Guotai Junan Securities (Hong Kong) Limited

27/F., Low Block, Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 4 (advising on securities)
regulated activities as defined under the SFO)

Innovax Securities Limited

Unit A-C, 20/F, Neich Tower

128 Gloucester Road

Wan Chai

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 4 (advising on securities)
regulated activities as defined under the SFO)

Guotai Junan Securities (Hong Kong) Limited

27/F., Low Block, Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 4 (advising on securities)
regulated activities as defined under the SFO)

China Everbright Securities (HK) Limited

12/F, Everbright Centre

108 Gloucester Road

Wanchai, Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities), Type 4 (advising on securities) and
Type 6 (advising on corporate finance) and Type 9 (asset
management) regulated activities as defined under the SFO)
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Joint Lead Managers

Innovax Securities Limited

Unit A-C, 20/F, Neich Tower

128 Gloucester Road

Wan Chai

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 4 (advising on securities)
regulated activities as defined under the SFO)

Guotai Junan Securities (Hong Kong) Limited

27/F., Low Block, Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 4 (advising on securities)
regulated activities as defined under the SFO)

China Everbright Securities (HK) Limited

12/F, Everbright Centre

108 Gloucester Road

Wanchai, Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities), Type 4 (advising on securities) and
Type 6 (advising on corporate finance) and Type 9 (asset

management) regulated activities as defined under the SFO)
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Co-Managers

Ever-Long Securities Company Limited

Rooms 1101-02 & 1111-12

11/F., Wing On Centre

111 Connaught Road Central

Sheung Wan

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities), Type 4 (advising on securities) and
Type 6 (advising on corporate finance) regulated activities
as defined under the SFO)

Maxa Capital Limited

Unit 1908, Harbour Center

25 Harbour Road

Wanchai

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) and Type 6 (advising on corporate
finance) regulated activities as defined under the SFO)

Zhong Jia Securities Limited

Unit D — F, 15/F, Neich Tower

128 Gloucester Road

Wan Chai

Hong Kong

(A licensed corporation under the SFO to carry out Type 1
(dealing in securities) regulated activity as defined under the
SFO)
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Legal advisors to our Company

Legal advisors to the Sole Sponsor
and the Underwriters

Reporting accountants and
independent auditors

Independent industry consultant

As to Hong Kong law:
Morgan, Lewis & Bockius
Suites 1902-09, 19/F
Edinburgh Tower

The Landmark

15 Queen’s Road Central
Hong Kong

As to PRC law:

Commerce & Finance Law Offices
6/F NCI Tower

A12 Jianguomenwai Avenue
Beijing

PRC

As to Cayman Islands law:
Conyers Dill & Pearman
Cricket Square

P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands

As to Hong Kong law:
MinterEllison LLP

Level 32, Wu Chung House
213 Queen’s Road East
Hong Kong

As to PRC law:

Beijing Zhong Xin Law Office
Room 668, Tower A
Towercrest Plaza

No. 3 Maizidian West Road
Chaoyang District

Beijing

PRC

KPMG

Certified Public Accountants
8th Floor

Prince’s Building

10 Chater Road

Central

Hong Kong

Frost & Sullivan (Beijing) Inc.,
Shanghai Branch Co.

1018, Tower B

500 Yunjin Road

Shanghai

PRC
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Property valuer AVISTA Valuation Advisory Limited
23rd Floor, Siu On Centre
No. 188 Lockhart Road
Wanchai
Hong Kong

Internal control consultant AVISTA PRO-WIS Risk Advisory Limited
23rd Floor, Siu On Centre
No. 188 Lockhart Road
Wan Chai
Hong Kong

Railway Consultant China Railway Engineering Design Consulting
Group Co., Ltd., Jinan Design Institution*
(PHIERTEAREERAABEERTR)
No. 25666 Jing Shi Road
Huaiyin District

Jinan City

Receiving bank Bank of China (Hong Kong) Limited
1 Garden Road
Hong Kong

Compliance adviser Innovax Capital Limited

Room 2002, 20/F
Chinachem Century Tower
178 Gloucester Road
Wanchai

Hong Kong

A licensed corporation under the SFO to carry out Type 1

(dealing in securities) and Type 6 (advising on corporate
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The information and statistics set forth in this section and elsewhere in this prospectus have
been derived from an industry report, commissioned by us and independently prepared by Frost &
Sullivan, in connection with the Global Offering, or the Frost & Sullivan Report. In addition,
certain information is based on, or derived or extracted from, among other sources, publications of
government authorities and internal organizations, market data providers, communications with
various PRC government agencies or other independent third-party sources unless otherwise
indicated. We believe that the sources of such information and statistics are appropriate and have
taken reasonable care in extracting and reproducing such information. We have no reason to
believe that such information and statistics are false or misleading in any material respect or that
any fact has been omitted that would render such information and statistics false or misleading. Our
Directors confirm that, after taking reasonable care, they are not aware of any adverse change in
market information since the date of the Frost & Sullivan Report which may qualify, contradict or
adversely impact the quality of the information in this section. None of our Company, the Sole
Sponsor, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead Managers, the Co-
Managers, the Underwriters or any other party involved in the Global Offering (except for Frost &
Sullivan) or their respective directors, advisers and affiliates has independently verified such
information and statistics and no representation has been given as to their accuracy. Accordingly,
such information should not be unduly relied upon.

SOURCE OF INFORMATION

We commissioned Frost & Sullivan to conduct an analysis of the rail freight transportation market
in mainland China and other economic data and to prepare the Frost & Sullivan Report. We have agreed
to pay a fee of RMB760,000 for the Frost & Sullivan Report, which will be paid prior to the Listing. Our
Directors are of the view that the payment of the fee does not affect the fairness of conclusions drawn in
the Frost & Sullivan Report.

Frost & Sullivan is an independent global market research and consulting firm founded in 1961 and
based in the United States. It offers industry research and market strategies and provides growth
consulting and corporate training.

The Frost & Sullivan Report includes both historical and forecast information on the rail freight
transportation market in mainland China and other economic data. To prepare the Frost & Sullivan
Report, Frost & Sullivan undertook both primary and secondary independent research through various
resources within rail freight transportation market in mainland China. Primary research includes
interviewing industry insiders, competitors, downstream customers and recognized third-party industry
associations. Secondary research includes reviewing corporate annual reports, databases of relevant
official authorities, independent research reports and publications, as well as the exclusive database
established by Frost & Sullivan over the past decades. Frost & Sullivan has adopted the following
primary assumptions while compiling and preparing the Frost & Sullivan Report: (i) government policies
on the rail freight transportation market in mainland China will remain unchanged during the forecast
period; and (ii) the rail freight transportation market in mainland China will be driven by continuous
growth of China’s economy, favorable policy support and increasing downstream demand in mainland
China as stated in the report. Frost & Sullivan has also obtained the figures for the estimated total market
size from historical data analysis plotted against the macroeconomic data as well as the industry key
drivers. Our Directors confirm that, after making reasonable enquiries, there have not been any material
adverse changes to the market information set out in the Frost & Sullivan Report since the date of such
report which may qualify, contradict or have an impact on the information contained in this section.
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ANALYSIS OF THE RAIL FREIGHT TRANSPORTATION MARKET IN CHINA

Railway transportation can be classified into two major categories according to the objects
transported, namely passenger railway transportation and rail freight transportation. Passenger railway
transportation can be further divided into high-speed passenger railway transportation and normal-speed
passenger railway transportation. Rail freight transportation can be further divided into full-truck-load
rail freight transportation, less-than-truck-load rail freight transportation, and container rail freight
transportation. Full-truck-load rail freight transportation is mainly for the transport of bulk cargo, such as
coal, oil, and ore, etc. Less-than-truckload rail freight transportation is mainly for the transport of general
cargo, which is already packed. Container rail freight transportation is mainly for the transport of
relatively high-value or delicate cargo.

Types of Cargo in Rail Freight Transportation

Among the different types of cargo transported by rail in the PRC, coal is the most important cargo.
From 2014 to 2019, coal made up more than half of total rail freight transportation by volume. The
proportion of coal in total rail freight transportation by volume remained relatively stable over the past
five years, accounting for around 60% of all rail freight transportation by volume. However, there were
some fluctuations over the period. In 2015 and 2016, due to the decline of the coal production, the
proportion of coal transportation volume in the total volume decreased slightly from 62.3% in 2014 to
58.9% in 2016. The shares of ore and petroleum by volume were relatively stable from 2014 to 2019.
Along with the economic growth in the PRC, it is expected that coal will continue to be the major cargo.

Rail freight transportation is the most important transportation method for coal transportation in
China. In 2019 approximately 70.2% of total coal transportation volume was conducted by railway
transportation or by sea. In the future, railway transportation will continue to make up the majority of the
coal transportation volume, since the government is encouraging bulk cargo to be transported by railway,
which is more environmental-friendly compared to the road transportation. As of the Latest Practicable
Date, there were no publicized legislative plans or drafts of laws and regulations which restrict the
transportation of coal by rail or sea and there was no indication that the PRC government will further
restrict transportation of coal by rail and sea.

Proportion of Major Cargoes in Total Rail Freight Share of Coal Transportation
Transportation Volume, China, 2014-2019 Volume by Transportation
Method, China, 2019

Others

Petroleum
Ore

70.2%

Coal

M Railway* Bl Road

2014 2015 2016 2017 2018 2019

*  For rail freight transportation volume, volume by railway-water combined transportation is included.

Source: NBS, Frost & Sullivan
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Coal Consumption and Production in China

Primary energy consumption in China reached 3,342.2 million toe in 2019, with approximately
57.8% contributed by coal consumption. The coal consumption experienced a negative CAGR of 0.2%
during 2014 to 2019 mainly due to the policies of reducing inefficient capacities in coal industry starting
in 2014 and slowing growth of China’s economy. With the gradual completion of structural reform in
coal industry and policies of stabilizing the coal industry, coal consumption began to recover in 2017.
Going onward, primary energy consumption is expected to reach 3,828.9 million toe by 2024, with a
CAGR of 2.8% from 2019 to 2024 with the continuous improvement of China’s economy and
urbanization. China is undergoing a reform and optimization exercise, regarding the consumption
structure of primary energy pursuant to, among others, the Action Plan. In addition, under the Opinions
about Comprehensively Strengthening Ecological Environmental Protection and Resolutely Fighting
Against Pollution® (H 3 e[ 85 [ Bl 7 2 187 0 568 A AR BRI R 7 ~ ERPRAT 4 5k By i MU ER B Y 22 )
issued by the Central Committee of the Communist Party of China and the State Council on June 16,
2018, total coal consumption in Hebei and Shandong, the regions in which all our existing and proposed
businesses are located, and Beijing, Tianjin, Henan, and the Pearl River Delta, should all decrease by
10% as compared with 2015. As a result, clean energy sources are expected to witness rapid growth at a
CAGR of 8.6% from 2019 to 2024 and to constitute a larger proportion of the primary energy
consumption in China. Clean energy generally refers to energy produced through methods that do not
release or release a low level of greenhouse gases or any other pollutants, and typically includes
renewable energy, natural gas and nuclear energy. Renewable energy generally refers to energy derived
from natural processes that are regenerative over short periods of time and cannot be depleted, such as
hydro power, wind and solar energy. China is rich in coal but not in natural gas, while nuclear power may
raise significant safety concerns. As such, considering the resources endowment in China and energy
safety issues, the Action Plan and other relevant policies in China primarily focus on increasing the
consumption of renewable energy resources, such as hydro power, wind and solar energy, among various
sources of clean energy. Nevertheless, despite the anticipated growth in consumption of renewable
energy, coal is still deemed as the major energy consumption source, considering (i) the leading position
of coal in total reserves of natural resources in China; (ii) the limitations in the development of renewable
energy which may include significant capital investments and constraints in identifying appropriate
locations for construction of renewable energy plants; and (iii) the inevitable increasing demand for
energy in China as a result of a growing economy and urbanization, which cannot be satisfied by the
anticipated growth in renewable energy and other clean energy sources. Coal consumption is anticipated
to grow relatively slowly in future with a CAGR of 0.7% during 2019 to 2024, due to the continuous
recovery of coal industry and continuous growth of major downstream industries, such as power industry
and steel industry, in the context of promoting clean energy usage and protecting environment. Despite
the fact that a large number of enterprises and factories temporarily suspended their operations during the
epidemic, resulting in a year-on-year decline in power output of 6.8% in the first quarter of 2020, such
decline narrowed to 4.6% in March 2020 as enterprises and factories gradually resumed full operations
by March 2020. Also, notwithstanding the epidemic, the consumption of coal for heating increased by
3.6% in the first quarter of 2020 compared to the same period in 2019. For the six months ended June 30,
2020 as a whole, coal consumption in the PRC increased by 0.4% and power output in the PRC decreased
by 1.4%, respectively, as compared with that in the same period in 2019. Power output in the PRC
resumed growth in April 2020 and recorded an increase of 6.5% in June 2020, as compared with that in
June 2019. Moreover, energy consumption and infrastructural projects are expected to increase
significantly when the epidemic situation ends. Therefore, in general, the demand for coal is not
expected to be materially affected by the outbreak of COVID-19 for the full year of 2020.
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Primary Energy Consumption (by Fuel), China, 2014-2024E
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Source: Frost & Sullivan

During the period from 2014 to 2019, coal production volume in China fluctuated. The decline of
coal production was mainly attributed to the PRC government’s guidance on initiating supply-side reform
and removing the excessive capacity in coal production industry. Along with the PRC government’s focus
shifting to stabilize coal price and supply afterwards, coal production recovered to 3,687.7 million tonnes
in 2019. Moving forwards, coal production is expected to gradually increase at a CAGR of 2.1% from
2019 to 2024, together with the continuous optimization on industrial structure and improved production
efficiency.

Production Volume of Coal, China, 2014-2024E
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The core guidance for the energy reform in China is the “13™ Five-year Plan for Energy
Development” (fUREEE <+ = F #i &) issued by the National Energy Administration in January
2017. The plan sets a goal of controlling the annual energy consumption under 5 billion tonnes standard
coal equivalent, increasing the proportion of non-fossil energy and natural gas in total energy
consumption to more than 15% and 10% respectively, and decreasing the proportion of coal in total
energy consumption to less than 58%. Also, the plan stipulates corresponding measures, such as
promoting the large-scale projects of non-fossil energy, expanding and completing the market of natural
gas, promoting the efficient and clean utilization of coal.
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Value Chain of the Rail Freight Transportation Market

The railway operator is in the core position of the rail freight transportation market value chain. The
upstream participants of the industry are suppliers of goods for transporting to the downstream
participants. In respect of bulk cargo for full-truck-load railway transportation, the participants include
coal producers, steel plants, and ore producers. The downstream participants for the industry are
customers who purchase goods from suppliers, such as power plants, heating plants and steel plants.
Either suppliers or customers may delegate the transportation to the railway operators depending on the
contractual arrangements between them. Suppliers or customers may also employ a freight forwarder,
which can organize and coordinate a number of transportation service providers and provide integrated
transportation service, to arrange the transportation for them. Railway operators are responsible for
delivering the goods to the assigned customers and generate revenue from suppliers or customers of
goods. Depending on the distance between the station and the customer, the railway operator may provide
road freight service to complete the final delivery, or else the customer may pick up the goods itself.

Freight === == — —

Forwarder * | 1

L Railway |

1

+ Coal Producers | Operators :

1 1

| + Steel Plants e + Power Plants
| + Ore Producers : * Heating Plants
1
| 1

1 I
« Qil Producers | » Steel Plants I
1 |
1 |

_. _eti' _____ * Chemical Plants
« etc.

*  FEither suppliers or customers may employ a freight forwarder.

Source: Frost & Sullivan

The pricing mechanism for rail freight transportation in China is a combination of government-
guided pricing and market pricing. Currently, the freight rate for railway transportation is regulated by
the government and freight railway operation companies have limited discretion in pricing. In particular,
the maximum freight rate for petroleum is higher than that for coal pursuant to the pricing policy by the
government. The rail freight transportation volume, rail freight transportation turnover and types of cargo
are major factors affecting the pricing of rail freight in China. Railway operators usually offer discounts
on freight prices if the rail freight transportation volume, rail freight transportation turnover reach certain
level, or customers use the returning railway carriages to transport in the opposite direction. Freight
railway operation companies generate revenue mainly from transportation charges for freight
transportation service and miscellaneous charges for related services such as loading and unloading,
storage, freight handling, etc.

Trunk Network of Freight Railways for Coal

In China, coal-rich regions are located in the west which include Shanxi Province, Shaanxi Province
and Inner Mongolia, while coal hungry areas are located in east and south China. Pursuant to the “Coal
Transportation from West to East” national strategy, the PRC government promotes the development of
rail freight transportation of coal from west China to south and east China. In general, there are three
main coal transportation channels in China: the north channel, the middle channel, and the south channel.
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The following table sets out details of the three main coal railway distribution channels.

Major Freight Railways for Coal, China

Transporting coal from Dagin Railway 450 Datong Port Qinhuangdao 653 431
North Shanxi and Inner Mongolia to : 5
vl Port Qinhuangdao and Port Shuohuang Railway 350 Shenchi Port Huanghua 598 316
Huanghua, etc. Mengji Railway 200 Ordos Port Tangshan 525 66
Transporting coal from Wari Railway 200 Lvliang Rizhao 1,260 70
Middle Shanxi to Rizhao and
Channel Changzhi .funhcr to Port Hanchang Railway 180 Handan Changzhi 221 43
Qingdao
South Transporting coal from . . .
Channel Shanxi to inland provinces Utfilap [y £l Leivias D 2 &

* Majority of cargoes transported are coal.

Source: Frost & Sullivan

Destinations of these railways are mainly located in eastern coastal area of China. In 2019, the
transportation volume of coal through railways in the north channel represented approximately 80.4% of
the total transportation volume of the three main coal railway distribution channels in China. Railway-
water combined transportation mainly involves railways in the north channel and transports cargo to
different ports in the east of China. Among the railways in these three coal transportation channels, Daqin
Railway and Shuohuang Railway in north channel take important positions due to large transportation
capacities and the support of corresponding ports. In 2019, Daqin Railway had the largest transportation
volume, amounting to 431 million tonnes. In 2019, Shuohuang railway delivered 316 million tonnes of
cargo, below its maximum capacity. As the core freight railway transporting cargo to Port Huanghua,
Shuohuang Railway is becoming increasingly important in coal transportation from the west of China to
eastern coastal areas of China, especially after the transportation on southbound freight railways, which
transport coal from Inner Mongolia to Shanxi Province and connects with Shuohuang Railway in Shanxi
Province. Cargo transportation volume of the Shuohuang Railway is therefore expected to experience
growth at a CAGR of 4.9% during the period from 2019 to 2024. Officially put into operation at the
beginning of 2016, Mengji Railway is designed to become another crucial railway for coal transportation
in the north channel, cargo transportation volume of which is expected to grow rapidly in the near future.
Haolebaoji-Ji’an Railway ({5 ¥ % %575 28 ) (“Haoji Railway™), is a freight railway of 1,813.5 km
in China, which runs from Ordos City, Inner Mongolia to Ji’an City, Jiangxi. Haoji Railway is the first
north-south railway dedicated to coal transportation in China. Haoji Railway provides southbound rail
freight transportation services, primarily transporting coal produced in Inner Mongolia to Henan
Province, Hunan Province, Hubei Province and Jiangxi Province. We believe that competition from
Haoji Railway is limited to our Group as we provide eastbound and westbound rail freight transportation
services and our railway is mainly connected to the Shuo-Huang Railway Line and Han-Huang Railway
Line.
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Cargo Transportation Volume, Daqin Railway, Shuohuang Railway and Mengji Railway, 2014-2024E
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Source: Frost & Sullivan
Rail Freight Transportation Market Size in China and Hebei

In the last five years, the total revenue of the rail freight transportation market in China experienced
robust growth, increasing from RMB428.7 billion in 2014 to RMB533.0 billion in 2019, representing a
CAGR of 4.5%. During the same period, the total revenue of rail freight transportation in Hebei Province
also increased from RMB62.5 billion in 2014 to RMB73.7 billion in 2019 representing a CAGR of 3.3%.

From 2019 to 2024, total revenue from rail freight transportation is expected to continue to increase
with the growing rail freight transportation volume and transportation turnover. Total revenue of rail
freight transportation in China is expected to increase from RMB533.0 billion in 2019 to RMB663.2
billion in 2024, representing a CAGR of 4.5%. Total revenue in Hebei Province is also expected to
increase at a CAGR of 6.5% during the same period. The expected high growth of the rail freight
transportation market in China is mainly due to government encouragement of rail freight transportation
to optimize the logistics structure, reduce overall logistics cost and reduce pollution in the logistics
industry. The rail freight transportation market in Hebei province is expected to grow faster than the
national average, mainly because of the relatively active polices of developing rail freight transportation
by governments of all levels in Hebei province compared with other areas in China.

Total Revenue of the Rail Freight Transportation Market, China and Hebei, 2014-2024E
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Source: Frost & Sullivan
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Rail Freight Transportation Market in northern Shandong and in the Comprehensive Industrial
Park

In the northern Shandong region, there are a number of enterprises including power plants,
metallurgical factories and other coal consuming companies located in Shandong Industrial Park with
demand for coal, bauxite and other chemicals. These enterprises’ demand for logistics services is
expected to be 27.2 million tonnes per year for southbound transportation and 2.1 million tonnes per year
for northbound transportation in 2030, which includes demand for transportation of 14.0 million tonnes
of southbound bauxite per year and 13.2 million tonnes of southbound coal per year. Such demand is
expected to further increase by 2040 as a result of the planned expansion plan of an aluminum oxide
factory. The demand is expected to reach 46.4 million tonnes per year for southbound transportation and
3.0 million tonnes per year for northbound transportation in 2040, which include demand for
transportation of 24.0 million tonnes of southbound bauxite and 22.4 million tonnes of southbound coal.
Rail freight transportation is expected to be their best solution to satisfy such logistics demand due to
cost efficiency and the stability of railways. The construction of special service lines would further
improve the competitiveness of rail freight transportation as compared to other transportation methods,
such as road freight transportation.

In the Comprehensive Industrial Park at Bohai New Area in Hebei Province, there are a number of
enterprises including polymer material manufacturers, oil country tubular goods manufacturers,
petrochemical manufacturers and power generation companies located in the Comprehensive Industrial
Park with demand for coal, crude oil and outbound transportation of their products. Their demand for
logistics services is expected to be no less than 9.0 million tonnes per year in 2025 and will further
increase to no less than 11.0 million tonnes per year in 2035 as a result of the expansion of their
businesses. Similar to northern Shandong area as discussed above, rail freight transportation services and
special service lines are expected to capture a significant portion of the demand for logistics services as
cost and stability factors make them more competitive than other transportation methods. Furthermore,
according to the Implementation Plan for Promoting the Adjustment of Transport Structure in Hebei
Province (2018-2020) (<Vi7 b 74 #fi ¥ /8 iy 45 18 7 % B0 /7 58 (201820204 ) )) published by the People’s
Government of Hebei Province in February 2019, by the end of 2020 in Hebei Province, (1) all coal, steel
and other industrial and mining enterprises with an annual freight volume of more than 1.5 million
tonnes; (2) all coal, steel and other industrial and mining enterprises which are newly built or relocated;
and (3) all newly built logistics parks, are required to build special service railways for their freight
transportation. Such policy is favorable to railway operators for developing their business in Hebei
Province.

There are several renewable energy plants, including wind power and photovoltaic power plants,
under construction or planned in the northern Shandong area and the Comprehensive Industry Park at
Bohai New Area, the locations in which our two new branch lines will be built. The above expected
demand for coal, among other types of cargos, has taken into account these underlying construction plans
for renewable energy plants, and we are not aware of any further expansion plans for such plants.
Besides, there is ample room for growth in local power generation by both renewable energy plants as
well as coal power plants in Shandong Province and Hebei Province as there is a shortage of local supply
of electricity in both provinces at present. For the year ended December 31, 2019, 19.1% and 10.1% of
the total electricity consumed in Hebei Province and Shandong Province, respectively, was transmitted
from outside these provinces. Hence, these two types of power generation plants do not directly compete
with each other. Furthermore, considering (i) the leading position of coal in total reserves of natural
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resources in China; (ii) the limitations in the development of renewable energy; and (iii) the inevitably
increasing demand for energy in China as a result of a growing economy and urbanization, which cannot
be satisfied by the anticipated growth in renewable energy and other clean energy sources, these
renewable energy plants are not considered to be replacements of coal power plants and will not reduce
the coal consumption of coal power plants, nor are they expected to lead to a decrease in the
aforementioned demand for coal in these areas.

Rail Freight Transportation Volume

Rail freight transportation volume is the total weight of the transported cargo, which is measured in
tonnes. Total rail freight transportation volume in China increased slightly from 3,813.3 million tonnes in
2014 to 4,315.6 million tonnes in 2019, representing a CAGR of 2.5%. During the period between 2014
and 2016, rail freight transportation volume decreased, mainly due to the decrease of coal consumption
and production influenced by the crack down of coal mines and factories such as steel plants and
aluminium factories which were non-compliant with relevant environmental regulations and the slowing
growth of China’s economy. In the future, following the adjustment to the transportation structure, the
rail freight transportation volume of China and Hebei Province is expected to reach 5,532.1 million
tonnes and 359.6 million tonnes in 2024 representing CAGRs of 5.1% and 6.0%, respectively, from 2019
to 2024, respectively. A relatively higher CAGR is expected for the period from 2019 to 2024 for China
as compared to that of 2014 to 2019, primarily due to (i) the PRC government policies to promote the
shift from road transportation to rail transportation for bulk commodities, including coal, ore and steel, to
control air pollution emissions caused by road transportation and (ii) the recent recovery of coal
production and demand driven by the growth of downstream industries, such as thermal power industry
and steel industry along with stable growth of China’s economy. The impact of the aforementioned
government policies in relation to the shift from road transportation to rail transportation is expected to
be more significant in Hebei Province, being part of the Jing-Jin-Ji area, which has been designated to be,
among others, a prioritized area to drive the adoption of nationwide government policies. Thus, the
CAGR of rail freight transportation volume for Hebei Province is expected to increase from 5.4% for
2014 to 2019 to 6.0% for 2019 to 2024. The expected increase in rail freight transportation volume is
expected to have positive impact on the Group’s operation.

Furthermore, China’s demand for coal cannot be satisfied by its own production of coal and China
is the largest importer of coal in the world with import volume of 0.27 billion tonnes and export volume
of 6.03 million tonnes in 2019. The trade volume of coal between China and the U.S. is comparatively
small with China’s import volume of coal from the U.S. accounting for less than 0.5% of China’s total
import volume of coal in 2019. The major downstream customers of our Group are power plants, traders
of coal, and chemical manufacturers, most of which have few businesses with Companies in the U.S. The
Sino-U.S. trade war is therefore expected to have very limited implications on our Group’s business
operations and its major customers.

The following chart sets forth historical and estimated rail freight transportation volume in Hebei
Province and China for periods indicated.
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Rail Freight Transportation Volume, China and Hebei, 2014-2024E
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Rail Freight Transportation Turnover

Rail freight transportation turnover is the product of a certain quantity of cargo (in tonnes) and the
distance of the transportation (in km), which is measured in tonne-km. Total rail freight transportation
turnover in China decreased from 2,752.3 billion tonne-km in 2014 to 3,006.0 billion tonne-km in 2019,
representing a negative CAGR of 1.8%. The decrease in rail freight transportation turnover from 2014 to
2016 was mainly due to the decrease of coal consumption and production. The decrease in coal
production and consumption also had an negative effect on rail freight transportation turnover in Hebei
Province during the period from 2014 to 2016. However, rail freight transportation turnover in Hebei
recovered strongly in 2017 and 2018 due to the rapid development of freight railway network which
significantly increased the average transportation distance, leading to a CAGR of 3.4% from 2014 to
2019. In terms of rail freight transportation turnover in 2019, Hebei ranked the first among all provinces,
autonomous regions and municipalities in China. In the future, supported by the adjustment of the
transportation structure, rail freight transportation turnover is expected to reach 3,834.9 billion tonne-km
in China, and 728.4 billion tonne-km in Hebei Province in 2024, respectively.

The following chart sets forth the historical and estimated rail freight transportation turnover in
Hebei Province and China for period indicated.

Rail Freight Transportation Turnover, China and Hebei, 2014-2024E
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Source: NBS, Frost & Sullivan
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Major Ports for Coal Transportation in China

Major ports for the transportation of coal, including Port Huanghua, Port Qinhuangdao, Port
Tangshan, Port Jingtang, Port Caofeidian and Port Tianjin, are located on the Bohai Sea (the innermost
gulf of China which includes Liaodong Bay, Bohai Bay and Laizhou Bay and is surrounded by Liaoning
Province, Hebei Province, Tianjin and Shandong Province), making Hebei and the Bohai Sea crucial
junctions for the “Coal Transportation from West to East” national strategy. In 2019, in terms of coal
shipment volume, Port Huanghua ranked second among all major ports in China. As the core port for the
Shenhua Group, the largest coal producer in China, Port Huanghua has well-established supporting land
transportation facilities and port facilities and relatively on the low integrated logistics costs, driving the
rapid growth of coal shipment volume through it. According to the Overall Plan of Port Huanghua (2016—
2035) (EBER S HI#] (2016-2035)) approved by the People’s Government of Hebei Province on
April 1, 2019, Port Huanghua will be an important port for the “Belt and Road Initiative” and
development of the Xiong’an New Area in which the government will invest significantly on
infrastructure development and facilitate transportation. As such plan is expected to drive growing
demand from various industrial zones and plants nearby, such as the Comprehensive Industrial Park at
Bohai New Area, the cargo throughput of Port Huanghua is forecasted to increase from 287.7 million
tonnes in 2018 to 460.0 million tonnes in 2025 and further to 500.0 million tonnes in 2035. Additionally,
several ports operators are actively promoting the utilization of the capacity of railway carriages
transporting westbound cargo after delivering eastbound freight to Port Huanghua supported by the
developed supporting land transportation facilities and port facilities in Port Huanghua. It is expected that
Port Huanghua will become increasingly important to the transportation and distribution of coal in China
in the future.

Coal transported through Port Qinhuangdao is mainly from Daqin Railway. The decrease in coal
shipment volume through Port Qinhuangdao was mainly caused by recent construction of branch lines on
the Daqin Railway which direct the transportation of coal to other ports, such as Port Jingtang.

Shipment Volume of Coal by Port, China, 2014-2019
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Source: Frost & Sullivan
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COMPETITIVE LANDSCAPE OF THE RAIL FREIGHT TRANSPORTATION MARKET IN
CHINA AND HEBEI PROVINCE

There are more than 500 rail freight transportation companies in China and more than 40 rail freight
transportation companies in Hebei Province. In terms of the ownership structure, railways can be
classified into (1) state-owned railways, which are solely owned or controlled by the state-owned
enterprise, China Railway; (2) joint-venture railways, which are partly owned but not controlled by China
Railway; and (3) local railways, in which China Railway has no interest and which are owned either by
local enterprises or joint ventures between local enterprises and local governments.

State-owned railways carry the majority of rail freight cargo by volume both in China and Hebei.
Historically, approximately 80% of cargo has been transported by state-owned railways. However, with
the deepening of reform of the rail freight market, which promotes the marketization and openness of the
market, joint-venture and local railways are becoming increasingly important. The proportion of rail
freight cargo by volume carried by joint-venture and local railways is expected to keep increasing in both
China and Hebei.

Local railways are usually constructed for the purpose of passenger or freight transportation within
the local province, while state-owned railways and joint-venture railways are able to provide passenger
and freight transportation across two or more provinces. Stated-owned railways, joint-venture railways
and local railways all need to be approved by the National Railway Administration of the PRC. Local
railways are usually considered as supplementing of state-owned railway and joint-venture railway
transportation. Due to the different functions of state-owned, joint-venture and local railways and overall
planning by the relevant administration, state-owned railways, joint-venture railways and local railways
form an effective rail transportation network with minimal overlapping. Major competition is therefore
from other transportation methods, such as road transportation, and not from competing railways.

Market Share of Local Freight Railway Operators in Hebei Province and China

The railways owned by local freight railway operators usually connect with a main track which is a
state-owned railway. Local railways have high degree of regional exclusivity as they seldom overlap and
target different destinations.

The local rail freight transportation market in Hebei is concentrated, with top five out of a total of
approximately ten players accounting for 93.5% of total market size of RMB736.8 million in 2019. In
terms of freight revenue, the Company was the largest local freight railway operator in Hebei and
accounted for 51.2% of total freight revenue of the local rail freight transportation market in Hebei.

Ranking of Local Freight Railway Operators by Freight Revenue, Hebei, 2019
Total Freight Revenue of Local Rail Freight Freight
Transportation Market : RMB 736.8 Million Company Revenue Market Share|

Others
Company D 6.5%

7.1% 2 Company A 142.7 19.4%
Company C

7.5% 3 Company B 61.5 8.3%

4 Company C 55.6 7.5%

Company B The Company Py ’
5 Company D 52.5 7.1%

Others 47.6 6.5%

Company A Total 736.8 100%

Source: Frost & Sullivan
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Notes:

Company A, established in 1998, is a private local freight railway operator which provides rail freight transportation service
in Hebei province. Its major operating railway line is Shayu Railway with operation length of 140.3 km and freight capacity
of 3 million tonnes. The major cargo it transports includes coal and iron ore powder.

Company B, established in 2007, is a private local freight railway operator which provides rail freight transportation service
in Hebei province. Its major operating railway line is Dasong Railway with operation length of 38.7 km and freight capacity
of 15 million tonnes. The major cargo it transports is coal.

Company C, established in 2001, is a private local freight railway operator which provides rail freight transportation service
in Hebei province. Its major operating railway line is Zhangshuang Railway with operation length of 50.6 km and freight
capacity of 13 million tonnes. The major cargo it transports is coal.

Company D, established in 2007, is a private local freight railway operator which provides rail freight transportation service
in Hebei province. Its major operating railway line is Sicao Railway with operation length of 15.4 km and freight capacity of
40 million tonnes. The major cargo it transports includes iron ore and gravel.

The local rail freight transportation market in all of China is relatively concentrated with top five

out of total approximately 50 players accounting for 56.5% of total market size of RMB7,025.5 million in

2019.

In terms of freight revenue, the Company ranked fourth of all local freight railway operators in

China, accounting for 5.4% of total freight revenue of local rail freight transportation in China.

Ranking of Local Freight Railway Operators by Freight Revenue, China, 2019

Total Freight Revenue of Local Rail Freight Freight
Transportation Market : RMB 7,025.5 Million Rank Company Revenue Market Share]
RMB Million
1 Company E 1,942.2 27.6%
Company E

2 Company F 724.0 10.3%

3 Company G 555.8 7.9%
Others 43 5o/ L _ |
1 4 The Company 376.9 5.4% |

5 Company H 372.4 5.3%

Company F
Others 3,054.2 43.5%
5.3%5.4%
Company G Total 7,025.5 100%

Company H  The Company

Source: Frost & Sullivan

Notes:

Company E, established in 1998, is a private local freight railway operator which provides rail freight transportation service
in Inner Mongolia. Its major operating railway line is Zhundong Railway with operation length of 224.9 km and freight
capacity of more than 30 million tonnes. The major cargo it transports is coal.

Company F, established in 2002, is subsidiary of a publicly listed company. Company F provides rail freight transportation
service in Ningxia province. Its major operating railway line is Ningdong Railway with operation length of 279 km and
freight capacity of more than 20 million tonnes. The major cargo it transports includes coal, oil and aluminum.

Company G, established in 2015, is a branch of Shandong Railway Bureau and provides rail freight transportation service in
Shandong province. Its major operating railway line is Pinglan Railway with operation length of 35.0 km and freight
capacity of 25 million tonnes. The major cargo it transports includes coal, iron ore and grain.

Company H, established in 2005, is a private local freight railway operator which provides rail freight transportation service
in Sichuan province. Its major operating railway line is Guilian Railway with operation length of 30.4 km and freight
capacity of around 6 million tonnes. The major cargo it transports includes coal and iron ore powder.
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Drivers of the Rail Freight Transportation Market in China

Adjustment of the Freight Transportation Structure. With the increasing awareness of the
importance of environmental protection, rail freight transportation, with the advantages of high
transportation capacity, low energy consumption and low emissions, has taken a more important position
in the overall freight transport structure in China. In the “Three-year Action Plan to Win the Battle of the
Blue Sky” (FTHBABERRAGHEL —4F1TE)5 &) issued by the State Council of China, the government put
forward an adjustment of the freight transportation structure intended to raise the proportion of rail
freight transportation volume for bulk commodities and control air pollution emissions caused by road
transportation. Additionally, in 2017, the government started to forbid trucks from loading or discharging
coal at the Port Tianjin as well as the other ports on the Bohai sea, such as Port Huanghua. The transfer
from road freight transportation to rail freight transportation in terms of bulk commodities has
significantly stimulated the increase of rail freight transportation volume.

Changing of Settlement Methods. A complete transportation route may involve multiple railways
owned and operated by different entities. As a result, in the past a customer for railway freight
transportation services may need to settle freight charges with different railway operators for a single
freight shipment. In 2018, China Railway implemented a new settlement method under which the main
carrier would be responsible for paying for and managing all costs incurred during transportation,
including freight charges charged by different railway operators of railway segments utilized for
delivering transportation service. It is intended that such settlement method will enable main carriers to
increase their profitability by reducing expenses during transportation and give main carriers incentives
to expand their operations. Since the adoption of such settlement method by China Railway, it has been
managed by China Railway and applied only to state-owned railways and public-private joint-venture
railways in the PRC. As a privately owned railway which acts as the main carrier in most of the
transportation services we provide, we are not required to adopt, and we have not adopted, such new
settlement method. While such new settlement method represents a new development in the industry, it
has not been applied to any aspects of our business and has not had any direct impact on our Group as of
the Latest Practicable Date.

Increasing Coal Production Volume. As the most important cargo of rail freight transportation,
coal has represented more than half of rail freight transportation volume in the past few years. Especially
in Shanxi Province, Shaanxi Province and Inner Mongolia, which are the three major coal production
areas in China, most coal that is produced is transported by railway. The continuous shifting of key coal
output areas to the west and the increase of coal production, which is mainly driven by the optimization
of capacity and growing downstream demand, are expected to keep driving growth of rail freight
transport volume.
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Trends in the Rail Freight Transportation Market in China

Development of Multimodal Transportation. In order to improve the economic efficiency of the
transportation system and reduce logistic costs for the whole society, multimodal transportation
particularly railway-water combined transportation, is expected to be one of the key development
directions in freight transportation, since both railway and water transport have high capacity and
relatively low freight rates. As containers represent the standard cargo for multimodal transportation,
container transportation will be the growth point of rail freight transportation volume in the next few
years. In 2018, railway container volume only occupied around 5% of the total rail freight transportation
volume in China. In the 13th Five-year Plan for the Development of Multimodal Railway Container
Transportation issued by the NDRC, the Ministry of Transport and China Railway, railway container
volume is planned to reach around 20% of total rail freight transportation volume and railway-water
combined container transportation volume is planned to increase 10% annually starting in 2020.

Expansion of the Freight Capacity. With the development of high-speed railway and the
popularity of high-speed trains, passenger railway transportation in China has gradually turned to high-
speed railways. This indicates that the capacity of the normal-speed railway will be freed up gradually to
engage in rail freight transportation. Additionally, with normal-speed railways focusing more on rail
freight transportation, mixed transportation of passenger and cargo will be phased out, which will further
improve total freight transport efficiency and increase total freight transportation capacity.

Improvement of Efficiency and Service Quality. With the deepening application of
communication technology, internet technology and automation technology, the operating efficiency of
freight railway operation companies is increasing. Freight railway operation companies are putting
increasing efforts into improving service quality to attract clients by improving safety and shortening
delivery time by means such as increasing investments in IT systems, purchasing more locomotives and
upgrading equipment.

Entry Barriers to Rail Freight Transportation Market in China

Strict Regulatory Requirements. Since rail freight transportation is closely related to the public
interest and national security, the government implements strict regulations on the rail freight
transportation industry. In China, the National Railway Association introduced updated Detailed Rules
for the Implementation of Railway Transport Enterprises Access License in 2018, setting out detailed
requirements on qualifications and experience of personnel and licensing procedures for both rail freight
transportation and passenger transportation enterprises, among other things. The new rules also stipulate
that rail freight transportation enterprises must comply with the supervision of related railway
administrations.

High Capital Requirements. The construction, upgrading and maintenance of freight railways and
locomotives are important for market players to stay competitive by reducing cost and increasing
capacity. Such activities demand massive capital investment, the payback period for which is relatively
long. Therefore, to enter into and compete in the rail freight transportation market, new players need to
acquire huge amounts of funds for initial investment, which will be subject to a long payback period.
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High Talent Requirement. Rail freight transportation is a highly specialized industry and involves
various kinds of work. Railway supervision departments set requirements on the experience and
qualification of managers and technicians of rail freight transportation enterprises, requiring such
enterprises to establish a team including experienced management personnel and sufficient qualified
professionals in order to guarantee the safe and efficient operation of freight railways.

Client Resources Requirement. Rail freight transportation enterprises face competition with not
only other rail freight transportation enterprises, but also other modes of transport, including road freight,
waterway freight and aviation freight transportation enterprises. Therefore, rail freight transportation
enterprises need to gain sufficient clients and establish stable relationships with clients in order to
maintain sustainable businesses.

Cost Analysis of Rail Freight Transportation

In China, the major cost components of the rail freight transportation market include financing
costs, depreciation costs, labor costs and fuel/electricity costs.

Financing costs, particularly interest on loans, contribute a large portion of total costs because of
the heavy reliance on debt financing for freight railway construction and operation. The interest rates that
banks offer to enterprises are usually calculated by adding certain base points on the benchmark interest
rate issued by People’s Bank of China (PBOC), which are determined by various factors, such as credit
ratings of enterprise, existence of guarantees and loan type. According to benchmark interest rate
published by PBOC, interest rates on loans for one to three years exhibited a declining trend from 2014 to
2016 and have stabilized at 4.8% since 2016.

Benchmark Interest Rate on Loans for one to three years, China, 2014-2019
%
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Source: People’s Bank of China, Frost & Sullivan
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Salary levels for the rail freight transportation industry have been increasing in recent years. The
average wage increased from RMBS59.1 thousand per year in 2014 to RMB87.6 thousand per year in
2019, representing a CAGR of 8.2%. These levels are expected to continue to increase mainly due to the
continuing economic development and growth in the rail freight transportation operation market,
especially for transporting commodities.

Average Wage for Rail Freight Operation Employees*, China, 2014-2019
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* Average wage is represented by the average wage of employees engaged in the transportation, storage and posts businesses.

Source: NBS, Frost & Sullivan

The average price of diesel in Hebei decreased from RMBS,150.1 per tonne in 2014 to RMB6,607.1
per tonne in 2015, and then started to increase, reaching RMB8,158.1 per tonne in 2018 and decreased to
RMB7,671.5 per tonne in 2019. The price is mainly influenced by adjustments of the guidance price
issued by the National Development and Reform Commission, which are mainly based on international
oil prices.
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The average price of liquefied natural gas for vehicles in Cangzhou decreased from RMBS5,965.3
per tonne in 2014 to RMB3,937.2 per tonne in 2016, and then started to increase, reaching RMB5,117.9
per tonne in 2018 and decreased to RMB4,417.9 per tonne in 2019. During the period from 2013 to 2016,
the supply of natural gas was increasingly sufficient with strong development of natural gas production
industry in China, leading to the decrease in price. The supply of natural gas become relatively
insufficient in 2017 with rapid expanding demand caused by the policy of replacing coal-fired boilers
with gas-fired boilers, which was strongly promoted by the government, and the average price of
liquefied natural gas for vehicle started to increase.

Average Price of Diesel, Hebei, Average Price of liquefied natural gas for
2014-2019 Vehicle, Cangzhou, 2014-2019
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This section sets forth a summary of the most significant laws and regulations that affect our
business in China. Information contained in this section should not be construed as a comprehensive
summary of laws and regulations applicable to us.

Regulations on Foreign Investment
Guidance Catalogue of Industries for Foreign Investment

According to the Provisions on Guiding the Orientation of Foreign Investment ($5 & 4h & J7 [n]
KiE) (Order No. 346 of the State Council), which were promulgated by the State Council of the PRC
(the ““State Council”’) on February 11, 2002 and came into effect on April 1, 2002, projects with foreign
investment are divided into four categories, namely encouraged, permitted, restricted and prohibited. The
encouraged, restricted and prohibited projects with foreign investment are listed in the Catalogue of
Industries for Guiding Foreign Investment (2017 version) (71 & 2 2458 H 8k (2017F-187])) (the
“Catalogue”), which was jointly amended by NDRC and MOFCOM on June 28, 2017 and came into
effect on July 28, 2017, the Special Management Measures for Foreign Investment Access (Negative
List) (2020 version) (&M+ & HEARR Al BEAS i (B TS ) (2020/1)) (the “Negative List”) which
came into effect on July 23, 2020 and the Catalogue of Industries for Encouraged Foreign Investment
(2019 version) (EJENFM P& 7E 3£ H $#%(20194)) (the “Encouraged List”) which came into effect on
July 30, 2019. According to the Catalogue, the Negative List and the Encouraged List, Railway Freight
Transportation is not restricted or prohibited.

Foreign Investment Law

According to the Foreign Investment Law (the “FIL”"), a foreign investor is prohibited or restricted
to invest in a field which is listed in the foreign investment access negative list. For fields outside of the
foreign investment access negative list, investment administration shall be conducted under the principle
of equal treatment to domestic and foreign investment. The business form, structure, and rules of
activities of foreign-invested enterprises shall be governed by the PRC Company Law, the Partnership
Law of the PRC, and other laws. The Foreign Investment Law came into effect on January 1, 2020, upon
which the Law of the PRC on Wholly Foreign-Owned Enterprises (9 #E A RILHIESMNE > 37%) has
been repealed. Foreign-invested enterprises formed under the Law of the PRC on Wholly Foreign-Owned
Enterprises before January 1, 2020 may maintain their original business forms, among others, for five
years after such date.

On December 30, 2019, the MOFCOM and the SAMR issued the Measures for the Reporting of
Foreign Investment Information (M‘ﬁﬁ;&%%%ﬁ&%%ﬁ%), which came into effect on January 1, 2020
and replaced the Interim Measures for the Recordation Administration of the Incorporation and Change
of Foreign-Invested Enterprises (715 & 1> &k 7 S 58 o M5 2 M AT HEL) (promulgated by
MOFCOM and became effective on October 8, 2016, amended on July 30, 2017 and June 29, 2018).
Since January 1, 2020, for carrying out investment activities directly or indirectly in China, the foreign
investors or foreign-invested enterprises are required to submit investment information to the commerce
authorities pursuant to these measures. Our Group has submitted the required investment information to
the commerce authorities.
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Regulations on Industry
Administrative Licensing of Railway Transportation Enterprises

Pursuant to the Measures on Access Licensing of Railway Transportation Enterprises (§ i 75 #j 4>
FEMEAFF A HEE) which were issued by the MOT on December 8, 2014 and amended on September 29,
2017, to engage in the operations of public transportation of passengers and goods by railway, an
enterprise legally registered in the PRC shall file an application with the NRA, and obtain a railway
transportation license after passing the examination. Any enterprise applying for a railway transportation
license shall meet following requirements:

1. own or have the right to use railway and relevant infrastructures that meet relevant
specifications and national standards;

2. own or have the right to use locomotives and rolling stock meeting national and industrial
standards and in a quantity satisfying the needs of transportation scale;

3. have production, operation and management personnel meeting the standards for railway
transportation positions and holding relevant practicing qualifications and in such number
satisfying the needs of transportation scale;

4.  have operation safety management organization or safety management personnel in
compliance with applicable laws and regulations, as well as a work safety management
system and emergency plans;

5. have organizational management measures, service quality standards and production and
operation specifications relating to railway transportation; and

6.  other conditions as prescribed by laws, regulations and rules.

Where details relevant to the license of an enterprise change significantly due to such enterprise’s
merger, division or change of operation model or license scope, such enterprise shall apply for a new
license.

The enterprise shall, before March 31 of each year, file its annual transportation report of the
enterprise for the previous year with the NRA. The content of such report shall include, among other
things, a description of the transportation business and pro bono transportation matters, transportation
safety conditions and status of other conditions for the license.

In accordance with Hebei Provincial Railway Regulation (#]dL7 M /5 88 #% 5 f91), issued by Hebei
Provincial People’s Congress on May 24, 2007 and amended on September 26, 2014 and July 24, 2015
respectively, any enterprise engages in railway transportation operation in Hebei Province shall obtain a
Local Railway Transportation License (the “LRTL’’). Enterprises applying for the LRTL shall meet
following requirements:

1. have transportation facilities and equipment that could satisfy the enterprise’s operational
needs and which have passed relevant examinations;
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2. have thorough safe production management system and organization.

The LRTL is valid for three years. Application for renewal shall be made at least 30 days before
expiration.

Road Transportation Enterprises

Pursuant to the Regulations on Road Transportation of the PRC (3 A & A1 [B) 4 f 75 iy 451,
which were issued on April 30, 2004 and amended on November 9, 2012, February 6, 2016 and March 2,
2019, respectively, the road transportation industry is subject to license administration. Enterprises
engaging in road freight transportation (excluding hazardous freight transportation which would require
additional approvals) shall:

1.  own vehicles that meet their operation needs and have passed the relevant examination;
2. employ qualified drivers; and
3.  maintain complete safety management system.

Railway Transportation Safety

Pursuant to the Regulations on Railway Safety Management (8% 2% HHH]), which were
issued on August 17, 2013 and came into effect on January 1, 2014, railway transportation enterprises
shall maintain safety management system to ensure the safety of passengers and freight. Enterprises shall
use transportation means, loading equipment and other special-purpose facilities which meet national and
industrial standards and safety requirements. Pursuant to the Implementation Measures of Administrative
Punishment for Violation of the Regulations on Railway Safety Management (% 8% 42 4% B 6 )
A7 BUE S0 B it 9792:) which were issued on December 24, 2013 and came into effect on January 1, 2014,
enterprises which fail to use the required facilities can be ordered to make corrections and be subject to a
fine ranging from RMB20,000 to RMB 100,000, depending on the severity of the circumstances.

Pursuant to the Regulations on Railway Safety Management, railway transportation enterprises shall
conduct safety check on freight they transport. Enterprises shall not:

1. carry out dangerous freight transportation procedures at stations where such procedures cannot
be carried out in accordance with relevant regulations;

2. transport freight on which the necessary safety check has not been conducted; or
3.  transport freight which violates safety regulations or may harm transportation safety.

In accordance with the Implementation Measures on Administrative Punishment for Violation of the
Regulations on Railway Safety Management, enterprises which fail to fulfill the relevant obligations can
be ordered to make corrections and be subject to a fine ranging from RMB20,000 to RMB100,000,
depending on the severity of the circumstances.
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Production Safety

Pursuant to the Production Safety Law of the PRC (HH#e N RILAIE %24 L) which was
promulgated on June 29, 2002 and amended on August 27, 2009 and August 31, 2014, business entities
shall strengthen their work safety management, enhance work safety conditions, promote work safety
standardization and improve work safety levels. Entities which cannot meet the safety conditions
prescribed by laws, regulations and national or industry standards shall not engage in production or other
business activities. To ensure work safety rules are observed in the production process, business entities
shall establish and improve their work safety responsibility systems and work safety policies which
specify responsible person(s) at each position, the scope of duties and evaluation criteria. Business
entities shall provide their employees with labor protection equipment and work safety training. Where
the primary person in charge of a business entity fails to perform his or her duties in respect of work
safety, he or she would be subject to legal liabilities, depending on the seriousness of the relevant work
safety accidents.

Pricing for Railway Transportation

In accordance with the NDRC’s Notice on the Relevant Issues of Deepening the Marketization of
Railway Freight Transportation Price (12 ¢ %% J§2 o 5 22 B A R AL S35 s 5 78B4 T 4574 b 002 25 A R ) REL Y
#MHT) which was issued on December 14, 2017 and came into effect on January 1, 2018, pricing for
railway container transportation, part load transportation and full load transportation of 12 categories of
freight, including but not limited to mineral construction materials, metal products and industrial
machinery shall be regulated by the market. Railway transportation enterprises shall determine the price
themselves in accordance with laws and regulations. Government-guided pricing shall continue to be
implemented for transportation of goods not listed in those 12 categories. Price for full-load
transportation services under governmental guidance shall be at most 15% higher than the standard price
published by governments.

According to the Hebei Provincial Railway Regulations (J77 4t % Hb /7 ## #5: 4i]), the rates of local
railway passenger and cargo transportation are subject to government guidance, and market-adjusted
price is implemented in competitive areas. The scales and rates of other miscellaneous charges of local
railway passenger and cargo transportation, and the rates of local railway parcel transportation are solely
determined by enterprises.

According to the Pricing Catalog for Hebei Province ({i[Jl# & f&H #%) issued by the Hebei
Provincial Price Bureau on April 9, 2018, other than railway enterprises which are owned or controlled
by the State Council and/or its subdivisions shall be regulated by Central Pricing Catalog (49 & H &%)
issued by the State Council on October 8, 2015, railway freight transportation prices for local state-
owned railway enterprises and private railway enterprises shall be regulated by provincial pricing
authorities.
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The “Thirteenth Five-Year Plan” for the Development of the Coal Industry

The “Thirteenth Five-Year Plan” for the Development of the Coal Industry (Jfx T35 g+ =
#i#]) was issued by the NDRC and the National Energy Administration on December 22, 2016. It calls
for accelerating the optimization and upgrade of coal industry’s structure. The key measures include strict
control of new coal (mining) capacity, orderly withdrawal of excess coal (mining) capacity, active
development of advanced coal (mining) capacity, and promotion of corporate mergers and
reorganizations. Specifically, (i) starting from 2016, the approval of new coal mine projects, technical
transformation projects for new coal capacity and approval of capacity increase projects will be
suspended in principle within three years; (ii) the industry should accelerate the closure of existing small
coal mines in accordance with the law, as well as those that overlap with ecologically sensitive areas such
as nature reserves, mines that have frequent accidents, and mines that are prohibited by state regulations;
(iii) the industry should focus on improving quality and efficiency, develop advanced production capacity
with advanced technology, high production efficiency, high resource utilization, strong safety guarantee
capability, high level of environmental protection, and low energy consumption per unit product to
ensure long-term stable supply of coal; and (iv) the industry should adhere to the principle of combining
market leadership, business entities and government support, support the merger and reorganization of
coal enterprise that possesses competitive advantage, cultivate large-scale backbone enterprise groups,
increase industrial concentration, strengthen market control and anti-risk capabilities. By 2020, the
proportion of coal in the country’s energy consumption is expected to decrease to around 58%.

This plan also calls for the development of modern coal logistics, including developing water-rail
transportation in coal industry, improving coal logistics transfer facilities and realizing the seamless
connection between railway freight stations and ports.

The Opinions about Comprehensively Strengthening Ecological Environmental Protection and
Resolutely Fighting Against Pollution

The Opinions about Comprehensively Strengthening Ecological Environmental Protection and
Resolutely Fighting Against Pollution® (H3k e [BH5 B B s 4 180 o A RE BRI O 7 ~ BRI T4 y5
Bl i U ER B 7 fL) were issued by the Central Committee of the Communist Party of China and the
State Council on June 16, 2018. These Opinions call for the management of bulk coal and reduction of
coal consumption. Specifically, they outline the PRC government’s policy to increase the use of clean
energy, and broaden the channels of clean energy consumption. According to these Opinions, by 2020,
the plain areas of Beijing-Tianjin-Hebei and its surroundings and the Fenwei Plain should basically
complete the replacement of the bulk coal for heating in winter and domestic use. The total coal
consumption in Beijing, Tianjin, Hebei, Shandong, Henan, and the Pearl River Delta region should all
decrease by 10% as compared with 2015. The coal consumption in Shanghai, Jiangsu, Zhejiang, Anhui
and the Fenwei Plain should all decrease by about 5%.

In addition, these Opinions require significant increase in the proportion of bulk transported by
railway or sea in key areas, and increase in the proportion of container railway collection and distribution
ports in coastal ports.
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The “Three-Year Action Plan to Win the Battle for a Blue Sky”

The “Three-Year Action Plan to Win the Battle for a Blue Sky (3T s K P75 B = AT B 51 1)
was issued by the State Council in July 2018. It aims to significantly reduce total emissions of major
atmospheric pollutants, implement total coal consumption control and improve air quality. By 2020, the
proportion of coal in the country’s total energy consumption should decrease to below 58%; the total coal
consumption in the five provinces (municipalities) of Beijing, Tianjin, Hebei Province, Shandong
Province, and Henan Province should decrease by 10% as compared to 2015; the total coal consumption
in the Yangtze River Delta should decrease by 5% and the total coal consumption in Fenwei Plain will
achieve negative growth; the coal consumption for new coal-consuming projects should be reduced and
replaced by other energy sources. In accordance with the principles of centralized coal use and clean use,
the focus of the Action Plan is on reducing non-electricity coal and increasing the proportion of coal used
for electricity. In 2020, the proportion of coal used for electricity in China should account for more than
55% of the total coal consumption. The PRC government will continue to promote the replacement of
coal and fuel oil with electric energy, with a replacement scale of more than 100 billion kilowatt hours.

According to the Action Plan, by the end of 2018 coal is only allowed to be transported to key ports
by sea or railway and by the heating season of 2020, the same restrictions will apply in principle to
transportation of other bulk cargo such as ore and coke to key ports. In addition, the Action Plan calls for
optimizing and adjusting the structure of cargo transportation, significantly increasing the proportion of
railway freight. By 2020, the country’s railway freight volume should increase by 30% as compared to
2017, the railway freight volume in the plain areas of Beijing-Tianjin-Hebei and its surroundings should
increase by 40%, the railway freight volume in the Yangtze River Delta should increase by 10%, and the
railway freight volume in Fenwei plain should increase by 25%. The government plans to increase
investment in freight railway construction and promotes the construction of key projects for railway
transportation. The restrictions relating to transportation of coal under the Action Plan only apply to
transportation of coal to key ports, so they do not directly restrict our road freight transportation business
to non-port destinations, such as factories outside the key ports.

The “Notice of the Action Plan for Comprehensive Treatment of Atmospheric Pollution in Autumn
and Winter of Beijing-Tianjin-Hebei and Its Surrounding Areas 2019-2020”

The “Notice of the Action Plan for Comprehensive Treatment of Atmospheric Pollution in Autumn
and Winter of Beijing-Tianjin-Hebei and Its Surrounding Areas 2019-2020 (&t % J#& i [%2019—
2020 KA B R BT R AR N B TH) /7 %) was issued by the Ministry of Ecology and
Environment, the NDRC, the Ministry of Industry and Information Technology, the Ministry of Public
Security, the Ministry of Finance, the Ministry of Housing and Urban-Rural Development, the Ministry
of Transportation, the MOFCOM, the State Administration for Market Regulation, the National Energy
Administration, Beijing Municipal Government, Tianjin Municipal People’s Government, People’s
Government of Hebei Province, People’s Government of Shanxi Province, People’s Government of
Shandong Province and Henan Provincial People’s Government on September 25, 2019. It aims to strictly
control total coal consumption. Specific measures include (i) strengthening source control, strictly
controlling new coal use, strictly implementing new coal consumption projects with equal or reduced
replacement; (ii) focusing on reducing non-electricity coal consumption, focusing on reducing bulk coal
and high energy consumption, high emissions, overcapacity industries and coal for outdated production
capacity; and (iii) accelerating the shutdown and integration of coal-fired boilers and outdated coal-fired
small-scale thermal power plants within a heating radius of 15 kilometers of 300,000 kilowatts and
above. The use of coal as fuel for industrial furnaces should be accelerated by the use of clean and low-
carbon energy sources or by using plant waste heat and power plant heat.
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In addition, the notice also calls for the adjustment of the transportation structure. Specifically, it (i)
vigorously increases the volume of railway and water freight; (ii) strictly implements the policy of
banning the collection of coal by road freight transportation, and prohibits acts such as transportation to
the port by short-distance road freight transportation after rail transportation to the freight yard near the
port or railway transportation to the port after road freight transportation to the freight yard near the port;
(iii) promotes the transportation of bulk cargo such as ore and coke in major coastal ports, Tangshan Port
and Port Huanghua by railway or waterway. With respect to large industrial and mining enterprises with
special railway lines and newly-built logistics parks, the proportion of railway transportation of bulk
cargo such as coal, coke, iron ore should be more than 80% in principle.

Regulations on Environmental Protection and Fire Control
Environmental Protection Law

The Environmental Protection Law of the PRC ("3 A & A1 [ BR 1% 8 5% 7%) (the “Environmental
Protection Law”’) was promulgated by the Standing Committee of the NPC on December 26, 1989 and
amended on April 24, 2014. The Environmental Protection Administrative Department of the State
Council supervises and administers environmental protection-related work in the PRC, and establishes
national standards for environmental quality and the discharge of pollutants. Local environmental
protection bureaus are, in turn, responsible for environmental protection-related work within their
respective jurisdictions.

Environmental Protection on Construction Projects

The Environmental Impact Appraisal Law of the PRC (% A\ R ILFIE B 5E5 Z5EEE) (the
“Environmental Impact Appraisal Law”), which was promulgated by the Standing Committee of the
NPC on October 28, 2002, amended on July 2, 2016 and December 29, 2018 respectively, provides that
construction entities shall prepare an environmental impact report, an environmental impact report form
or an environmental impact registration form depending on the environmental impact of the construction
projects. According to the Administration Rules on Environmental Protection of Construction Projects
(R TH H BR BT AR a8 45 H #9), which was promulgated by the State Council on November 29, 1998,
amended on July 16, 2017 and came into effect on October 1, 2017, the project owner shall, after the
completion of a construction project for which an environmental impact report or environmental impact
statement is prepared, conduct acceptance check of the environmental protection supporting facilities and
prepare an acceptance check report in accordance with standards and procedures prescribed by the
environmental protection administrative department of the State Council.

Fire Control

Pursuant to the Fire Control Law of the PRC (H'# A [RILFN[E %) which was promulgated on
April 29, 1998, and amended on October 28, 2008 and further amended on April 23, 2019, enterprises
shall perform the following fire safety duties:

1. establish a fire safety responsibility system, a fire safety system and fire safety operational
procedures and formulate fire extinguishment and emergency evacuation plans;
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2. have firefighting facilities and equipment meeting national and industrial standards, post fire
safety signs and organize inspection and maintenance on a regular basis to ensure that their
facilities and equipment are in good conditions;

3. conduct a comprehensive inspection of firefighting facilities in buildings at least once a year
to ensure that such facilities are in good working condition. Inspection records shall be
complete and accurate and filed for reference;

4.  ensure that evacuation access, safety exits and fire engine access are clear and the fire and
smoke bay and firebreak distance comply with fire control technical standards;

5. conduct fire prevention checks to promptly eliminate hidden fire hazards;
6.  organize and carry out fire drills; and
7.  perform any other fire safety duties stipulated by laws and regulations.

The key person-in-charge of an organization shall be responsible for fire safety of such
organization.

Where the housing and urban-rural development authority under the State Council requires that an
application for fire protection final inspection of an as-built construction project should be filed, a
construction enterprise shall file such an application with the housing and urban-rural development
authority. For a construction project other than one specified in the preceding paragraph, the construction
enterprise shall report for recordation to the housing and urban-rural development authority after final
inspection, and the housing and urban-rural development authority shall conduct random inspection.

Where a construction project that is subject to fire protection final inspection according to the law
fails or is nonconforming as established by the fire protection final inspection, it shall be prohibited from
being put into use; and any other construction project that is nonconforming as established by random
inspection conducted under the law shall cease to be used.

Regulations on Employment and Social Securities
Employment

The Labor Contract Law of the PRC (" #E A R ILAIE 45 8) & 7] 7%) (the “Labor Contract Law”),
which was promulgated by the Standing Committee of the NPC on June 29, 2007 and came into effect on
January 1, 2008, and further amended on December 28, 2012 and came into effect on July 1, 2013,
regulates the relationship between employers and employees and provides for specific provisions in
relation to the terms and conditions of an employment contract. The Labor Contract Law provides that
employment contracts must be in writing and signed by the parties. It imposes stringent restrictions on
employers in respect of fixed-term employment contracts, hiring of temporary employees and employee
dismissals.
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Social Security and Housing Provident Fund

According to the Social Insurance Law of the PRC (% A\ 31 B 41 €& £ B %), which came into
effect on July 1, 2011 and was amended on December 29, 2018, the Regulations on Occupational Injury
Insurance (If%ﬁlgﬁﬂ%@]), which first came into effect on January 1, 2004, and was further amended on
December 20, 2010 and came into effect on January 1, 2011, the Interim Measures concerning the
Maternity Insurance for Enterprise Employees (128 T2k & & B sl 17 ##%) which came into effect on
January 1, 1995, the Interim Regulations concerning the Levy of Social Insurance (#1 & g 2 B E 17
1), which came into effect on January 22, 1999 and amended on March 24, 2019 and the Regulations
concerning the Administration of Housing Fund (ff: 5 A% 4 ##6{4]) which came into effect on April
3, 1999 and amended on March 24, 2002 and March 24, 2019, respectively, enterprises and institutions in
the PRC shall provide their employees with welfare schemes covering pension insurance, unemployment
insurance, maternity insurance, occupational injury insurance and medical insurance, as well as housing
fund and other welfare plans.

Regulations on Intellectual Property
Trademarks

Pursuant to the Trademark Law of the PRC ('3 A [ ALFE B £1%) which was promulgated on
August 23, 1982 and last amended on April 23, 2019 and came into effect on November 1, 2019, the
Implementation Regulations of the Trademark Law of PRC (H 3 A R LA B0 P A3 B a6 f41]) which
was issued on August 3, 2002 and amended on April 29, 2014, the Trademark Office under the State
Administration for Industry and Commerce of the PRC (the “Trademark Office”) shall handle trademark
registrations and grant a term of ten years to registered trademarks, which may be renewed for an
additional ten year period upon request from the trademark owner. Trademark licensing agreements must
be filed with the Trademark Office for record. The Trademark Law of the PRC has adopted a “first-to-
file” principle with respect to trademark registration. Where an application for trademark for which
application for registration has been made is identical or similar to another trademark which has already
been registered or is under preliminary examination and approval for use on the same kind of or similar
commodities or services, the application for registration of such trademark may be rejected. Any person
applying for the registration of a trademark may not prejudice the existing right of others, nor may any
person register in advance a trademark that has already been used by another party and has already gained
a “sufficient degree of reputation” through such party’s use.

Domain Name

In accordance with the Measures for the Administration of Internet Domain Names (&5 481 4 &
FEHE) which was issued by the Ministry of Information Industry on August 24, 2017 and came into
effect on November 1, 2017, the Ministry of Information Industry is responsible for supervision and
administration of domain name services in the PRC and all provinces, autonomous regions and
municipalities directly under the Central Government of the PRC shall conduct supervision and
administration of the domain name services within their respective administrative jurisdictions. Domain
name registration services shall, in principle, be subject to the principle of “first apply, first register”. A
domain name registrar shall, in the process of providing domain name registration services, ask the
applicant for which the registration is made to provide authentic, accurate and complete identity
information on the holder of the domain name and other domain name registration related information.
Where any organization or individual registers or uses any domain name in violation of the laws and
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regulations which constitutes a crime, it or he will be subject to criminal liability in accordance with the
applicable laws. If such action does not constitute a crime, it or he will be punished by the relevant
authorities in accordance with the applicable laws.

Regulations on Tax
Enterprise Income Tax

According to the Enterprise Income Tax Law of the PRC (H#E A RALFNE A FEFT15HIIE) (the
“EIT Law”) which was promulgated on March 16, 2007 and amended on February 24, 2017 and
December 29, 2018 respectively, and the Implementation Rules of the EIT Law (773 A 3t A1 B 1> 2
S BLIE B %) (the “Implementation Rules”) which were issued on December 6, 2007, first came into
effect on January 1, 2008 and amended on April 23, 2019, enterprises in the PRC are divided into two
categories: resident enterprises and non-resident enterprises. Resident enterprises shall pay enterprise
income tax on their income obtained in and outside the PRC at the rate of 25%. Non-resident enterprises
with institutions in the PRC shall pay enterprise income tax on the income obtained by such entities in
and outside the PRC at the rate of 25%. Non-resident enterprises with no premises in the PRC, and non-
resident enterprises whose income has no substantial connection with their premises in the PRC, shall pay
enterprise income tax on their income obtained in the PRC at a reduced rate of 10%.

According to the Arrangement between the PRC and Hong Kong Special Administrative Region for
the Avoidance of Double Taxation the Prevention of Fiscal Evasion with respect to Taxes on Income (Al
A e B AT IR [ B A S T £k A AR AN B LR AT B 4 BE), which was promulgated by the
State Administration of Taxation (the “SAT”) on August 21, 2006 and came into effect on December 8§,
2006, a company incorporated in Hong Kong will be subject to withholding tax at the lower rate of 5% on
dividends it receives from a company established in the PRC if it holds 25% or more equity interest in the
PRC company. According to the Announcement of the State Administration of Taxation on Issues
concerning “Beneficial Owners” in Tax Treaties (2 ZBiH5 48 )5 B A BLUS i & 52 2 BT A 0 A B
R~ 45) (the “Announcement”) promulgated by the SAT, the “beneficial owner” is the person who
has ownership and control over interests it receives or has ownership and control over the right or
property arising from such interests. When determining the status of residence of a contract party who
applies for the treatment as a ““beneficiary owner”, a comprehensive analysis shall be conducted based on
several factors and the actual conditions of each case. The Announcement applies to matters requiring
treatment under Tax Treaties for the tax liability or the withholding obligation arising on and after April
1, 2018.

Value-added Tax

Pursuant to the Provisional Regulations on Value-Added Tax of the PRC ("3 A F& 3 [ 34 {5 Bl
W ATHA]) (the “VAT Regulations™), which were promulgated by the State Council on December 13,
1993 and came into effect on January 1, 1994, and was amended on November 10, 2008, February 6,
2016 and November 19, 2017 respectively, and the Rules for the Implementation of the Provisional
Regulations on Value Added Tax of the PRC (H#E A R L0 3] 34 (E B 1740 B B hEAN HIl), which were
promulgated by the Ministry of Finance (“MOF”) on December 25, 1993 and amended on December 15,
2008 and October 28, 2011 respectively, taxpayers engaging in selling goods, providing processing,
repairing or replacement services or importing goods within the PRC shall pay value-added tax (“VAT”).
Unless otherwise provided by laws and regulations, the rate of the VAT shall be 17%.
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The MOF and the SAT promulgated the Circular on Comprehensively Promoting the Pilot Program
of the Collection of Value Added Tax in Lieu of Business Tax (B 7% 4 1 41 BH 45 5 B0 R0 (BB 5l 25 1)
/AT on March 23, 2016, which came into effect on May 1, 2016. According to such circular, the Value
Added Tax Pilot Program has been applicable throughout the since May 1, 2016.

According to the Provisions in the Notice on Adjusting the Value added Tax Rates (CaiShui [2018]
No. 32) (B o % 38 (E BB 2R 1938 A (W BE[2018]329%)) issued by the SAT and the MOF on April 4,
2018 and came into effect on May 1, 2018, where taxpayers make VAT taxable sales or import goods, the
applicable tax rates shall be adjusted from 17% to 16% or from 11% to 10%, respectively.

Pursuant to the Notice of MOF, SAT and the General Administration of Customs of the PRC on
Relevant Policies for Deepening the Value-Added Tax Reform {HFBUER ~ Bl 48R - Vi B 408 B A G 1L
HOE RO A BBUR /245 ) which was promulgated on March 20, 2019 and came into effect on April
1, 2019, the tax rate of 16% applicable to the VAT taxable sale or import of goods by a general VAT
taxpayer shall be adjusted to 13%, and the tax rate of 10% applicable thereto shall be adjusted to 9%.

Regulations on Land and Property

According to the Property Law of the PRC (the “Property Law”) (" A R ILANEH P HEYL), which
was promulgated by the NPC on March 16, 2007 and came into effect on October 1, 2007, the real
property right refers to the exclusive right of direct control of the holder over a specific property,
including ownership, usufructuary right and security right. The creation, change, transfer or elimination
of the real property right of real property shall become effective after it is registered in accordance with
the law. It shall have no effect if it is not registered in accordance with the law, except it is otherwise
prescribed by any laws. The property right of the state, collectives, individuals and any other right holder
shall be protected by law.

According to the Land Administration Law of the PRC (the “Land Administration Law”) (G IN
I ANE - #b45 FE), which was promulgated by the Standing Committee of the NPC on June 25, 1986
and latest amended on August 26, 2019, and came into effect on January 1, 2020, land within the territory
of the PRC falls into two categories: state-owned land and land collectively owned by peasants. Land in
urban areas of cities belongs to the state. Land in rural areas and suburban areas of cities excluding those
belonging to the state as prescribed by law belongs to peasants’ collective ownership, House sites, land
allotted for personal needs and hilly land allotted for private use belong to peasants’ collective
ownership. State-owned land and land collectively owned by peasants may be used by units or
individuals in accordance with the law. Units and individuals using the land have the obligation to
protect, manage and rationally utilize the land. In general, the term of use of state-owned land is 50 years
for industrial use and 70 years for residence.
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Regulations on Foreign Exchange and Oversea Investment
Foreign Exchange

According to the Regulations on the Control of Foreign Exchange (M FEHI), which were
promulgated by the State Council on January 29, 1996, came into effect on April 1, 1996 and were
amended on January 14, 1997 and August 5, 2008, foreign exchange receipts of domestic institutions or
individuals may be transferred to the PRC or deposited abroad, the conditions for transfer to the PRC or
overseas deposit, time limit and other details are specified by the foreign exchange control department of
the State Council. Foreign exchange receipts for current account transactions may be retained or sold to
financial institutions engaging in the settlement of foreign exchange in accordance with relevant
regulations. Domestic institutions or individuals that make direct investments abroad or are engaging in
the overseas distribution or trade of valuable securities or derivative products should register according to
the provisions of the foreign exchange control department of the State Council. Relevant institutions or
individuals should submit relevant documentation for examination and approval or for record-filing prior
to foreign exchange registration, if they are required to file with, or receive approval from, the competent
administration departments in advance as required by the State.

In 2012, SAFE issued the Circular of Further Improving and Adjusting Foreign Exchange
Administration Policies on Foreign Direct Investment (I %<4 35 B it #E — 25 USRI R B HHE4R0E
HMHEE BRI SR 1 4 K1) (the “SAFE Circular No. 59”), which substantially amended and simplified the
foreign exchange procedure. Pursuant to SAFE Circular No. 59, the opening of various special purpose
foreign exchange accounts, such as pre-establishment expenses accounts, foreign exchange capital
accounts and guarantee accounts, the reinvestment of RMB proceeds derived by foreign investors in the
PRC, and remittance of foreign exchange profits and dividends by a foreign-invested enterprise to its
foreign shareholders no longer require the approval or verification of SAFE, and multiple capital
accounts for the same entity may be opened in different provinces, which was not possible previously. In
2013, SAFE issued the Administrative Provisions on Foreign Exchange in Domestic Direct Investment by
Foreign Investors (73| & & 45 A B 2 4% & 4P EE 2L 72 ), which specified that the administration by
SAFE or its local branches over direct investment by foreign investors in the PRC must be conducted by
way of registration and banks must process foreign exchange business relating to direct investment in the
PRC based on the registration information provided by SAFE and its branches.

In February 2015, SAFE issued the Notice on Further Simplifying and Improving the
Administration of the Foreign Exchange Concerning Direct Investment (%4 FE 5 B i #E— 2 1
b Pl T 4 4% A FEEOR (3 F) (the “SAFE Circular No. 13”). As prescribed, foreign
exchange registration for domestic direct investment and foreign exchange registration for overseas
direct investment will be directly reviewed and handled by banks in accordance with SAFE Circular No.
13 and the Guidelines for Direct Investment-related Foreign Exchange Business which is an appendix to
SAFE Circular No. 13, and SAFE and its branches shall perform indirect regulation over the direct
investment-related foreign exchange registration via the banks.

The Circular of the State Administration of Foreign Exchange on Reforming the Management
Approach regarding the Settlement of Foreign Exchange Capital of Foreign-invested Enterprises (the

“SAFE Circular No. 197) (BZ<HNEE 3 Ja) B A e 2 40 o 45 1 4 3E 51 HE AR 5 48 T A 38 77 A 28 A )
was promulgated on March 30, 2015 and came into effect on June 1, 2015.
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Discretionary settlement of foreign exchange capital of foreign-invested companies means that
foreign exchange capital in the capital account of foreign-invested companies whose rights and interests
of monetary contribution have been confirmed by the local foreign exchange bureau (or book-entry
registration through the banks) can be settled at the banks based on the actual operating needs of the
companies. The proportion of discretionary settlement of foreign exchange capital for foreign-invested
companies is temporarily set at 100%. Capital by foreign-invested companies should only be used for
legitimate operating needs within the business scope. The capital of foreign-invested companies and
capital in RMB obtained through foreign exchange settlement should not be used for the following
purposes:

1. directly or indirectly, for payments outside the business scope or for payments prohibited
under national laws and regulations;

2. directly or indirectly, for investment in securities unless otherwise provided by laws and
regulations;

3.  directly or indirectly, for granting entrust loans in RMB (unless permitted by the scope of
business), repaying inter-company borrowings (including advances by third parties) or
repaying bank loans in RMB that have been on-lent to a third party; and

4.  paying expenses related to the purchase of real estate not for self-use, except for foreign-
invested real estate companies.

Except for transfers of equity investment in the original currency, foreign-invested companies
whose primary business is investing (including foreign-invested investment companies, foreign-invested
venture capital companies and foreign-invested equity investment companies) are permitted to directly
settle foreign exchange capital or transfer capital in RMB to the account of the invested companies
provided that the domestic investment project is authentic and compliant.

The Circular of the State Administration of Foreign Exchange on Reforming and Regulating
Policies on the Control over Foreign Exchange Settlement of Capital Accounts (“SAFE Circular No.
167) (B 22 41 R A4 P J) B8 A TAg o R B o S AR JEL B 4 T /5 PLBIOR %8 ) was promulgated and came into
force on June 9, 2016, stipulates that domestic enterprises (including Chinese-funded enterprises and
foreign-funded enterprises, but excluding financial institutions) may go through foreign exchange
settlement procedures for their external debts at their discretion. The proportion of discretionary
settlement of domestic institutions’ foreign exchange receipts under the capital account is temporarily
determined as 100%. SAFE may, based on the international balance of payments, adjust the aforesaid
proportion at the appropriate time.
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Overseas Investment

SAFE promulgated the Circular on Relevant Issues Concerning Foreign Exchange Administration
of Overseas Investment and Financing and Return Investments Conducted by Domestic Residents
Through Overseas Special Purpose Vehicles (B 45 A i RA@ # Fr ik H 192 w5 AME & SR FE A E A
e/ A B [ RE 1 28 1) (the “SAFE Circular No. 377) on July 4, 2014, which replaced the former
circular commonly known as the “SAFE Circular No. 75”. SAFE Circular No. 37 requires PRC residents
(institutions and individuals) to register with local branches of SAFE in connection with their direct
establishment or indirect control of an offshore entity, for the purpose of overseas investment and
financing, with such PRC residents’ legally owned assets or equity interests in domestic enterprises or
offshore assets or interests, referred to in SAFE Circular No. 37 as a ‘“special purpose vehicle”.
According to SAFE Circular No. 37, domestic institution shall undergo the foreign exchange registration
procedure for foreign investment in accordance with the Notice of the State Administration of Foreign
Exchange on Issuing the Provisions on Foreign Exchange Administration of the Overseas Direct
Investment of Domestic Institutions (B2 /& HEJa B A 58 7 (B3 I AR A 15 A B 35 130 0 A0 RE 45 B 2 )
%8 H1). SAFE Circular No. 37 further requires amendment to the registration in the event of any
significant changes with respect to the special purpose vehicle, such as increase or decrease of capital
contributed by PRC individuals, share transfer or exchange, merger, division or other material event. In
the event that a PRC shareholder holding interests in a special purpose vehicle fails to fulfill the required
SAFE registration, the PRC subsidiaries of that special purpose vehicle may be prohibited from making
profit distributions to the offshore parent and from carrying out subsequent cross-border foreign
exchange activities, and the special purpose vehicle may be restricted in its ability to contribute
additional capital into its PRC subsidiary. Furthermore, failure to comply with the various SAFE
registration requirements described above could result in liability under PRC law for evasion of foreign
exchange controls.

According to the Measures for the Administration of Overseas Investment (3%4M% & & HLHEL)
promulgated by the MOFCOM on September 6, 2014 and came into effect on October 6, 2014, the
MOFCOM and the provincial departments of commerce shall record or verify the overseas investment of
enterprises, depending on the actual circumstances of such investment. Except overseas investment
involving sensitive countries or regions or sensitive industries, overseas investment in other industries
must be recorded. Local enterprises should undergo recordation with the local provincial department of
commerce.

According to the Measures for the Administration of Overseas Investment of Enterprise ({315 5h
Tﬁgﬁéﬁﬁ%%) promulgated by the NDRC on December 26, 2017 and came into effect on March 1, 2018,
an investor should, in overseas investment, undergo the formalities for the verification or recordation,
among others, of an overseas investment project, report the relevant information, and cooperate in
supervisory inspection. An investor should, in overseas investment, neither violate the laws and
regulations of China nor threaten or jeopardize the national interests and national security of China.
Sensitive projects conducted by investors directly or through overseas enterprises controlled by them are
subject to verification management, while non-sensitive projects directly conducted by investors are
subject to recordation. If the investor is a local enterprise, and the amount of Chinese investment is less
than USD 300.0 million, the recording authority is the development and reform department of the
provincial government at the place of registration of such investor.
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Merger and Acquisition

On August 8, 2006, MOFCOM, together with five other ministries, issued the Rules on the
Acquisition of Domestic Enterprises by Foreign Investors (A 4M2 5 &35 1f B 5E A 2ERTBLE) (the
“Circular No. 10”’), which came into effect on September 8, 2006 and were amended on June 22, 2009.
An acquisition under Circular No. 10 can be either an equity acquisition or an asset acquisition. An
equity acquisition is an acquisition of equity interest in a PRC domestic company or the subscription of
registered capital of a PRC domestic company by foreign investors for the purpose of converting such
PRC domestic company into a foreign-invested company.

An asset acquisition is the acquisition of a domestic PRC company’s assets (i) by a foreign-invested
company for the purpose of controlling such assets and using them in business operations or (ii) by
foreign investors, through contract, in order to establish a foreign-invested company for the purpose of
conducting business operations.

According to the Circular No. 10, where a domestic company, enterprise or natural person intends
to acquire its or his/her related domestic company in the name of an offshore company which it or he/she
lawfully establishes or controls, the acquisition is subject to the examination and approval of the
MOFCOM. Where a domestic company or natural person holds equity interest in a domestic company
through an offshore special purpose company, any overseas listing of that special purpose company shall
be subject to approval by the CSRC.
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HISTORY AND CORPORATE STRUCTURE

OUR HISTORY AND DEVELOPMENT
Overview

Our Company was incorporated as an exempted company with limited liability in the Cayman
Islands on October 19, 2018, following which we implemented the Corporate Reorganization, as a result
of which our Company became the holding company of our Group. Details of the Corporate
Reorganization are set out in the paragraph headed “Corporate Reorganization” below.

Our history can be traced back to October 2009 when Canggang Company (previously known as
Huanghua Jinghai Logistics Co., Ltd.*) was founded by Mr. Liu. Canggang Company was established as
a wholly-owned subsidiary of Chengyu Company and was primarily engaged in the provision of loading
and unloading of coal and logistics services at the time of its establishment. In December 2014, Chengyu
Company transferred its rail freight transportation business to Canggang Company. Since then, Canggang
Company has been primarily engaging in the rail freight transportation service.

We utilize Canggang Railway Line for conducting our major business of providing rail freight
transportation service and Canggang Railway Line represents a significant part of our assets. Canggang
Railway Line was first constructed by the local governments of Cangzhou City in 1979 and commenced
operations in 1982. It had been operated by Cangzhou Railway Bureau (¥ i Hi 77 88 % J5)) since 1982
until November 2004 when staff of Cangzhou Railway Bureau acquired the entire state-owned net assets
of Cangzhou Railway Bureau at nil consideration to establish Chengyu Company pursuant to the
direction from the local government. Chengyu Company is a limited liability company established under
the laws of the PRC which was owned by the labor union of Cangzhou Railway Bureau (38 117 b 77 8 %
J7) T.€r) and three senior management members of Cangzhou Railway Bureau pursuant to the direction
from the local government. There were 347 staff in the labor union and three members of the senior
management of Cangzhou Railway Bureau involved in the establishment of Chengyu Company. Chengyu
Company was owned as to 79.73% by the labor union of Cangzhou Railway Bureau and 20.27% by three
senior management members of Cangzhou Railway Bureau at the time of establishment. Mr. Liu did not
hold any position in Cangzhou Railway Bureau.

As Mr. Liu’s hometown is located in Cangzhou, Hebei Province, he was approached by local
government officials to invest in Chengyu Company in June 2007. Mr. Liu was optimistic about the rail
freight transportation industry in the PRC due to PRC’s rapid economic growth. He became one of the
investors in Chengyu Company and acquired an effective interest of 26.9% in Chengyu Company in
November 2007. Between November 2007 and October 2012, the effective interest of Mr. Liu in
Chengyu Company increased from 26.9% to 97.5% after a series of acquisitions and capital contributions
by Mr. Liu and companies controlled by him, which were funded by Mr. Liu’s personal wealth and
financial resources of his controlled companies. In December 2014, Chengyu Company contributed its
rail freight transportation operations and related assets, including the Canggang Railway Line, as part of
its assets contribution into Canggang Company. Since then, the Canggang Railway Line has been
operated by our Group. Set out below are the major milestones of acquisitions and capital contributions
by Mr. Liu and companies controlled by him regarding Chengyu Company:
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1. Initial acquisition of equity interest in Chengyu Company by Huanghua Port Jinghai Energy
Industry Co., Ltd.* (¥ IRV B £ A BRAF) (“Jinghai Energy”)

In October 2007, Huanghua Port Xinghua Company, a company indirectly owned as to 80%
Mr. Liu, acquired 33.63% interest in Jinghai Energy for a consideration of RMB15,200,000, which
was the amount of registered capital of Jinghai Energy being acquired. Huanghua Port Xinghua
Company was a wholly-owned subsidiary of Tianjin Beifang Yongkang International Trading Co.,
Ltd. * (R K B B E 5 H R ) (“Beifang Yongkang™) which was owned as to 80% by
Mr. Liu and 20% by an Independent Third Party. Pursuant to the equity transfer agreement dated
November 16, 2007 entered into between Jinghai Energy as the purchaser, the labor union and the
three senior management members of Cangzhou Railway Bureau as the vendors, Jinghai Energy
acquired the entire direct interest in Chengyu Company at a consideration of RMBS5.44 million
which was determined with reference to the then registered capital of RMB4.44 million of Chengyu
Company, and a premium of RMB1.00 million to the then registered capital, which was determined
based on arm’s length negotiation among the parties to the agreement. As a result, Mr. Liu had a
26.90% effective interest of Chengyu Company via his indirect shareholding in Jinghai Energy.

2. Increase in share capital of Chengyu Company and acquisition of Chengyu Company from
Jinghai Energy by Huanghua Port Xinghua Company in which Mr. Liu had more indirect

interest

On December 6, 2007, the share capital of Chengyu Company increased from RMB4.44
million to RMB81.17 million by way of capital contribution by Jinghai Energy. On December 18,
2007, pursuant to an equity transfer agreement among Huanghua Port Xinghua Company, Mr. Liu
and Mr. Yi as the purchasers, and Jinghai Energy as the vendor, the purchasers acquired an
aggregate direct interest of 80.0% in Chengyu Company from Jinghai Energy at an aggregate
consideration of RMB64.94 million which was determined with reference to the then registered
capital of RMBS81.17 million of Chengyu Company. As a result, Mr. Liu’s effective interest in
Chengyu Company increased to 68.04% (as to 5.38% through Jinghai Energy, as to 59.36% through
Huanghua Port Xinghua Company and as to 3.30% held directly by him).

3. Acquisition of equity interest in Jinghai Energy and Huanghua Port Xinghua Company as a
result of which all investment holding companies holding Chengyu Company were indirectly

wholly-owned by Mr. Liu

On July 20, 2008, pursuant to an acquisition agreement between the then shareholders of
Jinghai Energy, Huanghua Port Xinghua Company acquired the remaining direct interest of 66.37%
in Jinghai Energy at a consideration of RMB30.00 million which was the amount of registered
capital of Jinghai Energy being acquired. As a result, Jinghai Energy was wholly-owned by
Huanghua Port Xinghua Company.

On July 28, 2008, pursuant to acquisition agreements between Beifang Yongkang as the
vendor, and Mr. Liu and Tianjin Dongfang Zhenghe Commercial Services Co., Ltd.* (K # /7
ME B R ABRAR) (“Dongfang Zhenghe™) as the purchasers, the purchasers acquired an
aggregate direct interest of 100.0% in Huanghua Port Xinghua Company from Beifang Yongkang
at an aggregate consideration of RMB10.00 million which was the amount of the then registered
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share capital of Huanghua Port Xinghua Company. At that time, Dongfang Zhenghe was wholly-
owned by Mr. Liu. As a result, Mr. Liu’s effective shareholding in Huanghua Port Xinghua
Company increased from 80.0% to 100.0%.

After the transactions as described above, Mr. Liu’s effective interest in Chengyu Company
increased to 97.5%, comprising indirect interests of 74.2% through Huanghua Port Xinghua
Company, and 20% through Jinghai Energy and a direct interest of 3.30% held by him.

4. Subsequent shareholding changes and increase in share capital of Chengyu Company and

transfer of interest in Chengyu Company among companies controlled by Mr. Liu

From August 2010 to June 2012, by way of capital contribution of an aggregate amount of
RMB20.00 million, Mr. Liu Yonggang, brother of Mr. Liu, acquired a total of 30.77% equity
interest in Huanghua Port Xinghua Company. As a result, Mr. Liu’s effective interest in Huanghua
Port Xinghua Company was reduced from 100% to approximately 69.23% and his effective interest
in Chengyu Company was reduced to approximately 73.18% in June 2012.

In July 2012, Mr. Liu acquired the 30.77% equity interest in Huanghua Port Xinghua
Company at a consideration of RMB20.00 million from Mr. Liu Yonggang, which was the amount
of registered capital in Huanghua Port Xinghua Company acquired by Mr. Liu, and Huanghua Port
Xinghua Company has been wholly-owned by Mr. Liu since then.

From February 2011 to August 2012, by way of capital contributions of an aggregate amount
of RMB68.25 million, Shiji Jinding, a company indirectly wholly-owned by Huanghua Port
Xinghua Company through Jinghai Energy at that time, acquired a total of 26.25% equity interest
in Chengyu Company. In October 2012, Mr. Liu acquired 100% equity interest in Shiji Jinding for a
consideration of RMBS50.00 million from Jinghai Energy which was the amount of the then
registered capital of Shiji Jinding.

In addition, subsequent to July 2008, Mr. Liu had himself and through his several controlled
companies, namely Huanghua Port Xinghua Company, Dongfang Zhenghe and Shiji Jinding,
contributed capital into Chengyu Company. As a result, the share capital of Chengyu Company
increased from RMBS81.17 million in August 2008 to RMB260.00 million in October 2012. As a
result of such acquisition, Mr. Liu’s effective interest in Chengyu Company increased to 97.5%.

Business Milestones
The following table illustrates major milestones of Canggang Railway Line and our Group:
Year Milestones
June 1982* Canggang Railway Line commenced operations.

November 2004*  All staff of Cangzhou Railway Bureau acquired the assets, including the
Canggang Railway Line, from Cangzhou Railway Bureau to establish Chengyu
Company to operate Canggang Railway Line.
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Year

September 2006*

October 2009*

December 2010*

December 2014

December 2015

July 2017

March 2018

October 2018

December 2018

August 2018

August 2019

Milestones

The branch line connecting Shuo-Huang Railway Line (¥ 8 4% 545 47)
commenced operations.

Canggang Company was established under the name of “Huanghua Jinghai
Logistics Co., Ltd.* (5 50 A /A 7)) in Cangzhou, Hebei Province,
the PRC to engage in the provision of loading and unloading of coal and
logistics services.

The annual railway transportation volume of Canggang Railway Line was
more than 5 million tonnes.

Huanghua Jinghai Logistics Co., Ltd.* was renamed as Canggang Company
and commenced its operation of Canggang Railway Line after its asset
injection by Chengyu Company.

The annual railway transportation volume of Canggang Railway Line first
exceeded 10 million tonnes.

Canggang Company was awarded as an ‘“Advanced Enterprise, the National
Local Railways in 2015 (4B 7 #5201 54F B 5 i B4 ).

Jinghai International was established in Cangzhou, Hebei Province, the PRC.

Canggang Company was awarded as a “Prominent Enterprise for Production
Safety Management, Hebei Railway Transportation System (] 1t 7 % % 4 iify
AL E B E R A for 2017,

Our Company was incorporated in the Cayman Islands.

The annual railway transportation volume of Canggang Railway Line first
exceeded 15 million tonnes.

Canggang Company was awarded as “Top 100 Private Enterprises of
Cangzhou (&M T 7 %8 K& & 3£)” for 2017.

The branch line connecting to the Han-Huang Railway Line (B8 #% Ii4% 4%)
commenced operations.

Canggang Company was awarded as “Top 100 Private Service Enterprises in

Hebei (L& R4S — m ).

* Major milestones of Canggang Railway Line before it was operated by Canggang Company.

See “Business — Awards and Recognition” in this prospectus for details on the awards and

recognitions received by our Group.
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HISTORY OF OUR MAJOR SUBSIDIARIES

As of the Latest Practicable Date, our Group comprised our Company, Canggang BVI, Puji Global,
Canggang HK, Puji HK, WFOE, Canggang Company and Jinghai International. The following sets forth
the corporate development of the principal operating subsidiaries of our Group, namely, Canggang
Company and Jinghai International, since their respective dates of establishment.

Canggang Company

Canggang Company was established in the PRC on October 22, 2009 (previously known as
Huanghua Jinghai Logistics Co., Ltd.*). At the time of the establishment of Canggang Company, its paid-
up registered capital was RMB50.00 million which was contributed by Chengyu Company. From June
2010 to March 2011, Chengyu Company contributed RMB110.00 million to Canggang Company to
increase the paid-up registered capital of Canggang Company from RMBS50.00 million to RMB160.00
million.

Since April 2013 and as of the Latest Practicable Date, Chengyu Company was owned as to 1.93%
by Mr. Liu, 2.50% by Mr. Yi, 40.50% by Beijing Shiji Jinding Investment Co., Ltd.* (It 51t 4 & S 4% &
A BRZE]) (“Shiji Jinding™) (which is wholly-owned by Mr. Liu), 11.69% by Dongfang Zhenghe (which
is owned as to 97.83% by Mr. Liu and 2.17% by Shiji Jinding) and 43.38% by Huanghua Port Xinghua
Port Development Co., Ltd.* (B85 B {555 i 98 A R A7) (“Huanghua Port Xinghua Company™)
(which is owned as to 86.15% by Mr. Liu and 13.85% by Dongfang Zhenghe).

Pursuant to the shareholder’s resolution of Canggang Company dated December 3, 2014, the
registered capital of Canggang Company was increased from RMB160.00 million to approximately
RMB332.23 million by way of (i) assets contribution of approximately RMB223.99 million (including
Canggang Railway Line and other railway operations and related assets); and (ii) additional cash
contribution of approximately RMB16.61 million by Mr. Yi with his personal funds. The valuation of
assets contributed by Chengyu Company was determined by reference to the valuation of its assets and
liabilities as of July 31, 2014 with an excess in valuation of approximately RMB68.37 million
contributed to the capital reserve of Canggang Company. Upon the completion of the said assets and
cash contribution to the registered capital of Canggang Company in December 2014, Chengyu Company
ceased to have business operation. The cash contribution was settled by Mr. Yi on December 3, 2014 and
had been fully utilized as general working capital of Canggang Company as of the Latest Practicable
Date. No special rights was granted to Mr. Yi in his cash contribution in Canggang Company. For
illustrative purposes only, by dividing the value of the share capital of Canggang Company at the time of
the aforesaid capital investment with the number of issued Shares of our Company immediately after the
completion of the Global Offering (assuming that the Over-allotment Option is not exercised), the
effective cost paid by Mr. Yi for such investment on a per Share basis is approximately RMBO0.46
(equivalent to approximately HK$0.51) which represents a discount of approximately 40.00% to the low
end of the stated Offer Price range of HK$0.85, and a discount of approximately 53.64% to the high end
of the stated Offer Price range of HK$1.10. See “Pre-IPO Investment” in this section for details.
Following the increase of registered capital, Canggang Company was owned as to 95.00% by Chengyu
Company and 5.00% by Mr. Yi.
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Pursuant to the investment agreement and shareholders agreement entered into by and among
Canggang Company, Chengyu Company, Mr. Yi, Mr. Liu and Cornerstone BJ dated March 21, 2016, the
registered capital of Canggang Company was further increased from approximately RMB332.23 million
to approximately RMB347.88 million by way of additional cash contribution by Cornerstone BJ which
was settled on March 30, 2016, further details of which are set out in the paragraph headed “‘Pre-IPO
Investments — Cornerstone BJ” below. Following the increase of registered capital, Canggang Company
was owned as to 90.73% by Chengyu Company, 4.77% by Mr. Yi and 4.50% by Cornerstone BJ. Since
March 21, 2016 and up to the Latest Practicable Date, save for the acquisition of Canggang Company by
WFOE and Puji HK as part of the Corporate Reorganization, details of which are set out in the
paragraphs headed “Corporate Reorganization — 4. Acquisition of equity interest in Canggang Company”’
below, there has not been any change in the registered capital or shareholding of Canggang Company.

Haixing Branch

Haixing Branch was established as a branch office of Canggang Company in the PRC on November
29, 2013 for the purpose of providing loading and unloading services in Haixing County (/& H#%). It was
deregistered on December 23, 2016 due to our decision to cease the provision of such services because
the demand originally contemplated did not materialize. To the best knowledge of our Directors, there is
no outstanding or potential claims or liabilities against Haixing Branch since its deregistration.

Jinghai International

Jinghai International principally engages in provision of logistics agency services. Jinghai
International was established in the PRC on July 20, 2017. At the time of its establishment, Jinghai
International had a registered capital of RMB60.00 million, which was fully paid up. Since its
establishment, Jinghai International has been owned as to 51.00% by Canggang Company and 49.00% by
Tianjin Xinlian International Shipping Agency Co., Ltd.* (K H {5 W2 f% & A ACH A R A A]) (“Tianjin
Xinlian™). As of the Latest Practicable Date, Tianjin Xinlian was owned by Mr. Chen Shiwen (B i 30)
and Mr. Chen Lei (BEE) who were Independent Third Parties. Tianjin Xinlian is an Independent Third
Party other than holding 49% equity interest in Jinghai International.
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CORPORATE REORGANIZATION

The following chart sets forth our corporate structure immediately prior to the commencement of
the Corporate Reorganization:

Cornerstone BJ Mr. Liu Mr. Yi

100%

A

Shiji Jinding

2.17%

A,

97.83% Dongfang
Zhenghe

13.85%

A,
86.15% Huanghua Port
Xinghua Company

43.38% 11.69% |40.50%

A

1.93% 2.50%
Chengyu Company

4.50% 90.73% 4.77%

Y

Canggang Company(!)

51.00%

Y

Jinghai International®

Notes:

(1) Canggang Company also held 40.00% equity interest in Cangzhou Bohai New Area Huanghua Port Railway Logistics
Co., Ltd.* (VM8 M S sk M i A IR A |))  (“Huanghua Logistics™) and the remaining 60.00% equity
interest was held by an Independent Third Party. Huanghua Logistics also held 49.00% equity interest in Shandong
Qiyan Railway Logistics Co., Ltd.* (ILIZRMEM B i A BR/A 7)) (“Shandong Qiyan™) and the remaining equity
interest was held by Wudi Caijin Logistics Development Co., Ltd.* (BT ERARAF) (“Wudi
Logistics™), an Independent Third Party.

2) The remaining equity interest in Jinghai International was owned by Tianjin Xinlian which was owned by Mr. Chen
Shiwen (Bt 30) and Mr. Chen Lei (Bfi#7) who were Independent Third Parties.
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In preparation for the Global Offering, we underwent the following Corporate Reorganization:
1. Incorporation of our Company

Our Company was incorporated as an exempted company with limited liability in the Cayman
Islands on October 19, 2018 with an authorized share capital of HK$380,000 divided into
38,000,000 Shares with par value of HK$0.01 each. At the time of incorporation, one Share was
transferred to Jinghai BVI. On the same date, our Company allotted and issued 9,071 Shares and
478 Shares to Jinghai BVI and Greenport BVI, respectively, for a consideration at par value. Our
Company is the holding company of our Group.

On December 21, 2018, our Company allotted and issued 450 Shares at par value to
Cornerstone BVI, a wholly-owned subsidiary of Cornerstone BJ. On the same day, Greenport BVI
transferred one Share at par value to Jinghai BVI.

2. Incorporation of the offshore group companies
Canggang BVI
Canggang BVI serves as an investment holding company in our Group.

Canggang BVI was incorporated as a BVI business company on October 29, 2018 with an
authorized share capital of US$50,000 divided into 50,000 shares without par value. On the same
day, one share of Canggang BVI was allotted and issued to our Company for a consideration of
US$1.00.

Canggang HK
Canggang HK serves as an investment holding company in our Group.

Canggang HK was incorporated as a limited liability company under the laws of Hong Kong
on December 5, 2018 with an issued share capital of HK$1.00 and wholly owned by Canggang BVI.

3. Establishment of WFOE
WFOE serves as an investment holding company in our Group.

On February 14, 2019, WFOE was established in the PRC as a wholly owned foreign
enterprise with a registered capital of HK$10 million, which was wholly owned by Canggang HK.

4. Acquisition of equity interest in Canggang Company

On January 10, 2019, Chengyu Company, Puji HK, Cornerstone BJ and Mr. Yi, entered into
an equity transfer agreement, pursuant to which Chengyu Company agreed to transfer its 3.00%
equity interest in Canggang Company to Puji HK for a consideration of approximately RMB10.84
million, which was determined by reference to the valuation of Canggang Company of
approximately RMB361.2 million, mainly representing the valuation of its land and buildings, net
off by its bank loans as of August 31, 2018. See “Pre-IPO Investments — Puji International” in this
section for details. Such equity transfer was completed on January 29, 2019.
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On March 31, 2019, the then shareholders of Canggang Company, namely Chengyu Company,
Cornerstone BJ, Mr. Yi, Puji HK and WFOE entered into an equity transfer agreement, pursuant to
which, Chengyu Company, Cornerstone BJ and Mr. Yi agreed to transfer 87.73%, 4.50% and 4.77%
equity interest in Canggang Company to WFOE for a consideration of approximately RMB316.87
million, RMB16.25 million and RMB17.23 million, respectively. The consideration in relation to
the aforesaid equity transfer were determined by reference to the valuation of Canggang Company
of approximately RMB361.2 million as of August 31, 2018. Such equity interest transfer was
completed on April 22, 2019.

Since the completion of the above equity interest transfer, Canggang Company has been
owned as to 97.00% by WFOE and 3.00% by Puji HK.

5. Transfer of entire issued share capital of Puji Global held by Puji International to
Canggang BVI

On June 17, 2019, the Company, Jinghai BVI and Puji International entered into a share
transfer agreement pursuant to which the Company agreed to acquire the entire issued share capital
of Puji Global from Puji International in consideration for the transfer of 300 Shares by Jinghai BVI
to Puji International. Immediately before such share transfer, Puji International was the sole
shareholder of Puji Global, which in turn was the sole shareholder of Puji HK, which owned 3.00%
of the equity interest in Canggang Company. Puji HK was incorporated as a limited liability
company under the laws of Hong Kong on December 28, 2018 with an issued share capital of
HK$1.00 and wholly-owned by Puji Global. Immediately after such share transfer, Puji Global
became an indirect wholly-owned subsidiary of our Company and our Company was owned as to
87.73% by Jinghai BVI, 4.77% by Greenport BVI, 4.50% by Cornerstone BVI and 3.00% by Puji
International.

Puji Global was incorporated as a BVI business company on October 18, 2018 with an
authorized share capital of US$50,000 divided into 50,000 Shares without par value. One share of
Puji Global was owned by Puji International since the incorporation of Puji Global until the
aforesaid share transfer. Puji Global serves as an investment holding company in our Group after
the aforesaid share transfer.

COMPLIANCE WITH PRC LAWS AND REGULATIONS

Our PRC Legal Advisors confirmed that the establishment of each of our subsidiaries in China and
their subsequent shareholding changes have complied with the relevant laws and regulations in all
material respects.

Our PRC Legal Advisors confirmed that all necessary approvals, permits and licenses required
under the PRC laws and regulations in connection with the Corporate Reorganization have been obtained,
and the Corporate Reorganization has complied with all applicable PRC laws and regulations.
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PRE-IPO INVESTMENTS
Cornerstone BJ

On March 21, 2016, Canggang Company, Chengyu Company, Mr. Yi and Cornerstone BJ entered
into an investment agreement and shareholders’ agreement (the “Pre-IPO Investment Agreement”),
pursuant to which Cornerstone BJ agreed to invest RMB30.00 million in Canggang Company, among
which approximately RMB15.65 million was contributed to the registered capital of Canggang Company
with the remaining amount contributed to the capital reserve of Canggang Company. Details of the Pre-
IPO Investment are set forth as follows:

Pre-IPO Investment On December 21, 2018, our Company issued 450 Shares to
Cornerstone BVI primarily to reflect the capital investment
made by Cornerstone BJ in Canggang Company in March 2016.
See “History of our major subsidiaries — Canggang Company”’
in this section for details.

Background Cornerstone BJ is a limited partnership established under the
laws of the PRC on May 21, 2015. Cornerstone BJ’s general
partner, Beijing Cornerstone Venture Investment Management
Centre (Limited Partnership)* (4t a5 A Al E R EE .0 (F
FREG4%%)), is primarily engaged in investment of the railway and
related industry in the PRC through various funds, including
Cornerstone BJ. Beijing Cornerstone Venture Investment
Management Centre (Limited Partnership)’s general partner,
Beijing Jianyuan Investment Management Co., Ltd.* (Jt 5t %8
EREEHAMRAF), was owned as to 58.45% by Huang
Libo, 16.92% by Qin Shaobo, our non-executive Director,
16.92% by Jiang Jianwen and 7.7% by Wang Longjian as of
the Latest Practical Date. To the best of the knowledge of our
Directors, other than Mr. Qin Shaobo, who is our non-executive
Director, Beijing Jianyuan Investment Management Co., Ltd.*
(At Em B EE AR/ A) and its ultimate beneficial
owners are Independent Third Parties. The limited partners of
Cornerstone BJ include a company listed in the PRC, being its
largest limited partner, several companies which are state-
owned enterprises or in which state-owned enterprises are
major shareholders, and certain individual entrepreneurs
holding a minor portion of the partnership interest. Cornerstone
BJ has invested in listed and non-listed companies in the PRC
across a wide range of industries and sectors, including
transportation, information technology and online services,
high-tech and industrial products.
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Date of the Pre-IPO Investment
Agreement

Total consideration

Basis of consideration

Number of Shares held by
Pre-IPO investor and cost
per Share

Payment date of the
consideration

Mr. Qin Shaobo, the managing partner of Cornerstone BJ, was
acquainted with Mr. Yi, the chief executive officer and an
executive Director of our Company, in mid-2014 through the
introduction by a mutual friend.

After taking into account the main business as well as the
location of Canggang Company, Cornerstone BJ considered
that Canggang Company was in line with its investment
requirements and thus decided to invest in Canggang Company.

March 21, 2016

RMB30.00 million (representing the initial consideration for
the investment made by Cornerstone BJ in Canggang Company
in March 2016)

The consideration was determined by reference to the financial
condition of Canggang Company as of December 31, 2015.

As of the Latest Practicable Date, Cornerstone BVI held 450
Shares in our Company, representing approximately 4.50% of
the then total issued share capital of our Company.

Upon the Listing, Cornerstone BVI will hold 33,750,000
Shares, representing approximately 3.37% of the total issued
share capital of our Company (without taking into account of
the Shares which may be issued upon the exercise of the Over-
allotment Option and any options which may be granted under
the Share Option Scheme). On such basis, at the time of
Listing, the effective cost per Share paid by Cornerstone BJ is
approximately RMBO0.89 (equivalent to approximately
HK$0.98), which represents a premium of approximately
15.29% to the low end of the stated Offer Price range of
HK$0.85, and a discount of approximately 10.91% to the high
end of the stated Offer Price range of HK$1.10.

March 30, 2016
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Public float

Special rights

Since each of Cornerstone BJ and Cornerstone BVI will not be
a core connected person of our Company upon the Listing and
will not be accustomed to take instructions from a core
connected person of our Company in relation to the
acquisition, disposal, voting or other disposition of the Shares
held by Cornerstone BJ and Cornerstone BVI, nor have the
acquisition of these Shares been financed directly or indirectly
by any core connected person of our Company, the Shares held
by Cornerstone BVI will be considered as part of the public
float.

Cornerstone BJ was granted certain special rights as set out
below which were terminated on March 31, 2019:

Anti-dilution right: Save for any shares or equity securities
issued pursuant to the approved share incentive plan, Canggang
Company is not allowed to issue or sell any shares or other
equity securities at an effective price per share which is less
than the subscription price of Cornerstone BJ prior to the
Listing. Otherwise, Cornerstone BJ is entitled to request (1) the
then shareholders of Canggang Company to transfer additional
equity securities in Canggang Company at RMB1.00 in total in
order to maintain its existing shareholding in Canggang
Company; or (2) Chengyu Company to compensate in cash at
the amount of RMB30.00 million x (RMB66.67 million — the
value of Canggang Company at the time of new investment) +
RMB66.67 million; or (3) other compensation approaches. Such
right had not been exercised/trigged prior to its termination on
March 31, 2019.

Director nomination right: Cornerstone BJ has the right to
appoint a director to the board of directors of Canggang
Company. Our executive Director, namely, Mr. Qin Shaobo,
was nominated by Cornerstone BJ and was appointed as a
director of Canggang Company in May 2016.

Information right: Cornerstone BJ is entitled to receive,
amongst others, the annual and quarterly financial accounting
information and annual budget forecast of Canggang Company,
notices in relation to any matters which may have significant
influence on the operation of Canggang Company.
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Use of Proceeds

Strategic benefits

Lock up

Redemption right: Cornerstone BJ is entitled to require
Chengyu Company and Mr. Liu to redeem all its equity
securities in Canggang Company at the consideration
calculated based on the following formula in any situations as
set out below by issuing a redemption notice which had not
been trigged prior to its termination on March 31, 2019:

1. if Canggang Company fails to consummate an initial
public offering by December 31, 2019;

ii.  if Mr. Liu loses his control in Canggang Company;

iii. if there is any dissolution, liquidation or winding up of
Canggang Company; or

iv. if there is any breach to the representations and warranties
as described under the Pre-IPO Investment Agreement
which have significant adverse effects on Canggang
Company or Cornerstone BJ.

Redemption price = RMB30.00 million x (1 + 10%) x
subscription period (in years)

Other special rights: Cornerstone BJ is also entitled to other
customary special rights, including the pre-emptive right, right
of first refusal, right of co-sale. These rights had not been
exercised/trigged prior to their termination on March 31, 2019.

Fully utilized for business development and working capital as
of the Latest Practicable Date.

Our Directors are of the view that such investment can widen
our shareholder base, strengthen the financial position of our
Group and provide business strategy support based on its rich
experience in investment in transportation industry.

Six months from the date of the Listing.
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Puji International

On January 10, 2019, Chengyu Company, Puji HK, Cornerstone BJ and Mr. Yi, entered into an

equity transfer agreement, pursuant to which Chengyu Company agreed to transfer its 3.00% equity

interest in Canggang Company to Puji HK for a consideration of RMB10.84 million, which was

determined by reference to the valuation of Canggang Company as of August 31, 2018. Details of the

Pre-IPO Investment are set forth as follows:

The Investor

Date of equity transfer agreement
Total consideration

Basis of consideration

Puji HK was wholly-owned by Puji Global, which was in turn
wholly owned by Puji International. Puji International is an
investment holding company which has been wholly owned by
Mr. Wei since its incorporation. Mr. Wei is an Independent
Third Party.

Mr. Wei is a citizen and resident of Australia. As of the Latest
Practicable Date, he had approximately nine years of
experience in investment in industries such as infrastructure
and real estate. He was acquainted with Mr. Liu, the chairman,
an executive Director and one of the Controlling Shareholders,
in private investment events in Australia between October 2015
and November 2015. Mr. Wei was optimistic about the rail
freight transportation industry in the PRC and decided to invest
in Canggang Company.

January 10, 2019
RMB10.84 million

The consideration was determined by reference to the valuation
of Canggang Company as of August 31, 2018.
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Number of Shares held by
Puji International and cost
per Share

Payment date of the
consideration

Public float

Special rights

Use of proceeds

Pursuant to a share transfer agreement entered into by and
among Puji International, the Company and Jinghai BVI, Puji
International agreed to transfer its 100% equity interest in Puji
Global to the Company in consideration for Jinghai BVI
transferring 300 Shares to Puji International. On June 17, 2019,
Jinghai BVI transferred 300 Shares to Puji International. Upon
the Listing, Puji International will hold 22,500,000 Shares,
representing approximately 2.25% of the then total issued share
capital of our Company (without taking into account of the
Shares which may be issued upon the exercise of the Over-
allotment Option and any options which may be granted under
the Share Option Scheme). On such basis, at the time of
Listing, the effective cost per Share paid by Puji International
is approximately RMBO0.48 (equivalent to approximately
HK$0.53), which represents a discount of approximately
37.65% to the low end of the stated Offer Price range of
HK$0.85, and a discount of approximately 51.82% to the high
end of the stated Offer Price range of HK$1.10. Our Directors
are of the view that such discount was commensurate with the
risk taken by Puji HK in relation to its Pre-IPO Investment at
the time when the investment was made, taking into account
that (i) there was no public market for our Shares and the
pricing of the shares may suffer from backfill bias; and (ii) Puji
HK was not entitled to any divestment right and the investment
was illiquid, for which Puji HK need to bear liquidity risk until
the end of the lock up period indicated below.

April 11 and April 17, 2019

Since Puji International will not be a core connected person of
our Company upon the Listing and will not be accustomed to
take instructions from a core connected person of our Company
in relation to the acquisition, disposal, voting or other
disposition of the Shares held by Puji International, nor has the
acquisition of these Shares been financed directly or indirectly
by any core connected person of our Company, the Shares held
by Puji International will be considered as part of the public
float.

There were no special rights granted to Puji International in
connection with its investment in our Group.

As the Shares owned by Puji International were acquired from
Jinghai BVI by virtue of the Corporate Reorganization, there
was no proceeds to our Group from such Pre-IPO Investment.
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Strategic benefits Our Directors are of the view that (i) the investment made by
Puji International will widen our shareholder base; and (ii) we
can benefit from Mr. Wei’s commitment to our Company as his
investment through Puji International in our Company
demonstrates his confidence in the operations of our Group and
serves as an endorsement of our Company’s performance,
strengths and prospects.

Lock up Twelve months from the date of the Listing.

Compliance with Interim Guidance and Guidance Letters

The Sole Sponsor has confirmed that the Pre-IPO Investments are in compliance with the Interim
Guidance on Pre-IPO Investments (HKEX-GL29-12), Guidance on Pre-IPO Investments
(HKEX-GL43-12) and Guidance on Pre-IPO investments in convertible instruments (HKEX-GL44-12)
issued by the Stock Exchange.
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GROUP STRUCTURE UPON THE CORPORATE REORGANIZATION

The following chart sets forth our corporate structure immediately after the Corporate Reorganization
and immediately prior to the Listing:

Mr. Wei Mr. Liu Mr. Yi Cornerstone BJ
100% 100% 100% 100%
Puji International Jinghai BVI Greenport BVI Cornerstone BVI
3.00% 87.73% 4.77% 4.50%
Company
100%
Canggang BVI Puji Global
100% 100%
Canggang HK Puji HK
. 100% 3.00%
Offshore
Onshore
WFOE
97.00%

l

Canggang Company

51.00%

Jinghai International @

Notes:

(nH) As of the Latest Practicable Date, Canggang Company also (i) held 40.00% equity interest in Huanghua Logistics and
the remaining 60.00% equity interest was held by an Independent Third Party; and (ii) held 40.00% equity interest in
Shangcheng and the remaining 60.00% equity interest was held by an Independent Third Party. Huanghua Logistics
also held 49.00% equity interest in Shandong Qiyan and the remaining equity interest was held by Wudi Logistics, an
Independent Third Party.

2) As of the Latest Practicable Date, the remaining equity interest in Jinghai International was owned by Tianjin Xinlian
which was owned by Mr. Chen Shiwen (P 1t 30) and Mr. Chen Lei (F#75) who were Independent Third Parties.

Capitalization Issue and Global Offering

Conditional on the share premium account of the Company being credited as a result of the Global
Offering, HK$7,499,900 will be capitalized and be applied in paying up in full at par a total of
749,990,000 Share for allotment and issue to shareholders registered in the register of the Company and
such Shares to be allotted and issued shall rank pari passu in all respects with the then existing issued
Shares of the Company.
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GROUP STRUCTURE IMMEDIATELY UPON THE GLOBAL OFFERING

The following chart sets forth our corporate structure upon the Listing (assuming the Over-
allotment Option or any options that may be granted under the Share Option Scheme are not exercised):

Mr. Wei Mr. Liu Mr. Yi Cornerstone BJ
100% 100% 100% 100%
Y A, Y
. . . . Other public
Puji International Jinghai BVI Greenport BVI Cornerstone BVI Sharcholders
2.25% 65.80% 3.58% 3.37% 25.00%
Company
100%
Canggang BVI Puji Global
100% 100%
Y Y
Canggang HK Puji HK
100% 3.00%
Offshore
Onshore
WFOE
97.00%
Canggang Company
51.00%

Jinghai International @

Notes:

@)) As of the Latest Practicable Date, Canggang Company also (i) held 40.00% equity interest in Huanghua Logistics and
the remaining 60.00% equity interest was held by an Independent Third Party; and (ii) held 40.00% equity interest in
Shangcheng and the remaining 60.00% equity interest was held by an Independent Third Party. Huanghua Logistics
also held 49.00% equity interest in Shandong Qiyan and the remaining equity interest was held by Wudi Logistics,
being an Independent Third Party.

(2) As of the Latest Practicable Date, the remaining equity interest in Jinghai International was owned by Tianjin Xinlian
which was owned by Mr. Chen Shiwen (P 1t 3) and Mr. Chen Lei (F#75) who were Independent Third Parties.
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SAFE REGISTRATION AND ADMINISTRATION OF OVERSEAS INVESTMENTS

Pursuant to the SAFE Circular No. 37 and the SAFE Circular No. 13, where domestic residents
(including institutions and individuals) conduct investment in offshore special purpose vehicles with their
legitimate onshore and offshore assets or equities, they must register with relevant banks with respect to
their investments. Domestic institution shall undergo the foreign exchange registration procedure for
foreign investment in accordance with the Notice of the State Administration of Foreign Exchange on
Issuing the Provisions on Foreign Exchange Administration of the Overseas Direct Investment of
Domestic Institutions ([ %< 51 ife 5 80 J&y B s 88 4 (5% A B i 1% o0 B B2 4 A A JAEL E ) Y48 AT, For

details, please see the section heeded “Regulatory Overview”.

Mr. Liu and Mr. Yi have completed registration with Agricultural Bank of China Cangzhou Branch
on November 26, 2018.

According to the Measures for the Administration of Overseas Investment ({3E5/MN¥% & & FLHFL)),
except overseas investment involving sensitive country or region or any sensitive industry, overseas
investment in other industries shall be subject to recordation. For local enterprise, it shall undergo
recordation with the local provincial department of commerce. On February 26, 2019, Beijing Municipal
Bureau of Commerce issued the Certificate of Overseas Investment of Enterprises, which means
Cornerstone BJ has completed the recordation for its overseas investment under the Measures for the
Administration of Overseas Investment.

According to the Measures for the Administration of Overseas Investment of Enterprises ((f&3£5%
AN E B B )), non-sensitive projects directly conducted by investors shall be subject to recordation.
If the investor is a local enterprise, and the amount of Chinese investment is less than US$300 million,
the recordation authority is the development and reform department of the provincial government at the
place of registration of the investor. On March 1, 2019, Beijing Municipal Development and Reform
Commission issued the Recordation Notice, which means Cornerstone BJ has completed the recordation
for its overseas investment under the Measures for the Administration of Overseas Investment of
Enterprises.

Cornerstone BJ has completed registration with Bank of Beijing Zhongguancun Branch on July 31,
2019.

M&A RULES

Pursuant to Article 11 of M&A Rules, where a domestic individual or enterprise intends to
implement a merger and acquisition of his/her/its related company in the name of an offshore company
which he/she/it lawfully establishes or controls (“Related Party M&A™’), such merger and acquisition
shall be subject to the examination and approval of the MOFCOM.

Our PRC Legal Advisors advised that the Article 11 of M&A Rules was not applicable to the
acquisition of 3.00% equity interests in Canggang Company by Puji HK and the acquisition of 97.00%
equity interests in Canggang Company by WFOE on the basis that the above acquisitions were not
Related Party M&A. According to the interview conducted on March 15, 2019 by our Company’s PRC
Legal Advisors with the officer of Huanghua Business and Industrial Informatization Bureau (&% 7
B T2(5 8L, who has the authority to make representation, the officer was of the same view.
Accordingly, the Corporate Reorganization (including the above acquisitions) was not subject to the
examination and approval of the MOFCOM.
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OVERVIEW

We are an established and expanding local railway operator based in Hebei Province providing
eastbound and westbound rail freight transportation services and other ancillary services, including
loading and unloading, road freight transportation, operation, repair and maintenance of Special Service
Lines, railway roadbed and other railway facility construction and certain other businesses. According to
the Frost & Sullivan Report, we ranked first among all local freight railway operators in Hebei Province
and fourth among all local freight railway operators in China in terms of revenue in 2019. We operate
one railway, the Canggang Railway Line (¥ ##¢), which is strategically located, effectively connecting
the Shuo-Huang Railway Line (¥ # #{) and the Han-Huang Railway Line (¥ #}) with the Bohai New
Area in Cangzhou (M%), a national economic and technological development area
encompassing Port Huanghua (%##5), an important and busy port on the east coast of Hebei Province/
Bohai Bay (#)¥%). Our railway line also connects the Beijing-Shanghai Railway Line (JAJE#R) to this
area. Therefore, our railway line constitutes a key part of a comprehensive railway-port transportation
network that effectively links coal rich regions in west China, particularly Shaanxi Province, Shanxi
Province and Inner Mongolia, where a large number of coal mines are located, to the Bohai New Area
and Port Huanghua. We believe this positioning provides us with significant strategic advantages and
opportunities to grow. In addition, the PRC government has formulated the “Coal Transportation from
West to East” national strategy (V545 #E #{l%) emphasizing the importance of transporting coal from
west to east. Pursuant to this policy the PRC government has promoted the development of rail freight
transportation to support transportation of coal from west China, particularly, Shaanxi, Shanxi and Inner
Mongolia, to south and east China. As of the Latest Practicable Date, the total length of the main track of
our railway line was approximately 87.4 km. As of the same date, there were a total of 13 stations on the
Canggang Railway Line, 10 stations on the main track and three stations on branch lines.

In addition to our core rail freight transportation business, we have developed comprehensive
operating capabilities covering various transportation and logistics needs of our customers, particularly
those in coal and ore-related industries. We are thus able to provide comprehensive services to our
customers, which we believe has allowed us to leverage existing relationships to grow and further
diversify our revenue and to deepen and strengthen our relationship with our customers. Our ability to
provide such ancillary services also helps drive growth of our core rail freight transportation business, as
we believe our ability to offer one-stop solutions in terms of freight transportation makes us more
attractive to new customers.

We believe recent regulatory changes and favorable government policies help us maintain our
geographic advantages and provide us with competitive benefits over other potential modes of
transportation. According to the Frost & Sullivan Report, the proportion of overall coal transportation
volume in China carried by road freight transportation was 29.8% and the relevant proportion carried by
rail or sea transportation was 70.2% in 2019. Since 2018, for the purpose of environmental protection, the
PRC government has been adjusting the overall freight transportation structure in China to promote the
use of rail freight transportation and decrease road freight transportation. According to the
Announcement on Adjusting Transportation Structure in Three Years (755 B H#/A Bl BE 7 E[1 55 4 4 75 iy
LA R = AR AT B EH#12018-20204E (4@ A1) issued by the State Council in September 2018, for the
purpose of protecting the environment, the volume of bulk cargo transported by road freight
transportation will be significantly replaced by rail freight and by sea by 2020. In addition, there are a
number of additional factors that insulate us from competition and grant us a significant degree of
exclusivity.
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We have established strong business relationships with our major customers, including Customer B,
who is the largest coal producer in China, and several other major enterprises that altogether contributed
a large portion of our revenue during the Track Record Period. See “— Customers — Our Customers” for
further details of our top five customers during the Track Record Period. In particular, we have assisted
some of our customers to construct the roadbeds for Special Service Lines owned by such customers and
stretching directly into the factories or premises of these customers from our main railway line,
facilitating easier rail transportation.

Our revenue for the years ended December 31, 2017, 2018 and 2019 and the five months ended May
31, 2019 and 2020 was approximately RMB354.3 million, RMB386.9 million, RMB376.9 million,
RMB150.2 million and RMB151.8 million, respectively.

The following table sets forth revenue contribution by each of our business operating segments and
as a percentage of our total revenue during the Track Record Period:

For the year ended December 31, For the five months ended May 31,
007 2018 019 019 2020

RMB in thousands, except percentages

Rail freight transportation” 153,026 4% 25941 671% 259,005 08.8% 100454 069% 107,208 70.6%

Ancillary businesses

Loading and unloading 73,350 20.7% §4.833 21.9% 65,654 17.4% 8877 19.2% 24,560 16.2%
Road freight transportation 18,196 5.1% 33,841 §.7% 32,530 8.6% 17,047 11.4% 15,612 10.3%
Construction, maintenance and
repair” 7513 21% 6,528 1% 1555 41% 29 1.9% 2054 14%
Others” 2,258 0.6% 2,264 0.6% 4,130 1.1% 857 0.6% 2,397 1.5%
Subtotal 101,317 28.6% 127,466 32.9% 117,839 31.2% 49,704 33.1% 44,023 294%
Total 354,343 100.0% 386,889 100.0% 376,904 100.0% 150,158 100.0% 151,831 100.0%
Notes:

(1) Includes revenue from railway transportation, taking trains out of and into stations, railway connection utilization
charges and occupancy charges.

2) Primarily includes revenue from operation, repair and maintenance of Special Service Lines and railway facility
construction.

3) Primarily includes revenue from car arrival service, freight agency, antifreeze treatment, scattering prevention of coal
services and coal filtering, among others.

Our profit for the years ended December 31, 2017, 2018 and 2019 and the five months ended May
31, 2019 and 2020 was approximately RMB80.4 million, RMB81.5 million, RMB69.5 million, RMB25.1
million and RMB30.0 million, respectively. The decrease in our profit for 2019 compared with 2018 was
largely related (i) a decrease in revenue from our loading and unloading business of RMB19.2 million,
primarily as a result of regulatory changes at the end of 2018 which impacted our ability to transport coal
directly to Port Huanghua and therefore affecting our related loading and unloading business; and (ii) an
increase in general and administrative expenses of RMB8.6 million, primarily due to the increase in the
listing expenses. On August 15, 2019 we received the consent letter from the Han-Huang Railway Line to
connect our line to the Han-Huang Railway via our connecting railway line to transport cargo directly to
Port Huanghua entirely by railway, which we were unable to provide before obtaining such consent letter.
On August 20, 2019, the said connecting railway line commenced operations. Our fee charged on the
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majority of our customers for the use of our Han-Huang connecting line to reach Port Huanghua via Han-
Huang Railway Line is approximately RMBO0.25 per tonne per km (except for Han Huang Railway Co.,
Ltd., with which we have a special price arrangement as they may use their own locomotive for
transportation), which is comparable to that for using other parts of the Canggang Railway Line since we
charged similar unit price, i.e. price per tonne per km in respect of transportation of cargo via both Han-
Huang connecting line and other parts of the Canggang Railway Line and hence, we expect the respective
railway lines will have similar profitability. Nonetheless, we believe this connecting line will help us
increase revenue and profit forward by increasing the overall demand for our rail freight transportation
service. Our profit for the five months ended May 31, 2020 improved to RMB30.0 million as compared to
RMB25.1 million for the corresponding period in 2019.

OUR STRENGTHS

We believe the following competitive strengths differentiate us from our competitors and have
contributed to the success of our business:

Established and expanding local railway operator with excellent location of our railway and
potential to grow

We are an established and expanding local railway operator based in Hebei Province. We operate
one railway, the Canggang Railway Line, which starts in Cangzhou and ends in the Bohai New Area
which contains Port Huanghua and is connected to the Shuo-Huang Railway Line and the Han-Huang
Railway Line. Our railway line also connects the Beijing-Shanghai Railway Line to the Bohai New Area.

Coal transportation accounts for a majority of our total rail freight transportation cargo. During the
Track Record Period, coal transportation accounted for 84.5%, 78.5%, 74.0% and 74.0% of revenue from
rail freight transportation, for the years ended December 31, 2017, 2018 and 2019 and the five months
ended May 31, 2020, respectively. The location of the Canggang Railway Line puts us between coal rich
areas in west China, particularly Shaanxi Province, Shanxi Province and Inner Mongolia, where a large
number of coal mines are located, and coal hungry areas in east and south China. According to the Frost
& Sullivan Report, Shaanxi, Shanxi and Inner Mongolia together accounted for approximately 70.5% of
the total coal production in China in 2019. According to that report, demand for coal in the eastern and
southern markets in China, which make up the primary markets for coal is expected to continue to
increase from 1,427.1 million tonnes in 2019 to 1,494.1 million tonnes in 2024 as China’s economy
continues to grow. The PRC government has formulated the “Coal Transportation from West to East”
national strategy (VUM HUE M) emphasizing the importance of transporting coal from west to east.
Pursuant to this policy, the PRC government has promoted the development of rail freight transportation
to support transportation of coal from west China, particularly, Shaanxi, Shanxi and Inner Mongolia to
south and east China. The location of the Canggang Railway Line makes us an integral part of a
comprehensive railway-port transportation network (together with the Shuo-Huang Railway Line and the
Han-Huang Railway Line) linking the coal production areas and consumption areas in China and allows
us to benefit from this policy and provides us with a stable business pipeline relating to the transportation
of coal.
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The railway lines and port to which we connect are significant in terms of strategic importance and
cargo transportation volume. In particular, according to the Frost & Sullivan Report, the Shuo-Huang
Railway Line is one of the two major railway lines (in terms of annual freight transportation volume)
under the national strategy “Coal Transportation from West to East”, alongside Han-Huang Railway
Line. According to the Frost & Sullivan Report, Port Huanghua was the largest and second largest port in
China in terms of coal shipment volume in 2018 and 2019, respectively. In addition, Port Huanghua
ranked eighth and eleventh among all ports in China in terms of the average daily throughput of ore in
2018 and 2019, respectively according to the same report. Furthermore, according to the Overall Plan of
Port Huanghua (2016-2035) (&5 %8 #8 B (2016-2035)) approved by the People’s Government of
Hebei Province (W4t & AN REUM) on April 1, 2019, Port Huanghua will be an important port for the
“Belt and Road Initiative” and development of the Xiong’an New Area (HE“Z#i[®). The cargo
throughput of Port Huanghua is expected to increase from 287.7 million tonnes in 2018 to 460.0 million
tonnes in 2025, representing a CAGR of 6.9%. As a result, according to Frost & Sullivan Report, Port
Huanghua is expected to become even more important to the transportation and distribution of coal in
China in the future.

We believe the region in which many of our existing customers are located, namely the Bohai New
Area (i #ili), itself provides us with significant opportunities for future growth. Pursuant to the
Development Plan of Hebei Coastal Area (7]JL iy i [ 5% € B #]) issued by the NDRC on November
27, 2011, the Bohai New Area is recognized as a national economic and technological development area,
a national model base of new industrialization and an experimental base for logistics in China. Bolstered
by the development of Xiong’an New Area and the implementation of the “Belt and Road Initiative™”, we
believe the Bohai New Area will play an increasingly important role in the national economy, provide
synergies to the overall development of the adjacent areas and provide us with access to a growing
number of potential customers as the area continues to grow. In addition, the local government of the
Bohai New Area is planning to help local chemical industry to increase its revenue to RMB110 billion,
which is almost double the corresponding figure from that area in 2017. This expected rapid development
of the chemical industry in the Bohai New Area will largely increase demand for energy resources, in
particular coal and oil, and as a result, the demand for rail freight transportation will be stimulated
accordingly and therefore helps us to grow our business.

We also provide services to a number of customers in the northern Shandong area. Northern
Shandong area is part of the Yellow River alluvial plain with flat terrain that is suitable for development
of rail freight transportation. It is also the core junction of the Jing-Jin-Ji area and Shandong Province
where a number of heavy coal users, chemical manufacturers and petrochemical companies are located.
In 2018 and 2019, we served such customers by rail transportation to Yangzhuang Station from where
cargo could be further transported by truck to customers. We currently plan to construct a branch line to
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connect with customers in this area directly by rail. See “— Our Strategies — Construct additional branch

lines to expand our business scale”.

We believe our prime location provides us with a stable business pipeline and opportunities to
grow.
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Favorable government policies which help us maintain our geographic advantages

Construction of railways in China is strictly regulated and must be conducted in accordance with
relevant laws and government policy. According to the relevant government plans for railway
construction, in particular, the 13th Five-Year Plan for Railway (#{# 1 — 1 #) promulgated in 2017,
the Announcement of the Ministry of Transportation and Eight Other Ministries on Implementation of the
Office of State Council’s Three-Year Plan (2018-2020) on Propelling the Adjustment of Transportation
Structure (57 5 i 5045 U M 7 B 5 e Jh 2 JEB M i 48 1 o 48 — AR AT Bt 31 (2018-20204F) HY %
1) and the Planning of Comprehensive Urban Transportation System in Huanghua (2017-2030) %
T 45 A 2 8 A #1#] (2017-2030) ) |, there are no construction plans indicating that any new freight
transportation railways will be constructed in the next five years within the Cangzhou-Port Huanghua
area that may potentially compete with our railway. Given the above and that currently there are no new
railway lines being constructed in the Cangzhou-Port Huanghua area, we believe we are insulated from
the addition of new market competition from other rail freight transportation operators for our business in
the near future.

According to the Frost & Sullivan Report, pursuant to, among others, the Action Plan, China is
undergoing an exercise to reform and optimize the consumption structure of primary energy and as a
result clean energy is expected to grow and to take a larger proportion of primary energy consumption in
China. In addition, under the Opinions about Comprehensively Strengthening Ecological Environmental
Protection and Resolutely Fighting Against Pollution®* (H 3t b o B0 %55 e [ 7% 42 1 fin 3 A= BB BR 4% R 5 -
B P FT 475 Y B 1A CER B 1Y & fL) issued by the Central Committee of the Communist Party of China and
the State Council on June 16, 2018, total coal consumption in Hebei and Shandong, the regions in which
all our existing and proposed business are located, and Beijing, Tianjin, Henan, and the Pearl River
Delta, should all decrease by 10% as compared with 2015. Practically, considering the resources
endowment in China and energy safety issues, the structural reform of the consumption structure of
primary energy in the PRC is mainly aimed at increasing the consumption of renewable energy among all
clean energy sources. Nonetheless, despite the encouragement from the PRC government, there are
limitations in the development of renewable energy, for example, solar power, hydro power and wind
power including the significant capital requirements and constraints in identifying appropriate locations
for the construction of renewable energy plants. Taking into account (i) coal is the cheapest energy
source in China since China is a coal-rich country; (ii) the limitations in development of renewable
energy; and (iii) the inevitable increasing demand for energy which cannot be satisfied by renewable
energy or other clean energy sources, the aforesaid energy reform is not expected to lead to a decrease in
coal production and consumption nationwide in absolute terms. The renewable energy consumption in the
PRC is expected to increase from approximately 390.5 million toe for 2019 to approximately 610.5
million toe for 2024. However, it is far from sufficient to replace coal as the primary energy source as it
represents only approximately 11.7% of total energy consumption in 2019 and is expected to represent
only approximately 15.9% of total energy consumption in 2024. In the contrary, while the proportion of
coal consumption for energy is expected to decrease from 57.8% in 2019 to 52.1% in 2024, the absolute
amount of coal consumption for energy is expected to increase from approximately 1,930.6 million toe in
2019 to approximately 1,995.9 million toe in 2024. Coal production and demand in China are expected to
remain at high levels and even exhibit a mild rate of growth over the next five years. Hence, we believe
that the negative impact of the policies relating to coal consumption and production on our business
operations and our major customers who are coal producer(s) or consumer(s) will be limited.
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Our Group will continue to assess the impact of the latest government policies in relation to the
structural reform of the energy and coal industry in the PRC. While we expect that coal will remain the
primary source of energy in the PRC, in the long term, we plan to adopt the following strategies if the
relevant government policies have potentially significant impact on our business: (i) gaining access, by
constructing branch lines and Special Service Lines, to chemical factories which use coal as a raw
material in their production process, as coal which is not used for energy generation is not subject to
restrictions pursuant to the energy and coal industry reform; and (ii) further diversifying the mix of cargo
we transport by, among other means, increasing westbound rail freight transportation pursuant to our
business initiatives as described under the paragraphs headed *“Explore the potential for westbound
transportation business and diversify our sources of income” in this section and increasing the volume of
ore, chemicals, steel ingots, aluminum ingots and containers we transport with the aim of reducing the
proportion of coal transportation in our business.

Recent regulatory changes and favorable policies towards rail freight transportation provide us with
competitive benefits over other potential modes of transportation. Since 2018, for the purpose of
environmental protection, the PRC government has been adjusting the overall transportation structure to
increase rail freight transportation and decrease road freight transportation. According to the
Announcement on Adjusting Transportation Structure in Three Years (75 B H#/A Bl BE 7 E[1 55 i 4 75 iy
A R = AR AT B EH#12018-20204E 98 A1) issued by the State Council in September 2018, for the
purpose of protecting the environment, the volume of bulk cargo transported by rail freight and by sea
should be significantly increased by 2020. Specifically, the volume of cargo transported by rail freight in
2020 in the Jing-Jin-Ji and nearby regions should be increased by 40% as compared to the corresponding
amounts in 2017.

Further, according to the Action Plan issued by the State Council in July 2018, by the end of 2018
the only allowed method of transporting coal to key ports, including Port Huanghua, was by sea or
railway. By the end of 2020, the same restrictions will also apply in principle to transportation of other
bulk cargo, such as ore and coke, to and from Port Huanghua and other key ports. In addition, the Action
Plan encourages heavy users of coal to build their own dedicated rail lines that enable direct rail freight
transportation to their premises, and by 2020, volume of rail freight transportation of bulk cargo should
exceed 50% of total bulk cargo transportation volume in high coal consumption areas.

Leaning on such policies, the rail freight transportation industry is expected to grow, which
provides us with potential to develop our business. According to the Frost & Sullivan Report, total
revenue from rail freight transportation industry is expected to grow from RMBS533.0 billion in 2019 to
RMB663.2 billion in 2024, representing a CAGR of 4.5%. Even though our coal transportation volume
decreased in 2018 after the implementation of the Action Plan due to our inability to transport coal to
Port Huanghua through railway directly at the time, we believe these policies leave us well-positioned to
provide a significant portion of the transportation business previously undertaken by road freight
transportation, particularly after commencing operation of the Han-Huang connecting line in August
2019 which enables us to transport coal to Port Huanghua directly by rail.
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A high degree of exclusivity and insulation from competition

In addition to favorable government policies, there are a number of additional factors that insulate
us from competition and grant us a significant degree of exclusivity. These factors include:

. We took part in the construction of the roadbeds of Special Service Lines. Some of the Special
Service Lines stretch directly into the factories or premises of major local customers from our
main railway line. As of May 31, 2020, we operated 15 Special Service Lines. Such Special
Service Lines strengthen our relationship with major customers and make it more difficult for
potential competitors to compete with us, as once such Special Service Lines are constructed,
the cost for other services providers (such as road freight transportation service providers) to
transport cargo to such customers is significantly higher while transportation efficiency is
lower;

. While there currently are other railways including, the Shuo-Huang Railway Line and the
Han-Huang Railway Line within the Cangzhou-Port Huanghua area, direct competition from
such other railways is limited due to pre-existing differentiation by the function of each
railway. The Han-Huang Railway Line provides northeast-bound and southwest-bound rail
freight transportation services in Hebei Province, which serve different customers located in
different provinces while our Canggang Railway Line provides eastbound and westbound rail
freight transportation services. The Shuo-Huang Railway Line mainly serves its related
companies in the same group as its owner, while the Canggang Railway Line is open to all
third party customers. There is no other railway in the Cangzhou-Port Huanghua area which
fulfills the same function as the Canggang Railway Line, allowing us a significant degree of
exclusivity in rail freight transportation of coal. See “— Competition” for details of market
segmentation and its effect on potential competition. Our directors believe that we also enjoy
functional exclusivity of railway transportation of non-coal cargo to and from Port Huanghua.
Historically, the Shuo-Huang Railway Line generally undertook eastbound coal transportation
from Shaanxi Province, among others, to Port Huanghua;

. Our railway is the only railway line that stretches to the Hekou Area (BB #5[R), a
developing area to the southeast of Port Huanghua. Prior to 2019, piers in this area were of
limited functionality. However, as of the Latest Practicable Date, according to the letter of
approval issued by the Transportation Bureau of Hebei dated July 4, 2019, the Transportation
Bureau of Hebei approved the use of the coastlines for the construction of four additional
piers at the Hekou Area, each of which is able to service larger ships of up to 5,000 tonnage.
Our Directors estimate that these additional piers would be operational in early 2022. After
these piers commence operation, coal transported by our railway to these piers can be further
transported by sea from the Hekou Area directly to customers who have piers in Shandong. A
connecting line to be owned by Cangzhou Gangwu Group Co., Ltd., which is a state-owned
enterprise primarily engaged in the management, operation and development of Port
Huanghua, will be extended directly to these planned piers reducing the need for road freight
transportation, and allowing us to better take advantage of Canggang Railway’s position as the
exclusive freight railway line connecting to the Hekou Area for both eastbound and westbound
rail freight transportation business. Construction of this connecting line is expected to
commence in December 2020 and be completed by the end of 2021; and
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. In northern Shandong area, due to the close proximity of our stations to the premises/factories
of several of our major customers, we are able to deliver coal from the Shuo-Huang Railway
Line to these customers at comparatively competitive prices. Coal is delivered to such
customers from our Yangzhuang Station in Hebei by road freight transportation. We believe
our competitive advantage in delivering coal to such customers will be strengthened by our
planned construction of a new branch line directly connecting our railway line to a new station
in the Northern Shandong Industrial Park, where such customers are located. See “— Our
Strategies — Construct additional branch lines to expand our business scale”.

Strong relationships with our major customers

We have established strong business relationships with our major customers. Such customers
include the largest coal producer in China, and several other major enterprises that contributed a large
and stable portion of our revenue. In particular, for some of our customers we have constructed Special
Service Lines owned by such customers stretching directly into the factories or premises of these
customers from our main railway line, facilitating easier rail freight transportation. As of May 31, 2020,
among the 15 Special Service Lines, one was owned by us, two were owned by our customers engaged in
chemical manufacturing and power generation businesses, respectively. The other 12 Special Service
Lines were mainly owned by third-party logistics warehousing, and/or loading/unloading service
providers connecting the main track of Canggang Railway Line to their freight yards for transit of our
customers’ cargo. As confirmed by the respective owners of the Special Service Lines, we are allowed to
transport cargo via their Special Service Lines. We have also obtained proper land title for the one
Special Service Line that we own. Such arrangement with major customers through Special Service Lines
allows us to increase our transportation volume for such customers and strengthens the exclusivity of our
relationship with such customers. As these lines were built to connect the Canggang Railway Line, no
other railway can connect with the Special Service Lines, allowing us to have the geographical
exclusivity in using these Special Service Lines. We also provided operation, repair and maintenance
services of Special Service Lines to owners of such lines. See "Business — Our Business — Ancillary
Businesses — Other Businesses™ for details of ours and our customers’ obligations and risk allocation.
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The following table sets out revenue contribution by each connecting station of our Special Service

Line:
Revenue contribution by connecting station (Note 1)
RMB 000
For the five
Business months ended
Name of Special Nature of relationship Connecting For the year ended December 31, May 31,
No.  Service Line Nature of the owner Destination since year Station 2017 2018 2019 2020
1. Zaopo Station Special Third party service Freight yard 2014 Zaopo Station 8,754 20,121 10,598 1,746
Service Line provider
2. Tangwa Station Special Third party service Freight yard 2012 Tangwa Station 17,548 25,181 23,541 7,141
Service Line [ provider
3. Tangwa Station Special Third party service Freight yard 2012
Service Line 11 provider
4. Tangwa Station Special Third party service Freight yard 2016
Service Line I11 provider
5. Shahutong Station Special ~ Third party service Freight yard 1998 Shahutong 25,399 26,450 32,631 13,558
Service Line [ provider Station
6. Shahutong Station Special ~ Third party service Freight yard 2014
Service Line II provider
7. Shahutong Station Special ~ Third party service Freight yard 2013
Service Line 111 provider
8. Shahutong Station Special ~ Third party service Freight yard 2014
Service Line IV provider
9. Lingang Park Station QOur customer Factory of our 2015 Lingang Park 53917 62,994 62,456 25,023
Special Service Line [ customer Station
10.  Linggang Park Station QOur customer Factory of our 2015
Special Service Line 1T customer
1. Yangerzhuang Station Jinghai International Freight yard 2018 Yangerzhuang 2,713 10,329 29,053 25315
Special Service Line [ Station
12, Yangerzhuang Station Third party service Freight yard 2017
Special Service Line 1T provider
13, Yangerzhuang Station Third party service Freight yard 2016
Special Service Line 11 provider
14, Yangzhuang Station Special ~ Third party service Freight yard 2009 Yangzhuang 2976 1,144 22 215
Service Line provider Station
15, Gangkou Station Special Third party service Freight yard 2009 Gangkou 1911 3,621 3512 1,663
Service Line provider Station
Total 132,218 151,446 162,133 74,861

Note 1: Revenue contribution represents revenue generated from provision of rail freight transportation services through the
Canggang Railway Line to the connecting stations of the respective Special Service Line.

In addition, several existing and potential customers, including equipment manufacturing
companies, chemical companies and petroleum suppliers, among others, have indicated their intention to
have us to help them in their construction of additional Special Service Lines stretching directly into their
factories. For details, see “Business — Our Strategies — Construct additional branch lines to expand our
business scale — Special Service Lines”.
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Comprehensive business capabilities with operations covering various aspects of the industry

We have developed comprehensive operating capabilities covering the various transportation and
logistics needs of our customers, particularly those in coal and ore-related industries. Our main business
activities focus on rail freight transportation. In addition, we provide a range of ancillary logistics and
transportation services such as loading and unloading services, road freight transportation, operation,
repair and maintenance of Special Service Lines, and railway facility construction, among others. To
support such ancillary businesses, we have, among other things, purchased coal filtering and warehousing
properties and equipment, constructed several freight yards to allow for loading and unloading of cargo
and established a comprehensive logistics services chain, including a fleet of 80 trucks for road freight
transportation as of the Latest Practicable Date. We are thus able to provide comprehensive services to
our customers, which has allowed us to further diversify our revenue, deepen and strengthen our
relationship with our customers and leverage existing relationships to grow our revenue. For example, we
have been able to leverage our core business, rail freight transportation, to develop our loading and
unloading and road freight transportation businesses, which constitute important parts of the entire
transportation/logistics chain.

Our ability to provide ancillary services closely related to our core business, also helps drive growth
of our core business, as we believe our ability to offer such ancillary services provides our customers
with one-stop solutions in terms of freight transportation and makes us more attractive to new rail freight
transportation customers.

Experienced and dedicated management team

We are led by a management team with a comprehensive understanding of and extensive experience
in the rail freight transportation industry. Our management team comprises over 30 members, all of
whom have over ten years of experience in rail freight transportation operation and management. Mr.
Liu, our chairman and an executive Director of our Company, has more than 12 years’ experience in
transportation operations in China. Mr. Liu is in charge of the overall management and strategic
development of our Company. Mr. Yi, an executive Director of our Company, has more than 12 years’
experience in rail freight transportation and logistics services. Mr. Yi has a bachelor’s degree in science
and economics, and master’s and doctoral degrees in economics, from Nankai University (FEFAKE) in
Tianjin, China. Mr. Yi is responsible for the overall operation and management of our Group. Prior to
joining our Company, Mr. Yi also served as a deputy professor at Nankai University and has over nine
years of experience in the financial service industry.

We believe our management team’s extensive experience and deep knowledge in the transportation
and logistics industry has helped us identify and secure business opportunities in the rail freight
transportation market and is essential to the continued development of our business.

OUR STRATEGIES

Our goal is to further strengthen our position as an established player and to capture opportunities
for rapid growth in the local rail freight transportation market in the Hebei Province. We plan to achieve
our goal by pursuing the following strategies:
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Construct additional branch lines to expand our business scale

Historically, as our railway line did not have access to Port Huanghua or northern Shandong area by
railway, cargo to be transported to Port Huanghua and northern Shandong area could only be transported
through our railway to nearby stations then further transported by road freight transportation to Port
Huanghua and northern Shandong area, respectively. Since rail freight transportation is a more cost-
efficient transportation method as compared to road transportation, the construction of additional branch
lines stretching deeper into these areas and new Special Service Lines connecting directly to the factories
or premises of existing and future customers can help secure existing and future business opportunities
and increase transportation volume, and also allows us to overcome the restriction on road freight
transportation after the implementation of the Action Plan in 2018. We believe the construction of new
branch lines will provide us with new opportunities from customers in different geographic areas and
increase our transport cargo volume and revenue significantly. We plan to transport more types of cargo,
in particular, coal, ore, bauxite and chemicals to our existing and future customers in these areas via our
branch lines. According to the Frost & Sullivan Report, rail freight transportation services and special
service lines for the northern Shandong area and the Comprehensive Industrial Park at Bohai New Area
are expected to capture a significant portion of the demand for logistics services as cost and stability
factors make them more competitive than other transportation methods. In addition, rail freight
transportation is also more environment-friendly than road freight transportation. Therefore our
Directors believe the rail freight transportation service we offer to customers in these areas will be more
competitive than road freight transportation and hence, the identified existing or potential customers
would opt to use railway freight instead of the other transportation methods. We are pursuing strategic
partnerships with other logistics industry participants and coal users to effectuate such plans. We and our
strategic partners have established joint ventures, through which all parties are responsible for the
investment, operation and management of these branch lines in accordance with the respective joint
venture agreement. Each party is responsible for liabilities of the joint ventures to the extent of its capital
contribution. Our current construction plans include the following:

Northern Shandong Industrial Park branch line

A branch line connecting the Gangkou Station of our railway to the Northern Shandong Industrial
Park (4Jb T.2£[&) will provide us direct railway access to a number of new and existing customers who
need bulk cargo (primarily coal and, to a lesser extent, bauxite) transportation services in the northern
Shandong area. This branch line is expected to be approximately 20.7 km. As part of the construction of
this new branch line we intend to build two new stations: one in Wudi County (#E##%), Shandong
Province and one in the Northern Shandong Industrial Park. The northern Shandong area where the
Northern Shandong Industrial Park is located has a number of power plants and metallurgical factories
and other coal consuming companies. We believe there is strong demand for cargo we transport (in
particular, coal, bauxite and chemicals) from these companies. Through this branch line we will be able
to transport coal from coal rich areas in west China, particularly Shaanxi Province, Shanxi Province and
Inner Mongolia, where a large number of coal mines are located, via the Canggang Railway Line directly
to the Northern Shandong Industrial Park where a number of existing and potential customers are located.
We believe the availability of this branch line will help increase the volume of cargo transportation to our
existing customers and help attract new customers in the Northern Shandong Industrial Park in a cost-
efficient manner. The demand as indicated by potential customers, which was uncommitted, for
southbound and northbound rail freight transportation from eight identified potential customers is
expected to be 27.2 million and 2.1 million tonnes per year in 2030, respectively, including, among
others, demand for transportation of 14.0 million tonnes of southbound bauxite and 13.2 million tonnes of
southbound coal. Such uncommitted indicative demand will further increase during 2030 to 2040 due to
the planned expansion of the aforementioned eight potential customers, and additional projects from one
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other potential customer, which is an aluminium oxide factory demanding coal and bauxite in their
smelting process. In aggregate, the uncommitted indicative demand for southbound and northbound
transportation is expected to reach 46.4 million and 3.0 million tonnes per year, respectively, in 2040,
including, among others, demand for transportation of 24.0 million tonnes of southbound bauxite and
22.4 million tonnes of southbound coal. We believe that the construction of this Northern Shandong
Industrial Park branch line, which will connect our railway to northern Shandong area and further
directly to the factories or premises of our existing and potential customers in this area through the
further construction of Special Service Lines, will enable us to offer a more competitive transportation
service to our customers to capture their demand since rail freight transportation is more cost-efficient
and environment-friendly as compared to road transportation.

The aforementioned forecasted demand is based on the Frost & Sullivan Report and also potential
customers’ indicative demand in a survey conducted by China Railway Liuyuan Group Co., Ltd.* (H#]
SN E B E M A R /A F]) (the “China Railway Liuyuan”) an independent consultant China
Railway Liuyuan is a wholly-owned subsidiary of China Railway Group Limited* (' [2 1 # Jei A BR 2
7)) with the business focus on railway, urban rail transport and municipal engineering related research,
design and consulting. It has various licences and qualifications including Engineering Consulting
Qualification Class A (LFEFEF AL HHKE(E) in railway, urban rail transport and municipal
engineering issued by the Institute of Engineering Consulting of China* (" T2 5450 &),
Engineering Design Class A(I) in Railway Industry ((LF2 #5507 83817 £ H (D#) issued by Ministry
of Housing and Urban-Rural Development of the PRC* (3£ A [ R0 B8 {75 Al 48 480 73 5% ). According
to Frost and Sullivan, China Railway Liuyuan is a well-known and authoritative expert in terms of
railway-related consulting and research. In conducting the survey, China Railway Liuyuan has reviewed
the planning documents of the Northern Shandong Industrial Park and nearby areas and identified
enterprises with potential demand for logistics service. Also, it has performed site visits to the factories
and plants in the park and interviewed staff in charge of the relevant projects to confirm their current and
future demand of various types of bulk cargo. The forecast of demand was estimated based on the
demand as advised by the local enterprises, being potential customers of our Group.

Our investment in this project will be carried out through a joint venture, namely, Shandong Qiyan,
with Wudi Logistics which is a government-owned logistic company in which our associate, Cangzhou
Bohai New Area Huanghua Port Railway Logistics Company Limited* (¥ {1 #7 5 o 5 45 8 2 M) i A
FR/Zy7]) (in which we own 40% equity interest), will contribute RMB98 million as registered capital
contribution in the joint venture for its 49% equity interest and Wudi Logistics will contribute RMB102
million as registered capital contribution in the joint venture for its 51% equity interest in the joint
venture. Shandong Qiyan was established under the PRC laws on August 8, 2018. According to the
articles of association of Shandong Qiyan, the board of directors consists of nine seats. Wudi Logistics
has the right to appoint four seats, our associate has the right to appoint three seats, an independent
director shall be appointed at the shareholders’ meeting and an employee director will be elected by the
employees. Our associate also can appoint a general manager of the joint venture company, who is
responsible for the daily operation of the company and report to the board of directors. The board of
supervisors of Shandong Qiyan consists of five seats. Each joint venture partner will have the right to
appoint two supervisors and the employee supervisor will be elected by the employees. As of the Latest
Practicable Date, we had not entered into any further agreement with the joint venture or our joint
venture partners in relation to the rights and obligations of each party in the joint venture. It is expected
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that the parties will negotiate further terms of their cooperation through the joint venture, including but
not limited to their respective rights and obligations in each phase of the project, as the project
progresses.

As of the Latest Practicable Date, we expected construction to begin in the fourth quarter of 2020
and be completed by the first quarter of 2022. The total expected costs for this branch line are expected
to be approximately RMBI1.5 billion of which we will be responsible for RMB101.3 million. In addition
to our use of the net proceeds of approximately HK$78.0 million (equivalent to approximately RMB70.6
million), from the Global Offering, we will fund the balance through cash generated from our operations
and bank borrowings. See ‘““Future Plans and Use of Proceeds — Use of Proceeds” for details.

Comprehensive Industrial Park (Bohai New Area) branch line

During the Track Record Period, a portion of our revenue was derived from transportation services
for cargo to two customers in the industrial park area (as shown on the map under the section headed
“— Our Railway”’), amounting to approximately RMB61.9 million, RMB66.3 million, RMB69.0 million
and RMB26.0 million, respectively. The industrial park area comprises several industrial parks, one of
which is Comprehensive Industrial Park (Bohai New Area) where a number of power generation
companies, chemical factories with a strong demand for inbound and outbound transportation services of
coal, oil, asphalt, etc. are located.

Currently, we transport the cargo directly into the premises of our customers in the industrial park
area of the Bohai New Area by railway where feasible. However, we are not yet able to reach into the
Comprehensive Industrial Park by rail. This restricts our ability to serve potential customers inside this
park.

A branch line connecting the Yangerzhuang Station of our railway to the Comprehensive Industrial
Park at Bohai New Area (¥} % 45 5 & 2£[@ %) will allow us to reach the Comprehensive Industrial
Park and with the further construction of Special Service Lines, a number of existing and potential
customers who need cargo transportation (primarily coal and, to a lesser extent, petroleum) located in the
park directly by rail, without the need to use road transportation (which has become increasingly limited
due to the Action Plan) for the final short distance to the Comprehensive Industrial Park. The length of
this branch line is expected to be approximately 7.2 km. As part of the construction of this new branch
line we intend to build a new station, Comprehensive Industrial Park Station (474 7 £ U4), which we
can then connect to our customers’ factories via Special Service Lines in the future.

According to the Frost & Sullivan Report and as advised by four potential customers in relation to
their expected future demand, the demand, which was uncommitted, of our rail freight transportation
through this branch line is expected to reach not less than 9.0 million tonnes per year in 2025 and further
increase to not less than 11.0 million tonnes per year in 2035, along with the anticipated expansion of the
existing business and development of new logistics business by these potential customers. Such new
annual uncommitted indicative demand in 2025 and 2035 represents not less than 55.9% and 68.3% of
our transportation volume in 2019, respectively. These customers include a polymer material
manufacturer, an oil country tubular goods manufacturer, a petrochemical manufacturer and a power
generation company, which have indicated (though not committed) strong demand for inbound
transportation of raw materials for their production (primarily being coal and crude oil), and/or outbound
transportation of their final products (primarily being asphalt). We believe that the construction of the
Comprehensive Industrial Park (Bohai New Area) branch line will enable us to offer a more competitive
transportation service to our potential customers and capture their demand.
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Our investment in this project will be carried out by a joint venture with one of the largest
independent coke producers in the world (“Partner I”’) and a leading oil pipe manufacturer in China
(“Partner II"’). Each of Partner I, Partner II and Canggang Company will contribute RMB32 million,
RMB32 million and RMB36 million as registered capital contribution in the joint venture for its 32%,
32% and 36% equity interest in the joint venture, respectively. Our Directors expect to enter into the joint
venture agreement in 2020. According to the draft articles of association of the joint venture, the board of
directors of the joint venture company consists of three seats, and each joint venture partners has the right
to appoint one. If there are any changes to the ownership percentage, the joint venture partners will
discuss and re-allocate their respective director nomination rights as appropriate. We have the right to
appoint the chairman who is responsible for the overall management of the joint venture company. The
board of supervisors of the joint venture company will consist of two seats. Each of Partner I and Partner
IT has the right to appoint one supervisors. As of the Latest Practicable Date, we had not entered into any
further agreement with the joint venture or our joint venture partners in relation to the rights and
obligations of each party in the joint venture. It is expected that the parties will negotiate further terms of
their cooperation through the joint venture, including but not limited to their respective rights and
obligations in each phase of the project, as the project progresses.

As of the Latest Practicable Date, we expected construction to begin in the fourth quarter of 2020
and be completed by the first quarter of 2022. The total expected costs for this branch line are
approximately RMB347.7 million of which we are responsible for RMB125.2 million. In addition to our
use of the net proceeds of approximately HK$47.9 million (equivalent to approximately RMB43.3
million), from the Global Offering, we will fund the balance through cash generated from our operations
and bank borrowings. See ‘“Future Plans and Use of Proceeds — Use of Proceeds” for details.

Pursuant to applicable laws and regulations, and as advised by our PRC Legal Advisers, we need to
obtain necessary approvals and complete certain procedures before the construction of the Northern
Shandong Industrial Park branch line and the Comprehensive Industrial Park (Bohai New Area) branch
line, which mainly include enterprise investment project approval, relevant construction project planning
permit, approval of report form on environmental impact of construction project and approval for land
use rights and there are no material legal and environmental obstacles expected in constructing the new
branch lines so long as our Group complies with relevant laws and regulations in so doing. As such, as of
the Latest Practicable Date, we did not expect there would be any legal impediment to obtaining the
necessary approvals for the construction of the two branch lines. With reference to the conference
minutes of Cangzhou Bohai New Area Management Committee * (V&N #HTREHZ B ), our
Directors expect that we will obtain the necessary approvals by no later than the fourth quarter of 2020.
In the event that the relevant approvals cannot be granted, for example, as a result of objections to the
proposed design of these branch lines, we would work with the relevant government authorities and to the
extent that is commercially viable, adjust the design of the branch lines, including but not limited to their
route and technical specifications, to accommodate the relevant authorities’ concerns in order to obtain
the necessary approvals. However, pursuant to the aforementioned conference minutes from Cangzhou
Bohai New Area Management Committee, our Directors expect that it is unlikely that our Group will fail
to obtain the relevant approvals.
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Special Service Lines

In order to continue to attract new customers and strengthen relationships with existing important
customers, we are currently in discussion with a number of existing and potential customers regarding
construction of additional Special Service Lines connecting us directly into the business premises of such
additional customers. In 2019, one existing customer and four potential new customers, indicated interest
in building Special Service Lines connecting to our Comprehensive Industrial Park (Bohai New Area)
branch line. The five companies include Hebei Lunte Group Limited Company * ({1t ffw 45 52 B A5 BR 2
]), Hebei Xinhai Chemical Group Co., Ltd. *(Jt#Z &t T4EE A B2 7)) and three other companies.
We have received the application letters for building the Special Service Lines connecting to their
factories or premises from the five companies. We are in the process of conducting feasibility studies on
the applications as of the Latest Practicable Date. Our Directors expect that our Group will enter into
definitive agreements with these customers after the construction of the aforesaid branch line. We will
continue to leverage our ability to construct such Special Service Lines as a bargaining position to reach
transportation agreements with new significant customers.

Upgrade and increase transportation efficiency of our existing railway

Our railway is the foundation of our business. The construction of our Canggang Railway Line
dates back to the late 1970s. We assess the necessity to undertake any upgrade projects from time to time,
taking into account the utilization rate of the Canggang Railway Line, potential demand for additional
capacity, capital required and availability of financial resources. We invested RMB57.1 million,
RMB58.4 million, RMB75.3 million and nil on maintaining, upgrading and expansion our railway for
the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020,
respectively. In order to support our further growth and meet increasing demand for our rail freight
transportation services, in particular, to accommodate the additional demand expected to be brought by
the new branch lines, we plan to modernize and upgrade our existing railway and equipment, and
therefore increase our transportation efficiency. According to the Frost & Sullivan Report, rail freight
transportation services in Hebei Province grew from approximately RMB62.5 billion in 2014 to
RMB73.7 billion in 2019, representing a CAGR of approximately 3.3% and is expected to continue to
grow to approximately RMB101.1 billion in 2024 at a CAGR of 6.5%. According to that report, such
growth is mainly driven by adjustment of the freight transportation structure in favor of railways,
changing of settlement methods, and increasing coal production volume. For further information about
the drivers of the rail freight transportation industry, see “Industry Overview — Drivers of the Rail
Freight Transportation Market in China”. In addition, according to the Frost & Sullivan Report, the
construction of the Northern Shandong Industrial Park branch line and the Comprehensive Industrial Park
(Bohai New Area) branch line are expected to bring estimated additional demand of 35.7 million tonnes
for our rail freight transportation services from existing and potential customer by 2030.

We plan to upgrade and renovate the basic infrastructure of our Canggang Railway Line, including
upgrading railway tracks, renovating the surrounding roadbed and building culverts and other necessary
infrastructure. Specifically, such upgrades will primarily involve (i) upgrading the tracks and roadbed by
using materials of higher specifications, which will enhance the reliability of our railway tracks and the
stability of train transports; (ii) upgrading the blocking system from telephone-based to automatic
blocking, creating a centralized train dispatch center with a more advanced train control system and train
dispatch equipment, which will shorten the cycle time for train trips on Canggang Railway Line and
increase the efficiency of our railway operation; and (iii) automating the monitoring of railway crossings
to improve the safety at railway crossings and enable our trains to travel at higher speed. These upgrades
will increase the overall operating efficiency and hence, the overall capacity of the Canggang Railway
Line.
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In addition, we plan to purchase an additional new locomotive and equipment to upgrade our
communication, signal automation, and remote monitoring systems. Our planned capital expenditure for
the above upgrade projects is estimated to be approximately RMB145.1 million.

A breakdown of such capital expenditure is set out below:

Planned capital

Upgrade expenditure
(RMB in

thousands)

Upgrade of railway tracks 99,384
Renovation of roadbed and building culverts and other necessary infrastructure 14,132
Purchase of additional locomotive 10,600

Purchase of equipment to upgrade communication, signal automation and
remote monitoring systems 20,994

Details of specific equipment we plan to purchase to upgrade our communication, signal
automation, and remote monitoring systems and their respective expected useful life are set out below:

Expected
Total amount useful
Equipment Quantity Price per unit of cost life
(RMB in (RMB in
(Unit) thousands) thousands) (Year)
Optical cables for transportation depots
(CauLER) Three 298 894 5
Trunked mobile communication antenna
towers (SERERS B {5 K GAE) Three 100 300 5
Transmission devices (EEH#IEt ) Three 500 1,500 10
Power supply devices (7 IR 3% ff) One 300 300 5
Computer interlocking system devices
(CG Lk AR {0 Four 4,500 18,000 10-30
20,994

Upon completion of the above proposed upgrades and renovations for Canggang Railway Line, the
capacity of Canggang Railway Line is expected to increase from 18.0 pairs of eastbound and westbound
trips per day to 30.0 pairs of eastbound and westbound pairs of trips per day. In addition, we believe the
upgrading of Canggang Railway Line will allow us to reduce the need for railway staff and help to reduce
staff costs. As of May 31, 2020, we employed 147 workers involved in repair and maintenance for our
rail freight transportation business. We expect to reduce this number to approximately 80 workers once
the upgrade is complete. Such upgrades will also help us increase our overall rail freight transportation
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capacity. For illustrative purpose, based on the staff cost per employee of approximately of RMB82,249
for the year ended December 31, 2019 (which is calculated by dividing total staff cost by the average
number of employees for the year ended December 31, 2019), the reduction in our headcount by 67
would result in a reduction of our staff cost by approximately RMB5.5 million per annum.

We plan to incur such capital expenditure in stages from the fourth quarter of 2020 and aim to
complete in the fourth quarter of 2021. Out of such capital expenditure, we plan to finance approximately
HK$40.0 million (equivalent to approximately RMB36.2 million) from the net proceeds from the Global
Offering and the remaining balance through cash generated from our daily operations and bank
borrowings. See “Future Plans and Use of Proceeds — Use of Proceeds” for details. We believe that such
purchases and upgrades will significantly increase the quality of our rail freight transportation services by
reducing lag time in our railway operation caused by our current technological limitation.

Explore the potential for westbound transportation business and diversify our sources of income

Historically, we were a part of the logistics chain focusing on transportation of cargo, particularly
coal, from sources in the west to destinations in the east of China, in particular to Port Huanghua. For the
years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020, revenue
generated from eastbound rail freight transportation accounted for approximately 89.3%, 88.5%, 82.5%
and 82.2%, respectively, of total revenue generated from our rail freight transportation business (both
westbound and eastbound). While we have engaged in providing westbound rail freight transportation
services in the past, the volume was limited. For the years ended December 31, 2017, 2018 and 2019 and
the five months ended May 31, 2020, our westbound railway transportation volumes were approximately
2.2 million tonnes, 3.0 million tonnes, 4.2 million tonnes and 2.2 million tonnes, representing
approximately 15.1%, 19.1%, 26.1% and 32.0%, respectively, of the total volume of cargo transported
by rail freight transportation for the same years.

We are exploring ways of increasing westbound rail freight transportation, including engaging more
business for rail freight transportation of iron, manganese and bauxite and other ore from Port Huanghua
to Hebei, Inner Mongolia, Ningxia and other nearby provinces, participating in large scale logistics
industry conferences, offering preferential prices to key customers and services for westbound rail freight
transportation, and constructing ancillary logistics facilities such as Jinghai Ore Freight Yard. We
maintained a balance between expanding our customer base and streamlining our customer base with
customers with high quality, in terms of, among others, scale of operation and repayment record. For the
years ended December 31, 2017, 2018 and 2019 and the five months ended May 31 2020, the number of
customers for our eastbound rail freight transportation services was 81, 113, 98 and 67, respectively.
During the same periods, the number of customers for our westbound rail freight transportation services
was 27, 22, 26 and 25, respectively.

Starting in 2019, led by Mr. Yi, our Chief Executive Officer, staff from our transportation
department and logistic department proactively reached out to our existing customers to advertise our
westbound rail freight transportation services. For customers who are interested in our westbound rail
freight transportation service, we are able to leverage our experience and expertise to help them upgrade
their facilities, including freight yards, to be suitable for non-coal cargo transportation. In 2019, we
added two new customers for our westbound rail freight transportation and constructed Jinghai Ore
Freight Yard (5 {7 £3%5), which commenced operations in November 2019. Jinghai Ore Freight Yard
is a freight yard located at our Yangerzhuang Station (¢ —3£¥}4) and dedicated to westbound cargo, in
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particular, ore, through our railway line. Jinghai Ore Freight Yard primarily serves as a facility for
storage and unloading of ore transported from Port Huanghua. With the commencement of operation of
Jinghai Ore Freight Yard, our customers can use our road transportation services to transport ore from
Port Huanghua up to Jinghai Ore Freight Yard, where they can temporarily store the ore and load their
ore to our trains for further westbound rail freight transportation. The designed capacity of Jinghai Ore
Freight Yard is 5.0 million tonnes (3.0 million tonnes of coal, and 2.0 million tonnes of ore) per annum
with an area of 151,000 m®. We believe such logistic arrangement would enhance our loading and
unloading business and also our westbound rail freight transportation. As of the Latest Practicable Date,
we had entered into contracts with two customers, pursuant to which we transport ore cargo from Port
Huanghua to Jinghai Ore Freight Yard and provided the relevant loading and unloading services. For the
two months ended December 31, 2019 and the five months ended May 31, 2020, revenue generated from
these contracts amounted to approximately RMBS5.4 million and RMB34.5 million, respectively, in
aggregate. We will continue our efforts to increase westbound business going forward.

We believe such strategy will help us to better utilize existing westbound rail freight transportation
capacity, further diversify our sources of income and increase our revenue.

Further information about our expansion plans

As set out in the sub-sections headed “Construct additional branch lines to expand our business
scale” and “Upgrade and increase transportation efficiency of our existing railway” above, we intend to
utilize approximately 63.3% (or HK$125.9 million) of the net proceeds from the Global Offering to
construct two new branch lines and 20.2% (or HK$40.0 million) of the net proceeds from the Global
Offering to upgrade and renovate basic railway infrastructure, acquire a new locomotive and purchase
additional equipment (the ‘“Expansion Plans”). Our Directors believe that the Expansion Plans are
justified and supported by adequate demand for the following reasons:

Demand for the new branch lines and the upgrade and renovation of the existing railway

The Northern Shandong Industrial Park branch line and the Comprehensive Industrial Park (Bohai
New Area) branch line will enable us to reach new geographical markets which are not currently served
by us, namely the northern Shandong area and the Comprehensive Industrial Park at Bohai New Area,
respectively.

Please refer to the sub-section headed “— Our Strategies — Construct additional branch lines to
expand our business scale” for details on the potential demand for these branch lines.

Our reasons for choosing Northern Shandong Industrial Park and Comprehensive Industrial Park as
the destinations of our new branch lines include:

. Extension to neighboring areas with existing customer base and identified potential
demand: According to the Frost and Sullivan Report, the Northern Shandong Industrial Park
and the Comprehensive Industrial Park are the nearest major industrial parks to our railway
with substantial demand for bulk cargo transportation and which are not currently reachable
by our railway directly. We have an existing customer base in both northern Shandong area
and the industrial park area, where the aforementioned two industrial parks are located,
respectively. Among our top five customers, two of them are located in the industrial park
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area, namely China Resources Power Holdings Limited (Bohai New Area)* (¥ 71 (3#h 16
% )4 FiR/> F]) and Hebei Zhengyuan Hydrogen Energy Technology Co., Ltd.* (J/dt1E T fg
B A BRZAF]), from which we derived RMB61.9 million, RMB66.3 million, RMB69.0
million and RMB26.0 million of our revenue during the years ended December 31, 2017,
2018 and 2019 and the five months ended May 31, 2020, respectively; and two of them are
located in the northern Shandong area, namely Bohui Group and Customer H, from which we
derived RMB82.0 million, RMB80.9 million, RMB75.3 million and RMB24.3 million of our
revenue during the years ended December 31, 2017, 2018 and 2019 and the five months ended
May 31, 2020, respectively. We will continue our efforts to identify new customers in these
areas. For example, we identified and derived revenue of RMBS5.8 million during the five
months ended May 31, 2020 from a new customer in the northern Shandong area with which
we started business relationship in February 2020.

We believe the reputation we have built through cooperation with existing customers has
provided us an advantageous position from which to capture demand from potential customers
in the region. Pursuant to the Frost & Sullivan Report, a survey conducted by the China
Railway Liuyuan and the written confirmation from certain potential customers, the identified
demand, in terms of transportation volume, in the Northern Shandong Industrial Park is
expected to reach over 20 million tonnes for southbound and over 2 million for northbound
per year and in the Comprehensive Industrial Park is expected to reach over 9 million tonnes
per year by the time or soon after construction of the new branch lines is completed. For
details of this potential demand, see the sub-section headed *- Our Strategies — Construct
additional branch lines to expand our business scale”.

. Strong government support: According to the conference minutes of the Executive Committee
of Cangzhou Bohai New Area Management Committee (83T 1w & 2 2% B & FALHFA
) on February 22, 2020, the Cangzhou Bohai New Area Management Committee (¥ JH %)
B & ZE B ) requested the relevant government departments to facilitate the completion
of certain required procedures for the construction of the two branch lines following a set
schedule. In addition, the local governments of Shandong Province and Hebei Province have
shown support for the construction of a Northern Shandong Industrial Park branch line. For
example, in May 2019, this project was admitted to the Binzhou City Implementation Plan for
Promoting the Adjustment of Transportation Structure® & M 7 ¥k 3 2 oy 3 B TAEE G )y
%) , and to the Cangzhou City Implementation Plan for Promoting the Adjustment of
Transportation Structure (2019-2020%) U JH T #i3E E lfy 45 WG R B i 7 € (2019-2020
)

Further, following the construction of the Northern Shandong Industrial Park branch line and the
Comprehensive Industrial Park (Bohai New Area) branch line, the cargo to be transported to northern
Shandong area and the Comprehensive Industrial Park area will have to be transported to the connecting
station of the branch lines, being Gangkou Station and Yangerzhuang Station, respectively, through the
main track of Canggang Railway Line before being further transported to the final destination via the
branch lines. Therefore, the additional transportation volume to be brought by these branch lines is
expected to cause pressure on the capacity and efficiency of the existing main track of Canggang
Railway. The additional demand attributable to the new branch lines as indicated by potential customers,
which is uncommitted, is expected to reach 38.3 million tonnes per year (29.3 million tonnes per year
attributable to the Northern Shandong Industrial Park branch line and 9.0 million tonnes per year
attributable to the Comprehensive Industrial Park (Bohai New Area) branch line as indicated by potential
customers of respective branch lines) in total in 2030, representing 2.4 times of the transportation volume
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in 2019. Our Directors believe that such large amount of demand provides a promising opportunity for us
to grow. Our Directors are of the view that there is prominent need for upgrading and renovating the
main track of the Canggang Railway to improve and enhance its efficiency and capacity to accommodate
the expected increase in demand to be brough by these new branch lines.

Organic growth

According to the Frost & Sullivan report, it is estimated that coal production in China, driven by
economic growth and demand for energy, will increase at a CAGR of 2.1% during the five years from
2019 to 2024 despite certain policies regarding energy and coal industry structural reform. See
“Regulatory Overview — Regulations on Industry” for details of such policies. According to the Frost &
Sullivan Report, despite the energy and coal industry structural reform in the PRC, mainly aims at
controlling or lowering the proportion of coal in the consumption of all primary sources, it will not lead
to the decrease in coal production and demand in absolute, given the continuing increase in energy
consumption in China. Further, although certain measures stipulated in the Action Plan restrict the
consumption of coal, such as (i) shutting down coal-fired boiler with capacity of less than 300 MW, (ii)
reducing the consumption of coal as scattered heat sources in rural areas and (iii) setting a goal of
reducing the proportion of coal in total energy consumption to less than 58% by the end of 2020, such
measures have limited impact on our business as (i) the reason for controlling coal consumption under the
Action Plan is to lower the proportion of coal in the consumption of all primary energy sources. The total
consumption of coal, however, is still expected to remain at high levels, steadily growing at a CAGR of
0.7% from 2019 to 2024, since the total consumption of primary energy sources in China is expected to
continue increasing with the growth of China’s economy; and (ii) the proportion of coal transported by
railway will continue to increase under the policies of shifting road transportation to railway
transportation.

In addition, according to the Frost & Sullivan Report, from 2019 to 2024, the total revenue from rail
freight transportation in Hebei Province is expected to continue to increase at a CAGR of 6.5% with the
growing railway transport volume. See ““Industry Overview — Analysis of the Rail Freight Transportation
Market in China — Rail Freight Transportation Market Size in China and Hebei” and ‘““‘Industry Overview
— Analysis of the Rail Freight Transportation Market in China — Rail Freight Transportation Volume™ for
details.

In summary, aside from developments specific to our business, demand for our railway
transportation service in the region we serve and for the types of cargo we transport is expected to grow
organically in the next five years.

Impact of the outbreak of COVID-19 on our Expansion Plans

Towards the end of 2019, an outbreak of respiratory illness caused by COVID-19 emerged and has
been expanding within the PRC and globally. The new strain of coronavirus is considered highly
contagious and may pose a serious public health threat. Since the outbreak, draconian measures including
travel restrictions have been implemented within the PRC, as well as other countries and territories, in an
effort to contain the COVID-19 outbreak. The WHO is closely monitoring and evaluating the situation.
On January 30, 2020, the WHO declared the outbreak of COVID-19 a Public Health Emergency of
International Concern (PHEIC). On March 11, 2020, the WHO further characterized COVID-19 as a
pandemic. As of the Latest Practicable Date, the virus had spread across China and to over 200 countries
and territories globally with the death toll and number of infected cases continuing to rise.
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Based on the current situation, our Directors have assessed the impact of the outbreak on our

business considering the following factors:

(1)

(i1)

(iii)

at the beginning of February 2020, the NDRC and the National Energy Administration of the
PRC (¥ N RILFIE B K AER %)) had a conference to ensure the stable supply of energy
during the COVID-19 outbreak. In addition, to promote the recovery of coal production, the
Coal Department of the National Energy Administration issued the Letter Concerning Further
Accelerating the Resumption of Operation and Production of Coal Mines to Ensure Stable
Supply of Coal* (CBAME— I HRBESRAE TA8 & IR B e 18 € (L ME Y K )), stipulating that
enterprises in coal mining industry are not compulsively required to delay operation due to the
COVID-19 outbreak, in order to avoid the undersupply of coal which may lead to an
undersupply of energy. Pursuant to the abovementioned conference and notice, among other
things, (a) coal production enterprises should ensure the production of coal during the
epidemic; and (b) government authorities should coordinate to facilitate the normal
transportation and provision of coal, particularly in Northeast China and the Jing-Jin-Ji area,
where we conduct our business, and in outbreak areas. On February 23, 2020, the head of the
Coal Department of the National Energy Administration announced that as a result of the
measures taken by the government, the impact of the COVID-19 outbreak on coal production
has been limited and the level of coal production has resumed to a similar level as compared
to the previous year. This was evidenced by the official number for coal production in China,
which increased by 2.7% in the first half of 2020 as compared to the corresponding period in
2019, supporting a year-on-year increase of 0.4% in total coal consumption in the first half of
2020, according to the Frost & Sullivan Report. Therefore, the COVID-19 outbreak is not
expected to have a significant impact on coal production. As coal represents the largest
portion of cargo transported by rail in the PRC, the corresponding impact on the rail
transportation business, particularly that of transporting coal, is also expected to be limited;

according to the Frost & Sullivan Report, the consumption of coal is not expected to be
materially affected by the COVID-19 outbreak as coal is the major material used in the
generation of energy in the PRC and it is widely used in the production of cement and steel,
which are essential to infrastructure projects. Moreover, energy consumption and
infrastructural projects are expected to increase significantly when the epidemic situation
ends. After the COVID-19 outbreak and up to the Latest Practicable Date, we have been
conducting business normally with our customers, particularly our top five customers for the
year ended December 31, 2019 and for the five months ended May 31, 2020. We also noted
that a longer settlement period may be needed for our customers. Nevertheless, we have not
been notified by our major customers that their business, their demand for our logistics
services or their demand for coal has been materially affected by the COVID-19 outbreak;

with reference to the fact that even despite the outbreak of SARS from November 2002 to
September 2003, rail freight transportation volume experienced year over year growth of 9.4%
in 2003, according to the Frost & Sullivan Report, since the areas through which rail freight
transportation occurs are generally not densely populated, the COVID-19 outbreak is not
expected to cause manpower shortage problems or have a material effect on the rail freight
transportation industry; and
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(iv) according to the Frost & Sullivan Report, as road freight transportation was severely restricted
in the PRC during the COVID-19 outbreak, demand for road freight transportation was
partially shifted to rail freight transportation. This had and may continue to have an adverse
impact on our road freight transportation business in the short term. However, our rail freight
transportation business, which is our core business, is expected to be positively affected in the
short term.

Based on the above, we believe that our expansion plans remain feasible, and it is unlikely that we
will change the use of the net proceeds from the Global Offering. However, there can be no assurance
that the direct and indirect effects of COVID-19 will not have a greater impact on the PRC economy and
the rail freight transportation industry. If the epidemic evolves, economic slowdown and/or negative
business sentiment could still potentially have an adverse impact on the rail freight transportation
industry or the industries in which our major customers operate, in particular the coal production
industry, which could adversely affect our business operations and financial condition. See “Risk Factors
— Our business operations may be affected by the outbreak of COVID-19.” for details.

Impact of market and regulatory developments in relation to the rail freight transportation industry

According to the Frost & Sullivan Report, the PRC government has established certain laws and
regulations aimed at adjusting the freight transportation structure to raise the proportion of rail freight
transportation volume for bulk commodities, in order to control air pollution emissions caused by road
transportation.

In July 2018, the State Council issued the Action Plan, which aims to significantly reduce total
emissions of major atmospheric pollutants and improve air quality. According to the Action Plan, by the
end of 2018 the only allowed method of transporting coal to key ports, including Port Huanghua, was by
sea or railway. Pursuant to the confirmation from the Economy and Development Bureau of the Bohai
New Area* ()i #7 R A% £ /7)), being the competent authority as advised by our PRC Legal
Advisers, semi coke, coke and coking coal are excluded from such restriction. As such, coal cargo (other
than semi-coke, coke and coking coal) which we transported by road by our Group during the Track
Record Period prior to the Action Plan taking effect become subject to restrictions on transportation to
Port Huanghua by road under the Action Plan. By the end of 2020, the same restrictions will also apply in
principle to the transportation of other bulk cargo, such as ore and coke, to and from Port Huanghua and
other key ports. As a result, our road and rail freight transportation business to Port Huanghua, as well as
our loading and unloading in or near Port Huanghua was adversely affected since the implementation of
the Action Plan in the third quarter of 2018. We ceased road freight transportation for coal into Port
Huanghua from October 2018, and our rail freight transportation and loading and unloading service for
coal designated for Port Huanghua was also suspended due to our lack of direct railway access to Port
Huanghua at the time. Port Huanghua is an important part of our railway and road transportation service
network. The tables below set forth the revenue, transportation volume, proportion of volume, average
monthly revenue and average monthly transportation volume in respect of our road freight transportation
to/from Port Huanghua in the periods before and after the implementation of the Action Plan.
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Coal Cargo
Coal
Semi coke, coke and
coking coal

Non-coal cargo

Total

Coal Cargo
Coal
Semi coke, coke and
coking coal

Non-coal cargo

Total

Coal Cargo
Coal
Semi-coke, coke and
coking coal

Non-coal Cargo

Total

Notes:

(e85

2)

3)

For the year ended
December 31, 20177

For the nine months ended  For the three months ended
September 30, 2018

December 31, 2018

For the eight months ended
August 31, 2009

For the four months ended
December 31, 2019

For the five months ended
May 31, 200°

Revenue Volume Revenue Volume Revenue Volume Revenue Volume Revenue Volume Revenue Volume
(RMB'000)  (tonnes’000) — (RMB'000) ~ (tonnes'000) — (RMB'000) ~ (tonnes’000)  (RMB'000) ~ (tonnes’000) — (RMB'000) ~(tonnes'000) — (RMB'000)  (tonnes’000)
4514 498 13,730 966 - - - - - - - -
007 54 1881 193 601 4 3,896 330 3,776 43 1,050 90
5121 55 16,611 1,161 601 4 3,89 330 376 43 1,050 90
2636 M 3446 39 595 608 17,560 1,939 3820 3 14,081 1,031
1751 825 20,057 1,559 6,553 049 21,456 2269 7,596 il 15,131 1,141
Average Average Average Average Average Average Average Average Average Average Average Average
monthly monthly monthly monthly monthly monthly monthly monthly monthly monthly monthly monthly
Tevenue volume Tevenue volume revenue volume revenue volume revenue volume revenue volume
(RMB'000) ~ (tonnes’000) — (RMB'000) ~ (tonnes’000) — (RMB'000) ~ (tonnes’000) — (RMB'000) ~ (tonnes’000) — (RMB'000) ~ (tonnes'000) ~ (RMB ‘000)  (tonnes’000)
376 4 1526 107 - - - - - - - -

5l 4 0 0 0 14 487 41 944 108 20 18

m 4 1,346 129 201 14 47 4 944 108 20 18

219 JA| 383 4 1984 203 219 1) 95 86 2816 20

046 0 2009 17 1185 11 1,682 283 1,899 194 3026 08
Percentage Percentage Percentage Percentage Percentage Percentage

of volume of volume of volume of volume of volume of volume

60.4% 62.0% - - -

6.5% 12.5% 0.3% 14.5% 55.7% 19%

06.9% 14.5% 0.3% 14.5% 55.7% 9%

3.1% 25.5% 93.7% §5.5% 43% 92.1%

100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Before the implementation of the Action Plan.

After the Han-Huang connecting line began operation.
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Before the implementation of the Action Plan, our road transportation business for (i) coal, (ii)
semi-coke, coke and coking coal, and (iii) non-coal cargo to/from Port Huanghua were all growing
rapidly. In particular, as compared to the year ended December 31, 2017, the average monthly revenue
generated from road transportation to/from Port Huanghua during the nine months ended September 30,
2018 increased from RMB376,000 to RMB 1.5 million for coal and from RMB51,000 to RMB320,000 for
semi-coke, coke and coking coal. In aggregate, the monthly average revenue derived from road
transportation of coal cargo to/from Port Huanghua for the nine months ended September 30, 2018
amounted to RMB1.8 million which indicated the scale of the coal cargo transportation business to/from
Port Huanghua prior to the implementation of the Action Plan. In addition, our monthly average revenue
generated from road transportation of non-coal cargo to/from Port Huanghua also increased from
RMB219,000 to RMB383,000 during the same periods.

After the implementation of the Action Plan, our road transportation of coal to/from Port Huanghua
completely ceased. In order to mitigate the negative impact of the cessation of road transportation of coal
to/from Port Huanghua, we expanded our businesses of road transportation of cargo that was not subject
to restrictions under the Action Plan. As a result of our management’s efforts, our road transportation of
semi coke, coke and coking coal as well as non-coal cargo to/from Port Huanghua continued to grow in
general after the implementation of the Action Plan. As compared to the three months ended December
31, 2018, the average monthly revenue from the road transportation of semi coke, coke and coking coal
to/from Port Huanghua during the eight months ended August 31, 2019 increased from RMB201,000 to
RMB487,000, and that of non-coal cargo increased from RMB2.0 million to RMB2.2 million during the
same period.

Our loading and unloading business for coal designated to Port Huanghua was also affected
following the implementation of the Action Plan, due to the reduction of coal transported to/from Port
Huanghua. As a result, our revenue from loading and unloading business dropped from RMB84.8 million
for the year ended December 31, 2018 to RMB65.7 million for the year ended December 31, 2019,
representing a decrease of RMB19.2 million or 22.6%.

After the Han-Huang connecting line commenced operation in late August 2019, our road
transportation business to/from Port Huanghua did not display any definitive trend, as the performance
of our road transportation business for different types of cargo fluctuated according to local market
demand from time to time. Based on the historical performance of our road transportation business from
September 2019 to May 2020, our Directors are of the view that, primarily due to differences in customer
preferences, our road transportation business has not been and would not be materially affected by the
commencement of operation of the Han-Huang connecting line. Our monthly average revenue derived
from road transportation of semi coke, coke and coking coal was RMB944,000 per month and
RMB210,000 per month for the four months ended December 31, 2019 and for the five months ended
May 31, 2020, respectively, as compared to RMB487,000 per month for the eight months ended August
31, 2019 before the commencement of the Han-Huang connecting line. Our monthly average revenue
derived from road transportation of non-coal cargo was RMB955,000 per month and RMB2.8 million per
month for the four months ended December 31, 2019 and for the five months ended May 31, 2020,
respectively, as compared to RMB2.2 million per month for the eight months ended August 31, 2019.
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Further, after the implementation of the Action Plan, Customer B, Bohui Group and four other
customers ceased to transport coal to Port Huanghua through us. This was particularly significant with
respect to Customer B, which was our largest customer for the year ended December 31, 2018 and which
contributed over 90% of our Group’s revenue in 2018 from road freight transportation of coal to Port
Huanghua. The following table sets forth the revenue and volume of the road and rail freight
transportation by cargo types attributable to Customer B during the Track Record Period.

For the years ended December 31, For the five months ended May 31,

017 2018 019 019 2020
Revenue Volume Revenue Volume Revenue Volume Revenue Volume Revenue Volume
(RMB000) ~ (tonnes’000)  (RMB000) ~ (tonnes’000)  (RMB'000) ~ (tonnes’000) — (RMB'000) ~ (tonnes’000)  (RMB'000) ~(tonnes'000)

- Coal cargo 18,462 W00s 34068 2933 9478 385 2795 175 5241 285
- Nonecoal cargo 10,110 05 2069 RIS TR 206 150 181 8405 8
Total ) XS BTN 4550w W 18 1456 13,646 968

We resumed rail freight transportation into Port Huanghua in late August 2019 when our Han-
Huang connecting line commenced operations, enabling us to transport coal and other cargo directly to
Port Huanghua entirely by rail. While we are still not able to use road freight transportation to transport
coal (except for semi coke, coke and coking coal) from Yangzhuang Station to Port Huanghua as we
previously did, the commencement of operation of our Han-Huang connecting line allows us to carry out
transportation into Port Huanghua directly by rail, mitigating the impact of the prohibition of road freight
transportation for coal and restoring our ability to transport coal to/from Port Huanghua. However, after
the Han-Huang connecting line commenced operation, the average monthly transportation revenue and
volume attributable to the transportation of coal to/from Port Huanghua by rail via the Han-Huang
connecting line for the four months ended December 31, 2019 of approximately RMB83,000 and 9,000
tonnes, respectively, was significantly lower than it had been prior to the implementation of the Action
Plan, as indicated by our monthly average revenue and volume attributable to road transportation of coal
cargo to/from Port Huanghua for the nine months ended September 30, 2018 of approximately RMB1.8
million and 129,000 tonnes per month, respectively. Our Directors believe that this was primarily due to
the fact that the Han-Huang connecting line was still in the early stages of operation at that time and it
would take time for us to develop such business. The average monthly revenue and volume attributable to
the transportation of coal cargo to/from Port Huanghua via the Han-Huang connecting line increased
significantly for the five months ended May 31, 2020 to approximately RMB382,000 and 36,000 tonnes
per month, respectively, representing an increase of 358.8% and 305.9%, respectively, as compared to the
monthly average for the four months ended December 31, 2019. Nonetheless, such performance for the
five months ended May 31, 2020 has not reached the pre-Action Plan level and represented only 20.7% of
the pre-Action Plan level in terms of average monthly revenue attributable to transportation of coal cargo
to/from Port Huanghua as we are still in the process of developing our clientele for this business and
securing a stable level of orders from our existing customers. Our Directors expect that the business of
transportation of coal cargo to/from Port Huanghua via the Han-Huang connecting line will continue to
grow, taking into consideration (i) the current rapid growth in the revenue from the transportation of coal
cargo to/from Port Huanghua via our Han-Huang connecting line during the five months ended May 31,
2020 as mentioned above; (ii) that in August 2020, we have entered into a binding transportation service
agreement with Customer B, one of our largest customers during each year of the Track Record Period
and the largest coal producer in China, to use our rail transportation services to transport coal cargo to/
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from Port Huanghua via our Han-Huang connecting line with an indicative and uncommitted annual
demand of 2.0 million tonnes, equivalent to approximately 167,000 tonnes per month on average
(equivalent to approximately RMB1.8 million per month on average based on the average price of coal
transportation to Port Huanghua via our Han-Huang connecting line for the five months ended May 31,
2020 of RMB10.7 per tonne.); and (iii) that another potential customer has indicated to us uncommitted
demand for coal transportation via our Han-Huang connecting line to Port Huanghua of no less than
250,000 tonnes per month on average (equivalent to approximately RMB2.7 million per month on
average based on the same average price as stated in (ii) above) after entering into
service agreement with us by the end of 2020. Such potential customer is primarily engaged in the
trading and logistics business of coal, with most of its customers being power generation companies in
south China. Based on the foregoing, in particular, the indicative and uncommitted demand by our
customers, our Directors expect that revenue from rail freight transportation for coal cargo to/from Port
Huanghua will gradually and fully recover to pre-Action Plan level.

Despite the fact that the Action Plan has affected our ability to transport cargo to/from Port
Huanghua, its impact on our business is expected to be limited since the consumption of coal in China is
expected to grow continuously after the implementation of the Action Plan. Nevertheless, to minimize the
potential impact of the Action Plan on our Group, we have taken the following measures to diversify our
product mix and business:

(i) Expand our business of rail freight transportation of non-coal cargo

During the Track Record Period, our management has made efforts to diversify our business
by expanding transportation of non-coal cargo. As a result, revenue generated from our rail
freight transportation service for non-coal cargo increased from RMB39.3 million for the year
ended December 31, 2017 to RMB56.0 million for the year ended December 31, 2018 and
further to RMB67.4 million for the year ended December 31, 2019. Revenue generated from
our rail freight transportation service for non-coal cargo also recorded slight growth from
RMB27.8 million for the five months ended May 31, 2019 to RMB27.9 million for the five
months ended May 31, 2020;

Furthermore, on April 13, 2020, Canggang Company entered into the Shangcheng Cooperation
Agreement with an Independent Third Party which is primarily engaged in the construction of
municipal projects, pursuant to which Shangcheng was established. Shangcheng has
commenced operations in May 2020 and is primarily engaged in the trading of construction
materials, particularly gravel. Pursuant to the Shangcheng Cooperation Agreement, Canggang
Company will provide railway transportation services to Shangcheng for the construction
materials it supplies. We believe the Shangcheng Cooperation Agreement will help us secure
additional demand for our railway transportation services from Shangcheng, in particular for
non-coal cargo.

(it) Expand our westbound transportation business which is primarily for non-coal cargo

In 2019, we added two new customers for our westbound rail freight transportation and
constructed Jinghai Ore Freight Yard (Gt ##f1 &¥5), which commenced operations in
November 2019. Jinghai Ore Freight Yard is a freight yard located at our Yangerzhuang
Station (7 #E¥4) and dedicated to westbound cargo, in particular, ore. It primarily serves as
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a facility for storage and unloading of ore transported from Port Huanghua. Our customers
typically use our road transportation services to transport ore from Port Huanghua to Jinghai
Ore Freight Yard, where they can temporarily store the ore and load their ore onto our trains
for westbound rail freight transportation. As of the Latest Practicable Date, we had entered
into contracts with the aforementioned two customers, pursuant to which we transported ore
cargo from Port Huanghua to Jinghai Ore Freight Yard and provided the relevant loading and
unloading services. For the two months ended December 31, 2019 and the five months ended
May 31, 2020, revenue generated from these contracts amounted to approximately RMBS5.4
million and RMB34.5 million in aggregate, respectively.

(iii) Expand our businesses of road freight transportation of non-coal cargo and of coal
products that are not subject to restrictions under the Action Plan

As a result of our management’s effort to secure orders for road freight transportation of non-
coal cargo and for non-restricted coal products, our road freight transportation of semi coke,
coke and coking coal as well as non-coal cargo to/from Port Huanghua generally continued to
grow after implementation of the Action Plan. Average monthly revenue from road freight
transportation of non-coal cargo and non-restricted coal products to/from Port Huanghua
increased from RMB2.4 million for the year ended December 31, 2019 to RMB3.0 million for
the five months ended May 31, 2020.

Our Directors are of the view that the above measures have been effective and have successfully
diversified our Group’s business.

In addition to the Action Plan, since 2018, for the purpose of environmental protection, the PRC
government has been adjusting the overall transportation structure to increase rail freight transportation
and decrease road freight transportation in accordance with the Announcement on Adjusting
Transportation Structure in Three Years (255 B 23 B BH 7 B[ 58 HE 4 50 i 45 1 0 8 =47 851 #2018
20204F- [ 4 1) issued by the State Council in September 2018. According to such announcement, for the
purpose of protecting the environment, the volume of bulk cargo transported by rail freight and by sea
should significantly increase in 2020. Specifically, the volume of cargo transported by rail freight in 2020
in the Jing-Jin-Ji and nearby regions should increase by 40% as compared to the corresponding amounts
in 2017.

Our Directors expect the Action Plan, together with the Announcement on Adjusting Transportation
Structure in Three Years, will result in road transportation of bulk cargo previously conducted in the
Cangzhou area, in particular the transportation of bulk cargo into and out of Port Huanghua, being
progressively and partially substituted by railway transportation. We believe such substitution will lead
to an increase in the demand for our railway transportation services as our Canggang Railway Line is
connected to Port Huanghua via the Han-Huang connecting line since August 2019. Meanwhile, our road
freight transportation in the same area may be negatively affected. Our Directors believe that such
substitution effect will benefit our Group on the whole in the long run because rail freight transportation
has been much more significant than our road freight transportation in terms of revenue contribution and
we enjoy a high degree of exclusivity and insulation from competition in relation to our rail freight
transportation business as discussed in the section headed “Business — Our Strengths — A high degree of
exclusivity and insulation from competition™ above.
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Capacity and utilization rate

According to a report prepared by the Design Institution, the capacity of the Canggang Railway
Line for the years ended December 31, 2017, 2018 and 2019 was estimated to be 18.0, 18.0 and 18.0
pairs of eastbound and westbound trips per day, respectively. Based on the estimated daily number of
pairs of eastbound and westbound trips actually traveled during the relevant years, the utilization rate of
the Canggang Railway Line was approximately 58%, 63% and, 63% for the years ended December 31,
2017, 2018 and 2019, respectively. In line with the increase in the utilization rate of the Canggang
Railway Line, our rail freight transportation volume was approximately 14.6 million tonnes, 15.7 million
tonnes and 16.1 million tonnes for the years ended December 31, 2017, 2018 and 2019, respectively. It is
estimated that the proposed upgrade and renovation of basic railway infrastructure in the Expansion Plans
will increase the capacity of Canggang Railway Line to 30.0 pairs of eastbound and westbound trips per
day.

According to the Design Institution, a railway line is recommended to undergo upgrade and
expansion when its utilization rate reaches 65%, which is very close to the utilization rate of Canggang
Railway Line in 2019. It is estimated that the proposed upgrade and renovation of the Canggang Railway
Line will take approximately 18 months. Given the lead time in implementing the upgrade and renovation
and the expected rapid increase in the use of the existing railway line in the next few years from the
construction of branch lines and our organic growth, our Directors believe that it is in the interests of our
Company to invest in the upgrades and renovations in the near term in order to capitalize on the said
growth opportunity.

OUR RAILWAY

As of the Latest Practicable Date, we operated one local railway, the Canggang Railway Line,
comprising a main track starting in Cangzhou and ending in the Bohai New Area which contains Port
Huanghua, and two branch lines. Our railway line connects to the Shuo-Huang Railway Line at Litianmu
Station in Cangzhou and to the Han-Huang Railway Line at Bohaixi Station. These three railway lines
together constitute a comprehensive railway-port transportation network that effectively transports cargo,
primarily coal, from coal-rich regions in west China to the Bohai New Area for consumption and further
transportation by sea from the Comprehensive Pier at Port Huanghua to areas of high demand for coal in
south and east China. Our railway line also connects the Beijing-Shanghai Railway Line to the Bohai
New Area.

Construction of the Canggang Railway Line began in 1979 and operation of the railway first began
in 1982. As of the Latest Practicable Date, the total length of the Canggang Railway Line was

approximately 216.6 km, including:

(i) a main track of approximately 87.4 km;
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(ii) station tracks of approximately 56.1 km. We have station tracks in each of our train stations.
Our station tracks of 56.1 km in total account for approximately 25.9% of the total length of
the Canggang Railway Line, equivalent to 64.2% of the length of the main track. Our station
lines serve complex functions in the operation of our rail freight transportation business and
hence contributing to its significant length. Our station tracks mainly include the following

types:
(a) tracks for the arrival and departure of trains;

(b) tracks for the arrangement and scheduling for the composition of locomotives and
carriage cars;

(c) tracks for the parking of carriage cars or locomotives pending checking, repair and
maintenance;

(d) tracks for the loading and unloading of cargo; and
(e) tracks for the parking of standby locomotives

(iii) 15 Special Service Lines stretching for a total of approximately 44.2 km and directly
connecting certain of our major customers to our main line;

(iv) two branch lines: (a) a branch line (the Haixing Branch Line* (JBL3Z#})) stretching
approximately 12.6 km and connecting us with Haixing Freight Yard; and (b) a branch line
stretching approximately 5.3 km from Shahutong Station to Lingang Park Station (3.2 km of
which is made up of a Special Service Line); and

(v) arailway line connecting us with the Shuo-Huang Railway Line of approximately 7.1 km and
a railway line connecting us with the Han-Huang Railway Line of approximately 7.1 km.

As of the Latest Practicable Date, there were a total of 13 stations on the Canggang Railway Line,
10 stations on the main track and three stations on branch lines.

We are currently in the process of expanding our railway through construction of additional branch
lines and stations including:

. a branch line connecting Gangkou Station of the Canggang Railway Line to the Northern
Shandong Industrial Park in Binzhou, Shandong Province, with a total length of
approximately 20.7 km and two additional stations; and

. a branch line connecting our Yangerzhuang Station to the Comprehensive Industrial Park at
Bohai New Area, with a total length of approximately 7.2 km and a new station.

In addition, we are discussing with existing and potential customers to build additional Special

113

Service Lines. See “— Our Strategies — Construct additional branch lines to expand our business scale”
and “Future Plans and Use of Proceeds — Use of Proceeds” for details of these two additional branch

lines and Special Service Lines.
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The following maps show the location and other related information of the Canggang Railway Line.
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The following map shows the location and other related information for the Canggang Railway Line

from Cangzhou to Port Huanghua.
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OUR BUSINESS

We are a local railway operator based in Hebei Province which owns

W operates, manages and

develops the Canggang Railway Line. According to the Frost & Sullivan Report, we ranked first among

all local freight railway operators in Hebei Province and fourth among all local freight railway operators

in China in terms of revenue in 2019. We primarily engage in rail freight transportation and other

ancillary businesses as follows:

Note:

(H

Rail Freight Transportation: Rail freight transportation is our core business. We provide rail
freight transportation services through the Canggang Railway Line, transporting a variety of
cargo (primarily including coal and, to a lesser extent, petroleum, ore, and other cargo
including PVC, asphalt and gravel) between Cangzhou and Port Huanghua and charging
transportation fees for such services.

Ancillary Businesses: We also engage in a number of other businesses related to our main rail
freight transportation business. Such businesses include:

Loading and Unloading: To supplement our rail freight transportation business, we
provide loading and unloading services for cargo transported by us or others through
railway and road.

Road Freight Transportation: During the Track Record Period we also supplemented
our rail freight transportation business by providing road freight transportation services
to transport cargo (i) between the stations on the Canggang Railway Line and our
customers’ premises; (ii) to/from the various piers of Port Huanghua both before and
after transportation by railway/by sea; and (iii) between our customers’ premises located
at Port Huanghua to the Comprehensive Pier. Following issuance of the Action Plan we
have not been able to use road transportation to transport coal to Port Huanghua and, by
the heating season of 2020, the same restrictions will apply to other bulk cargo in
principle.

Construction, Maintenance and Repair: We provide construction, maintenance and
repair services, primarily including operation, repair and maintenance of Special Service
Lines and railway roadbed and other railway facility construction.

Other Businesses: We also provide certain additional ancillary services, primarily
including car arrival service, freight agency, antifreeze treatment and scattering
prevention of coal services. During the Track Record Period, we also provided coal
filtering services to some of our customers.

Other than one Special Service Line connecting to our Jinghai Ore Freight Yard, we do not own the other 14 Special
Service Lines, and we do not own the Haixing Branch Line.
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The following table sets forth revenue contribution from each of our business operation segments
and as a percentage of our total revenue during the Track Record Period:

For the year ended December 31, For the five months ended May 31,
007 2018 019 019 2020

RMB in thousands, except percentages

Rail freight transportation"” W06 4% 1043 6% 259065 68.8% 100454 669% 107208 70.6%
Ancillary businesses
Loading and unloading A0 00% 883 29% 66 174% WS 192% M0 162%
Road freight transportation 18,196 s B 81% 30 6% 10T 1L4% 15612 103%
Construction, maintenance and
repair” 7513 21% 6,528 1% 15305 4.1% 2903 1.9% 2,054 14%
Others” 2058 0.4% 2064 0.6% 4130 11% 857 0.6% 2307 15%
Subtotal 0317 286% 10466 9% 8% 2% M4 B1% MR 294%
Total M 1000% 386880 1000% 36904 1000% 150058 100.0% 151831 100.0%
Notes:

(D Includes revenue from railway transportation, taking trains out of and into stations, railway connection utilization
charges and occupancy charges.

(2) Primarily includes revenue from operation, repair and maintenance of Special Service Lines and railway roadbed and
other railway facility construction.

3) Primarily includes revenue from car arrival service, freight agency, car antifreeze treatment, scattering prevention of
coal services and coal filtering, among others.

Rail Freight Transportation

Rail freight transportation has been our core business since we began operating the Canggang
Railway Line in December 2014. For the years ended December 31, 2017, 2018 and 2019 and the five
months ended May 31, 2019 and 2020, revenue generated from rail freight transportation accounted for
71.4%, 67.1%, 68.8%, 66.9% and 70.6%, respectively, of our total revenue.

We operate our rail freight transportation business mainly through the Canggang Railway Line,
transporting cargo between Cangzhou Station (connecting our railway line to the Beijing-Shanghai
Railway Line, owned and operated by the Beijing Railway Bureau (It 518} 7)) or Litianmu Station
(connecting our railway line to the Shuo-Huang Railway Line, owned and operated by the Shuo-Huang
Railway Line) and our Gangkou Station near Port Huanghua. Our operations primarily consist of
transporting cargo (primarily coal) brought from coal rich regions in the western part of China,
particularly Shaanxi Province, Shanxi Province and Inner Mongolia, where a large number of coal mines
are located, to customers in Hebei Province and to Port Huanghua for further transportation to heavy coal
consumption areas in south and east China by sea. The following diagram illustrates the typical steps
involved in our rail freight transportation operations for transporting coal:
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Cargo (primarily coal) from Shanxi, Shaanxi and the Inner Mongolia Autonomous Region
arrives through the Shuo-Huang Railway Line, stopping at Litianmu Station.

For eastbound transportation, at Jinghai Station the locomotive belonging to the Shuo-Huang
Railway Line is detached from the rest of the cargo-bearing carriage cars and returned to
Litianmu Station through a connecting line of approximately 7.1 km. We attach our
locomotive to the carriage cars.

For westbound transportation, at Litianmu Station our locomotive is detached from the rest of
the cargo-bearing carriage cars and returned to Jinghai Station through a connecting line of
approximately 7.1 km.

There are 13 stations in total on Canggang Railway lines, comprising 10 stations on the main
track, and three stations on the branch lines. Trains stop at our stations to load or unload
cargo. Unloaded cargo can be transferred by trucks to ours or our customers’ freight yards or
warehouses nearby for storage and/or directly loaded onto trucks for transportation to our
customers.

As of May 31, 2020, we had a total of 15 Special Service Lines transporting cargo directly to
and from the premises of certain of our major customers and freight yards for transit of our
customers’ cargo. Such Special Service Lines are operated and maintained by us.

Shahutong Station is the intersection station at which the Canggang Railway Line diverges
and heads towards three different stations: Yangerzhuang Station, Gangkou Station, and
Lingang Park Station. Yangerzhuang Station connects the Canggang Railway Line to Port
Huanghua through the Han-Huang Railway Line. Gangkou Station is the last station prior to
Port Huanghua. Lingang Park Station connects to Lingang Park in the Lingang Economy and
Technology Development Area ([t &8+ i B #E %), a national industrialization model
base and also a petrochemistry industrial transfer demonstration base in the Jing-Jin-Ji area to
the north, where a number of chemical manufacturers and petrochemistry companies are
located.
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We connect to the Han-Huang Railway Line from our Yangerzhuang Station. At Bohaixi
Station (of the Han-Huang Railway Line) the locomotive belonging to us is detached from the
rest of the cargo bearing carriage cars and returned to Yangerzhuang Station. Han-Huang
Railway Line is then able to attach their locomotives to the carriage cars and bring the cargo
to the Comprehensive Pier of Port Huanghua. We received the necessary permits to connect
our line to Han-Huang Railway on August 15, 2019, following the Action Plan coming into
effect which effectively prohibited road freight transportation to Port Huanghua.

Gangkou Station is our furthest station east. It is approximately 6.0 km from Port Huanghua.
As of the Latest Practicable Date, we expected to build a connecting line from Gangkou
Station to the Hekou area of Port Huanghua commencing in December 2020 and completing
by the end of 2021. See “— Our Strengths — A high degree of exclusivity and insulation from
competition” for details of this connecting line.

We are currently planning to construct two branch lines, one (not showing in the diagram)
connecting our railway line to the Northern Shandong Industrial Park in Binzhou, Shandong
Province, and another connecting our railway line to the Comprehensive Industrial Park at the
Bohai New Area. See “— Our Strategies — Construct additional branch lines to expand our
business scale” and “Future Plans and Use of Proceeds — Use of Proceeds™ for details of
these branch lines.

During the Track Record Period, the majority of the cargo we transported was transported

eastbound
opposite di
decreasing

from Cangzhou to Port Huanghua, with a much smaller amount being transported in the
rection. However the difference between our eastbound and westbound transportation has been
in recent year as we have diversified our rail freight transportation business. For the years

ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020, revenue generated
from eastbound rail freight transportation business accounted for approximately 89.3%, 88.5%, 82.5%
and 82.2%, respectively, of total revenue generated from our rail freight transportation business (both

westbound

and eastbound) for the same periods respectively.

The cargo we transport mainly consists of coal, ore, petroleum and others. The table below sets
forth the volume of cargo by category and as percentages of all cargo we transported during the Track

Record Period:
For the year ended December 31, For the five months ended May 31,
2017 2018 2019 2019 2020
in thousand tonnes, except percentages

Coal 11,641 79.6% 11,674 74.4% 9,728 60.4% 4,986 67.3% 4120 60.3%
Petroleum 823 5.6% 1,142 7.3% 1,057 6.6% 359 4.8% k) 4.7%
Ore 1,561 10.7% 2,160 13.7% 2,369 14.7% 1,342 18.1% 1,286 18.8%
Others"” 593 4.1% 72 4.6% 2,956 18.3% 725 9.8% 1,109 16.2%
Total 14618 1000% 15,698  1000% 16,110  100.0% 7412 100.0% 6,837 100.0%
Note:

(1)

Primarily includes PVC, asphalt, gravel and others.
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Capacity and utilization of the Canggang Railway Line

The Canggang Railway Line is a single-line railway. Calculation of capacity and utilization of
single-line railways is complicated and relies on the application of industry-specific methodology and
assumptions.

Trains on the Canggang Railway Line travel eastbound and westbound on the same track. Within a
section of the Canggang Railway Line (between two stations) there can only be one train travelling in a
single direction at any given point in time. Typically, a train which has reached its destination eastbound
on the Canggang Railway Line will, after unloading its cargo, travel westbound to the relevant station for
the loading of another cargo. Though we have the ability to and do transport freight both eastbound and
westbound, the vast majority of the freight transported through the Canggang Railway Line during the
Track Record Period was eastbound.

We assess the capacity of the Canggang Railway Line based on the number of pairs of eastbound
and westbound trips that can be made through the longest section of the Canggang Railway Line within a
day, taking into account, among other things, the time needed for a train to travel from the originating
station to the destination station of the relevant section and vice versa, the time available for train
operation in a day, the use of way freight trains (which stop at each way station) and the additional time
associated with such use and capacity buffer needed to accommodate fluctuation in demand. To help us
calculate demand for and maximum capacity and utilization rate of the Canggang Railway Line, we
commissioned a report from China Railway Engineering Design Consulting Group Co., Ltd., Jinan
Design Institution® (78 T % 5 4 B A BR 22 w1 % B i 5t Be ) (the “‘Design Institution™), a
professional railway design institution. According to the report they prepared, the capacity of the
Canggang Railway Line for the years ended December 31, 2017, 2018 and 2019 was estimated to be 18.0,
18.0 and 18.0 pairs of eastbound and westbound trips per day, respectively. Based on the estimated daily
number of pairs of eastbound and westbound trips actually traveled during the relevant years, the
utilization rate of the Canggang Railway Line was approximately 58%, 63% and 63% for the years ended
December 31, 2017, 2018 and 2019, respectively. As advised by the Design Institution, it is an industry
norm to calculate the utilization rate of a single line railway based on an estimation of daily number of
pairs of trips. According to the Design Institution, a railway line is recommended to undergo upgrade and
expansion when its utilization rate reaches 65%.

In order to assess our transportation capacity in terms of tonnes transported, which is a unit
commonly used in the PRC railway freight transportation industry, the capacity of the Canggang Railway
Line (eastbound transportation only) was estimated to be 16.16 million tonnes per year for each of the
years ended December 31, 2017, 2018 and 2019. In making such estimates, we have assumed that there
had been no change of basic infrastructure and the equipment of the Canggang Railway Line.
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Contracts with other railways

The coal we transport originates in west China, in areas such as Shanxi, Shaanxi and the Inner

Mongolia Autonomous region. We receive such coal primarily from the Shuo-Huang Railway Line and

cooperate with the Han-Huang Railway Line for delivery of such coal. We also cooperate with these

railways for the transportation of other cargo, particularly for westbound rail freight transportation. We

have entered into transportation contracts with each of the companies which operate these railways,

which set out terms for the delivery of such cargo, switching locomotives on trains arriving at different

railway stations and other handover procedures. The following table sets forth the key terms of such

transportation contracts:
Key Terms Shuo-Huang Railway Line
Primary Obligations  Shuo-Huang Railway Line’s primary obligations:

. Taking trains out of and into stations (empty
or with cargo) between Jinghai Station and
Litianmu Station;

. Conducting handover formalities with us at
Jinghai Station; and

. Formulating and providing us daily operation
plans for coal and non-coal trains.

Qur primary obligations:

J Organizing loading and unloading work in
accordance with the plan provided by Shuo-
Huang Railway Line;

J Regularly notifying Shuo-Huang Railway
Line of our loading plan for the next month;

J Conducting inspection, cleaning, repair and
other actions to ensure the safety of trains
loaded with non-coal cargo;

. Ensuring operational safety from the loading
station to the destination station;

. Conducting safety inspection on tracks
covered by the agreement under severe
weather conditions, informing Shuo-Huang
Railway Line of the relevant inspection
results and avoiding operation under
uncertain circumstances; and

. Paying service fees (cargo logistics fees in
relation to switching locomotives) and
carriage car occupancy charges as per a
fixed rate mutually agreed in the relevant
contract.
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Han-Huang Railway Line
Han-Huang Railway Line’s primary obligations:

J Undertaking related dispatch and command
activities at Bohaixi Station;

. Notifying us its operation plan in advance;

. Ensuring transportation safety on the Han-
Huang Railway Line; and

J Conducting related safety and inspection
cleaning.

Qur primary obligations:

J Taking trains out of and into stations (empty
or with cargo) between Bohaixi Station
(belongs to Han-Huang Railway Line) and
Yangerzhuang Station (belongs to us) and
undertaking related dispatch and command
activities at Bohaixi Station and between
Bohaixi Station (exclusive) and
Yangerzhuang Station (inclusive);

J Notifying Han-Huang Railway Line our
operation plan in advance;

J Conducting safety inspection of the trains
between the two stations;

. Regularly notifying Han-Huang Railway Line
of our transportation plan for the next month
which shall be reviewed and approved by
them; and

J Paying service fees (cargo logistics fees in
relation to switching locomotives) as per a
fixed rate mutually agreed in the relevant
contract.
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Key Terms Shuo-Huang Railway Line

Risk Allocation . We are responsible for ensuring operational
safety from the loading station to the
destination station and liable for all damages
resulting from unbalanced loading or
overloading; and

. Each party is responsible for accidents and
damages occurred within its own territory.

Duration Renegotiate and renew annually.

Termination Not Specified.

Han-Huang Railway Line

J While we are responsible for safety
inspection of the trains between the two
stations, damages are to be allocated
between the parties through mutual
agreement.

From November 15, 2018 onwards without a fixed
term.

Not Specified.

In addition, on August 20, 2019, we commenced the operations of the Han-Huang connecting line,

which connects the Canggang Railway Line (at Yangerzhuang Station) to Han-Huang Railway Line (at

Bohaixi Station). Using such connecting line, we are able to transit cargo from our railway to Han-Huang

Railway Line and to further transport such cargo to Port Huanghua. As the Han-Huang connecting line is

owned by us, Han Huang Railway Co., Ltd. will not charge us for the use of this connecting line.

Nevertheless, they will charge us for the use of their Han-Huang Railway line at a rate of RMB6.0 per

tonne (in the case of using our own locomotive) or at a progressive rate as follows (in the case of using

Han-Huang Railway’s locomotive):

Transportation Volume (tonnes) Progressive fee rate (RMB per tonne)

Not more than 500,000
Over 500,000 but not more than one million
Over one million

10.0
9.5
9.0

Han Huang Railway Co., Ltd. is also able to transit their cargo to our railway or stations via this

connecting line. We charge them RMB5.0 per tonne (in the case of using our own locomotive) or

RMB3.0 per tonne (in the case of using Han-Huang Railway’s locomotive) for the use of our connecting

line.
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Rail freight transportation contracts with customers

The following table sets forth typical key terms in the transportation contracts we enter into with

our customers:
Key Terms

Obligations

Risk Allocation

Duration
Termination

Pricing

Ancillary Businesses

Loading and Unloading

Content

Our primary obligations:

. Transporting cargo, including, where relevant, loading and unloading such
cargo;

. taking measures to ensure transportation safety; and

. complying with transportation conditions agreed with customers, such as

ensuring cargo is transported to destinations on time, compliance with
relevant safety-related laws and regulations and conducting regular checks
on cargo being transported.

Our customers’ primary obligations:

. Settling transportation fees in accordance with the agreed terms; and

. coordinating among various parties engaged in the transportation process
(including notifying the relevant parties of their respective responsibilities
in advance to ensure smooth transportation) and cooperating with us to
deal with issues that arise during transportation.

We are responsible for loss, damage and additional expenses solely resulting
from our fault or negligence during the transportation process (excluding fair
wear and tear during transportation and force majeure events).

Usually one year, renewable by mutual agreement.

Not Specified.

13

See “— Pricing” below in this section for details of pricing terms for our rail

freight transportation.

As an ancillary service to our core rail freight transportation business, we also provide loading and

unloading services for cargo transported by us primarily from railway carriage cars to our freight yards or

onto trucks for further transportation to our customers or, historically, Port Huanghua. We believe

loading and unloading services are an important value-added service we provide that make us more

competitive in the market. As of the Latest Practicable Date, we operated two freight yards. For the years
ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020, revenue generated
from our loading and unloading business accounted for approximately 20.7%, 21.9%, 17.4% and 16.2%,

respectively, of our total revenue.
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We are typically responsible for unloading cargo transported to the relevant stations or freight

yards, cleaning up and sorting out carriage cars, assisting the other parties in various handover

formalities required by railway authorities, arranging for transfer of unloaded cargo as required from

time to time, temporary storage (with separate consideration to be paid by the other parties for such

storage), maintaining and regularly examining weighing equipment and monitoring the weighing process

with cooperation from other parties. Customers typically send employees to our relevant premises to

monitor and coordinate the loading and unloading process and communicate with us in respect of any

spotted issues. As of May 31, 2020, we outsourced most of our loading and unloading business to third

party contractors.

The following table sets forth typical key terms of our loading and unloading service contracts with

our customers:

Key Terms

Risk Allocation

Duration

Termination

Pricing

Content
Our primary obligations

We are responsible for:

unloading cargo transported to the relevant stations or freight yards,
cleaning up and sorting out carriage cars, assisting the other parties in
handover formalities as required;

providing temporary storage of the cargo unloaded (additional
consideration to be paid by the other parties for such storage); and
maintaining and regularly examining weighing equipment and monitoring
the weighing process with cooperation from other parties.

Our customers’ primary obligations

Our customers are required to:

settle payment for loading and unloading, temporary storage and related
fees with us generally within 30 days; and

assign employees to our relevant premises to monitor and coordinate the
loading and unloading process and communicate with us in respect of any
issues discovered.

We are responsible the safety of the premises and relevant personnel.

Our customers are responsible for the safety of their cargo.

Usually a fixed term of two to twelve months, depending on the business needs
of the specific customers.

We may terminate the contract if force majeure events prevent us from
performing the contract.

See “— Pricing” below in this section for details for pricing terms for our
loading and unloading business.
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Road Freight Transportation

We provide road freight transportation services as an ancillary service to our core rail freight
transportation services. We purchased our first 20 trucks and began offering such services in June 2016.
For the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020,
revenue generated from our road freight transportation services accounted for approximately 5.1% 8.7%,
8.6% and 10.3%, respectively, of our total revenue for the same periods. We provide road freight
transportation services to transport cargo (i) between stations on the Canggang Railway Line and our
customers’ premises; (ii) to/from the various piers of Port Huanghua both before and after transportation
by railway/by sea; and (iii) from our customers’ premises located at Port Huanghua to the Comprehensive
Pier.

Before the Han-Huang connecting line commenced operations in August 2019, the coal transported
to Port Huanghua during the Track Record Period was first transported to Yangzhuang Station through
our Canggang Railway Line and then to Port Huanghua by trucks. As such, all of our coal transportation
to Port Huanghua during the Track Record Period prior to August 2019 was by road freight
transportation. Since the Han-Huang connecting line commenced operations in August 2019, all of our
coal transportation to Port Huanghua has been carried out by rail freight transportation.

During the period of time after the Action Plan took effect but before the operations of the Han-
Huang connecting line commenced, we were unable to transport coal into Port Huanghua at all. As such,
not only was our road freight transportation business and related loading and unloading business affected,
we believe customers who would ordinarily use our rail freight transportation service to transport coal to
Yangzhuang Station for subsequent road freight transportation into Port Huanghua also began using
different options for coal ultimately bound for Port Huanghua.

We greatly expanded our road freight transportation capacity during the Track Record Period. As of
December 31, 2017, we had a total of 40 trucks. In 2018, we purchased an additional 40 trucks. As of
May 31, 2020, we had a fleet of 80 trucks for our road freight transportation business.

Over the Track Record Period, we outsourced a portion of our road freight transportation services to
three third party subcontractors when the demand for such services was beyond our capacity. See “—
Subcontractors™ for details. Following our purchase of an additional 40 trucks in 2018, the need for and

amount of such outsourcing decreased.

173



BUSINESS

The following table sets forth key terms of our road freight transportation service contracts with our

customers:
Key Terms Content
Our primary obligations:
. Transporting relevant cargo by truck to the various destinations and
ensuring the safety of such cargo; and
. Complying with applicable laws and regulations.
Our customers’ primary obligations:
. Giving us proper instructions at various stages and settling transportation
fees generally within 30 days.
Risk Allocation -« We are responsible for any expenses and damages resulting from our fault
in carrying out our customers’ order.
. Our customers are responsible for settling payment within an agreed time.
Duration Usually a fixed term of two to twelve months, depending on the business needs
of the specific customers.
Termination Our customers may terminate the contract if we can no longer perform the
contract or defaulting events arise in which we have breached the contract.
Pricing See “— Pricing” below in this section for details of pricing terms of our road

freight transportation.

Construction, Maintenance and Repair

We provide construction, maintenance and repair services, primarily including operation, repair and
maintenance of Special Service Lines, and railway roadbed and other railway facility construction.

Operation, repair and maintenance of Special Service Lines

We provide operation, repair and maintenance services to customers who use Special Service Lines
which stretch directly to their factories or premises from the Canggang Railway Line and charge a lump
sum service fee on an annual basis. Such railway lines are constructed so that cargo, primarily including
coal, ore and petroleum, can be transported directly to our customers without the need to use other means
of short-range transportation, so as to reduce costs and improve efficiency. Our railway operation, repair
and maintenance services primarily include daily railway inspection and testing to ensure safety, signal
and communication system operation, train dispatch services, periodical railway maintenance and railway
repair as needed.

Customers using our operation, repair and maintenance of Special Service Lines over the Track
Record Period primarily included power plants, paper manufacturers, chemical companies, and
transportation and logistic companies. We enter into operation and management agreements with such
customers on an annual basis.
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For the three years ended December 31, 2019 and the five months ended May 31, 2020, revenue
generated from our railway operation, repair and maintenance services amounted to approximately
RMB4.4 million, RMB6.4 million, RMB8.8 million and RMB1.7 million, respectively, accounting for
approximately 1.2%, 1.6%, 2.3% and 1.1% respectively, of our total revenue.

The following table sets forth key terms of our service contract for railway operation, maintenance

and repair services with our customers:

Key Terms

Obligations

Risk Allocation

Duration

Termination

Content

Our primary obligations:

daily operation, repair, maintenance and management of the Special
Service Lines stretching to customers’ factories or premises in accordance
with rules and regulations published by the NRA and various local
authorities;

conducting handover procedures for incoming trains and cargo on the
Special Service Lines;

loading and unloading trains; and

managing safety.

Our customers’ primary obligations:

Providing necessary assistance such as issuing access cards to our
employees, assisting our employees in examining the conditions of the
railway, providing accommodation and facilities for our employees and
providing related utilities; and

Settle the full contract price within one month after execution, subject, on a
case-by-case basis, to interest of 0.0005% of the full contract price per day
for every day of outstanding payment.

We are required to comply with the internal regulations of our customers
and are subject to deduction of service fees in cases of any violation of the
same. We are also liable for damages resulting from our activities carried
out on the Special Service Lines; and

Our customers are responsible for reimbursing us for additional work to
remedy damages resulted from natural causes.

Usually a fixed term of one year, renegotiated each year.

Any party may terminate or modify the agreement by giving three-month’s
written notice to the other.
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Railway Roadbed and Other Railway Facility Construction

We provide railway roadbed construction services to help build Special Service Lines for customers
looking to connect the Canggang Railway Line directly to their factories or warehouses. During the Track
Record Period, we participated in the construction of railway roadbeds for three Special Service Lines.
We believe our ability to provide such railway roadbed construction services helps us strengthen our
relationship with existing major customers and increase our revenue.

In addition, in 2019 we began to provide construction services for other railway facilities including
two railway level crossings.

For the three years ended December 31, 2019 and the five months ended May 31, 2020, revenue
generated from our railway roadbed and other railway facility construction amounted to approximately
RMB3.1 million, RMBO0.2 million, RMB6.7 million and RMBO0.3 million, respectively, accounting for
approximately 0.9%, less than 0.1%, 1.8% and 0.2%, respectively, of our total revenue.

We use additional contract workers supplied by third parties to help provide the labor needed to
carry out roadbed construction for Special Service Lines and construction of other railway facilities. Such
contract workers are overseen by our own engineers and managers.

Contracts with our customers for railway roadbed construction services typically contain the
following key terms:

Key Terms Content
Obligations Our primary obligations:
. We are responsible for performing the construction work and ensuring the

quality of construction is up to the national construction specification
standards; and

. We are responsible for work safety and other compliance issue.
Our customers’ primary obligations:

. Our customer is required to settle payment of service fees with us within a
mutually agreed period; and

. Our customer is responsible for coordinating with local authority and other
parties involved.

Risk Allocation We are responsible for any damages and costs incurred resulting from our fault
or delay in performing the contract.

Duration Usually a fixed term of two to twelve months, depending on the business needs
of the specific customer.

Termination Our customer may terminate the contract if we fail to fulfill the contract or the
construction period extends past a stipulated time.
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Other Businesses

We also operate certain additional ancillary businesses, primarily including car arrival service,
freight agency, antifreeze treatment and scattering prevention of coal services. During the Track Record
Period, we also provided coal filtering services to some of our customers.

Coal Filtering

As a supplement to our core business, over the Track Record Period we also provided coal filtering
services to some of our customers, primarily coal producers. Coal filtering is a process where coal is
filtered through filtering equipment and sorted into different categories in terms of granularity.
Customers need coal filtering services as coal of different granularity can be used for different purposes.
We provided such services primarily in our freight yards. We stopped offering coal filtering services in
November 2017 due to decreasing demand from our customers.

The following table sets forth key terms generally found in our service contracts for coal filtering
services with our customers:

Key Terms Content
Obligations Our primary obligations:
. filter coal for our customers in accordance with the specifications and

requirements stipulated by such customers.
Our customers’ primary obligations:

. settle payment with us within five business days after receipt of the invoice
for value added tax issued by us.

Risk Allocation We are responsible for any accidents and risks associated with the filtering
process and shall bear energy charges occurred therein.

Duration Usually a fixed term of two to twelve months, depending on the business needs
of the specific customers.

Termination Not Specified.
PRICING

We price our services in accordance with the guidelines issued by pricing authorities, where
applicable, and taking into consideration market conditions and trends, including pricing trends of other
industry players and our costs and profitability. Based on the aforementioned, we review our service
price annually and adjust accordingly if needed. As a local railway operator, our rail freight
transportation pricing policy is closely modeled on industry norms and we have limited discretion in
setting different charges subject to maximum price caps set by the relevant pricing authority. Such rates
are typically set and adjusted by such authority depending on various factors, including market condition,
inflation, relevant labor costs and railway length. For our ancillary services, we have wider discretion in
pricing and we usually negotiate terms with our customers with reference to market conditions and
competitors’ prices.
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Rail Freight Transportation

The pricing for our rail freight transportation services is guided by the Huanghua Administration for
Market Regulations (5 i 735 B B & 31 /5)) and the Development and Reform Bureau of Huanghua (#
Sl TiT 4% £ Ut 9§ JRy). Pursuant to the guideline issued on April 25, 2017, the maximum price we can charge
is RMBO0.25/tonne/km for coal and other cargo deemed regular cargo and RMBO0.3/tonne/km for
hazardous cargo, such as petroleum and gasoline. The following table sets forth the relevant pricing
standards issued by the pricing authorities for different categories of cargo currently in effect:

Cargo Maximum Price
Regular cargo (including coal, ore, salt and other bulk cargo) RMBO0.25/tonne/km
Hazardous cargo (including petroleum and gasoline) RMBO0.3/tonne/km

During the Track Record Period, we typically charged RMBO0.25/tonne/km for coal transportation
after taking into consideration the guidelines as well as other railway operators’ price. For certain of our
largest customers, we charged lower prices for orders in large volumes to attract their business. We
believe such price was competitive with the market. We also offer discounts for higher volume to
encourage our customers to engage us to transport more of their cargo.

We offer a relatively lower price for transportation of ore from Port Huanghua to Jinghai Station in
order to incentivize westbound ore transportation. For instance, we only charge RMBO0.136/tonne/km for
westbound transportation of ore (but not other cargo) for customers also using such services.

We also generally pass cargo logistics expenses and certain other expenses such as cleaning and
storage fees on to our customers, (though in some cases we may waive such charges to attract their
business). Cargo logistics expenses we incur primarily include (i) transportation costs associated with
switching lines from Shuo-Huang Railway and Beijing-Shanghai Railway to the Canggang Railway Line,
which accounted for a significant portion of our cargo logistics costs; (ii) carriage car occupancy fees for
using other railway operator’s carriage cars; and (iii) freight yard service fees. For the years ended
December 31, 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, our cargo
logistics expenses were approximately RMB32.8 million, RMB41.4 million, RMB39.1 million, RMB16.3
million and RMB13.0 million, respectively.

Ancillary Businesses

We typically price our ancillary businesses in accordance with market conditions and competitors’
prices, and negotiate with our customers on a case-by-case basis.

CUSTOMERS
Our Customers

Our customers mainly consist of power generation companies, especially fossil-fuel power
generation companies that require substantial amounts of coal for their business. During the Track
Record Period, we did not experience any major dispute with our customers.
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For the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020,
revenue generated from our five largest customers amounted to approximately RMB231.8 million,
RMB254.0 million, RMB202.7 million and RMB94.2 million, respectively, accounting for approximately
65.4%, 65.6%, 53.8% and 62.0%, respectively, of our total revenue for the relevant years. For the same
periods, revenue generated from our largest customer amounted to approximately RMB75.2 million,
RMB87.6 million, RMB58.5 million and RMB31.6 million, respectively, accounting for approximately
21.2%, 22.6%, 15.5% and 20.8%, respectively, of our total revenue for the relevant periods.

The tables below set forth the details relating to our top five customers during the Track Record
Period.

Top Five Customers for the Year Ended December 31, 2017

Percentage
Business Primary services of total
relationship  provided by our Payment term and revenue for
Customer Business nature since year”  Group payment method Revenue the year
(RMB in
thousands)
Bohui Group'? Power generation, paper 2015 Rail freight Bank transfer, with 75,186 21.2%
manufacturing and transportation, payment in
chemical engineering loading and advance
unloading
Customer B Coal mining, rail freight 2015 Rail freight Bank transfer, with 49,497 14.0%
transportation services, transportation, 30-day credit
road freight loading and term
transportation services, unloading
; and power generation
Customer F¥ Power generation 2015 Rail freight Bank transfer, with 45,128 12.7%
transportation, 30-day credit
loading and term
unloading
China Resources Power generation 2015 Rail freight Bank transfer, with 32,965 9.3%
Power Holdings transportation 30-day credit
Limited (Bohai term
New Area)*
BT A
B)ARAR)S
Hebei Zhengyuan Fertilizer production 2015 Rail freight Bank transfer, with 28,980 8.2%
Hydrogen Energy transportation 30-day credit
Technology Co., term
L.
231,756 05.4%

Notes:

(nH Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with
these customers commenced in or after 2015. Unless otherwise stated in the notes below, the year in which our
business relationship with these customers commenced was the same year in which the respective customers started to
use the Canggang Railway Line.

(2) Bohui Group comprises Shandong Bohui Group Co., Limited* (Ll H{#E4E W7 FL 2 |]) and its subsidiary, Shandong
Tianyuan Thermal Power Co., Ltd.* (L K5 #47EF 22 A]). Shandong Bohui Group Co., Limited has a subsidiary,
the shares of which are listed on the Shanghai Stock Exchange (stock code: 600966). Bohui Group started to use the
Canggang Railway Line in 2010.
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3) Customer B, a state-owned enterprise in the PRC, comprises affiliates of a listed company, the shares of which are
listed on the Hong Kong Stock Exchange and the Shanghai Stock Exchange. Customer B started to use the Canggang
Railway Line in 2012.

4) Customer F comprises affiliates of a company, the shares of which are listed on the Hong Kong Stock Exchange and

the Shanghai Stock Exchange. Customer F started to use the Canggang Railway Line in 2010.

5) China Resources Power (Bohai New Area) Co., Ltd. is an indirect subsidiary of China Resources Power Holdings Co.,

Ltd., the shares of which are listed on the Hong Kong Stock Exchange (stock code: 836).

(6) Hebei Zhengyuan Hydrogen Energy Technology Co., Ltd. is an indirect subsidiary of Yangmei Chemical Co., Ltd.,
the shares of which are listed on the Shanghai Stock Exchange (stock code: 600691).

Top Five Customers for the Year Ended December 31, 2018

Customer

Customer B

Bohui Group™!

China
Resources
Power
Holdings
Limited
(Bohai New
Area)*
(EHE

Hebei
Zhengyuan
Hydrogen
Energy
Technology
Co., Ltd.®)

Notes:

Business nature

Coal mining, rail freight
transportation services,
road freight
transportation services,
and power generation

Power generation, Paper
manufacturing and
chemical engineering

Power generation

Logistics

Fertilizer production

Business
relationshi
since year"

2015

2015

2015

2017

2015

Primary services
provided by our
Group

Rail freight
transportation,
loading and
unloading

Rail freight
transportation,
loading and
unloading

Rail freight
transportation

Rail freight
transportation,
loading and
unloading

Rail freight
transportation

Payment term and
payment method

Bank transfer, with
30-day credit
term

Bank transfer, with
30-day credit
term

Bank transfer, with
30-day credit
term

Bank transfer, with
30-day credit
term

Bank transfer, with
30-day credit
term

Percentage of
total revenue

Revenue for the year
(RMB in
thousands)
87,583 22.6%
69,751 18.0%
40,212 10.4%
30,335 7.8%
26,130 6.8%
254,011 65.6%

(1)  Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with

these customers commenced in or after 2015. Unless otherwise stated in the notes below, the year in which our

business relationship with these customers commenced was the same year in which the respective customers started to

use the Canggang Railway Line.
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@)

3)

)

(%)

(6)

Customer B, a state-owned enterprise in the PRC, comprises affiliates of a listed company, the shares of which are
listed on the Hong Kong Stock Exchange and the Shanghai Stock Exchange. Customer B started to use Canggang
Railway Line in 2012.

Bohui Group comprises Shandong Bohui Group Co., Limited* (LI 5 #HE4E [ 745 FA 7)) and its subsidiary, Shandong
Tianyuan Thermal Power Co., Ltd.* (LU KI5 #47EH 2 A]). Shandong Bohui Group Co., Limited has a subsidiary,
the shares of which are listed on the Shanghai Stock Exchange (stock code: 600966). Bohui Group started to use the
Canggang Railway Line in 2010.

China Resources Power (Bohai New Area) Co., Ltd. is an indirect subsidiary of China Resources Power Holdings Co.,
Ltd., the shares of which are listed on the Hong Kong Stock Exchange (stock code: 836).

Customer G comprises three companies which were held by a common controlling shareholder.

Hebei Zhengyuan Hydrogen Energy Technology Co., Ltd. is an indirect subsidiary of Yangmei Chemical Co., Ltd.,
the shares of which are listed on the Shanghai Stock Exchange (stock code: 600691).

Top Five Customers for the Year ended December 31, 2019

Percentage
Business Primary services of total
relationshi provided by our Payment term and revenue for
Customer Business nature since year'  Group payment method Revenue the period
(RMB in
thousands)
Customer B? Coal mining, rail freight 2015 Rail freight Bank transfer, with 58,479 15.5%
transportation services, transportation, 30-day credit
road freight loading and term
transportation services, unloading
and power generation
Bohui Group"” Power generation, Paper 2015 Rail freight Bank transfer, with 57,290 15.2%
manufacturing and transportation, 30-day credit
chemical engineering loading and term
unloading
China Resources Power generation 2015 Rail freight Bank transfer, with 39,059 10.4%
Power Holdings transportation 30-day credit
Limited (Bohai term
New Area)*
(BT (i
)R
Ej)(-”‘)
Hebei Zhengyuan Fertilizer production 2015 Rail freight Bank transfer, with 29,900 1.9%
Hydrogen transportation 30-day credit
Energy term
Technology Co.,
Li.®
Customer H® Sales of coal and 2015 Rail freight Bank transfer, with 18,016 4.8%
petroleum coke transportation, 30-day credit
loading and term
unloading
202,744 33.8%
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Notes:

(D Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with
these customers commenced in or after 2015. Unless otherwise stated in the notes below, the year in which our
business relationship with these customers commenced was the same year in which the respective customers started to
use the Canggang Railway Line.

2) Customer B, a state-owned enterprise in the PRC, comprises affiliates of a listed company, the shares of which are
listed on the Hong Kong Stock Exchange and the Shanghai Stock Exchange. Customer B started to use Canggang
Railway Line in 2012.

(3)  Bohui Group comprises Shandong Bohui Group Co., Limited* (LI 5 [HifE4E [H 4 B A 7]) and its subsidiary, Shandong
Tianyuan Thermal Power Co., Ltd.* (11 K524 £ fR A 7). Shandong Bohui Group Co., Limited has a subsidiary,
the shares of which are listed on the Shanghai Stock Exchange (stock code: 600966). Bohui Group started to use the
Canggang Railway Line in 2010.

4) China Resources Power (Bohai New Area) Co., Ltd. is an indirect subsidiary of China Resources Power Holdings Co.,

Ltd., the shares of which are listed on the Hong Kong Stock Exchange (stock code:836).

%) Hebei Zhengyuan Hydrogen Energy Technology Co., Ltd. is an indirect subsidiary of Yangmei Chemical Co., Ltd.,
the shares of which are listed on the Shanghai Stock Exchange (stock code:600691).

(6) Customer H is a subsidiary of a listed company, the shares of which are listed on the Shanghai Stock Exchange.

Top Five Customers for the Five Months Ended May 31, 2020

Customer

Customer 1

Bohui Group™!

Customer B

Business nature

Steel manufacturing

Power generation,
paper
manufacturing
and chemical

engineering

Coal mining, rail
freight
transportation
services, road
freight
transportation
services, and

power generation

Business
relationship
since year”

2015

2015

2015

Primary services
provided by our
Group

Rail freight
transportation,
loading and
unloading, road
transportation

Rail freight
transportation,
loading and
unloading

Rail freight
transportation,
loading and
unloading
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Payment term and
payment method

Bank transfer, with
30-day credit
term

Bank transfer, with
30-day credit
term

Bank transfer, with
30-day credit
term

Revenue
(RMB in
thousands)

31,027

20,718

15,855

Percentage of
total revenue
for the period

20.8%

13.6%

10.4%
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Notes:

(H

2
(3)

4

(5)

(6)

Business Primary services Percentage of
relationship provided by our Payment term and total revenue
Customer Business nature since year” Group payment method Revenue for the period
(RMB in
thousands)
Hebei Fertilizer production 2015 Rail freight Bank transfer, with 13,184 8.7%
Zhengyuan transportation 30-day credit
Hydrogen term
Energy
Technology
Co., Ltd.”
China Resources ~ Power generation 2015 Rail freight Bank transfer, with 12,846 8.5%
Power transportation 30-day credit
Holdings term
Limited
(Bohai New
Area)* (H
Enltls
B)ARL
ﬁj)(ﬁ)
94,230 62.0%

Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these
customers commenced in or after 2015. Unless otherwise stated in the notes below, the year in which our business
relationship with these customers commenced was the same year in which the respective customers started to use the
Canggang Railway Line.

Customer I comprises a steel manufacturing company in Hebei Province, and its wholly-owned subsidiary.

Bohui Group comprises Shandong Bohui Grot;g Co., Limited* (LIFHELEE AR A]) and its subsidiary, Shandong
Tianyuan Thermal Power Co., Ltd.* (I KE#EF B/ A). Shandong Bohui Group Co., Limited has a subsidiary, the
shares of which are listed on the Shanghai Stock Exchange (stock code: 600966). Bohui Group started to use the Canggang
Railway Line in 2010.

Customer B, a state-owned enterprise in the PRC, comprises affiliates of a listed company, the shares of which are listed on
the Hong Kong Stock Exchange and the Shanghai Stock Exchange. Customer B started to use Canggang Railway Line in
2012.

Hebei Zhengyuan Hydrogen Energy Technology Co., Ltd. is an indirect subsidiary of Yangmei Chemical Co., Ltd, the shares
of which are listed on the Shanghai Stock Exchange (stock code: 600691).

China Resources Power (Bohai New Area) Co., Ltd. is an indirect subsidiary of China Resources Power Holdings Co., Ltd.,
the shares of which are listed on the Hong Kong Stock Exchange (stock code: 836).

To the knowledge of our Directors, none of our Directors, their respective close associates, or any

Shareholder who owns more than 5% of our issued capital, had any interest in any of our five largest

customers and all of our five largest customers were Independent Third Parties during the Track Record
Period.
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SUPPLIERS
Our Suppliers

Our suppliers primarily include cargo logistics service providers, diesel and natural gas suppliers,
and repair and maintenance service providers. During the Track Record Period, all of our procurement
was made in China. Procurement from our suppliers primarily includes: (i) fuel such as diesel for our
locomotives and trucks; (ii) equipment and raw materials for railway operation, maintenance, repair and
upgrade and railway roadbed and other railway facility construction; (iii) railway transportation-related
repair and maintenance services for our facilities such as freight yards and warehouses. During the Track
Record Period, we did not experience any material difficulty in procurement or experience any major
delay of supply from our suppliers.

We select suppliers based on a number of factors, including, among others, history of our
relationship with them, product quality, supply capacity, price and delivery time. To avoid reliance on
any single supplier, we conduct thorough market research and interview numerous market participants
before actually making any procurement. In addition, we generally maintain at least three suppliers for
each key product/service supplied.

Transactions with our five largest suppliers for the years ended December 31, 2017, 2018 and 2019
and the five months ended May 31, 2020 accounted for approximately 67.4%, 72.9%, 68.5% and 74.1%,
respectively, of our total purchases (including purchase of cargo logistics services, fuel, materials,
consumables and repair and maintenance services).
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The following tables set forth our top five suppliers, transaction amount with these suppliers and

the other relevant information for the periods indicated:

Top Five Suppliers for the Year Ended December 31, 2017

Supplier

Supplier A"
Supplier B
Supplier C
Supplier D

Supplier F

Notes:

Business nature

Coal and petroleum
trading, railway operation
and transportation

Petroleum product supply
and trading

Railway operations and
cargo logistics

Petroleum product supply

Freight yard services,
electricity supply

Business
relationshi
since year'”

2015
2015
2016
2015

2015

Primary products/

services supplied to our

Group

Cargo logistics

Diesel

Cargo logistics

Diesel

Freight yard services,
electricity supply

Credit term and
payment
method

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

By Cheque with
30-day credit
term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Percentage of

total
Transaction purchases
amount  for the year
RMB in
thousands
26,290 34.8%
12,882 17.0%
5,783 7.6%
4,130 5.5%
1,906 2.5%
50,991 67.4%

(1) Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these

suppliers commenced in or after 2015.

(2) Supplier A, a state-owned enterprise in the PRC, is a direct subsidiary of a listed company of which the shares are listed on
the Shanghai Stock Exchange and the Hong Kong Stock Exchange.
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Top Five Suppliers for the Year Ended December 31, 2018

Notes:

(H

2

3

Supplier

Supplier A"

Supplier B

Supplier D

Supplier C

Supplier G

)

)

Business nature

Coal and petroleum
trading, railway operation
and transportation

Petroleum product supply
and trading

Petroleum product supply
Railway operations and
cargo logistics

Natural gas supply

Business
relationship
since year"

2015

2015

2015

2016

2017

Primary products/
services supplied to our
Group

Cargo logistics

Diesel

Diesel

Cargo logistics

Nature gas

Credit term and
payment
method

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

By Cheque with
30-day credit
term

Bank transfer
with 30-day
credit term

Percentage of

total
Transaction purchases
amount for the year
RMB in
thousands
32,550 36.9%
14311 16.2%
7,561 8.5%
5,355 6.1%
4,605 5.2%
64,382 72.9%

Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these

suppliers commenced in or after 2015.

Supplier A, a state-owned enterprise in the PRC, is a direct subsidiary of a listed company of which the shares are listed on

the Shanghai Stock Exchange and the Hong Kong Stock Exchange.

Supplier G is an indirect subsidiary of a listed company of which the shares are listed on the Hong Kong Stock Exchange.
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Top Five Suppliers for the Year Ended December 31, 2019

Notes:

(1

(2)

(3)

Supplier

Supplier A"

Supplier B
Supplier C
Supplier D

Supplier G

)

)

Business nature

Coal and petroleum

trading, railway operation

and transportation

Petroleum product supply

and trading
Railway operations and
cargo logistics

Petroleum product supply

Natural gas supply

Business
relationship
since year"

2015

2015
2016
2015

2017

Primary products/
services supplied
to our Group

Cargo logistics

Diesel

Cargo logistics

Diesel

Natural gas

Credit term and
payment method

Bank transfer with
30-day credit term

Bank transfer with
30-day credit term
By Cheque, with
30-day credit term
Bank transfer with
30-day credit term
Bank transfer with
30-day credit term

Percentage of

total
Transaction purchases
amount for the year
RMB in
thousands
27436 32.4%
13,739 16.2%
8,496 10.0%
4876 5.8%
3,504 4.1%
58,051 68.5%

Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these

suppliers commenced in or after 2015.

Supplier A, a state-owned enterprise in the PRC, is a direct subsidiary of a listed company of which the shares are listed on
the Shanghai Stock Exchange and the Hong Kong Stock Exchange.

Supplier G is an indirect subsidiary of a listed company of which the shares are listed on the Hong Kong Stock Exchange.
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Top Five Suppliers for the Five Months Ended May 31, 2020

Supplier

Supplier A

Supplier B

Supplier H

Supplier C

Supplier D

Notes:

Business nature

Coal and petroleum
trading, railway
operation and
ransportation

Petroleum product
supply and trading

Railway operations
and cargo logistics

Railway operations
and cargo logistics

Petroleum product

supply

Business

relationship

since year'"

2015

2015

2019

2016

Primary products/
services supplied to
our Group

Cargo logistics

Diesel
Diesel, liquefied
natural gas

Cargo logistics

Diesel

Credit term and
payment method

Bank transfer with
30-day credit term

Bank transfer with
30-day credit term
Bank transfer with
30-day credit term
Bank transfer with
30-day credit term
Bank transfer with
30-day credit term

Percentage of

Transaction total purchases
amount for the period
RMB in

thousands
10,019 34.2%
4,326 14.8%
3,476 11.9%
2,746 9.4%
1,112 3.8%
21,679 74.1%

(1) Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these
suppliers commenced in or after 2015.

2) Supplier A, a state-owned enterprise in the PRC, is a direct subsidiary of a listed company of which the shares are listed on
the Shanghai Stock Exchange and the Hong Kong Stock Exchange.

To the knowledge of our Directors, none of the Directors, their associates or any Shareholders (who

to the knowledge of our Directors owned more than 5% of our Company’s issued share capital) had any

interest in any of our five largest suppliers and all of our five largest suppliers were Independent Third

Parties during the Track Record Period.
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One Major Supplier and Major Customer Share the Same Ultimate Shareholder

During the Track Record Period, to the best knowledge of our Directors, one of our top five
suppliers, Supplier A, and one of our top five customers, Customer B (a group of companies under the

13

common control of one company, see “- Customers” for details of this customer) are state-owned
enterprises in the PRC in one group and are under the common control by the same ultimate shareholder.
To the best knowledge of our Directors, the business operations of Supplier A and Customer B are
independent of each other. Supplier A is the sole operator of the Shuo-Huang Railway Line and provides
cargo logistics services to us in relation to switching lines from Canggang Railway Line to Shuo-Huang
Railway Line. We provided rail freight transportation services in relation to coal to Customer B on the

Canggang Railway Line.

Even though Customer B and Supplier A are under the common control of the same ultimate
shareholder, our sales to Customer B and purchases from Supplier A were conducted separately and were
neither inter-connected nor inter-conditional with each other. The terms of transactions with this
customer and supplier are in line with the market and similar to the terms of our transactions with other
customers and suppliers.

We set forth below details of purchase amount paid to Supplier A, and total revenue and gross
profit from Customer B during the Track Record Period:

For the five
months ended

For the years ended December 31, May 31,
2017 2018 2019 2020
Supplier A
Total purchase amount
(RMB in thousands) 26,290 32,550 27,436 10,019
As a percentage of total purchases (%) 34.8 36.9 324 34.2
Customer B
Total revenue from this customer
(RMB in thousands) 49,497 87,583 58,479 15,855
As a percentage of our total revenue (%) 14.0 22.6 15.5 10.4
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SUBCONTRACTORS
Our Subcontractors

To satisfy our needs for additional workers, we source labor by using the following arrangements:
(1) hiring temporary workers directly (see “— Legal Compliance and Proceedings — Non-compliance
Incidents” for a detailed discussion of our historical non-compliance with regards to using temporary
workers); (ii) engaging labor dispatching agents who send workers to our sites but under our training and
supervision; and (iii) outsourcing certain tasks for some of our ancillary businesses. Our subcontractors
represent third party service providers that we outsource certain tasks to, for our businesses, including
loading and unloading and road freight transportation. These ancillary businesses are labor intensive, and
require a sufficient amount of skilled labor. To optimize our labor costs while maintaining sufficient
supply of manpower for our rail freight transportation services, we outsource aspects of these ancillary
businesses to specialized subcontractors. Such work is undertaken under the oversight and control of our
own qualified managers. We believe that engaging such specialized subcontractors helps us to effectively
control production costs. We will consider additional workforce hires to take over some or all of such
ancillary businesses internally in the future depending on a number of factors, including market
conditions, the cost and availability of labor and work efficiency.

Outsourcing arrangements with subcontractors

For the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020,
our total subcontracting expenses was approximately RMB33.4 million, RMB29.9 million, RMB39.5
million and RMB18.7 million, respectively. Our subcontracting arrangements generally include the
following key terms:

Key Terms Content
Obligations Our primary obligations:
. We pay service fees upon the completion of the engagement,

and coordinate with local authorities and other parties to
facilitate the project execution.

Subcontractors’ primary obligations:

. The subcontractor is responsible for ensuring the quality of
work performed based on our quality control standards;

. the subcontractor is responsible for providing on-site guidance
and conduct work safety inspection;

. the subcontractor is responsible for paying the salaries to its
workers and the expenses in relation to the construction work.

Risk Allocation . The subcontractor is responsible for any damage caused by
their fault.

Duration Same as the project period.

Termination N/A
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The following tables set forth our top five subcontractors and other relevant information for the

periods indicated:

Top Five Subcontractors for the Year Ended December 31, 2017

Subcontractor

Subcontractor A

Subcontractor D

Subcontractor F

Subcontractor C

Subcontractor G

Note:

Business nature of
the subcontractor

Loading and
unloading cargo,
and transportation

Freight
transportation,
warehousing, and
loading and
unloading

Freight
transportation, and
repair of vehicles

Freight
transportation,
loading and
unloading, and
sales of
construction
materials

Building construction
and demolishment,
freight
transportation, and
loading and
unloading

Business
relationship
since year'”

2015

2016

2017

2015

2017

Service acquired

Loading and
unloading

Road freight
transportation

Road freight
transportation

Loading and
unloading

Loading and
unloading

Percentage

of total

Payment Total  subcontracting

method and subcontracting amount

credit term fees for the year

(RMB in
thousands)

Bank transfer 18,853 56.4%
with 30-day
credit term

Bank transfer 3,046 9.1%
with 30-day
credit term

Bank transfer 2,384 7.1%
with 30-day
credit term

Bank transfer 2,347 7.0%
with 30-day
credit term

Bank transfer 1,468 4.4%
with 30-day
credit term

28,098 84.0%

(1) Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these
subcontractors commenced in or after 2015.
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Top Five Subcontractors for the Year Ended December 31, 2018

Subcontractor

Subcontractor A

Subcontractor H

Subcontractor I

Subcontractor C

Subcontractor G

Note:

Business nature of
the subcontractor

Loading and
unloading cargo,
and transportation

Freight
transportation,
warehousing, sales
of construction
materials and retail
of equipments

Freight
transportation,
warehousing, sales
of construction
materials and
equipment rental

Freight
transportation,
loading and
unloading, and
sales of
construction
materials

Building construction
and demolishment,
freight
transportation, and
loading and
unloading

Business
relationship
since year

2015

2018

2018

2015

2017

Service acquired

Loading and
unloading

Road freight
transportation

Loading and
unloading

Loading and
unloading

Loading and
unloading

Payment
method and
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Percentage
of total

Total subcontracting

subcontracting amount
fees for the year
(RMB in
thousands)

13,891 46.5%
3481 11.7%
2,469 8.3%
2,356 7.9%
1,745 5.8%

23,942 80.2%

(1) Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these

subcontractors commenced in or after 2015.

192



BUSINESS

Top Five Subcontractors for the Year Ended December 31, 2019

Subcontractor

Subcontractor L

Subcontractor C

Subcontractor A

Subcontractor K

Subcontractor M

Note:

Business nature of the
subcontractor

Labor agency, and
loading and unloading

Freight transportation,
loading and unloading,
and sales of
construction materials

Loading and unloading
cargo, and
transportation

Labor agency

Freight transportation
and warehousing

Business
relationship

since year

2016

2015

2015

Service acquired

Labor outsourcing

Loading and
unloading

Loading and
unloading
Labor outsourcing

Road freight
transportation

Payment
method and
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Bank transfer
with 30-day
credit term

Percentage
of total
Total  subcontracting
subcontracting amount
fees for the year
(RMB in
thousands)
14,064 37.1%
7,139 18.1%
6,205 15.9%
3,084 7.8%
2,058 5.2%
33,210 84.1%

(1) Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these
subcontractors commenced in or after 2015.

Top Five Subcontractors for the Five Months Ended May 31, 2020

Subcontractor

Subcontractor L

Subcontractor N

Business nature
of the subcontractor

Labor agency, and
loading and
unloading

Road freight
transportation, and
loading and
unloading

Business

relat

jonship since

(1)

year

2016

2020

Service acquired

Labor outsourcing

Road freight
fransportation
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Payment method and
credit term

Bank transfer with 30-

day credit term

Bank transfer with 30-

day credit term

Total
subcontracting
fees

(RMB in

thousands)

5,936

341

Percentage

of total
subcontracting
amount for the
period

3L9%

18.6%
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Percentage
of total
Business Total subcontracting
Business nature relationship since Payment method and subcontracting amount for the
Subcontractor of the subeontractor year'! Service acquired credit term fees period
(RMB in
thousands)
Subcontractor 0 Loading and unloading 2019 Loading and unloading ~ Bank transfer with 3,032 16.2%
30-day credit term
Subcontractor C Freight transportation, 2015 Loading and unloading ~ Bank transfer with 2405 13.0%
loading and 30-day credit term
unloading, and sales
of construction
materials
Subcontractor K Labor agency 2018 Labor outsourcing Bank transfer with 30- 1,633 §.8%
day credit term
16,537 §8.5%

Note:

(1) Canggang Company commenced railway operation in December 2014. Therefore, our business relationships with these
suppliers commenced in or after 2015.

During the Track Record Period, Subcontractor A was owned by certain relatives of Mr. Liu, our
Controlling Shareholder. Assuming that the shareholding structure of Subcontractor A will remain
unchanged, Subcontractor A will become a connected person of our Company upon the Listing. We
terminated our business relationship with Subcontractor A in September 2019 which was two months
earlier than the expiration date of our relevant subcontracting agreement, because we had a sufficient
number of other subcontractors providing similar services with comparable fee rates and transaction
terms, and to avoid additional outsourcing and other administrative costs associated with continuing
connected transactions. As the fee rates stipulated in our subcontracting agreement with Subcontractor A,
ranging from RMB2.0 per tonne to RMB4.8 per tonne, were comparable to the fee rates we sought from
other independent subcontractors, including certain of our top five subcontractors, providing similar type
of services during the Track Record Period, our Directors are of the view, with which the Sole Sponsor
concurs, that the terms of the transactions with Subcontractor A were on normal commercial terms and
comparable to other independent transactions during the Track Record Period. Since we have a
“subcontracting” relationship with other independent subcontractors who provide the same service as
Subcontractor A, terminating our subcontracting relationship with Subcontractor A did not have any
material impact on our financial performance and is not expected to have any impact on our financial
performance in the future. Other than Subcontractor A, all of our top five subcontractors were
Independent Third Parties during the Track Record Period.
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One Major Subcontractor was also our Major Customer during the Track Record Period

One of our subcontractors, Subcontractor E, was also one of our top five customers (Customer G,
see “Customers” in this section for details of this customer) for the year ended December 31, 2018.
Subcontractor E is a logistic company that provides freight transportation, warehousing and loading and
unloading services with which we have had a business relationship since 2015. Historically, we sourced
additional labor from subcontractors to meet the needs of our customers. Subcontractor E is one of the
largest logistics companies in the Cangzhou area and has a good reputation locally. Terms of our
arrangement with Subcontractor E were competitive with market rates and similar to those we had with
other providers of loading and unloading services. All of the projects undertaken by Subcontractor E had
been completed as of the Latest Practicable Date and Subcontractor E was no longer one of our major
subcontractors. During the Track Record Period, we also acted as a subcontractor for Subcontractor E
providing rail freight transportation for cargo of one of their customers.

We set forth below details of subcontracting amount paid to Subcontractor E in its capacity as
subcontractor and total revenue from Subcontractor E in their capacity as a customer (Customer G)
during the Track Record Period:

For the five
months ended

For the years ended December 31, May 31,
2017 2018 2019 2020
As Subcontractor E
Total subcontracting expenses
(RMB in thousands) 467 116 - -
As a percentage of our total
subcontracting expenses (%) 1.4 0.4 - -
As Customer G
Revenue (RMB in thousands) 14,779 30,335 15,581 2,968
As a percentage of our total
revenue (%) 4.2 7.8 4.1 2.0
TECHNOLOGY

We have implemented a number of technology systems into our daily operation, which help us to
maintain our operational efficiency. As of the Latest Practicable Date, our core technology infrastructure
included:

Train Dispatch and Command System (“TDCS”) TEAEEERZL)

We have established a TDCS with optical communication cables connecting our internal monitoring
system, monitoring systems at each of our stations and our dispatch and command servers. Such TDCS
manages safety aspects across the whole rail transportation process through, for example, (i) real-time
monitoring of the location of trains through GPS, security cameras and radios, and (ii) centralized
dispatch and loading and unloading of trains. This enables coordinated operation across our central
control system and various stations and trains, enhancing transportation efficiency and our utilization rate
and improving operation safety.
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GPS Platform for Vehicles (E#HiGPSF &)

We have installed GPS and communication systems on all of our trains, trucks and other vehicles
through which we are able to give instructions, track vehicle movement and conditions and trigger alarm
systems under emergencies. Such system helps us to (i) monitor and control costs by collecting and
analyzing various data including distance travelled, diesel consumption rate, travel routes, and various
related expenses and optimize our budget for future expenditures and (ii) enhance efficiency by better
organizing and formulating transportation schedules.

INVENTORY MANAGEMENT

Our inventory primarily includes fuel, materials and consumables used in our operation. We
generally keep inventory at levels that we believe are sufficient for approximately three months of
operation.

We have a dedicated team that regularly monitors our inventory levels. This team also conducts
physical stocktaking on a quarterly basis to ensure the accuracy of our inventory records. This
information is reviewed by our management annually to ensure that we are adequately funded and
appropriately stocked with inventory.

As of December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020, our inventory
amounted to approximately RMB4.4 million, RMB4.4 million, RMB5.0 million and RMB3.7 million,
respectively. For the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31,
2020, our inventory turnover days were 33.1 days, 34.4 days, 39.0 days and 37.1 days, respectively.

SALES AND MARKETING

Due to the high degree of regional exclusivity of rail freight transportation in China, businesses
with rail freight transportation needs, including those in Hebei Province and surrounding regions, have
limited options, and often reach out to us in the first instance to initiate business. We also employ sales
and marketing personnel responsible for identifying and establishing contact with regional and
nationwide companies with potential demand for our services. Our transportation department and
marketing department are responsible for business development, contract negotiation and execution and
customer service. As of May 31, 2020, we had two employees on our sales and marketing team dedicated
to marketing activities in relation to our Company and our services. In addition, members of our senior
management attend industry conferences regularly to obtain information on potential customers.

COMPETITION

The market for local rail freight transportation is relatively concentrated in China due to the high
entry barriers. The construction, upgrading and maintenance of railways require massive capital
investment with a relatively long payback period. To enter into the rail freight transportation market,
new players need to invest a substantial amount of capital for initial investment. Given high entry barriers
to the rail freight transportation market, we rarely face competition from new players. We compete
primarily with companies offering alternative means of freight transportation such as road freight
transportation and other transportation businesses.
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We compete primarily on the basis of geographic location, customer relationship, operations and
efficiency. See “Industry Overview” for further details about the industry landscape.

While there are currently three railways within the Cangzhou-Port Huanghua area, namely, the
Canggang Railway Line, the Shuo-Huang Railway Line, and the Han-Huang Railway Line, our Directors
understand that direct competition from these railways is limited as these three existing railways target
different customers and regions, providing us a significant degree of exclusivity in terms of rail freight
transportation business within the greater Cangzhou-Port Huanghua area.

Shuo-Huang Railway

Shuo-Huang Railway starts from Xinzhou in Shanxi and ends in Port Huanghua, part of which, the
section stretching from Cangzhou to Port Huanghua (the “Designated Section’), is generally parallel to
the main track of Canggang Railway Line. It has a total length of 598 km with an annual transportation
capacity of approximately 350 million tonnes, with coal being the primarily transported cargo. The train
speed on Shuo-Huang Railway is required to be no faster than 120 km/h. In comparison, the train speed
on our railway is required to be no faster than 50 km/h, since we have more stations along our railway
and the distance to accelerate between the neighboring stations is relatively shorter as compared to Shuo-
Huang Railway. Our transportation business differs from that of Shuo-Huang Railway in the following
aspects.

= O

(i)  Shuo-Huang Railway is ultimately owned by China Shenhua Energy Co., Ltd.* (-1 # £ fE
TR A FR A A]) (the “Shenhua Group”). Shenhua Group is primarily engaged in the mining,
transportation and sale of coal in the PRC. Shuo-Huang Railway serves as part of Shenhua
Group’s transportation channel which carries coal mined by them from west China to east
China and for further transportation, via sea through Port Huanghua, to south China.
According to the Frost & Sullivan Report, the coal transported via the Designated Section is
mainly destined to Port Huanghua and is not unloaded along the way to serve local customers.
There are only three local stations along the Designated Section, while in contrast, there are
13 local stations along the Canggang Railway Line to facilitate the demand of local customers.
Further, due to the presence of Canggang Railway which was constructed before the Shuo-
Huang Railway, the Designated Section of the Shuo-Huang Railway is not specified to satisfy
local demand for coal within the greater Cangzhou-Port Huanghua area. In practice, the
Canggang Railway Line and local logistic service providers with alternative means of freight
transportation, such as road freight transportation, are in the area for the purpose of satisfying
logistic demand from local enterprises and also for enterprises in Shandong Province with
respect to their purchase of coal from Shenhua Group. In addition, while most of the cargo
transported via the Designated Section will not be unloaded halfway, we are able to load and
unload the cargo in the freight yards located along the Canggang Railway Line and in the port
area. In particular, we load and unload cargo in Yangzhuang station, which is in close
proximity to northern Shandong area where several of our major customers are located.
During the Track Record Period, two of our major customers were located in northern
Shandong area, namely Bohui Group and Customer H, together contributing revenue of
RMBS82.0 million, RMB80.9 million, RMB75.3 million and RMB24.3 million in the years
ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020,
respectively.
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(i) To further facilitate the transportation arrangement for local customers, we further operate
Special Service Lines, which connect our main track to certain of our major customers’
premises or freight yards for transportation of our customers’ cargo. As of May 31, 2020, we
operated 15 Special Service Lines. Such Special Service Lines strengthen our relationship
with major customers and make it more difficult for potential competitors, such as Shuo-
Huang Railway, to compete with us, as once such Special Service Lines are constructed, the
cost for other services providers (such as road freight transportation service providers) to
transport cargo to such customers is significantly higher while transportation efficiency is
lower.

(iii)) According to the Frost & Sullivan Report, Shenhua Group established a freight yard in Port
Huanghua for loading and unloading cargo for its trains. Such freight yard is designated only
for the loading and unload of coal cargo, increasing its operational efficiency but making it
not suitable for the logistics of non-coal cargo. The designated use of such freight yard has
provided an opportunity for the development of our transportation business of non-coal cargo.
Despite the fact that Shenhua Group also established a freight yard near to the station located
the middle of Litianmu Station and Port Huanghua, such freight yard is only to facilitate the
logistics of non-coal cargo. The transportation volume of such non-coal cargo is minimal to
Shuo-Huang Railway and it is not transported to Port Huanghua as limited by the function of
Shenhua Group’s freight yard in Port Huanghua which is designated for loading and unloading
of coal. In contrast to the Shuo-Huang Railway, our Canggang Railway Line reaches multiple
freight yards in the port area which are respectively designated for the loading and unloading
of coal cargo and non-coal cargo. For the years ended December 31, 2017, 2018 and 2019 and
the five months ended May 31, 2020, non-coal cargo accounted for approximately 20.4%,
25.6%, 39.6% and 39.7% of our total rail freight transportation in terms of volume and 15.5%,
21.5%, 26.0% and 26.0% in terms of revenue, respectively, constituting an important part of
our rail freight transportation business.

Han-Huang Railway

Han-Huang Railway connects Port Huanghua with Xintai, which is located in the southwest of
Hebei Province, with a northeast-southwest alignment. It has a total length of 468 km with an annual
transportation capacity of approximately 50 million tonnes. The train speed on Han-Huang Railway is
required to be no faster than 160 km/h. In comparison, the train speed on our railway is required to be no
faster than 50 km/h since we have a relative shorter distance between neighboring stations. Han-Huang
Railway mainly transports coal originating in southern Shanxi from southwest Hebei to Port Huanghua
and transports ore in the opposite direction. While Canggang Railway Line is aligned east-west, the coal
transported to Port Huanghua via our railway originates from mines which are primarily located in Inner
Mongolia and Shaanxi Province and the ore transported westbound via our railway is mainly designated
to Shanxi, Shaanxi and Inner Mongolia. As such, direct competition from Han-Huang Railway is
considered to be minimal.
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Further, the Development and Reform Commission of Cangzhou (¥ M 7 %8 & Fl il £ 2% B &) issued
the Cangzhou Special Service Railway Plan (M| 7 ##% S5 F] # B #) in May 2019, which is in line with
our Directors’ understanding above. As set out in that plan:

(i) the Shuo-Huang Railway Line is responsible for transportation of coal from Shanxi Province,
Shaanxi Province, the Inner Mongolia Autonomous Region and the Ningxia Hui Autonomous
Region to its own freight yard in Port Huanghua to be further transported by sea to southern
and eastern provinces in China;

(ii) the Han-Huang Railway Line primarily undertakes westbound transportation of iron ore from
Port Huanghua to steel producers in southeast Hebei, and eastbound transportation of coal
from southern Shanxi to the Comprehensive Pier (%5 #sfi58H) of Port Huanghua to be further
transported by sea to southern and eastern provinces in China; and

(iii) the Canggang Railway Line undertakes the transportation of coal mined from Shanxi, Shaanxi
and Inner Mongolia through the Shuo-Huang Railway Line to:

(a) Gangkou Station, our terminus, then to be further transported to the Comprehensive Pier
of Port Huanghua, and to be further transported to southern and eastern provinces in
China by sea;

(b) large local Special Service Line customers, such as power plants and chemical plants in
Cangzhou, along the Canggang Railway Line; and

(c) customers in the northern Shandong area.

In addition, based on the Conference Minutes (& #k4C%:) signed by the People’s Government of
Hebei Province and the predecessor of the owner and operator of the Shuo-Huang Railway Line in 2000,
the Shuo-Huang Railway Line and the coal pier in Port Huanghua shall not compete for transportation
business already undertaken by local railways (like ourselves) and ports in Hebei Province. Nevertheless,
the Conference Minutes are not legally binding and in the event that the owner and operator of the Shuo-
Huang Railway does not act in accordance with the arrangements set out in the minutes, there will be no
legal consequence to such party. Despite the fact that the Conference Minutes are not legally binding, our
Directors are of the view the chance that the Canggang Railway Line encounters significant competition
from Shuo-Huang Railway and Han-Huang Railway is remote, based on the above understanding from
our Directors with respect of the differentiation among these railways.
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INTELLECTUAL PROPERTY
As of the Latest Practicable Date, we had registered five trademarks in China.

We take various measures to protect our intellectual properties. For example, we maintain an
intangible asset management system in which we have different departments in charge of management of
our intellectual properties and legal compliance. Furthermore, only authorized personnel can handle our
intellectual properties. Despite these measures, we cannot guarantee that our intellectual properties are
fully protected from potential threats and risks, such as misappropriation by third parties or our
competitors. In addition, while we cannot ensure that our services do not or will not infringe third party
proprietary rights. We may be subject to legal proceedings and claims from time to time relating to the
intellectual properties of others. See “Risk Factors — Risks Relating to Our Business and Industry — If we
fail to protect our intellectual property rights or prevent loss on misappropriation of our intellectual
property rights, we may lose our competitive position and our brand, reputation and operation may be
materially and adversely affected” and “Risk Factors — Risks Relating to Our Business and Industry —
We may face disputes from time to time relating to the intellectual property rights of third parties” for
further details.

As of the Latest Practicable Date, we had not received any claims against our Group for
infringement of any intellectual property rights nor was our Group aware of any pending or threatened
claims in relation to any actual or potential infringement.

PROPERTIES
Owned Properties

As of the Latest Practicable Date, we owned/occupied 36 parcels of land in the PRC with an
aggregate gross site area of approximately 2,839,519.68 sq.m., and owned one building with a total gross
floor area of approximately 4,330.78 sq.m. in China. All of the above properties are used for non-
property activities as defined under Rule 5.01(2) of the Listing Rules. The total market value of our
property interests as of August 31, 2020 was RMB1,043.8 million, according to the property valuation
report prepared by Avista Valuation Advisory Limited as set out in Appendix III to this prospectus.
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Land

As of the Latest Practicable Date, we owned/occupied 36 parcels of land with an aggregate gross
site area of approximately 2,839,519.68 sq.m., including:

Nature of land

No.  Land owned/occupied by ~ Location Gross site area  use right Existing use Expiry date
(sg.n.)

Owned land

L. Canggang Company"” Huanghua, Hebei Province 78,485.07 Transferred Railway March 20, 2066
2. Canggang Company"”’ Huanghua, Hebei Province 31,538.59 Transferred Railway March 20, 2066
3. Canggang Company"’ Huanghua, Hebei Province 4,289.46 Transferred Railway March 20, 2066
4. Canggang Company"’ Huanghua, Hebei Province 39,858.55 Transferred Railway March 20, 2066
5. Canggang Company"’ Huanghua, Hebei Province 56,886.13 Transferred Railway March 20, 2066
6. Canggang Company"’ Huanghua, Hebei Province 18,356.5 Transferred Railway March 20, 2066
7. Canggang Company" Huanghua, Hebei Province 3,460.8 Transferred Railway March 20, 2066
8. Canggang Company" Huanghua, Hebei Province 3,347.5 Transferred Railway March 20, 2066
9. Canggang Company" Huanghua, Hebei Province 51,336.9 Transferred Railway March 20, 2066
10.  Canggang Company” Huanghua, Hebei Province 4,908.1 Transferred Railway March 20, 2066
1. Canggang Company" Huanghua, Hebei Province 36,002.6 Transferred Railway March 20, 2066
1. Canggang Company"” Huanghua, Hebei Province 12,509 Transferred Railway March 20, 2066
13, Canggang Company"” Huanghua, Hebei Province §1,079.9 Transferred Railway March 20, 2066
14, Canggang Company"” Huanghua, Hebei Province 45,723.6 Transferred Railway March 20, 2066
15, Canggang Company"” Huanghua, Hebei Province 105,531.8 Transferred Railway March 20, 2066
16, Canggang Company"” Huanghua, Hebei Province 34258 Transferred Railway March 20, 2066
17 Canggang Company"” Huanghua, Hebei Province 156,434.17 Transferred Railway March 20, 2066
18, Canggang Company"” Huanghua, Hebei Province 91,526.11 Transferred Railway March 20, 2066
19.  Canggang Company"” Huanghua, Hebei Province 43,507.83 Transferred Railway March 20, 2066
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Nature of land

Occupied land"

No.  Land owned/occupied by  Location Gross site area  use right Existing use Expiry date
(sg.n.)

2. Canggang Company"” Bohai New Area, Cangzhou, 69,978.3 Transferred Railway October 16,
Hebei Province 2067

2. Canggang Company"” Bohai New Area, Cangzhou, 18,124.41 Transferred Railway February 22,
Hebei Province 2068

22 Canggang Company” Bohai New Area, Cangzhou, 2,639.79 Transferred Railway February 22,
Hebei Province 2068

23 Canggang Company” Bohai New Area, Cangzhou, 24,460.65 Transferred Railway February 22,
Hebei Province 2068

24, Canggang Company” Bohai New Area, Cangzhou, 16,287.48 Transferred Railway February 22,
Hebei Province 2068

25, Canggang Company" Bohai New Area, Cangzhou, 21,407.05 Transferred Railway February 22,
Hebei Province 2068

26, Canggang Company'” Huanghua, Hebei Province 389,929.6 Transferred Warehousing January 26, 2060

27 Canggang Company'” Huanghua, Hebei Province 125,341.8 Transferred Warehousing January 26, 2060

8. Canggang Company"” Cangzhou, Hebei Province 28,7183 Transferred Railway June 23, 2068

29, Jinghai International® Huanghua, Hebei Province 151145.1 Transferred Warehousing April 27, 2068

30, Canggang Company"” Cangzhou, Hebei Province 06,410.04 Transferred Railway April 11, 2069

31, Canggang Company"” Cangzhou, Hebei Province 9,801.59 Transferred Railway May 31, 2068

32 Canggang Company"” Cangzhou, Hebei Province 5,190 Transferred Railway May 31, 2068

33, Canggang Company"” Cangzhou, Hebei Province 4,488.67 Transferred Railway May 31, 2068

34, Canggang Company® © Cangzhou, Hebei Province 410,875.39 Allocated Railway N/A

35, Canggang Company® © Cangzhou, Hebei Province 548,026.9 Allocated Railway N/A

36.  Canggang Company” Cangzhou, Hebei Province 46,994 Allocated Railway N/A
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Notes:

@9 In addition to the occupied land listed in items. 34 to 36 above, certain land was also occupied by the connecting line to the
Bohaixi Station of the Han-Huang Railway Line without obtaining the relevant land use right. For details of non-compliance
of use of such land, see ““- Legal Compliance and Proceedings — Non-compliance Incidents” and “Appendix III Property
Valuation Report — Valuation Certificate — No. 3”.

2) For details of such allocated land, see “Leased Properties — Land” under this section.

3) For details of items 1-25, 28 and 30-36 above, see “Appendix III Property Valuation Report — Valuation Certificate — No. 1.

4) For details of items 26-27 above, see ““Appendix III Property Valuation Report — Valuation Certificate — No. 2.

(5) For details of item 29 above, see ““Appendix III Property Valuation Report — Valuation Certificate — No. 4”.
Buildings

As of the Latest Practicable Date, we owned one building with an aggregate gross floor area of
approximately 4,330.78 sq.m.:

Gross floor Nature of land

No. Land owned/occupied by~ Location area use right Existing use Expiry date
(sq.m.)

L. Canggang Company Huanghua, Hebei Province 4,330.78 Transferred Industrial January 26, 2060

Leased Properties

As of the Latest Practicable Date, we leased/occupied three parcels of land in the PRC and two
properties for our office use respectively in the PRC and Hong Kong.

Land

Our Canggang Railway Line occupies three parcels of allocated land (#|## 1 #b) (the ““Allocated
Land™) with a gross site area of approximately 1,006,496.29 sq.m. owned by Chengyu Company and
Cangzhou Local Railway Bureau (/75 ##% %) which Chengyu Company is entitled to use as
allocated land. Prior to August 12, 2019, Chengyu Company had been letting Canggang Company use the
Allocated Land for the operation of Canggang Railway Line without charging any fee and without a
written agreement. Such arrangement was considered to be the lease of Allocated Land from Chengyu
Company to Canggang Company. The section of our railway stretching from Jinghai Station (inclusive)
to the Port Huanghua area is not expected to be affected by the Allocated Land. According to our
estimation, approximately 25.9 km or 12.0% (in terms of length) of the entire Canggang Railway Line
was built on the Allocated Land. In aggregation with the connecting line built on the land for which we
have not obtained the land use right, the total length of such railway is approximately 33.0 km or 15.2%
of the entire Canggang Railway Line. Please refer to “Non-compliance incident No. 1™ under this section
for details of the land occupied by the connecting line.
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As advised by our PRC Legal Advisers, under the applicable PRC laws and regulations, for the
owner of allocated land to lease such parcels of land, it must be approved by the relevant land authorities.
In respect of the lease of the Allocated Land, Chengyu Company had not obtained the required approvals
from the relevant land authorities which was an instance of non-compliance of Chengyu Company under
applicable PRC laws and regulations. According to the Interim Regulations of China Concerning the
Assignment and Transfer of the Land Use Right of the State-owned Land in the Urban Areas* ("% A [
S (B 3 B A b A PR RE ) SR RN R T AT 6 491]), if any allocated land is transferred, leased or pledged
without the approval from the relevant land authorities, proceeds from the relevant non-compliance could
be forfeited and fines may be imposed on the owner (i.e. Chengyu Company) depending on the
seriousness of the incident. If the owners of such land use right are penalized, the lessee of the allocated
land may no longer be able to continue to use such allocated lands during the investigation period
conducted by the relevant land authorities and as a result, in the case of the lease of the Allocated Land,
our railway operation may be disrupted until such investigation is completed and/or such non-compliance
is rectified by Chengyu Company. As of the Latest Practicable Date, no claims or penalty had been
imposed and no investigations had been conducted against Chengyu Company or Canggang Company
because of the Allocated Land. We conducted interviews with officers from Cangzhou Municipal Natural
Resource and Planning Bureau (#7528 & F AL #|)/5) and Cangxian County Natural Resource and
Planning Bureau (8% AR &I FHEI ) (collectively referred to as “Land Authorities””) on June 19,
2019 and July 2, 2019, which our PRC Legal Advisers have advised are competent authorities that
oversee the Allocated Land, and received confirmation from such authorities on the same dates that
Canggang Railway Line is using the Allocated Land for railway operation purpose, which conforms with
the original purpose when the three parcels of land were initially allocated to the land owners. As a
result, these authorities confirmed they would not take any enforcement action to interfere with our
operations, including but not limited to demolishment of the railway line, suspension of our business, or
investigation or punishment on any of our Directors, members of our Management team or members of
our Group. Nonetheless, we have adopted written guidance to ensure our future compliance with relevant
laws and regulations with regard to land usage, and have designated the head of our general office
department to be directly responsible for overseeing the implementation of the rectification measures and
on-going compliance with respect to this matter.

We have obtained approval for the lease of the Allocated Land from the Land Authorities.
Furthermore, in order to formalize the legal relationship between Chengyu Company and our Group in
respect of the Allocated Land and to maintain continuity of service of the Canggang Railway Line,
Canggang Company and Chengyu Company entered into land lease agreements for the lease of the
Allocated Land to our Group for a lease period of 20 years, at nil consideration and with perpetual right
of renewal for nil consideration. Based on the fact that the lease of the Allocated Land has been approved
by the Land Authorities and we have entered into a long-term lease with Chengyu Company with
perpetual right of renewal, our Directors are of the view that the operation of our Canggang Railway Line
would not be affected by the lease of the Allocated Land.

In addition, our Directors confirm that all the transferred land owned by our Group on which the
main track of our railway line was built as at the Latest Practicable Date was previously allocated land
owned by Chengyu Company and subsequently became transferred land and was transferred to our
Group. Based on our previous experience, the average time for converting allocated land to transferred
land, including the transfer of the land from Chengyu Company to our Group, is approximately 21
months after the submission of the relevant application for conversion from allocated land to transferred
land.
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As confirmed by the Land Authorities, being the competent government authorities supervising the

land related matters in respect of the Allocated Land:

(1)

(2)

(3)

(4)

(5)

the conversion of allocated land of Chengyu Company to transferred land would typically go
through the following procedures: (i) Chengyu Company initiates communication with the
relevant authorities for evaluating the feasibility and timetable of the conversion; (ii) Chengyu
Company submits the application documents to the relevant government authorities; (iii) the
relevant government authorities proceed with land survey, evaluation of the proposed transfer
price and the evaluation of the planned use of the land and also the administrative procedures
in relation to the transfer of land; (iv) the relevant government authorities enter into a land
transfer agreement with Chengyu Company; and (v) Chengyu Company settles the
consideration and other payables in relation to the transfer of land which is then subsequently
transferred to our Group;

in respect of the Allocated Land, Chengyu Company and Canggang Company have currently
completed most of the communication with the relevant government authorities regarding the
detailed arrangement of the conversion of the Allocated Land to transferred land (the
“Conversion’). Pursuant to the timetable as advised by the Land Authorities, taking into
account the internal processing time of the Land Authorities, it is expected that Chengyu
Company could proceed with submitting the application for the Conversion by the end of
2020. The Land Authorities expected that the Conversion would take approximately 12 to 18
months after the submission of the application;

on the basis that the Conversion does not alter the planned use of the land, being railway-use,
the Land Authorities would support and actively cooperate with the Conversion. The Land
Authorities further confirmed that it is very unlikely for them to reject or not approve the
Conversion. They are of the view that there should not be any obstacles to completing the
outstanding procedures for the Conversion and that the completion of such procedures is
solely a matter of time;

based on the expected gross site area of the Allocated Land to be transferred, the market price
of the Allocated Land estimated based on market approach and the expected discount
applicable to the Conversion, the estimated consideration for transferring the Allocated Land
is approximately RMB60.0 million, which represents the amount that Chengyu Company is
going to pay for the conversion of such land from ‘““allocated” to “transferred” as discussed in
further detail in the sub-section headed “Connected Transactions — Fully Exempt Continuing
Connected Transactions — Lease of allocated land — (a) Background”; and

they are aware of our Listing and that our Group would acquire the Allocated Land from
Chengyu Company after completing the Conversion.

Our PRC Legal Advisers have advised, as confirmed by the Land Authorities, that (1) the Land
Authorities are competent government authorities supervising the land related matters in respect of the

Allocated Land; (2) our Group can continue to use the Allocated Land for the operation of the Canggang

Railway Line; (3) there is no substantive obstacle to complete the abovementioned outstanding

procedures, which is expected to be solely a matter of time; and (4) the possibility that the Conversion of

Allocated Land will be rejected by the authorities is very low.
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Following the completion of the Conversion, the Allocated Land will be transferred by Chengyu
Company to us at a consideration of approximately RMB60.0 million, being the cost of reimbursement
for the expected amount of expenditure to be incurred by Chengyu Company so that the Allocated Land
could be transferred to our Group subsequent to the Conversion. Based on (1) the net cash generated from
operating activities of approximately RMB110.3 million and RMB47.3 million for the year ended
December 31, 2019 and the five months ended May 31, 2020, respectively; and (2) the unutilized banking
facilities of RMB23.0 million as at August 31, 2020, our Directors expect that the consideration
regarding the transfer of Allocated Land will be settled by internally generated cash and/or loans from
banks.

When we enter into an agreement to acquire the Allocated Land, our Company will comply with the
applicable requirements under the Listing Rules, including but not limited to Chapter 14 and Chapter 14A
of the Listing Rules, in relation to such transaction with Chengyu Company.

See “Connected Transactions — Fully Exempt Continuing Connected Transactions’ for details of
the Land Lease Agreement.

Buildings

As of the Latest Practicable Date, we leased an office in Hong Kong, China under one lease
agreement. The lease agreement has a term of one year, from August 15, 2019 to August 14, 2020.
Pursuant to a new lease agreement with the landlord, the office will be leased for another term of one
year, from August 15, 2020 to August 14, 2021. We also leased one property with an aggregate gross
floor area of 1,000 square meters in Hebei Province, China under one lease agreement. The lessor has
obtained the building ownership certificates for the relevant property. The lease agreement has a term of
one year, from April 1, 2020 to March 31, 2021. The record-filing procedure for this lease agreement has
been completed.

INSURANCE

We maintain insurance policies covering risks including loss and theft of and damages to our
properties and equipment and accidents and critical illness to our employees. We also maintain social
insurance for our employees in China. We do not maintain business liability or interruption insurance,
which we believe is consistent with customary industry practice in China. Any uninsured occurrence of
business disruption, litigation or natural disaster, or significant damage to our uninsured equipment or
facilities could have a material adverse effect on our results of operations. See ‘“Risk Factors — Risks
Relating to our Business and Industry — We may not have sufficient insurance coverage.”

EMPLOYEES

As of May 31, 2020, we had 774 full time employees. A majority of our employees were based in
Cangzhou, Hebei Province, China. The table below sets forth the number of employees in each
department as of May 31, 2020.
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Number of
Department Employees % of Total
General Office 45 5.8
Finance 15 1.9
Securities Investment 2 0.3
Human Resources 7 0.9
Internal Auditing 2 0.3
Internal Control 2 0.3
Marketing 2 0.3
Coordination 9 1.2
Dispatch and Command Center 16 2.1
Safety and Inspection 9 1.2
Railway Maintenance 106 13.6
Transportation 262 33.8
Construction 12 1.6
Railway Mechanical Engineering 78 10.1
Electric Information 49 6.3
Railway Crossing 113 14.6
Logistics 45 5.8
Total 774 100.0%

To satisfy our needs for additional workers, we source labor by using the following arrangements:

3

(1) hiring temporary workers directly (see “— Legal Compliance and Proceedings — Non-compliance
Incidents” for a detailed discussion of our historical non-compliance with regards to using temporary
workers); (ii) engaging labor dispatching agents; and (iii) outsourcing certain tasks for some of our

ancillary businesses. See “— Subcontractors™ for details.

We primarily find employee candidates to recruit from internal and external recommendations,
online recruitment advertisements and campus job fairs. We provide internal and external training
programs to our employees to continuously improve their skills and knowledge and enhance their
understanding of production safety.

None of our employees are currently represented by labor unions. We believe that we maintain a
good working relationship with our employees and we did not experience any significant labor disputes
or any difficulty in recruiting staff for our operations during the Track Record Period.

We enter into standard employment contracts with all of our employees.
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ENVIRONMENTAL PROTECTION

We are subject to PRC national and local laws and regulations relating to environmental protection,
prevention and control of pollution, and incident reporting. For details, see “Regulatory Overview —
Regulations on Environmental Protection and Fire Control” in this prospectus. We have obtained all
pollutant discharge permits necessary from the relevant local environmental protection authority. During

113

the Track Record Period and as of the Latest Practicable Date, except as disclosed in “— Legal
Compliance and Proceedings™, we complied with the applicable PRC environmental laws and regulations
in all material aspects, and we were not subject to any material penalties associated with the material

violation of any environmental laws or regulations.

We regard environmental protection as an important corporate responsibility and are dedicated to
implementing a comprehensive environmental protection management system in our daily operations.
Our safety supervision office is responsible for developing and implementing internal rules and
regulations on environmental protection. We have adopted regulations in respect of working procedure at
various locations including railways and freight yards to ensure compliance with environmental
protection laws and regulations.

For the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020,
our environmental protection tax charged by the relevant authority amounted to approximately nil,
RMB4.6 million, RMB2.9 million and RMB1.0 million, respectively. The increase in environmental
protection tax in 2018 arose from coal dust emission from our loading and unloading business, which
became subject to such tax in 2018 pursuant to the new environmental protection regulation that took
effect on January 1, 2018.

HEALTH AND WORKPLACE SAFETY COMPLIANCE

We highly value occupational health and safety of our employees in all aspects of our operations
and are committed to providing a safe and healthy work environment for our employees.

In order to minimize risks of injuries and work-related injuries, we provide safety trainings to our
employees on a regular basis. These trainings explain our safety management policy, on-site safety
measures and emergency arrangement relating to execution of our projects. In addition, our security
department has established project safety measures before actual project execution begins.

The rail freight and road freight transportation businesses are subject to accidents. We have
experienced accidents, including accidents which resulted in injuries and fatalities to our employees and
others. During the Track Record Period and up to the Latest Practicable Date, a number of incidents in
relation to fatalities, personal injury or property damage, including five train accidents and 16 truck
accidents, were reported to us by our safety department. We have not been held liable for any of the five
train accidents, as the accidents were found to have been primarily caused by the failure to observe traffic
rules and regulations or negligence in work by other parties involved, and there were no actual or, to the
best knowledge of our Directors, potential claims against us as a result of these accidents. Our truck
drivers have been held fully or partially liable for 12 of the 16 truck accidents. Nevertheless, all the
actual claims in connection with the liability of our truck drivers in these accidents were fully paid by our
insurance companies pursuant to the relevant insurance policies. As of the Latest Practicable Date, all
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such claims had been fully settled and, to the best knowledge of our Directors, there were no potential

claims against us arising from these accidents as of the Latest Practicable Date. We have adopted the

following measures to further enhance safety:

(1)

(i1)

(iii)

(iv)

(v)

(vi)

set up a safety production committee to take overall responsibility for safety production
management;

organize various safety activities and regular training sessions to enhance safety awareness
and relevant work skills of our staff;

strictly forbid staff who have not passed safety training and assessment to work on our freight
transportation;

arrange inspection of our freight transportation monthly to allow each department to report
any potential/existing deficiencies during the operation of our business;

perform inspection of freight vehicles and facilities monthly to identify and eliminate any
defects which may result in safety issues;

arrange the freight transportation of flammable, explosive or otherwise hazardous materials
according to specified policies;

(vii) perform key inspection of dangerous goods and properly document all such inspections; and

(viii) closely monitor flammable goods.

For the details of how we monitor our on-going compliance, see paragraphs under ‘‘Internal

Control” in this section.

Despite safety measures referenced above addressing such risks, additional accidents might occur in

the future. See “Risk Factors — Risks Relating to our Business and Industry — Freight transportation is

dangerous and we have experienced accidents and may continue to do so in the future. Occurrence of any

accidents could adversely impact our financial performance, interrupt our business operations and

damage our reputation” for discussions. Our Directors have confirmed that, other than as disclosed above

during the Track Record Period, our Group did not experience any material safety problems and no

material safety accidents occurred.

209



BUSINESS

LICENSES, PERMITS AND APPROVALS

Our PRC Legal Advisors have advised and our Directors have confirmed that, throughout the Track

Record Period and up to the Latest Practicable Date, we had all necessary licenses and permits and

owned most of the land use rights (i.e. for 33 out of 36 parcels of land in total as of the Latest Practicable

Date) needed for operation of our business in China except for those licenses, permits or land use rights

set out in the sub-section headed “— Legal Compliance and Proceedings — Non-compliance Incidents”

below. The table below sets forth the relevant details of the major licenses required for our operations in

China:
Grant date of
current license/
License/Permit Holder Granting authority permit Expiry date
Railway Transportation Canggang State Railway Bureau (Bl%  August 21, 2017 August 20, 2037
Permit Company 4195
(B T )
Local Railway Operation'”’  Canggang Department of December 27, 2019 December 7, 2020
Permit (7 #3% i Company Transportation of Hebei
) Provmce (LA &
Road Freight Transportation ~ Canggang Huanghua Administrative February 19, 2020 February 18, 2024
Operation Permit (4 ¥ Company Examination and
A ) Approval Bureau (FB
MATEE AR
Operation and Service Canggang Development and Reform April 25, 2017 N/A®
Charging Report Company Bureau of Huanghua
(BB W ER (BB R )
%)
Custom Declaration Entity ~ Jinghai Hebei Port Huanghua July 8, 2020 N/A®Y
Registration License International Customs
(B 00 o A8 (EEEE R
_}}i)
Lh=S]

Notes:

(1) According to the relevant regulations and as advised by our PRC Legal Advisors, an application for the renewal of the
Local Railway Operation Permit shall be made at least 30 days before its expiry date. As confirmed by the Railway
Administration Bureau of Hebei Province* (F#[dt# 8 4 #J%) under the Department of Transportation of Hebei
Province, being the competent authority overseeing this matter, and as advised by our PRC Legal Advisors, there is
no substantial legal impediment in respect of the renewal of the said permit upon its expiry. Our Directors expect to
submit the renewal application in November 2020.

2) This license/permit is filing in nature. Therefore it does not expire except where there is a change of business by the
applicant or as requested by the relevant authorities.

3) According to the Announcement on Cancelling the Validity Period of Registration of Customs Declaration Entities

and Branches of Customs Declaration Entities (BB ¥R B A 36 AR B A 3600 S BORs 33 &5t A UM A 22 45 )
issued by the General Administration of Customs of the PRC (H'#E A\ R ILFIE B #2%) on December 24, 2019 and
as registered on such Custom Declaration Entity Registration License, the Custom Declaration Entity Registration
License shall be valid without expiry date.
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See “Regulatory Overview” for further details of licenses, permits and approvals we need for our

business operations in China.

AWARDS AND RECOGNITION

We have won various awards in recognition of our success in the industry. The table below sets
forth some of our significant awards and recognitions as of the Latest Practicable Date:

Award/Recognition

Advanced Enterprise of
Cangzhou Bohai New Area

(8 M T it i [ e i R e

Prominent Enterprise for
Production Safety
Management (Hebei Railway
Transportation System)

(7 b 5 S % T iy AR B0 &
A AR AE PR 5 B

Top 100 Private Enterprises
of Cangzhou

(M T 7 o R A 3

Top 100 Private Service
Enterprises in Hebei
(b & R A SR 5 3
— )

LEGAL COMPLIANCE AND PROCEEDINGS

During the Track Record Period and up to the Latest Practicable Date, we were not a party to any
material legal, arbitral or administrative proceedings, and we were not aware of any pending or
threatened legal, arbitral or administrative proceedings against us which could have a material adverse

Year

2016

2017

2018

2019

effect on our operations or financial condition.

Our PRC Legal Advisors are of the opinion that except as disclosed in this prospectus, we have
complied with all relevant PRC laws and regulations in all material respects during the Track Record

Period.

Awarding Institution/
Authority

Working Committee of
Bohai New Area, CCP
Committee of Cangzhou
(R L8N T 2 i [
THEZA®)

Hebei Railway
Management Bureau

(7 b & S A B R )

Cangzhou Private

Economy Leadership Group
(I TiT B % 8 I S 2 /N4

Entity

Canggang
Company

Canggang
Company

Canggang
Company

Hebei Federation of Industry and Canggang

Commerce

(7t & T i)
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RISK MANAGEMENT AND INTERNAL CONTROL
Risk Management

We are exposed to various risks in the operations of our business and we believe that risk
management is important to our success. Key operational risks faced by us include, among others, risks
related to procurement and sales, inventory management risks, technology upgrade risks, human
resources risks and outsourcing risks, among others. See “Risk Factors” for disclosures on various risks
we face. In addition, we also face numerous market risks, such as interest rate, credit and liquidity risks
that arise in the normal course of our business. For a discussion on these market risks, please see the
section headed “Financial Information — Qualitative and Quantitative Disclosures about Market Risks” in
this prospectus.

To properly manage these risks, we have established the following risk management structures and
measures:

. our Board of Directors is responsible and has the general power to manage the operations of,
and is in charge of managing the overall risks of our Company. It is responsible for
considering, reviewing and approving any significant business decision involving material
risk exposure, include decision to expand our railway, purchase significant additional
equipment, enter into significant contracts with material customers or other third-party
transportation companies, adjust our pricing or enter into cooperative business relationships
with third parties; and

. we maintain insurance coverage, which we believe is in line with customary practice in the
PRC transportation industry.

Internal Control

We have engaged an independent internal control adviser (the ‘“Internal Control Consultant™) to
perform a detailed review of our Group’s procedures, system and internal control procedures (including
accounting and management systems). The Internal Control Consultant conducted its work in January
2019 and provided a number of findings and recommendations in its report. We have subsequently taken
remedial actions in response to such findings and recommendations. The Internal Control Consultant
performed follow-up review on our Company’s system of internal control with regard to those actions
taken by our Company and reported the follow-up review findings in September 2019. Based on the
results of the follow-up review, our Directors confirmed that our Group had adopted all the applicable
internal control measures and policies suggested by the Internal Control Consultant and did not have any
significant deficiencies in its internal control system as of the Latest Practicable Date.
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We have appointed Mr. Kwok Che Chung and Mr. Li Juncheng as our joint company secretaries
who will be responsible for monitoring our on-going compliance with the relevant laws and regulations
that govern our business operations and overseeing the implementation of any necessary measures. In
addition, we plan to provide our Directors, senior management and key employees with continuing
training programs and/or updates regarding the relevant laws and regulations and public company
governance on a regular basis with a view to proactively identify any concerns and issues relating to
potential non-compliance. Our audit committee will review and approve our annual risk assessment
results and policies.

In addition, we have appointed Innovax Capital Limited as our compliance adviser to enhance our

compliance measures as a public company and provide on-going monitoring and advices. See “Directors
and Senior Management — Compliance Adviser” for details.

221



RELATIONSHIP WITH CONTROLLING SHAREHOLDERS

CONTROLLING SHAREHOLDERS

Immediately after completion of the Capitalization Issue and the Global Offering, Jinghai BVI will
control the exercise of voting rights of approximately 65.80% of the Shares eligible to vote in the general
meeting of our Company (assuming the Over-allotment Option is not exercised and without taking into
account any Shares which may be issued upon the exercise of options granted under the Share Option
Scheme). Jinghai BVI is wholly-owned by Mr. Liu. Accordingly, Jinghai BVI and Mr. Liu are the
Controlling Shareholders of our Company and will remain as the Controlling Shareholders of our
Company up to and immediately after the Listing.

Information on Other Companies Owned by Our Controlling Shareholders

We currently primarily engage in rail freight transportation and loading and unloading businesses.
As of the Latest Practicable Date, Mr. Liu, a Controlling Shareholder, held interests in certain companies
outside of our Group, which engage in investment, business consulting, real estate and coal trading which
are in different industries and sectors from our Group. Given the different nature of these businesses and
our business, our Directors do not expect there to be any overlap or competition of these business and our
business after the Listing.

Chengyu Company is one of the companies ultimately owned by Mr. Liu outside of our Group.
During the Track Record Period and up to the Latest Practicable Date, the majority of Chengyu
Company’s assets are properties including six parcels of land and disused warehouses pending divestment
and/or lease after refurbishment, and Chengyu Company did not actively engage in any business.
Accordingly, there had been no competition between Chengyu Company and our Group during the Track
Record Period and up to the Latest Practicable Date. Other than land occupied by Canggang Railway
Line and certain office buildings leased to Canggang Company, which in aggregation represented less
than 10.0% of the book value of the total land use rights of lands and buildings of Chengyu Company as
of December 31, 2019 according to the unaudited consolidated accounts of Chengyu Company, the other
assets of Chengyu Company are unrelated to our Group’s business. For details, see “Connected
Transactions — Fully Exempt Continuing Connected Transactions”. Among the six parcels of land owned
by Chengyu Company, three of them with a gross site area of approximately 120,575 sq.m. located in
Cangzhou, Hebei Province (the “Chengyu Land”) and with planned land use of commercial-use and/or
industrial-use, are distant from the railway lines of Canggang Railway Line and unrelated to our Group’s
railway operation business. Such land was originally transferred from the local government to Chengyu
Company in connection with the restructuring of Canggang Railway in 2004. As advised by the
Cangzhou Municipal People’s Government State-owned Assets Supervision and Administration
Commission (¥ M 77 A R BUR B & & B 85 ¥ 2% B €) (the “Cangzhou SASAC”), the Chengyu Land
was transferred to Chengyu Company on the condition that Chengyu Company itself or in cooperation
with other business partners would utilize the Chengyu Land for the social and economic development of
the area, and is not allowed to sell or transfer the Chengyu Land. As advised by the PRC Legal Advisers,
the Cangzhou SASAC is primarily responsible for overseeing the utilization of state-owned assets and the
restructuring of state-owned enterprises. Accordingly, Chengyu Company is not allowed to transfer the
Chengyu Land to other parties pursuant to conditions of the transfer of such land to Chengyu Company.
As confirmed by Mr. Liu and the Cangzhou SASAC, Chengyu Company is currently in discussion with
certain state-owned enterprises under the Cangzhou SASAC to co-develop the Chengyu Land and is
intended to develop the Chengyu Land into a commercial and business area and the initial investment of
the development is expected to be approximately RMB300 million. Further, as advised by the Cangzhou
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SASAC, they are also concerned about the impact of including Chengyu Company as part of our Group in
terms of the implementation of the development plan or seeking other business partners for the
development of the relevant properties, and therefore they considered that it was not appropriate to inject
Chengyu Company into our Group. Based on the above, despite the aforementioned lease of land and
buildings from Chengyu Company by us, our Directors are of the view that, the inclusion of Chengyu
Company as part of our Group would give rise to monetary obligations and undue commitment to the
Cangzhou SASAC towards our Group in respect of the development of the Chengyu Land. Such
development requires a significant amount of capital investment with a very different risk profile as
compared to our principal business, being the operation of the Canggang Railway Line for freight
transportation and there is no guaranteed return on this significant investment. As such, our Directors are
of the view, and the Sole Sponsor concurs, that it is in the best interests of the Company and the
Shareholders not to include Chengyu Company in our Group. To the best of the knowledge of our
Directors after all reasonable enquiry and as confirmed by Mr. Liu and our PRC Legal Advisors,
Chengyu Company did not commit any material non-compliance in its main business operation during the
Track Record Period, other than the incident in relation to the Allocated Land. For details, see “Business
— Legal Compliance and Proceedings — Non-compliance Incidents”.

During the Track Record Period, other than that Chengyu Company had allowed Canggang Railway
Line to occupy certain allocated land without charging any fee (the details of which are set out in the
section headed “Connected Transactions™ in this prospectus), none of the Group’s related parties as set
out in note 28 to the Accountants’ Report in Appendix I to this prospectus had provided any services to,
or shared resources with, our Group without consideration. Save for the transactions as set out in the said
note 28 to the Accountants’ Report, there were no other transactions between our Group and such
companies.

NON-COMPETITION UNDERTAKING OF THE CONTROLLING SHAREHOLDERS

Each of our Controlling Shareholders confirms that, as of the Latest Practicable Date, it/he did not
have any interest in any other companies that compete directly or indirectly with our Group.

Our Controlling Shareholders have entered into the Deed of Non-competition on June 16, 2020 in
favor of our Company, pursuant to which our Controlling Shareholders have jointly and severally and
irrevocably undertaken with our Company (for itself and for the benefit of its subsidiaries) that it or he
would not, and would procure that its or his associates (except any members of our Group) would not,
during the restricted period set out below, directly or indirectly, either on its or his own account or in
conjunction with or on behalf of any person, firm or company, among other things, carry on, participate
or be interested or engaged in or hold (in each case whether as a shareholder, partner, agent, employee or
otherwise) any business which is or may be in competition with the business of any member of our Group
from time to time (the “Restricted Business”).

The non-competition undertaking above does not apply to:

(a) any opportunity to invest, participate, be engaged in and/or operate with a third party any
Restricted Business which has first been offered or made available to our Company, and at the
request of our Company, the offer should include: (i) terms of offer between our Company and
such third party, or (ii) terms for our Company to engage in the Restricted Business with them
and/or their associates, and our Company, after review and approval by our independent non-
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executive Directors, has declined such opportunity to invest, participate, be engaged in or
operate the Restricted Business with such third party or together with them and/or their
associates, provided that the principal terms by which our Controlling Shareholder(s) (or his/
its relevant associate(s)) subsequently invests, participates, engages in or operates the
Restricted Business are not more favorable than those disclosed to our Company; or

(b) any interests in the shares of any member of our Group; or

(c) interests in the shares of a company other than our Group whose shares are listed on a
recognized stock exchange provided that:

(i) any Restricted Business conducted or engaged in by such company (and assets relating
thereto) accounts for less than 10% of that company’s consolidated turnover or
consolidated assets, as shown in that company’s latest audited financial statements; or

(ii) the total number of the shares held by our Controlling Shareholders and/or its/his
respective associates in aggregate does not exceed 5% of the issued shares of that class
of that company and such Controlling Shareholders and/or its/his respective associates
are not entitled to appoint a majority of the directors of that company and at any time
there should exist at least another shareholder of that company whose shareholdings in
that company should be more than the total number of shares held by our Controlling
Shareholders and its/his respective associates in aggregate; and

(iii) our Controlling Shareholders and/or their respective associates do not have the control
over the board of such company.

The “‘restricted period” stated in the Deed of Non-competition refers to the period during which (i)
the Shares of our Company remain listed on the Stock Exchange; (ii) in relation to each Controlling
Shareholder, the relevant Controlling Shareholder or any of its/his associates still holds directly or
indirectly an equity interest in our Company; and (iii) our Controlling Shareholders and/or its/his
respective associates jointly or severally are entitled to exercise or control the exercise of not less than
30% in aggregate of the voting power at general meetings of our Company.

INDEPENDENCE FROM THE CONTROLLING SHAREHOLDERS

Having considered the matters described above and the following factors, we believe that we are
capable of carrying on our business independently from our Controlling Shareholders and its/his
respective associates after completion of the Global Offering:

Management Independence

Our Board comprises two executive Directors, two non-executive Directors and three independent
non-executive Directors. Mr. Liu, one of the Controlling Shareholders, is the chairman and an executive
Director of our Company; Mr. Yi, is the chief executive officer and an executive Director of our
Company; Mr. Xu Zhihua and Mr. Qin Shaobo are non-executive Directors of our Company.
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Save as disclosed above, no other Controlling Shareholder holds any directorship in our Company.
Each of our Directors is aware of his fiduciary duties as a director of our Company which requires,
among other things, that he acts for the benefit and in the best interests of our Company and does not
allow any conflict between his duties as a Director and his personal interest. In the event that there is a
potential conflict of interest arising out of any transaction to be entered into between our Group and our
Directors or their respective associates, the interested Director(s) shall abstain from voting at the relevant
Board meetings of our Company in respect of such transactions and shall not be counted in the quorum.
In addition, we have an independent senior management team to carry out the business decisions of our
Group independently.

Having considered the above factors, our Directors are satisfied that they are able to perform their
roles in our Company independently, and our Directors are of the view that we are capable of managing
our business independently from our Controlling Shareholders following the completion of the Global
Offering.

Operational Independence

We believe that we are capable of carrying on our business independently of our Controlling
Shareholders and their close associates upon Listing for the following reasons:

(i)  we hold or enjoy the benefit of all relevant licenses necessary to operate our business;

(i) we have independent customer bases and an independent management team to engage in our
business;

(iii) we can make decisions and conduct our own business operations independently;

(iv) we have our own organizational structure and departments independent from our Controlling
Shareholders;

(v) we have established a set of internal control procedures to facilitate the effective operation of
our business;

(vi) we own or have the right to use all the operational facilities relating to our business; and
(vii) we have sufficient capital, facilities and employees to operate our business independently.

Our Directors confirmed that our Group will be able to operate independently from our Controlling
Shareholders and their associates upon the Listing.

Financial Independence

Our Group has an independent financial system and makes financial decisions according to our
Group’s own business needs.
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During the Track Record Period, our Group obtained certain banking facilities where Mr. Liu, one
of our Controlling Shareholders, and his associates provided personal guarantees which are expected to
be released before the Listing. Our Group also had certain amounts due to/payables from Mr. Liu or his
associate which have been fully settled as of the Latest Practicable Date. See note 28 to the Accountants’
Report in Appendix I to this prospectus for more information.

Other than the above, our source of funding was independent from our Controlling Shareholders and
none of our Controlling Shareholders or their respective associates, financed our operations during the
Track Record Period. Our Group’s accounting and finance functions are independent of our Controlling
Shareholders. In view of our internal resources and the estimated net proceeds from the Global Offering,
our Directors believe that we will have sufficient capital for our financial needs without dependence on
our Controlling Shareholders. Our Directors also believe that, upon completion of the Global Offering,
our Group is capable of obtaining financing from external sources independently without the support of
our Controlling Shareholders, if necessary. Our Directors confirm that our Group does not intend to
obtain any borrowings, guarantees, pledges or mortgages from any of our Controlling Shareholders or
entities controlled by our Controlling Shareholders. Therefore, we have no financial dependence on our
Controlling Shareholders.

Confirmation Given by Directors
Each Director confirms that he or she, does not have any competing business with our Group.

CORPORATE GOVERNANCE MEASURES

Our Company will adopt the following measures to avoid any conflict of interests arising from
competing business and to safeguard the interests of our Shareholders:

(a) our independent non-executive Directors will review, on an annual basis, the compliance with
the undertaking given by our Controlling Shareholders under the Deed of Non-competition;

(b) our Controlling Shareholders undertake to provide all information requested by our Company
which is necessary for the annual review by our independent non-executive Directors and the
enforcement of the undertaking under the Deed of Non-competition;

(c) our Company will disclose decisions on matters reviewed by our independent non-executive
Directors relating to compliance and enforcement of the non-competition undertaking of our
Controlling Shareholders under the Deed of Non-competition in the annual reports of our
Company; and

(d) our Controlling Shareholders will make annual declarations on compliance with their
undertaking under the Deed of Non-competition in the annual report of our Company.
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CONTINUING CONNECTED TRANSACTIONS

We have entered into a number of agreements with a party that will be our connected person (as
defined under Chapter 14A of the Listing Rules). Upon the Listing, the transactions disclosed in this
section will constitute continuing connected transactions under the Listing Rules.

CONNECTED PERSON

The table below sets forth the connected person of our Company which conducts or will continue to
conduct connected transactions with our Group after the Listing and its relationship with our Company:

Name Connected relationship

Chengyu Company As of the Latest Practicable Date, Mr. Liu, being our Controlling
Shareholder and an executive Director of our Company, directly and
indirectly, held 97.5% equity interest in Chengyu Company. Accordingly,
Chengyu Company is an associate of Mr. Liu pursuant to Rule
14A.12(1)(c) of the Listing Rules and hence a connected person of our
Company pursuant to Rule 14A.07(4) of the Listing Rules.

FULLY EXEMPT CONTINUING CONNECTED TRANSACTIONS

We set out below a summary of the continuing connected transactions of our Group which are fully
exempt from compliance with reporting, annual review, announcement and independent shareholders’
approval requirements stipulated under Chapter 14A of the Listing Rules.

Lease of allocated land
(a) Background

Canggang Railway Line, the main track of which has a total length of approximately 87.4 km, spans
across a large area of land. Historically, three parcels of land on which Canggang Railway Line was built
located in Cangzhou, Hebei Province with a gross site area of approximately 1,006,496.29 sq.m. were
allocated to Chengyu Company by relevant authorities for the construction and operation of Canggang
Railway Line. The part from Jinghai Station (inclusive) to Port Huanghua area of our railway is not
expected to be affected by the Allocated Land. According to our estimation, approximately 25.9 km or
12.0% (in terms of length) of the entire Canggang Railway Line was built on the Allocated Land. In
aggregation with the connecting line built on the land for which we have not obtained the land use right,
the total length of such railway is approximately 33.0 km or 15.2% of the entire Canggang Railway Line.
Please refer to “Business — Legal Compliance and Proceedings — Non-compliance Incidents — 1.” for
details. Chengyu Company and our Company intend to have the land use right of the Allocated Land
transferred to our Group. However, as advised by our PRC Legal Advisors, under PRC laws, without
approval from relevant government authorities and satisfactory of specific requirements, the land use
right of the Allocated Land cannot be legally transferred to any other parties due to the nature of such
land use right being “allocated (#/##)”. The land use right of the Allocated Land must be converted from
“allocated (#|4#)” into “transferred ({!5%)” before Chengyu Company can legally transfer the land use
right of the Allocated Land to us at a consideration equal to the amount that Chengyu Company is going
to pay for the aforementioned conversion, which is estimated to be approximately RMB60.0 million. As
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of the Latest Practicable Date, Chengyu Company was in the process of converting the nature of the land
use right in accordance with applicable laws and regulations in the PRC, which is expected to be
completed by the end of 2022. See “Business — Leased Properties” for details of the conversion.

Prior to the date of the Land Lease Agreement, Chengyu Company had been letting Canggang
Company use the Allocated Land for the operation of the Canggang Railway Line without charging any
fee and without a written agreement. In order to formalize the legal relationship between Chengyu
Company and our Group in respect of the Allocated Land and to maintain the continuity of service of the
Canggang Railway Line, Canggang Company and Chengyu Company entered into the Land Lease
Agreement (as defined below) for the lease of the Allocated Land to our Group at nil consideration. On
June 19, 2019 and July 2, 2019, our PRC Legal Advisors and the Sole Sponsor’s PRC legal advisors
conducted interviews with Cangxian County Natural Resource and Planning Bureau (%% H #& & UF A1 B
#/J5) and Cangzhou Municipal Natural Resource and Planning Bureau (¥JHT7 H &% & IRAIH#1)5),
being the competent government authorities supervising the land related matters in respect of the
Allocated Land, which confirmed that (i) there is no substantial impediment in respect of the said transfer
of the land use right; (ii) the Allocated Land could be leased by Chengyu Company to Canggang
Company at nil consideration so long as the Allocated Land was used for construction and operation of
railway; and (iii) the Allocated Land could be used by Canggang Company for its construction and
operation of railway.

(b) Principal terms

On August 12, 2019 and May 29, 2020, Canggang Company, an indirect wholly-owned subsidiary
of our Company, entered into a lease agreement and a supplemental agreement, respectively (the “Land
Lease Agreement”) with Chengyu Company for the lease of the land use right of the Allocated Land for a
term commencing from August 12, 2019 until August 11, 2039 or the date on which the said transfer of
the land use right was completed, whichever is earlier, at nil consideration. Upon the expiration of term
under the aforesaid scenario (i), Canggang Company will be entitled to a perpetual right of renewal for
nil consideration at its sole discretion as permitted by PRC laws and regulations and the right of priority
of use in respect of the Allocated Land owned by Chengyu Company. Under the Land Lease Agreement,
Canggang Company agreed to lease the Allocated Land from Chengyu Company for its operation of
Canggang Railway Line. The nil consideration under the Land Lease Agreement was determined in
accordance with the terms of the Land Lease Agreement as approved by the relevant government
authorities, which approval was required for lease of land use right of allocated land.

Pursuant to the Land Lease Agreement, and an undertaking dated May 29, 2020 from Mr. Liu, each
of Chengyu Company and Mr. Liu undertakes that:

i. there is no dispute, claim of ownership, mortgage or other third parties’ rights over the land
use right of the Allocated Land;

ii. it shall not transfer, lease or pledge the land use right of the Allocated Land to any third

parties other than Canggang Company or set up any third parties’ rights to the land use right
of the Allocated Land within the term of the Land Lease Agreement;

228



CONNECTED TRANSACTIONS

iii. unless otherwise stipulated in the Land Lease Agreement or required by applicable PRC laws
and regulations, it should not impose any restriction or condition on Canggang Company for
its lease of the land use right of the Allocated Land; and

iv. it will comply with all requirements and procedures in relation to the said conversion as soon
as practicable and legally permissible, and provide necessary assistance to Canggang
Company to complete the said transfer of the land use right to Canggang Company whenever
appropriate.

(c) Reasons for the transaction

After taking into account that certain parts of the Canggang Railway Line are constructed and
located on the Allocated Land, our Directors, including the independent non-executive Directors, are of
the view that (i) the Allocated Land are part of the existing operation of the Canggang Railway Line; (ii)
it will be costly and time consuming to relocate the relevant parts of Canggang Railway Line; (iii) and
the Land Lease Agreement was entered into in the ordinary and usual course of our business, on normal
commercial terms or better, and its terms are fair and reasonable and in the interest of the Company and
the Shareholders as a whole.

The maximum term of the Land Lease Agreement exceeds three years. Pursuant to Rule 14A.52 of
the Listing Rules, a continuing connected transaction should be for a duration of no longer than three
years except in special circumstances. Our Directors are of the view that it is appropriate for the Land
Lease Agreement to be for a term of more than three years because a longer contract period (i) provides
certainty, stability and continuity to the Group that it can continue its operation of Canggang Railway
Line, part of which are located on the Allocated Land; and (ii) reflects the nature and features of the
long-term operation of a railway such as Canggang Railway Line operated by our Group. Based on the
above, our Directors are of the view that it is normal business practice for agreements of this type to be
of a term of more than three years.

(d) Historical transaction amounts
There was no historical transaction amounts for this transaction.
(e) Annual caps on future transaction amounts

The aggregate annual amount of rent to be paid by us to Chengyu Company during the term of the
Land Lease Agreement is nil.

(f) Listing Rules Requirements

As all of the applicable percentage ratios (other than the profits ratio) in respect of the transactions
contemplated under the Land Lease Agreement on an annual basis will not exceed 0.1% and the Land
Lease Agreement is on normal commercial terms or better for our Company, it will constitute a de
minimis continuing connected transaction which is fully exempt from compliance with reporting, annual
review, announcement and independent shareholders’ approval requirements stipulated under Rule
14A.76(1)(a) of the Listing Rules.
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Lease of office
(a) Background

During the Track Record Period, our Group had been using certain premises owned by Chengyu
Company for use as our offices. We intend to continue to use such premises as our offices after the
Listing in order to avoid any relocation.

(b) Principal terms

On April 1, 2020, Canggang Company, an indirect wholly-owned subsidiary of our Company,
entered into a lease agreement (the “Office Lease Agreement”) with Chengyu Company for a term
commencing from April 1, 2020 and ending on March 31, 2021. Under the Office Lease Agreement,
Canggang Company agreed to lease the first to second floors of a building located at No. 27, Qiantong
North Avenue, Xinhua District, Cangzhou, Hebei Province, the PRC, with a total floor area of
approximately 1,000 sq.m., from Chengyu Company for office use at an annual rental of RMB10,000.
The consideration is determined with reference to the current market rents for similar premises in similar
location.

(¢) Reasons for the transaction

By entering into the Office Lease Agreement, our Group is able to continue to lease the said
premises from Chengyu Company at a fair market value for office use without the need to relocate. Our
Directors, including the independent non-executive Directors, are of the view that the Office Lease
Agreement was entered into in the ordinary and usual course of our business and is on normal
commercial terms or better for our Company.

(d) Historical transaction amounts
There was no historical transaction amounts for this transaction.
(e) Annual caps on future transaction amounts

Our Directors anticipated that the annual caps for the Office Lease Agreement for each of the years
ending December 31, 2020, 2021 and 2022 are RMB 10,000, RMB 10,000 and RMB 10,000, respectively.

(f) Listing Rules Requirements

As all of the applicable percentage ratios (other than the profits ratio) in respect of the transactions
contemplated under the Office Lease Agreement on an annual basis will not exceed 0.1% and the Office
Lease Agreement is on normal commercial terms or better for our Company, it will constitute a de
minimis continuing connected transaction which is fully exempt from compliance with reporting, annual
review, announcement and independent shareholders’ approval requirements stipulated under Rule
14A.76(1)(a) of the Listing Rules.
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OUR DIRECTORS AND SENIOR MANAGEMENT

Our Board is responsible for and has general power over the management and conduct of our
business. The powers and duties of our Board include convening general meetings and reporting our
Board’s work at our Shareholders’ meetings, determining our business and investment plans, preparing
our annual financial budgets and final reports, formulating proposal for profit distributions as well as
exercising other powers, functions and duties as conferred by our Articles of Association. As of the
Latest Practicable Date, our Board consists of seven Directors, including two executive Directors, two
non-executive Directors and three independent non-executive Directors. The table below sets forth
certain information with respect to our Directors and senior management:

Relationship
Date of with other
Date of appointment as Director(s) and/
joining our Director/senior or the senior
Name Age  Group management Position Roles and responsibilities ~management
Directors
Mr. Liu Yongliang 54 October 22, October 19, 2018 Chairman and executive ~ Overall management and None
(Blik5%) 2009 Director strategic development of
our Group
Mr. Yi Weiming 55 October 22, September 20, 2019  Executive Director and ~ Overall operation and None
(RHER) 2009 chief executive officer management of our
Group
Mr. Xu Zhihua 68 September 20, ~ September 20, 2019  Non-executive Director ~ Providing opinion and None
(thE#) (with former 2019 judgment to our Board
name as Xu Zhihua
(KA )
Mr. Qin Shaobo 38 May 20, 2016 ~ September 20, 2019  Non-executive Director ~ Providing opinion and None
(RO judgment to our Board
Mr. Liu Changchun 62 September 20,  September 20, 2019  Independent Overseeing management None
(BIRH) 2019 non-executive Director  independently and
providing independent
advice to our Board
Mr. Zhao Changsong 55 September 20,  September 20, 2019  Independent Overseeing management None
(BERA 2019 non-executive Director  independently and
providing independent
advice to our Board
Ms. Lyu Qinghua 46 September 20,  September 20, 2019  Independent Overseeing management None
(E 1K) 2019 non-executive Director  independently and
providing independent
advice to our Board
Senior management
Mr. Kwok Che Chung 35 August 7, 2019  September 25, 2019 Chief financial officer Overseeing the financial None

(FBLH)
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BOARD OF DIRECTORS
Executive Directors

Mr. Liu Yongliang (2]7k %), aged 54, the founder of our Group, was appointed as a Director on
October 19, 2018 and designated as an executive Director on September 20, 2019. He was appointed as
the chairman on September 25, 2019. Mr. Liu is currently the director of each of our Company’s
subsidiaries (except Jinghai International), namely, Canggang BVI, Puji Global, Canggang HK, Puji HK,
Canggang Company and WFOE. He has been the chairman of the board of directors of Canggang
Company since October 2009 and he is responsible for overall management and strategic development of
our Group. Mr. Liu has more than 13 years of experience in transportation services. Prior to founding our
Group in 2009, Mr. Liu also invested in various industries including coal trading, industrial property
investment and storage and transportation.

Mr. Liu graduated from Naval Engineering University, Tianjin Campus* (¥ 5 T K5 K H R i)
(formerly known as People’s Liberation Army Navy, Logistics College* ([ A F fif Ji . vig H A% % 22
F)) in Tianjin, the PRC in July 1991 where he completed his tertiary education in financial management.
He obtained his bachelor’s degree in economic management from the Open College of Central
Communist Party School* (H3L e B K% ELFE) in Beijing, the PRC in December 1995. He
graduated from Chinese Academy of Social Sciences* (H'Ed 4 & FI2Px) in Beijing, the PRC in October
1999 where he completed his postgraduate education in finance. Mr. Liu attended the Post Executive
Master of Business Administration courses at Peking University in Beijing, the PRC from April 2012 to
January 2014.

The following table shows the relevant work experience of Mr. Liu:

Roles and

Period Company Last Position responsibilities

March 2005 to
October 2007

Huanghua Port Xinghua General manager In charge of overall

Company, a PRC management
company principally
engaged in coal
trading. Mr. Liu is one
of the shareholders of
this company
November 2007 to General manager

Chengyu Company, In charge of strategic

November 2015 a PRC company
principally engaged in
the road transportation

of coal and railway

transportation services.

Mr. Liu is one of the
shareholders of this
company
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The following table shows the major offices of Mr. Liu:

Period Organization Position

2005 to present Audiology Development Vice chairman of executive
Foundation of China committee for Chinese Poor
(PR ) R R ) Deaf Children Rescue

Movement (' [B & [F 5 5 kL
Bi47H)”) organized by the
Audiology Development
Foundation of China

2014 to present The Centre for Private Economics  Executive vice chairman
Studies of Chinese Academy of
Social Sciences (7 [ 4L & F} £
BE R KGRI T oLy

2016 to present Beijing AiEr Foundation Vice chairman of the council
(AERUE AT S 3 )

Mr. Liu was a director, supervisor or legal representative of the following PRC companies
(“Relevant Revoked Companies of Mr. Liu™), the business licenses of which have been revoked by local
SAIC authorities:

Relevant companies Date of establishment Date of revocation Mr. Liu’s position(s)

Cangzhou Huiyuan April 16, 2004 December 20, 2008 Supervisor and legal
Materials Co., Ltd.* representative
(BN R & A
B2 )

Tianjin European May 9, 2005 November 19, 2012 Director

Industrial Park Co.,
Ltd.* (KEREM T
A R

Tianjin Meidan June 8, 2005 November 22, 2011 Director
Xinghua
International
Trading Co., Ltd.*
(R HAH B 3 ]
B oA RAH)
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The business licenses of the Relevant Revoked Companies of Mr. Liu were revoked due to the fact
that these companies were not engaging in any business activities for more than six months prior to the
date of the revocation. As of the time of the revocation, none of the Relevant Revoked Companies of Mr.
Liu was insolvent, had any outstanding liabilities or was involved in any pending claims. As of the Latest
Practicable Date, the Relevant Revoked Companies of Mr. Liu have not been dissolved. Mr. Liu
confirmed that since the revocation and as of the Latest Practicable Date, the Relevant Revoked
Companies of Mr. Liu have not carried out any business activities and, so far as he was aware, the
revocation of the business licenses of the Relevant Revoked Companies of Mr. Liu has not resulted in
any punishment or fines imposed by any competent authorities, nor has it resulted in any outstanding or
potential claims or liabilities against the Relevant Revoked Companies of Mr. Liu.

Mr. Liu did not hold any directorship in any listed companies during the last three years preceding
the Latest Practicable Date.

Mr. Yi Weiming (X#E8f), aged 55, was appointed as an executive Director and chief executive
officer of our Company on September 20, 2019 and September 25, 2019, respectively. Mr. Yi has more
than 11 years of experience in transportation services and nine years of experience in investment
management. He has been a director and a general manager of Canggang Company since October 2009
and he is responsible for the overall operation and management of our Group.

Mr. Yi obtained his bachelor degree in science and economics from Nankai University (74 B KE2)
in Tianjin, the PRC in July 1987. Mr. Yi also obtained his master’s degree and doctoral degree in
economics from Nankai University (FA B REL) in Tianjin, the PRC in June 1990 and June 1995,
respectively.

Mr. Yi served at Department of International Economics at Nankai University (Fd 5 KE:) from
September 1990 to June 1998 and was appointed as the deputy professor in 1996, primarily teaching
courses such as international economics and responsible for relevant academic research. He was then
engaged in the financial industry between June 1998 and November 2007 where he was primarily
engaged in business of investment management in the PRC.

The following table shows the relevant work experience of Mr. Yi:

Roles and
Period Company Last Position responsibilities
November 2007 to Chengyu Company, Assistant to the chairman  Assisting chairman in
December 2014 a PRC company of the board of strategic planning,
principally engaged in directors and chief overall management
the road transportation financial officer and operation

of coal and railway
transportation services.
Mr. Yi is one of the
shareholders of this
company

234



DIRECTORS AND SENIOR MANAGEMENT

Mr. Yi was a director, legal representative or general manager of the following PRC companies
(“Relevant Revoked Companies of Mr. Yi”"), the business licenses of which have been revoked by local
SAIC authorities:

Relevant companies Date of establishment Date of revocation Mr. Yi’s position(s)

Tianjin Development Area March 6, 2000 December 26, 2007 General manager
Tongchuang Technology
Investment Co., Ltd.*

(TR B 3 ] 1 B 45

G R

Beijing Gaohui Investment December 5, 2000 December 14, 2006 Executive director and
Management Co., Ltd.* legal representative
(Il M4 A A R
2N H)

Tianjin Technology Home April 8, 2004 December 26, 2007 Chairman of the board
Investment Co., Ltd.* of directors and
(RERHZ ZBEAR legal representative
)

Tianjin Gaohui Investment July 13, 2004 December 26, 2007 Executive director and
Management Consulting legal representative
Co., Ltd.* (K MELLE
BRI A IR )

Beijing Haidaxing Computer  July 4, 2000 October 20, 2003 Executive director and
System Integration legal representative

Technology Co.,Ltd.*
(At mtifg iz B s E R S
S BT A FR 2 7))

The business licenses of the Relevant Revoked Companies of Mr. Yi were revoked due to the fact
that these companies were not engaging in any business activities for more than six months prior to the
date of the revocation. As of the time of the revocation, none of the Relevant Revoked Companies of Mr.
Yi was insolvent, had any outstanding liabilities or was involved in any pending claims. As of the Latest
Practicable Date, the Relevant Revoked Companies of Mr. Yi have not been dissolved. Mr. Yi confirmed
that since the revocation and as of the Latest Practicable Date, the Relevant Revoked Companies of Mr.
Yi have not carried out any business activities and, so far as he was aware, the revocation of the business
licenses’ of the Relevant Revoked Companies of Mr. Yi has not resulted in any punishment or fines
imposed by any competent authorities, nor has it resulted in any outstanding or potential claims or
liabilities against the Relevant Revoked Companies of Mr. Yi.

Mr. Yi did not hold any directorship in any listed companies during the last three years preceding
the Latest Practicable Date.
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Non-executive Directors

Mr. Xu Zhihua (R % %) (with former name as Xu Zhihua (%% #£)), aged 68, was appointed as a
non-executive Director of our Company on September 20, 2019. Mr. Xu has more than 12 years of
experience in railway transportation and logistics services. Mr. Xu has been an executive director of
Chengyu Company since November 2007. He is responsible for providing opinion and judgment to our
Board.

Mr. Xu graduated from Jilin University (% #KK£%) in Jilin Province, the PRC with a junior college
degree in political science in October 1988. Mr. Xu was awarded as the “Labor Model of the Logistics
Industry in China (& B 17355 8% #5)” by Human Resources and Social Security Department (A 7]
F IR A &R FEH) and China Federation of Logistics & Purchasing (9 B i BLER B0 A &) in
December 2011.

The following table shows the relevant work experience of Mr. Xu:

Roles and
Period Company Last Position responsibilities
March 1992 to December  China Jilin International General manager In charge of overall
1998 Economic and Technical operation and
Cooperation Co., Ltd., management
Tianjin Branch * (P B A
B SRR (S/NSIPN
H /A 7l), a PRC company
principally engaged in the
trading of machinery,
electric equipments,
engineering and
construction materials and
consultancy, among others
December 1998 to Tianjin Bonded Area Chairman of the In charge of overall
November 2004 Jinbichang Industrial board of management and
Development Co., Ltd.* (X directors strategic planning
AR e H B H KRR
AT, a PRC company
principally engaged in the
international trading
November 2004 to Tianjin Dongfang Xinghua Manager In charge of overall
November 2007 Property Investment Co., operation and
Ltd.* (RHEHR 7 B E 3 management

BEARAF), a PRC
company principally
engaged in property
investment business
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Mr. Xu was a director, supervisor, legal representative or supervisor of the following PRC
companies (“Relevant Revoked Companies of Mr. Xu’), the business licenses of which have been
revoked by local SAIC authorities:

Date of
Relevant companies Date of establishment revocation Mr. Xu’s position(s)
Tianjin Port Baoshui Area  August 18, 1997 October 19, 2006 Chairman of the board
Jinbichang Industrial of directors and legal
Development Co., Ltd.* representative
(R R 2 58 B
HRBRARAF)
Tianjin European June 23, 2000 November 22, Director
Industrial Park Property 2011
Co., Ltd.* (KHEMH T
KEERARAF)
Tianjin Development Area  April 12, 2001 December 8, 2004  Supervisor
New Ideas Network
Co., Ltd.* (Ku:pHEE @
L A AR A RN D)
Tianjin European May 9, 2005 November 19, Director
Industrial Park Co., 2012
Ltd.* (CRERECMH T3
AR
Tianjin Meidan Xinghua June 8, 2005 November 22, Director
International Trading 2011

Co., Ltd.* (KHAMF}HL
[ M 5 A BRA 7))

The business licenses of the Relevant Revoked Companies of Mr. Xu were revoked due to the fact
that these companies were not engaging in any business activities for more than six months prior to the
date of the revocation. As of the time of the revocation, none of the Relevant Revoked Companies of Mr.
Xu was insolvent, had any outstanding liabilities or was involved in any pending claims. As of the Latest
Practicable Date, the Relevant Revoked Companies of Mr. Xu have not been dissolved. Mr. Xu
confirmed that since the revocation and as of the Latest Practicable Date, the Relevant Revoked
Companies of Mr. Xu have not carried out any business activities and, so far as he was aware, the
revocation of the business licenses’ of the Relevant Revoked Companies of Mr. Xu has not resulted in
any punishment or fines imposed by any competent authorities, nor has it resulted in any outstanding or
potential claims or liabilities against the Relevant Revoked Companies of Mr. Xu.

Mr. Xu did not hold any directorship in any listed companies during the last three years preceding
the Latest Practicable Date.

237



DIRECTORS AND SENIOR MANAGEMENT

Mr. Qin Shaobo (4 1&), aged 38, was appointed as a non-executive Director of our Company on
September 20, 2019. Mr. Qin has more than seven years of experience in investment management. Mr.
Qin has been a director of Canggang Company since May 2016. He is responsible for providing opinion
and judgment to our Board.

Mr. Qin graduated from China University of Political Science and Law* ("' [ (% K &) in Beijing,
the PRC with a master’s degree in law in June 2007. Mr. Qin obtained his legal professional qualification
certificate® (JLTEKZE & 4% 7 2E) issued by China Ministry of Justice of the PRC in February 2009.

The following table shows the relevant work experience of Mr. Qin:

Roles and
Period Company Last Position responsibilities
September 2012 to Beijing Infrastructure Assistant expert Providing opinion to the
October 2014 Investment Co., Ltd.* (Jb board of directors
B S A R A and the senior
), a PRC company management
principally engaged in
investment business
November 2014 to present  Beijing Cornerstone Venture Managing partner  In charge of overall
Capital Investment management and
Management Center operation
(Limited Partnership)*
(Epze-Yey:[E i<yl
O HREH)), a limited
liability partnership
established in the PRC
principally engaged in
investment business
March 2019 to present Zhejiang Damon Technology  Director Providing advice to the
Co., Ltd.* (L5 B+ board of directors

Bt A PR F), a PRC
company whose shares are
listed on the Shanghai
Stock Exchange (stock
code: 688360) and
principally engaged in
research and development,
design, manufacturing and
sales of intelligent logistics
transportation sorting
system and its key
equipment and core
components
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Mr. Qin was a director of the following PRC company (“Relevant Revoked Company of Mr. Qin”),
the business license of which has been revoked by local SAIC authorities:

Date of
Relevant company Date of establishment revocation Mr. Qin’s position
Beijing Fabangbang September 2, 2015 October 16, 2018 Director

Network Technology
Co., Ltd.* (AL #HHE
AR R A

The business license of the Relevant Revoked Company of Mr. Qin was revoked due to the fact that
the company was not engaging in any business activities for more than six months prior to the date of the
revocation. As of the time of the revocation, the Relevant Revoked Company of Mr. Qin was not
insolvent, had any outstanding liabilities or was involved in any pending claims. As of the Latest
Practicable Date, the Relevant Revoked Company of Mr. Qin has not been dissolved. Mr. Qin confirmed
that since the revocation and as of the Latest Practicable Date, the Relevant Revoked Company of Mr.
Qin has not carried out any business activities and, so far as he was aware, the revocation of the business
license of the Relevant Revoked Company of Mr. Qin has not resulted in any punishment or fines
imposed by any competent authorities, nor has it resulted in any outstanding or potential claims or
liabilities against the Relevant Revoked Company of Mr. Qin.

Save as disclosed above, Mr. Qin did not hold any directorship in any listed companies during the
last three years preceding the Latest Practicable Date.

Independent non-executive Directors

Mr. Liu Changchun (8|&#%) (“Mr. CC Liu”), aged 62, was appointed as an independent non-
executive Director of our Company on September 20, 2019. Mr. CC Liu has more than 21 years
experiences in energy industry. He is responsible for overseeing management independently and
providing independent advice to our Board.

Mr. CC Liu graduated from the Harbin Normal University* (I #T7&Ri#I K£) in Heilongjiang
Province, the PRC with a bachelor’s degree in Chinese language and literature education in December
1999 (through long distance learning). Mr. CC Liu completed a postgraduate course in corporate
management from Capital University of Economics and Business (F #B4%7% % 5 K£) in Beijing, the
PRC in November 2002. Mr. CC Liu received the certificate of senior economist in February 2004 from
the General Equipment Department of the People’s Liberation Army (7B A B fiff il 5\ B 48 46453,
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The following table shows the relevant work experience of Mr. CC Liu:

Period

October 1998 to
November 2004

November 2004 to

October 2009

October 2009 to
November 2017

November 2017 to
October 2018

Company

Shenhua Coal Transportation

and Selling Co., Ltd.* (#
ERPEHARAF), a
PRC company principally
engaged in coal business

China Shenhua Energy Co.,

Led* (*h B RE IR B A7
R/ H]), a PRC company
principally engaged in the
production and sale of coal,
ore, electricity and the
operation of railway, ports
and shipping business,
among others

Shenhua Group Co., Ltd* (ff

FEEBARAMELFA), a
PRC company principally
engaged in production, and
sales of coal, thermal
power, hydropower, and
other energy and the
operation of railway, ports
and shipping

China Energy Investment

Group Co., Ltd.* (B % fE
A G A R AT,
a PRC company principally
engaged in production, and
sales of coal, thermal
power, hydropower, and
other energy and the
operation of railway, ports
and shipping

Last Position

Officer of the
dispatching
department

Deputy officer of
the general
dispatching
department

Deputy manager of
production
commanding
center

Deputy inspector
of industry
coordination
department

Roles and
responsibilities

In charge of overall
operation of the
dispatching
department

In charge of daily
operation of the
dispatching
department

In charge of daily
operation of the
dispatching
department

Responsible for

research of business

production

Mr. CC Liu did not hold any directorship in any listed companies during the last three years
preceding the Latest Practicable Date.
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Mr. Zhao Changsong (&), aged 55, was appointed as an independent non-executive Director
of our Company on September 20, 2019. Mr. Zhao has more than 29 years experiences in legal services

and he is responsible for overseeing management independently and providing independent advice to our
Board.

Mr. Zhao graduated from Hebei University* (/6 K%%) in Hebei Province, the PRC with a
bachelor’s degree in law in July 1986. Mr. Zhao completed his master’s course in economic management
from Hebei Party School of China Communist Party* (" 37 ]t % Z #4%) in Hebei Province, the PRC in
December 2001. Mr. Zhao obtained his lawyer qualification certificate (fERTEA&#EE) from Hebei
Provincial Department of Justice (W Jt# A HE) in April 1989.

The following table shows the relevant work experience of Mr. Zhao:

Period Company Last Position Roles and responsibilities

May 1990 to October ~ Cangshi Law Firm* Deputy officer In charge of overall operation
2001 (U T B < 5 ) and management

October 2001 to Cangzhou Legal Aid Center*  Officer In charge of overall operation
February 2003 BN TEEE I L) and management

February 2003 to Hebei Hengtai Law Firm * Officer In charge of overall operation
present (V] b A8 2 2 i = 755 ) and management

Mr. Zhao was accredited as the “Excellent Lawyer in Hebei Province (774t % 75 i) by Hebei
Provincial Department of Justice (Y#//Jt % Al HE) and Hebei Lawyers Association (J0/JL& HRTi € ) in
July 2006, the “Top Ten Lawyer in Hebei Province (% & = MRHS LIE T EHHT)” by Hebei Provincial
Department of Justice (7L A% HE) in November 2008, the “National Outstanding Lawyer (4[5 & 75
f8:fifi)” by All China Lawyers Association® (934 H A ffif# &) in December 2011 and the “National
Legal Aid Work Advanced Individuals (4B TAESEHEM N)” by Ministry of Justice in
September 2016. Mr. Zhao is currently a director of All China Lawyers Association* (34 5 fiffi ff#
) and a deputy chairman of the board of supervisors of Hebei Lawyers Association® (1]t 5 Rl it ).

Mr. Zhao did not hold any directorship in any listed companies during the last three years preceding
the Latest Practicable Date.

Ms. Lyu Qinghua (2&%), aged 46, was appointed as an independent non-executive Director of
our Company on September 20, 2019. Ms. Lyu has more than 25 years experiences in accounting and
auditing. She is responsible for overseeing management independently and providing independent advice
to our Board.

Ms. Lyu graduated from the Hebei Economic and Trade College* (Ji[dUL#8% EL%) in Hebei
Province, the PRC where she completed a tertiary course in finance and accounting in July 1994. Ms.
Lyu obtained the accounting qualification (intermediate level) (' #% € 7) from the Ministry of Finance
of the PRC in May 2002 and the certificate of Certified Public Accountant from Hebei Institute of
Certified Public Accountants in June 2009.
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The following table shows the relevant work experience of Ms. Lyu:

Period Company Last Position Roles and responsibilities
October 1994 to Cangzhou Condiment Co., Accounting staff ~ Responsible for accounting
December 2004 Ltd.* (YN T3 3 0k ff A PR related matters

FAE 2> 7), a PRC company
principally engaged in
condiment business

June 2006 to July Cangzhou Lion Certified Auditor Principally responsible for
2017 Public Accountants LLP * audit related matters

(OB i 3 1 = 5 )

August 2017 to Hebei Dexin Accounting Firm  Auditor Principally responsible for
present Co., Ltd.* (‘Fﬁﬁlﬁ%%@%‘ audit related matters
Fili =5 BT A R A 7)), Mes.
Lyu is one of the
shareholders of this
company

Ms. Lyu did not hold any directorship in any listed companies during the last three years preceding
the Latest Practicable Date.

Disclosure required under Rule 13.51(2) of the Listing Rules

Each of our Directors confirms that save as disclosed above: (i) he/she has not held directorships in
the last three years preceding the Latest Practicable Date in other public companies, the securities of
which are listed on any securities market in Hong Kong or overseas; (ii) he/she does not hold any other
position in our Company or any of its subsidiaries; (iii) there is no other information that should be
disclosed pursuant to Rule 13.51(2) of the Listing Rules; and (iv) to the best of the knowledge,
information and belief of our Directors having made all reasonable enquiries, there are no other matters
with respect to the appointment of our Directors that need to be brought to the attention of our
Shareholders.

Save as disclosed in “Disclosure of Interests” in Appendix V to this prospectus, each of our
Directors certifies that he/she does not have any interests in the Shares within the meaning of Part XV of
the SFO.

SENIOR MANAGEMENT
Mr. Kwok Che Chung (32 H8), aged 35, joined the Group in August 2019 as chief financial
officer of our Company and was appointed as the joint company secretary of our Company on September

25, 2019. Mr. Kwok has more than ten years of experience in accounting and financial management. He
is responsible for financial operations and corporate secretarial matters of the Group.
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Mr. Kwok graduated from the Hong Kong Shue Yan University (%1~ K £) in Hong Kong with
a bachelor’s degree in accounting in July 2009. Mr. Kwok was admitted as a member of the Hong Kong
Institute of Certified Public Accountants in March 2017.

The following table shows the relevant work experience of Mr. Kwok:

Period Company Last Position Roles and responsibilities

July 2009 - January 2013  Chan Man Sun & Co. Senior auditor Principally responsible for
audit related matters

January 2013 - July 2014  Baker Tilly Hong Kong  Senior associate Principally responsible for
Limited audit related matters
July 2014 - June 2019 KPMG Manager Principally responsible for

audit related matters

Mr. Kwok did not hold any directorship in any listed companies during the last three years
preceding the Latest Practicable Date.

JOINT COMPANY SECRETARIES

Mr. Kwok Che Chung (382 8%), was appointed as our joint company secretary on September 25,
2019. Details of his qualifications and experience are set out in the paragraph headed ‘Senior
Management” above in this section.

Mr. Li Juncheng (Z& £) (with former name as Li Shuhai (Z411)), aged 39, was appointed as
our joint company secretary on September 25, 2019.

Mr. Li joined the Group in December 2014 as the deputy director of the finance department of
Canggang Company. He was then promoted as the director of equity investment department in July 2019.
Prior to joining our Group, Mr. Li was employed by Chengyu Company from February 2008 to December
2014, and last occupied the position of deputy head of the finance department. Mr. Li graduated from
Hebei University (77t X %) in Hebei Province, the PRC with a bachelor’s degree in law in June 2007.

We have applied to the Stock Exchange for, and the Stock Exchange has granted, a waiver from
strict compliance with the requirement under Rule 3.28 and Rule 8.17 of the Listing Rules in relation to
the qualification of joint company secretaries. For details of the waiver, see “Waivers from Strict
Compliance with the Listing Rules — Joint Company Secretaries” in this prospectus.

BOARD COMMITTEES
Audit Committee

We established an audit committee with written terms of reference in compliance with the
Corporate Governance Code and Corporate Governance Report as set out in Appendix 14 to the Listing
Rules. The primary duties of the audit committee are to review and supervise our financial reporting
process and internal control system of the Group, oversee the audit process, risk management process and
external audit functions. The audit committee consists of three members, namely, Ms. Lyu Qinghua, Mr.
Xu Zhihua and Mr. CC Liu. The chairman of the audit committee is Ms. Lyu Qinghua.
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Remuneration Committee

We established a remuneration committee with written terms of reference in compliance with the
Corporate Governance Code and Corporate Governance Report as set out in Appendix 14 to the Listing
Rules. The primary duties of the remuneration committee are to make recommendations to the Board on
our Company’s policy and structure concerning the remuneration of our Directors and senior management
and on the establishment of a formal and transparent procedure for developing remuneration policy,
review and approve performance based remuneration by reference to corporate goals and objectives, to
determine the terms of the specific remuneration package of each executive Director and senior
management and to ensure none of our Directors determine their own remuneration. The remuneration
committee consists of three members, namely Ms. Lyu Qinghua, Mr. CC Liu and Mr. Xu Zhihua. The
chairman of the remuneration committee is Mr. CC Liu.

Nomination Committee

We established a nomination committee with written terms of reference in compliance with the
Corporate Governance Code and Corporate Governance Report as set out in Appendix 14 to the Listing
Rules. The primary duties of the nomination committee are to review our board diversity policy (the
“Board Diversity Policy”’) and make recommendations to our Board on the appointment of members of
the Board. The nomination committee consists of three members, namely, Mr. Liu, Mr. Xu Zhihua and
Mr. CC Liu. The chairman of the nomination committee is Mr. Liu.

CORPORATE GOVERNANCE

The Directors recognize the importance of good corporate governance in management and internal
procedures so as to achieve effective accountability. Our Company will comply with the Corporate
Governance Code as set out in Appendix 14 to the Listing Rules and the associated Listing Rules.

Board Diversity

We have adopted the “Board Diversity Policy” which sets out the objective and approach to
achieve and maintain diversity on our Board in order to enhance the effectiveness of our Board. The
Board Diversity Policy provides that our Company should endeavor to ensure that our Board members
have the appropriate balance of skills, experience and diversity of perspectives that are required to
support the execution of our business strategy. Pursuant to the Board Diversity Policy, selection of
candidates for Directors will be based in a range of diversity perspectives, including but not limited to
professional experience, gender, age, culture, independence, educational background, knowledge,
expertise and length of service. The ultimate decision of the appointment will be based on merit and the
contribution which the selected candidates will bring to our Board. Our Board believes that such merit-
based appointments will best enable our Company to serve the Shareholders and other stakeholders going
forward.
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Our Board comprises seven members, including two executive Directors, two non-executive
Directors and three independent non-executive Directors. Our Directors have a balanced mix of
experiences, including management and strategic development, finance and investment and risk control
experiences in addition to railway business. Furthermore, our Board has a wide range of age, ranging
from 38 to 68 years old. We also have a good mix of new and experienced Directors that our executive
Directors joined our Group since its establishment in 2009, who have valuable knowledge and insights of
our Group’s business over the years, while the other non-executive Director, Mr. Qin Shaobo, joined us
in 2016, has experience in finance and investment and risk control. In addition, the other four newly
joined Directors are expected to bring in fresh ideas and new perspectives to our Group. Currently, one of
our independent non-executive Directors is female. We believe the composition of our Board is currently
in line with our Board Diversity Policy. We have also taken, and will continue to take, steps to promote
gender diversity at all levels of our Company, including but not limited to our Board and the senior
management levels. While we recognize that the gender diversity at our Board level can be improved
given the majority of our Directors are male, we will continue to apply the principle of appointments
based on merits with reference to our diversity policy as a whole. Our Board would also ensure that
appropriate balance of gender diversity is achieved with reference to investors’ expectation, and
international and local recommended best practices.

Our nomination committee will: (1) report annually, in the corporate governance report contained in
our annual report, on the Board’s composition under diversified perspectives, and monitor the
implementation of our Board Diversity Policy; and (2) review our Board Diversity Policy, as
appropriate, to ensure effectiveness of the policy and discuss any revisions that may be required, and
recommend any such revisions to the Board for consideration and approval.

REMUNERATION POLICY

Our executive Directors and senior management, who are also our employees, receive, in their
capacity as our employees, compensation in the form of salary.

For the three years ended December 31, 2017, 2018 and 2019 and the five months ended May 31,
2020, the aggregate of the remuneration paid and benefits in kind granted to our Directors by us and our
subsidiaries was RMB125,000, RMB131,000, RMB 149,000 and RMB&85,000, respectively.

For the three years ended December 31, 2017, 2018 and 2019 and the five months ended May 31,
2020, the aggregate of the remuneration paid and benefits in kind granted to the five highest paid
individuals (excluding one individual who is a Director) are neither a director nor chief executive of our
Group was RMB540,000, RMB566,000, RMB885,000 and RMB496,000, respectively.

During the Track Record Period, no emoluments were paid by the Group to any Director or any of
the five highest paid individuals as an inducement to join or upon joining the Group or as a compensation
for loss of office. None of our Directors had waived or agreed to waive any remuneration during the
Track Record Period.

Under the arrangements currently in force, we estimate that the aggregate remuneration payable to,

and benefits in kind receivable by, our Directors (excluding discretionary bonus) for the year ending
December 31, 2020 will be approximately RMB266,500.
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In order to incentivize our Directors, senior management and other employees for their contribution
to the Group and to retain suitable personnel in our Group, we adopted the Share Option Scheme on June
16, 2020. For further details, see “Appendix V — Statutory and General Information — F. Share Option
Scheme” to this prospectus.

Save as disclosed above, no other payments had been made, or are payable, by any member of the
Group to the Directors during the Track Record Period.

MANAGEMENT PRESENCE

We have applied for, and the Stock Exchange has granted, a waiver from strict compliance with the
requirement under Rule 8.12 of the Listing Rules in relation to the requirement of management presence
in Hong Kong. For details of the waiver, see “Waivers from Strict Compliance with the Listing Rules —
Management Presence” in this prospectus.

COMPLIANCE ADVISER

Our Company has appointed Innovax Capital Limited as our compliance adviser pursuant to Rule
3A.19 of the Listing Rules. Pursuant to Rule 3A.23 of the Listing Rules, the compliance adviser will
advise our Company on the following matters:

(i) before the publication of any regulatory announcement, circular or financial report;

(i) where a transaction, which might be a notifiable or connected transaction, is contemplated,
including but not limited to share issues and share repurchases;

(iii) where we propose to use the proceeds of Global Offering in a manner different from that
detailed in this prospectus or where our business activities, developments or results materially
deviate from any forecast, estimate, or other information in this prospectus; and

(iv) where the Stock Exchange makes an inquiry of our Company regarding unusual movements in
the price or trading volume of our Shares or any other matters under Rule 13.10 of the Listing
Rules.

The term of the appointment of our compliance adviser will commence from (and including) the

Listing Date and end on (and including) the date on which we comply with Rule 13.46 of the Listing
Rules in respect of our financial results for the first full financial year commencing after the Listing Date.
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SUBSTANTIAL SHAREHOLDERS

To the best knowledge of our Directors, as of the Latest Practicable Date and immediately
following completion of the Capitalization Issue and the Global Offering (without taking into account
any Shares which may be issued upon the exercise of the Over-allotment Option or any options that may
be granted under the Share Option Scheme), the following persons will have an interest or short position
in Shares or underlying Shares which would be required to be disclosed to us and the Stock Exchange
under the provisions of Divisions 2 and 3 of Part XV of the SFO, or, directly or indirectly, be interested
in 10% or more of the nominal value of any class of share capital carrying rights to vote in all

circumstances at general meetings of any other member of our Group:

Immediately after the Global

As of the Latest Offering and the

Practicable Date Capitalization Issue”
Approximate Approximate
percentage of percentage of
shareholding shareholding
Capacity/Nature of Number of in our Number of in our
Name interest Shares Company Shares Company
Jinghai BVI  Beneficial owner 8,773 87.73% 657,975,000 65.80%
Mr. Liu Interest in a controlled 8,773 87.73% 657,975,000 65.80%

corporation®

Notes:
(1) Assuming the Over-allotment Option is not exercised.

2) Mr. Liu is the sole shareholder of Jinghai BVI and he is therefore deemed to be interested in the Shares held by
Jinghai BVI upon the Listing.

Except as disclosed above, our Directors are not aware of any person who will, immediately
following the Capitalization Issue and the Global Offering, have an interest or short position in Shares or
underlying Shares which would be required to be disclosed to us and the Stock Exchange under the
provisions of Divisions 2 and 3 of Part XV of the SFO, or, directly or indirectly, be interested in 10% or
more of the nominal value of any class of share capital carrying rights to vote in all circumstances at

general meetings of our Company.
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SHARE CAPITAL

The authorized and issued share capital of our Company is as follows:

Authorized Share Capital:

10,000,000,000 Shares of par value of HK$0.01 each

(HKS$)

100,000,000

Assuming the Over-allotment Option is not exercised at all, and without taking into account any

Shares which may be issued upon the exercise of any options that may be granted under the Share Option

Scheme, the issued share capital of our Company immediately following the completion of the

Capitalization Issue and the Global Offering will be as follows:

Issued Share Capital:

10,000 Shares in issue as of the date of this
prospectus

749,990,000 Shares to be issued under the Capitalization
Issue

250,000,000 Shares to be issued under the Global
Offering

1,000,000,000 Shares in total
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Approximate
percentage of
issued share

capital

HKS$ (%)

100 0.001
7,499,900 74.999
2,500,000 25.000
10,000,000 100.000




SHARE CAPITAL

Assuming the Over-allotment Option is exercised in full, and without taking into account any
Shares which may be issued upon the exercise of any options that may be granted under the Share Option
Scheme, the issued share capital of our Company immediately following the completion of the
Capitalization Issue and the Global Offering will be as follows:

Issued Share Capital:

Approximate
percentage of
issued share

capital
HKS$ (%)
10,000 Shares in issue as of the 100 0.001
date of this prospectus
749,990,000 Shares to be issued under 7,499,900 72.288
the Capitalization Issue
287,500,000 Shares to be issued under 2,875,000 27.711
the Global Offering
1,037,500,000 Shares in total 10,375,000 100.000

Notes:
(hH The Shares referred to in the above table have been or will be fully paid or credited as fully paid when issued.

(2) Assuming a total of 37,500,000 Shares will be issued upon exercise of the Over-allotment Option in full.
RANKING

The Offer Shares are ordinary Shares in the share capital of our Company and will rank equally in
all respects with all Shares in issue or to be issued as set out in the above table, and will qualify and rank
equally for all dividends or other distributions declared, made or paid after the date of this prospectus.

ALTERATIONS OF SHARE CAPITAL

Our Company may from time to time by ordinary resolution or special resolution (as the case may
be) of shareholders alter the share capital of our Company. For a summary of the provisions in the Article
of Association regarding alterations of share capital, see paragraph “Appendix IV — Summary of the
Constitution of the Company and Cayman Islands Companies Law — 2. Articles of Association — (a)
Shares — (iii) Alteration of Capital” in this prospectus.
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THE SHARE OPTION SCHEME

We have conditionally adopted the Share Option Scheme on June 16, 2020. The principal terms of
the Share Option Scheme are summarized in the section headed “Appendix V — Statutory and General
Information — F. Share Option Scheme” in this prospectus.

GENERAL MANDATE TO ISSUE SHARES

Our Directors have been granted a general unconditional mandate to allot, issue and deal with
Shares with an aggregate nominal value of not more than the sum of:

(i)  20% of the aggregate total number of Shares in issue immediately following the completion of
the Capitalization Issue and the Global Offering (excluding any Shares which may fall to be
issued pursuant to the Over-allotment Option); and

(ii) the aggregate total number of Shares repurchased by our Company (if any) under the general
mandate to repurchase Shares referred to below.

This mandate will expire at the earliest of:

(i) the conclusion of our Company’s next annual general meeting unless renewed by an
ordinary resolution of our Shareholders in a general meeting, either unconditionally or
subject to conditions; or

(ii) the expiration of the period within which our Company is required by law or the Articles
of Association to hold its next annual general meeting; or

(iii) the time when such mandate is varied, revoked or renewed by an ordinary resolution of
our Company’s Shareholders in a general meeting.

Further details of this general mandate are set out in the paragraph headed “Appendix V — Statutory
and General Information — A. Further information about our Company — 4. Written resolutions of the then
Shareholders of our Company passed on June 16, 2020 in this prospectus.

GENERAL MANDATE TO REPURCHASE SHARES

Our Directors have been granted a general unconditional mandate to exercise all the powers of our
Company to repurchase Shares with a total nominal value of not more than 10% of the aggregate total
number of Shares in issue or to be issued immediately following the completion of the Capitalization
Issue and the Global Offering (excluding any Shares which may fall to be issued upon the exercise of the
Over-allotment Option).

This mandate only relates to repurchases made on the Stock Exchange, or any other approved stock
exchange(s) on which the Shares are listed (and which is recognized by the SFC and the Stock Exchange
for this purpose), and which are made in accordance with all applicable laws and/or requirements of the
Listing Rules. A summary of the relevant Listing Rules is set out in the section headed “Appendix V —
Statutory and General Information — A. Further information about our Company — 5. Repurchase of our
Shares™ in this prospectus.
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This mandate will expire at the earliest of:

(i)  the conclusion of our Company’s next annual general meeting unless renewed by an ordinary
resolution of our Shareholders in a general meeting, either unconditionally or subject to
conditions; or

(ii) the expiration of the period within which our Company is required by law or the Articles of
Association to hold its next annual general meeting; or

(iii) the time when such mandate is varied, revoked or renewed by an ordinary resolution of our
Company’s Shareholders in a general meeting.

For further details of this share repurchase mandate, see the paragraph headed “Appendix V —
Statutory and General Information — A. Further Information about Our Company — 4. Written resolutions
of the then Shareholders of our Company passed on June 16, 2020 in this prospectus.
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FINANCIAL INFORMATION

You should read the following discussion and analysis of our financial condition and results of
operations in conjunction with historical financial information, including the notes thereto, included
in the Accountants’ Report and other financial information appearing elsewhere in this document. The
historical financial information included in the Accountants’ Report has been prepared in accordance
with IFRSs, which may differ in material aspects from generally accepted accounting principles in
other jurisdictions.

The following discussion and analysis and other parts of this document contain forward-looking
statements that reflect our current views with respect to future events and financial performance that
involve risks and uncertainties. These statements are based on assumptions and analysis made by us in
light of our experience and perception of historical events, current conditions and expected future
developments, as well as other factors we believe are appropriate under the circumstances. However,
our actual future results could differ significantly from those anticipated in these forward-looking
statements due to various factors, including those set forth under the section headed ‘““Risk Factors”
and elsewhere in this document.

For the purpose of this section, unless the context otherwise requires, references to 2017, 2018
and 2019 refer to our financial year ended December 31 of such year. Unless the context otherwise
requires, financial information described in this section is described on a consolidated basis.

OVERVIEW

We are an established and expanding local railway operator based in Hebei Province providing
eastbound and westbound rail freight transportation services and other ancillary services, including
loading and unloading, road freight transportation, operation, repair and maintenance of Special Service
Lines, railway roadbed and other railway facility construction and certain other businesses. According to
the Frost & Sullivan Report, we ranked first among all local freight railway operators in Hebei Province
in terms of revenue in 2019. According to that report, we ranked fourth among all local freight railway
operators in China in terms of revenue in 2019. We operate one railway, the Canggang Railway Line,
which is strategically located, effectively connecting the Shuo-Huang Railway Line and the Han-Huang
Railway Line with the Bohai New Area in Cangzhou, a national economic and technological development
area encompassing Port Huanghua, an important and busy port on the east coast of Hebei Province/Bohai
Bay. Our railway line also connects the Beijing-Shanghai Railway Line to this area. Therefore, our
railway line constitutes a key part of a comprehensive railway-port transportation network that
effectively links coal rich regions in west China, particularly Shaanxi Province, Shanxi Province and
Inner Mongolia, where a large number of coal mines are located, to the Bohai New Area and Port
Huanghua. This positioning provides us with significant strategic advantages and opportunities to grow.
As of the Latest Practicable Date, the total length of the main track of our railway line was approximately
87.4 km. As of the same date, there were a total of 13 stations on the Canggang Railway Line, 10 stations
on the main track and three stations on branch lines.

In addition to our core rail freight transportation business, we have developed comprehensive
operating capabilities covering the various transportation and logistics needs of our customers,
particularly those in coal and ore-related industries. We are thus able to provide comprehensive services
to our customers, which has allowed us to leverage existing relationships to grow and further diversify
our revenue and deepen and strengthen our relationship with our customers. Our ability to provide such
ancillary services also helps drive growth of our core rail freight transportation business, as we believe
our ability to offer such ancillary services provides our customers with one-stop solutions in terms of
freight transportation and makes us more attractive to new customers.
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Our revenue for the years ended December 31, 2017, 2018 and 2019 and the five months ended May
31, 2019 and 2020 was approximately RMB354.3 million, RMB386.9 million, RMB376.9 million,
RMB150.2 million and RMB151.8 million, respectively. Our revenue from rail freight transportation
increased from RMB100.5 million for the five months ended May 31, 2019 to RMB107.2 million for the
five months ended May 31, 2020, largely due to an increase in the number of our customers as a result of
our management’s effort to expand our customer base. Our profit for the years ended December 31, 2017
and 2018 and 2019 and the five months ended May 31, 2019 and 2020 was approximately RMB&0.4
million, RMB81.5 million, RMB69.5 million, RMB25.1 million and RMB30.0 million, respectively. The
decrease in our profit for 2019 compared with 2018 was largely related to (i) the decrease in revenue
from our loading and unloading business of RMB19.2 million, which was due to the decrease in volume
of rail freight transportation designated to Port Huanghua following the implementation of the Action
Plan; and (ii) an increase in general and administrative expenses primarily due to the incurrence of listing
expenses of approximately RMB13.5 million in the year ended December 31, 2019. On August 15, 2019
we received the necessary approval from the Han-Huang Railway Line to connect our line to the Han-
Huang Railway enabling us to transport cargo via such connecting railway line directly to Port Huanghua
entirely by rail. On August 20, 2019, such connecting railway line commenced operations. We believe
this will help us increase revenue and profit going forward. Our profit for the five months ended May 31,
2020 improved to RMB30.0 million as compared to RMB25.1 million for the corresponding period in
2019.

BASIS OF PRESENTATION

Our Company was incorporated in the Cayman Islands on October 19, 2018. Our Company is an
investment holding company and has not carried on any business since its incorporation, except for the
Reorganization. Our Company and subsidiaries are principally engaged in the provision of freight railway
transportation and related services in China.

In preparation for the Listing, our Group underwent the Corporate Reorganization. See “History
and Corporate Structure” for further details of the Corporate Reorganization. Upon completion of the
Corporate Reorganization on June 17, 2019, our Company became the holding company of the companies
now comprising the Group.

We have prepared our consolidated financial information for the Track Record Period in accordance
with the basis of presentation as set out in note 1 of the Accountants’ Report contained in Appendix I to
this prospectus. Such consolidated financial information is presented in RMB and has been prepared
under the historical cost convention. Intra-group balances, transactions and unrealized gains/losses on
intra-group transactions have been eliminated in full in preparing our consolidated financial statements.
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KEY FACTORS AFFECTING OUR RESULTS OF OPERATIONS

Our financial condition and results of operations have been, and will continue to be, affected by a
number of factors, including the following:

Development of the Coal Industry

As a service provider in the transportation industry, we derived a significant majority of our total
revenue from rail freight transportation over the Track Record Period. Among the cargo we transport via
railway, coal is the most important, accounting for approximately 79.6%, 74.4%, 60.4%, 67.3% and
60.3% of the total volume of cargo we transported via railway for the years ended December 31, 2017,
2018 and 2019 and the five months ended May 31, 2019 and 2020 respectively. The following table sets
forth our revenue and segment result for rail freight transportation during the Track Record Period.

For the years ended For the five months
December 31, ended May 31,
2017 2018 2019 2019 2020

RMB in thousands

Revenue 253,026 259,423 259,065 100,454 107,208
Analyzed by cargo type:
— Coal cargo 213,728 203,461 191,708 72,699 79,344
— Non-coal cargo 39,298 55,962 67,357 27,755 27,864

Segment result for rail freight

transportation 117,229 113,992 117,521 43,801 53,406
Analyzed by cargo type:

— Coal cargo 93,351 84,775 70,965 29,460 32,181

— Non-coal cargo 23,878 29,217 46,556 14,341 21,225
Note:

The segment result for rail freight transportation by cargo type is calculated based on the total segment result of rail freight
transportation, multiplied by the transportation volume of the particular type of cargo and divided by the total transportation
volume of all cargo for respective years.

As such, the overall conditions and development of the coal industry in China materially affects our
results of operations and financial conditions. According to the Frost & Sullivan Report, coal
consumption in China is expected to continue to increase from approximately 1,930.6 million toe in
2019 to approximately 1,995.9 million toe in 2024. However, if the coal industry as a whole does not
grow as much as expected or at all due to national or regional macro-economic conditions, or is subject to
tightening restrictions relating to environmental, safety or other laws and regulations or is affected by
accidents or other negative incidents and as a result coal production decreases, or if major customers turn
to other fuels, the volume of coal we transport may decrease and our results of operations could be
adversely affected.
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We have taken steps to try to diversify our business and decrease the percentage of our revenue we
derive from transportation of coal. Such steps have included developing ancillary businesses and
increasing westbound and eastbound railway transportation of non-coal cargo such as petroleum, ore and
other cargo, including PVC, asphalt and gravel. Largely as a result, the percentage of our revenue
generated from coal transportation decreased over the Track Record Period. We intend to continue to
further diversify our sources of revenue and types of cargo transported in the future. However, we cannot
assure you that our efforts to increase the transportation volume of other cargo and other similar
measures will be effective in addressing the concentration issue. In addition, some of the ancillary
services we provided over the Track Record Period are subject to new regulatory restrictions which will
serve to increase the importance of rail freight transportation as our main source of our revenue going
forward. See “Risk Factors — Risks Relating to our Business and Industry — We have been dependent
on the eastbound transportation of coal through our railway during the Track Record Period. Our
business, financial condition and results of operations would be materially and adversely affected if
demand for transportation of coal were to decline.” We expect coal to continue to be the most significant
cargo we transport going forward and development of the coal industry in China will continue to affect
our business and results of operations.

Expansion and Technical Upgrade of Our Railway

We conduct our core rail freight transportation business, which contributed approximately 71.4%,
67.1%, 68.7%, 66.9% and 70.6% of our total revenue for the years ended December 31, 2017, 2018 and
2019 and the five months ended May 31, 2019 and 2020, respectively, through our railway. The
construction of the Canggang Railway Line dates back to the late 1970s and after nearly 40 years of
operation, it faces certain technical issues under the increasing demand for our railway transportation
services. We invested RMB57.1 million, RMB58.4 million, RMB75.3 million, RMB2.8 million and nil
on maintaining, upgrading and expanding our railway for the years ended December 31, 2017, 2018 and
2019 and the five months ended May 31, 2019 and 2020, respectively. Technical upgrade and expansion
of our railway will require additional capital expenditures in the future including the need to purchase
additional modern signal automation equipment, and could result in increased depreciation and
potentially lower margins. We expect to incur capital expenditure of RMB145.1 million, of which
RMB36.2 million is expected to come from the net proceeds of the Global Offering to maintain and
upgrade our existing Canggang Railway Line. See “Business — Our Strategies — Upgrade and increase
transportation efficiency of our existing railway” and “Future Plans and Use of Proceeds” for details.
However, such expansion will also potentially allow us to increase capacity and revenue and capture
future business opportunities.

In addition to maintaining and upgrading our existing railway facilities, in order to help us secure
further business opportunities and increase transportation volume, we plan to construct additional branch
lines. In particular, we currently plan to construct two additional branch lines connecting our railway line
directly to strategic areas where current and potential customers are located by 2022, including: (i) a
branch line connecting our Gangkou Station to the Northern Shandong Industrial Park in the northern
Shandong area; and (ii) a branch line connecting our Yangerzhuang Station to the Comprehensive
Industrial Park in the Bohai New Area. We plan to construct such branch lines through strategic
partnerships with other logistics and energy industry participants. Total capital expenditure for each of
these lines for which we will be responsible is expected to be RMB101.3 million and RMB125.2 million,
respectively, of which RMB70.6 million and RMB43.3 million, respectively, is expected to come from
the net proceeds of the Global Offering. See “Business — Our Strategies — Construct additional branch
lines to expand our business scale” and “Future Plans and Use of Proceeds” for details.
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Another key component in expanding our railway is the construction of additional Special Service
Lines. Historically, we have established strong relationships with many of our major customers through
such dedicated branch lines. During the Track Record Period, we constructed the roadbeds of two Special
Service Lines for our customers in 2017 and one in 2019. Given their importance to our revenue
generation, the successful construction and operation of these Special Service Lines are essential for us to
secure more customers, strengthen our relationship with current customers and increase the volume of the
cargo we transport. See “Business — Our Strategies — Construct additional branch lines to expand our
business scale” for further details.

Ability to Control Our Operating Expenses

While we experienced growth in revenue and profit for most of the Track Record Period, our net
profit margin decreased, largely as a result of our operating expenses growing faster and representing an
increasing percentage of our revenue. Our operating expenses represented approximately 63.1%, 66.7%,
69.1%, 71.8% and 66.9% of our total revenue for the years ended December 31, 2017, 2018 and 2019 and
the five months ended May 31, 2019 and 2020 respectively. Thus, our ability to control operating
expenses will be an important factor in maintaining or increasing our profit margins and our overall
profitability. Our operating expenses primarily include staff costs, cargo logistics, outsourcing service
charges and other labor costs, depreciation and fuel usage costs.

According to the Frost & Sullivan Report, overall salary levels in China has been increasing in
recent years and we offer competitive compensation and other benefits to attract and retain talented
employees. Our staff costs increased from approximately RMB59.5 million for the year ended December
31, 2017 to approximately RMB64.9 million for the year ended December 31, 2018 and remained
relatively stable at approximately RMB63.8 million for the year ended December 31, 2019. Our staff
costs decreased slightly from approximately RMB25.5 million for the five months ended May 31, 2019 to
approximately 23.7 million for the five months ended May 31, 2020, mainly as a result of the temporary
regulatory change in the mandatory contribution to social insurance plans due to the COVID-19 outbreak.
We expect our staff costs to continue to be one of our most significant operating expense components
going forward, particularly in light of the expected increase in the number of our employees needed for
our business expansion and increasing demand for highly skilled technicians to operate, maintain, and
repair our railway and related equipment. We plan to continue to hire staff for certain positions and
maintain the salary for our employees at competitive levels. However, we will also look for ways to
control such expenses where possible. Upgrade of our railway should also help decrease staff costs by
decreasing the need for manpower, particularly with respect to railway repair and maintenance workers.
As of May 31, 2020, we employed 147 workers for railway maintenance and repair work. We estimate
that once we finish the planned upgrade and renovation of the basic infrastructure of our railway, the
same railway maintenance and repair work will only require approximately 80 workers.

256



FINANCIAL INFORMATION

Our cargo logistics expenses increased from approximately RMB32.8 million for the year ended
December 31, 2017 to RMB41.4 million for the year ended December 31, 2018 and decreased to
approximately RMB39.1 million for the year ended December 31, 2019. Our cargo logistics expenses
decreased from approximately RMB16.3 million for the five months ended May 31, 2019 to
approximately RMB13.0 million for the five months ended May 31, 2020, primarily due to the fact that
starting in March 2020 Supplier A temporarily waived part of our cargo logistics charges associated with
switching lines from Shuo-Huang Railway to our railway line until further notice. We expect our cargo
logistics expenses to remain a significant part of our operating expenses as we will continue using the
connecting line to the Shuo-Huang Railway Line as well as the connecting line to the Han-Huang
Railway Line for which we received the necessary approval on August 15, 2019. We will continue to
monitor and, where possible, negotiate better price rates with service providers from time to time.

Our outsourcing service charges and other labor costs increased from approximately RMB44.2
million for the year ended December 31, 2017 to approximately RMBS51.5 million for the year ended
December 31, 2018 and decreased to approximately RMB44.3 million for the year ended December 31,
2019. Our outsourcing service charges and other labor costs decreased from approximately RMB21.0
million for the five months ended May 31, 2019 to approximately RMB18.9 million for the five months
ended May 31, 2020. Our future expenditure on outsourcing service charges and other labor costs largely
depends on the performance of ancillary businesses for which we use outsourced or temporary labors,
primarily including our road freight transportation, loading and unloading, operation, repair and
maintenance of Special Service Lines and railway roadbed and other railway facilities construction
businesses and the growth of our overall business.

Factors Affecting the Rail Freight Transportation Industry, the Coal Industry and Port Huanghua

Given the importance of rail freight transportation of coal, and, in particular, our ability to transport
cargo directly to the Port Huanghua area, to our revenue and overall business, any regulations or other
policies affecting railways, coal, or the area in which we operate, in particular Port Huanghua, could have
a direct effect on our business and results of operations. The freight railway transportation business is
subject to various laws, regulations and policies and the supervision and regulation of multiple
government authorities including the railway and pricing authorities. For an overview of the relevant
laws and regulations regarding the railway transportation industry, see ‘“Regulatory Overview”.

Historically, PRC government policy has been supportive of rail freight transportation as a clean
and efficient means of transport. According to the Frost & Sullivan Report, the PRC government has
continued to push forward adjustment of the freight transportation structure by increasing rail freight
transportation and decreasing road freight transportation in order to limit air pollutant emissions. In
particular, at the end of 2018, the government started to forbid trucks to load or discharge coal at Port
Tianjin, Port Huanghua and other ports at Bohai Bay. The transfer from road freight transportation to rail
freight transportation for bulk commodities is expected to further stimulate rail freight volumes.
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However, the PRC government may change its industry policies from time to time by adopting new
policies and measures to further regulate the railway transportation industry due to changes in
macroeconomic trends or certain unexpected events. As such, there can be no assurance that the specific
favorable policies that are currently available will continue to be effective. If the PRC government enacts
extensive and strict regulations on the railway transportation industry, our ability to conduct our business
and our flexibility to respond to market conditions may be materially affected. This could in turn increase
our compliance costs which could adversely affect our business and financial performance. See “Risk
Factors — Risks Relating to our Business and Industry — We cannot guarantee that new PRC regulations
and policies regarding railway transportation or environmental protection will not be introduced or that
existing laws and regulations will not be interpreted in a way that could adversely affect our business”.

In addition, such regulations, even if favorable to rail freight transportation as a whole, could have
adverse effects on our overall operations. For example, the restrictions on road freight transportation of
cargo to Port Huanghua had the effect of restricting our ability to transport coal to the piers at Port
Huanghua starting at the end of 2018, where previously we had used our own trucks to complete the last
short distance from our Gangkou Station and Yangzhuang Station.

The following table sets forth the revenue and segment result attributable to the use of road

transportation.
For the years ended For the five months
December 31, ended May 31,
2017 2018 2019 2019 2020
RMB in thousands
Revenue 18,196 33,841 32,530 17,047 15,612
Analyzed by route:
— To/from Port Huanghua 7,757 26,610 29,052 15,241 15,130
— Other routes 10,439 7,231 3,478 1,806 482
Segment result 2,413 1,633 1,032 813 1,957
Analyzed by route:
— To/from Port Huanghua 1,719 1,351 972 786 1,928
— Other routes 694 282 60 27 29
Note:

Segment result by route is calculated based on the total segment result for road freight transportation, multiplied by the road
freight transportation volume attributable to the particular route and divided by the total transportation road freight volume
for respective years/periods.
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The following table further illustrates the revenue and volume of the road freight transportation by
cargo types to and from Port Huanghua in the period before implementation of the Action Plan (for the
year ended December 31, 2017 and the nine months ended September 30, 2018) and after (for the three
months ended December 31, 2018, the year ended December 31, 2019 and the five months ended May 31,
2020).

For the years ended For the nine months ended For the three months For the year ended For the five months ended
December 31, 20177 September 30, 2018 ended December 31, 20182 December 31, 2019 May 31, 2020%
Revenue Volume Revenue Volume Revenue Volume Revenue Volume Revenue Volume

(RMB’000) ~ (tonnes’000) ~ (RMB'000) ~ (tonnes’000) ~ (RMB'000)  (tonnes’000) ~ (RMB’000)  (tonnes’000)  (RMB’000) (tonnes'000)

Coal cargo 5,121 552 16,611 1,161 601% 4% 7,612 764 1,0509 90"
Non-coal cargo 2,636 m 3,446 397 5,95 608 21,380 2082 14,081 1,051
Total 7,757 825 20,057 1,358 6,553 649 29,052 3,046 15,131 1,141
Notes:

“) Before the implementation of the Action Plan.

@ After the implementation of the Action Plan.

® After the implementation of the Action Plan, these figures include semi coke, coke and coking coal.

In addition, our revenue from loading and unloading business also decreased primarily related to the
decrease of rail freight transportation designated to Port Huanghua following implementation of the
Action Plan.

Largely as a result of the combined effect of the above factors, our revenue decreased by 2.6% from
RMB386.9 million for 2018 to RMB376.9 million for 2019. On August 15, 2019 we received the
necessary approval to connect our line to the Han-Huang Railway Line to transport cargo directly to Port
Huanghua entirely by rail. We believe while we are still not able to use road freight transportation to
transport coal from Yangzhuang Station to Port Huanghua as we previously did, the commencement of
operation of our Han-Huang connecting line allows us to carry out transportation into Port Huanghua
directly by rail, mitigating the impact of the prohibition of road freight transportation for coal. For the
four months ended December 31, 2019 and the five months ended May 31, 2020, our revenue derived
from transporting cargo to/from Port Huanghua via the Han-Huang connecting line was RMB1.2 million
and RMB3.1 million, respectively.

Any changes in laws, regulations and policies regarding Port Huanghua could also adversely affect
our results of operations. The success of our transportation and other businesses was in part attributable
to our access to Port Huanghua, an important port in terms of coal transportation as well as under current
policies in China. For a detailed discussion of the location and importance of Port Huanghua, see
“Business — Our Strengths — Established and expanding local railway operator with excellent location of
our railway and potential to grow”. If there are any changes in policies regarding Port Huanghua which
make it no longer important for coal transportation or such other functions in terms of transportation and
logistics business, our access to Port Huanghua may be no longer important for our business and our
results of operations could be adversely affected.
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Service Mix/Diversification of Services and Cargo

Historically, we generated a significant majority of our revenue from our rail freight transportation
business. Over much of the Track Record Period, the percentage of revenue derived from our rail freight
transportation business decreased, as we increased revenue from ancillary businesses, notably our loading
and unloading and road freight transportation business. Revenue from our rail freight transportation
business accounted for approximately 71.4%, 67.1%, 68.7%, 66.9% and 70.6% of our total revenue for
the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020,
respectively. Revenue from rail freight transportation remained relatively flat and revenue from ancillary
businesses directly connected to rail freight transportation, particularly our loading and unloading
business, decreased since 2018 primarily due to our inability to transport coal to Port Huanghua directly
following the implementation of the Action Plan. However, we expect revenue from rail freight
transportation and related ancillary business will gradually increase as our connecting line to the Han-
Huang Railway Line commenced operation after receiving the necessary permission in August 2019,
which allows us to arrange the transportation of coal to Port Huanghua by rail directly.

Our service mix may influence our operating and overall margins, as margins for our rail freight
transportation business tend to be significantly higher than that of our ancillary businesses. The segment
margin for our rail freight transportation business for the years ended December 31, 2017, 2018 and 2019
and the five months ended May 31, 2019 and 2020 was 46.3%, 43.9%, 45.4%, 43.6% and 49.8%,
respectively, with the segment margin for our ancillary businesses for the same periods was 20.7%,
23.3%, 18.8%, 14.1% and 14.2%, respectively.

Diversification of cargo may also affect our financial results. As noted above, while rail freight
transportation of coal has contributed the largest percentage of our revenue throughout the Track Record
Period, the percentage of revenue generated from such coal transportation decreased over the Track
Record Period as we focused on transportation of other cargo and on westbound transportation in general
(which is primarily non-coal cargo). We intend to continue to further diversify our sources of revenue
and types of cargo transported in the future. We plan to continue to develop our westbound transportation
(see “Business — Our Strategies — Explore the potential for westbound transportation business and
diversity our sources of income” for details), which we believe will help us increase our revenue and
further diversify cargo mix.

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING JUDGEMENTS AND
ESTIMATES

Our consolidated financial statements has been prepared in accordance with all applicable
International Financial Reporting Standards (“IFRSs”) which collective term includes all applicable
individual International Financial Reporting Standards, International Accounting Standards and
Interpretations issued by the International Accounting Standards Board (the “IASB”’). We have
identified certain accounting policies which we believe are the most critical to our consolidated financial
statements. Our significant accounting policies are set forth in detail in note 2 to the Accountants’ Report
in Appendix I to this prospectus. These accounting policies require subjective and complex judgments by
our management, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain. Certain accounting estimates are particularly sensitive because of their significance
to our consolidated financial statements. The estimates and associated assumptions are based on our
historical experience and various other factors that we believe are reasonable under the circumstances,
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the results of which form the basis of making judgments about matters that are not readily apparent from
other sources. The key accounting judgements and estimates are discussed in more detail in note 3 to the
Accountants’ Report in Appendix I to this prospectus. We review our estimates and underlying
assumptions on an ongoing basis.

The TASB has issued a number of new and revised IFRSs. For the purpose of preparing our
consolidated financial statements, we have adopted all applicable new and revised IFRSs throughout the
Track Record Period, except for any new standards or interpretations that are not yet effective for the
Track Record Period.

Adoption of IFRS 9, IFRS 15 and IFRS 16

The TASB issued, among other, (i) IFRS 9 “Financial instruments” (“IFRS 97), replacing the IAS
39 “Financial instruments” (“IAS 39”); (ii) IFRS 15 “Revenue from contracts with customers” (“IFRS
157), replacing the TAS 18 “Revenue” (“IAS 18”) and TAS 11 “Construction contracts” (“TAS 11”’) and
related interpretations which were effective for annual periods beginning on or after January 1, 2018; and
(iii) IFRS 16 “Leases” (“IFRS 16”), replacing IAS 17 “Leases” (“IAS 17”) and related interpretations
which was effective for annual periods beginning on or after January 1, 2019. We adopted IFRS 9, IFRS
15 and IFRS 16 consistently throughout the Track Record Period. Our Directors have assessed the effects
of the adoption of IFRS 9, IFRS 15 and IFRS 16 on our consolidated financial statements and consider
that the adoption of IFRS 9, IFRS 15 and IFRS 16 did not have significant impact on our consolidated
financial position and performance during the Track Record Period.

Further details of our accounting policies with respect of financial instruments, revenue recognition
and leases are set out in Notes 2(e), 2(g), 2(h)(i) and 2(r) to the Accountant’s Report in Appendix 1 to
this prospectus.

Possible impact of amendments, new standards and interpretations issued but not yet effective for
the accounting period beginning on January 1, 2020

As of the Latest Practicable Date, the IASB has issued a number of amendments, new standards and
interpretations which are not yet effective for the accounting period beginning on January 1, 2020 and

which have not been adopted in our audited consolidated financial statements, as follows.

Effective for

accounting

periods

beginning on

or after

Amendment to IFRS 16, Covid-19-Related Rent Concession June 1, 2020

Amendments to IFRS 3, Reference to the Conceptual Framework January 1, 2022
Amendments to IAS 16, Property, Plant and Equipment: Proceeds before

Intended Use January 1, 2022

Amendments to IAS 37, Onerous Contracts — Cost of Fulfilling a Contract January 1, 2022

Annual Improvements to IFRSs 2018-2020 Cycle January 1, 2022

IFRS 17, Insurance contracts January 1, 2023

Amendments to IAS 1, Classification of Liabilities as Current or Non-current January 1, 2023

Amendments to IFRS 10 and IAS 28, Sale or contribution of
assets between an investor and its associate or joint venture To be determined
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We are in the process of making an assessment of what the impact of these amendments, new
standards and interpretations is expected to be in the period of initial application. So far we have
concluded that the adoption of these amendments, new standards and interpretations are unlikely to have
a significant impact.

SUMMARY OF RESULTS OF OPERATIONS

The following table sets forth a summary of our consolidated statements of profit or loss and other
comprehensive income for the periods indicated:

For the year ended For the five months ended
December 31, May 31,
2017 2018 2019 2019 2020
RMB in thousands, other than percentages
% % % % %
of of of of of
reveniie reveniie reveniie reveniie revenie
(unaudited)
Revenue 354,343 100.0% 386,889  100.0% 376,904 100.0% 150,158 100.0% 151,831  100.0%
Operating expenses:
Staff costs (59,466) (16.8%) (64,902) (16.8%) (63,777) (16.9%) (25,510) (17.0%) (23,127)  (15.6%)
Cargo logistics (32,783)  (9.3%) (41,379) (10.7%) (39,117) (10.4%) (16,315) (10.9%) (13,001)  (8.6%)
Outsourcing service
charges and other labor
costs (44,156)  (12.5%) (51,453) (13.3%) (44,291) (11.8%) (20,977 (14.0%) (18,933) (12.5%)
Depreciation (26,111)  (7.4%) (29,467)  (7.6%) (34,830)  (9.2%) (14,245) (9.5%) (15,288) (10.1%)
Fuel used (18,560)  (5.2%) (29.227)  (7.6%) (26,815)  (7.1%) (12,064) (8.0%) (10,5200  (6.9%)
Repairs and maintenance ~ (22,949)  (6.5%) (17,694)  (4.6%) (17,260) (4.6%) (6,112) (4.1%) (7,032)  (4.6%)

General and
administrative expenses (7,424)  (2.1%) (14,771)  (3.8%) (23,338)  (6.2%) (8,453) (5.6%) (9,524)  (6.3%)
Other expenses (12,147) ~ (34%) (9,032)  (2.3%) (11,1300 (2.9%) (4,133) (2.8%) (3,567)  (2.3%)

Total operating expenses  (223,596)  (63.1%) (257,925) (66.7%) (260,558) (69.1%) (107,809) (71.8%) (101,592)  (66.9%)

Other income 822 0.2% 2,387 0.6% 2,742 0.7% 566 0.4% 1,726 1.1%
Operating profit 131,569  37.1% 131,351  34.0% 119,088 31.6% 42,915 28.6% 51,965 34.2%
Finance costs (23,920)  (6.8%) (21,820)  (5.6%) (24,654)  (6.5%) (9,083) 6.0%) (10,821)  (7.1%)
Share of loss of

an associate (60)  (0.0%) (233)  (0.1%) (183)  (0.1%) (73) (0.0%) (315)  (0.2%)

Profit before taxation 107,589  304% 109,298  28.3% 94251  25.0% 33,759 225% 40,829 26.9%
Income tax (27,228)  (1.7%) (27,791)  (1.2%) (24,755) _ (6.6%)  (8.,644) (5.8%) (10,817  (7.1%)

Profit for the year/
period 80,361  22.7% 81,507 21.1% 69,496 18.4% 25,115 16.7% 30,012  19.8%
Attributable to:
Equity shareholders
of the Company 80,439 22.7% 81,706  21.1% 70,194  18.6% 25357 16.9% 29,431  19.4%
Non-controlling
interests (78) _ (0.0%) (199)  (0.1%) (698)  (0.2%) (242) (0.2%) 581 0.4%

Profit for the year/
period 80,361 22.7% 81,507 21.1% 69,496 18.4% 25,15 16.7% 30,012  19.8%
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DESCRIPTION OF MAJOR COMPONENTS OF OUR RESULTS OF OPERATIONS
Revenue

Our revenue represents the amount received and receivables from the provision of service in rail
freight transportation and a number of ancillary services including loading and unloading, road
transportation, construction, maintenance and repair, and certain other services. During the Track Record
Period, we derived most of our revenue from our rail freight transportation services.

Revenue arising from provision of rail freight transportation and related ancillary businesses is
recognized when the services are rendered and the enforceable rights to payments are obtained. If the
services rendered are a partial fulfillment of a contract covering other services, then the amount of
revenue recognized is an appropriate proportion of the total transaction price under the contract, allocated
between all the services promised under the contract on a relative stand-alone selling prices basis. Our
revenue excludes value added tax or other sales taxes and is after deduction of any trade discounts.

The following table sets forth a breakdown of our revenue by business category for the periods

indicated:
For the year ended December 31, For the five months ended May 31,
007 2018 2019 019 2020
RMB in thousands, other than percentages

Rail freight transportation 253,026 4% 259403 07.1% 259,065 08.8% 100454 60.9% 107,208 70.6%
Ancillary businesses

Loading and unloading 73350 20.7% 84,833 21.9% 65,054 174% 887 19.2% 24,560 16.2%

Road freight transportation 18,19 5.1% 33,841 §.7% 32530 8.6% 17,047 11.4% 15,612 10.3%

Construction, maintenance and

repair”’ 1513 21% 6,528 1.7% 15,525 41% 2923 1.9% 2,054 1.4%

Others” 2258 0.6% 1264 0.6% 4130 1.2% 857 0.6% 2397 1.5%

Subtotal 101,317 6% 127466 329 117839 31.2% 49,704 3.1% 4603 29.4%
Total 4343 1000% 386889 1000% 376904 1000% 150,158  1000% 151831 100.0%
Notes:

(1) Primarily includes revenue from operation, repair and maintenance of Special Service Lines and railway roadbed and
other railway facility construction.

(2) Primarily includes revenue from car arrival service, freight agency, antifreeze treatment, scattering prevention of coal
services and coal filtering, among others.
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Rail freight transportation

Rail freight transportation revenue primarily consists of transportation fees received from customers

for transportation of goods by rail. The following table sets forth a breakdown of revenue generated from

rail freight transportation by different cargo types for the periods indicated:

Cargo types

Coal
Petroleum
Ore
Others”

Total

Note:

For the year ended

December 31,

For the five months
ended May 31,

2017 2018 2019 2019 2020
RMB in thousands

213,728 203,461 191,708 72,699 79,344

19,038 24,600 23,825 8,081 7,754

12,184 19,566 20,601 11,897 11,131

8,076 11,796 22,931 7,777 8,979

253,026 259,423 259,065 100,454 107,208

(D) Primarily includes PVC, asphalt, gravel and others.

The following table sets forth our transportation volume and average selling price per unit by cargo

types for the periods indicated:

Cargo types

Coal
Petroleum
Ore
Others'"

Total

Note:

For the year ended December 31,

2017 2018 2019
Average Average Average
selling selling selling
price per price per price per
Volume tonne  Volume tonne  Volume tonne
In In In
thousand thousand thousand

tonnes RMB tonnes RMB tonnes RMB

11,641 184 11,674 17.4 9,728 19.7
823 23.1 1,142 215 1,057 22.5

For the five months ended May 31,

2019 2020
Average Average
selling selling
price per price per
Volume tonne  Volume tonne
In In
thousand thousand

tonnes RMB tonnes RMB

4,986 14.6 4,120 19.3
359 22.5 322 24.1

(1) Primarily includes PVC, asphalt, gravel and others.
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For the years ended December 31, 2017 and 2018, our revenue derived from rail freight
transportation increased as the total volume of cargo transported by us for the same years increased. The
volume of coal transported for these years was relatively stable. The volume of ore and petroleum
transported westbound increased significantly due to new customers we engaged in 2017 and 2018, while
the average selling prices for both cargoes remained relatively stable.

For the year ended December 31, 2019, our overall revenue derived from rail freight transportation
remained relatively stable , as a combined effect of (i) a decrease in the volume of coal of 1.9 million
tonnes or 16.7%, which was mainly due to restrictions imposed by the Action Plan since late 2018 on
coal transportation by road to/from Port Huanghua, making us unable to transport coal designated to Port
Huanghua by rail before the operation of the Han-Huang connecting line; (ii) a significant increase in the
volume of other cargo of 2.2 million tonnes or 309.8%, primarily as a result of our management’s effort
to diversify our product mix and business in response to the Action Plan; and (iii) the relatively stable
levels of volume of petroleum and ore transported. In the same year, the average selling prices of coal,
petroleum and ore remained stable while that of the other cargo fluctuated due to the different product
combinations within other cargo. Our revenue derived from rail freight transportation increased for the
five months ended May 31, 2020, as compared with the five months ended May 31, 2019, primarily due
to an increase in the number of our customers as a result of our management’s effort to expand our
customer base.

For the five months ended May 31, 2020, our revenue from rail freight transportation increased by
RMB6.8 million or 6.7% as compared to the corresponding period in 2019. In particular, revenue from
rail transportation of coal increased by RMB6.6 million or 9.1%, as a result of the increase in its average
selling price from RMB14.6 per tonne to RMB19.3 per tonne as we transported more cargo with final
destinations in Shandong Province, which usually has a higher average selling price per tonne. Revenue
from other cargo also increased by RMB1.2 million or 15.5% primarily attributable to an increase in the
volume transported of 0.4 million tonnes or 52.9%, primarily due to increased transportation volume of
gravel as we secured more customers interested in transporting gravel as compared to the five months
ended May 31, 2019.

Ancillary businesses
Loading and unloading

Revenue derived from our loading and unloading is generated from service fees we charged for
loading and unloading cargo for our customers. Our loading and unloading services were largely related
to our rail freight transportation business and the growth/decline during the Track Record Period was
generally driven by the growth/decline of our rail freight transportation business over the same year.
Revenue derived from our loading and unloading business increased from the year ended December 31,
2017 to the year ended December 31, 2018 mainly because of the increase in loading and unloading
services provided to one of our largest rail freight transportation customers. Revenue derived from our
loading and unloading business for the year ended December 31, 2019 decreased, as compared with
revenue derived from such business for the year ended December 31, 2018, mainly due to the decrease of
volume of rail freight transportation designated to Port Huanghua following the implementation of the
Action Plan. Revenue derived from our loading and unloading business for the five months ended May
31, 2020 decreased, as compared with revenue derived from such business for the same period in 2019,
due to the decrease in loading and unloading services accompanied with our freight transportation
services.
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Road freight transportation

Revenue derived from road freight transportation is generated from service fees we charged for road
freight transportation services we provided to our customers. Revenue derived from road freight
transportation amounted to RMB18.2 million, RMB33.8 million, RMB32.5 million, RMB17.0 million
and RMB15.6 million for the years ended December 31, 2017, 2018 and 2019 and the five months ended
May 31, 2019 and 2020, respectively. The significant growth in revenue from road freight transportation
from the year ended December 31, 2017 to the year ended December 31, 2018 was primarily driven by an
increase in the volume of road freight transportation services we provided to one of our largest customers
who uses both our road freight and rail freight transportation services, from January to September, 2018,
prior to the policy that prohibited coal transportation by road to Port Huanghua being implemented,
supported by an increase of our trucking fleet as we purchased additional trucks. We purchased an
additional 40 trucks in 2018 increasing our total fleet to 80 trucks, which largely increased our road
freight transportation capabilities. Our road freight transportation business was limited by the
implementation of the Action Plan that prohibits coal transportation by road to key ports starting at the
end of 2018. The same restriction will be applied in principle to road freight transportation of other bulk
cargo by the heating season of 2020. As a result, our revenue derived from road freight transportation for
the year ended December 31, 2019 decreased slightly as compared with the year ended December 31,
2018. Following the implementation of the Action Plan, we provided more road freight transportation of
non-coal cargo and in other areas of the Bohai New Area and plan to continue to do so as permitted by
relevant laws and regulations, including the Action Plan. Revenue derived from road freight
transportation for the five months ended May 31, 2020 decreased as compared with revenue derived
from such business for the same period in 2019, primarily due to the decrease in road freight
transportation by one of our customers.

Construction, maintenance and repair

Revenue from our construction, maintenance and repair services includes revenue from service fees
we charge for operation, repair and maintenance of Special Service Lines and railway roadbed and other
railway facility construction. Revenue from our construction, maintenance and repair services amounted
to RMB7.5 million, RMB6.5 million, RMB15.5 million, RMB2.9 million and RMB2.1 million,
respectively, for the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31,
2019 and 2020. The increase in revenue from our construction, maintenance and repair services in 2019
was primarily due to additional railway roadbed construction works, and other railway facility
construction services that we provided during that year. The decrease in revenue from our construction,
maintenance and repair services in the five months ended May 31, 2020 was primarily due to a one-off
significant Special Service Line maintenance service provided in the corresponding period in 2019.

Other businesses

Revenue from our other businesses includes revenue from service fees we charge for car arrival
service, freight agency, antifreeze treatment, scattering prevention of coal services, coal filtering services
and certain other services we provided to our customers. Revenue from our other businesses amounted to
RMB2.3 million, RMB2.3 million, RMB4.1 million, RMBO0.9 million and RMB2.4 million, respectively,
for the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2019 and
2020. The increases in revenue from our other businesses in 2019 as compared with 2018 and in the five
months ended May 31, 2020 as compared with the corresponding period in 2019, were primarily due to
additional environmental protection and dust suppression services that we provided during that year/
period.
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Operating expenses

The following table sets forth a breakdown of our operating expenses for the periods indicated:

For the year ended December 31, For the five months ended May 31,
2017 2018 2019 2019 2020
RMB in thousands, other than percentages
(unaudited)
Staff costs 59,466  26.6% 64,902  253% 63,777  245% 25510  23.7% 23,727  23.4%
Cargo logistics 32,783 147% 41,379 16.0% 39,117  15.0% 16,315  15.1% 13,001  12.8%

Outsourcing service
charges and
other labor costs 44156 197% 51,453 199% 44,291  17.0% 20,977  19.5% 18,933  18.6%

Depreciation 26,111 11.7% 29,467  11.4% 34830  13.4% 14245  132% 15288  15.0%
Fuel used 18,560 83% 29227  113% 26,815 103% 12,064  11.2% 10,520  10.4%
Repairs and

maintenance 22949 103% 17,694 6.9% 17,260 60.6% 6,112 5.7% 7,032 6.9%
General and

administrative

expenses 7,424 33% 14,771 57% 23,338 9.0% 8,453 7.8% 9,524 9.4%
Other expenses“) 12,147 5.4% 9,032 3.5% 11,130 4.2% 4,133 3.8% 3,567 3.5%
Total 223,596  100.0% 257,925 100.0% 260,558 100.0% 107,809 100.0% 101,592 100.0%
Note:

(D) Other expenses primarily consists of construction expenses, insurance, utilities and inspection and testing fees.

Staff costs

Staff costs mainly represented salaries, wages, other benefits and contributions to defined
contribution retirement plans for our employees. Our employees are remunerated in the form of fixed
salary and discretionary bonus based on their performance. Our staff costs, accounted for approximately
16.8%, 16.8%, 16.9%, 17.0% and 15.6% of our total revenue for each of the three years ended December
31, 2019 and the five months ended May 31, 2019 and 2020. The following table sets forth a breakdown
of our staff costs for the periods indicated:

For the year ended For the five months
December 31, ended May 31,
2017 2018 2019 2019 2020
RMB in thousands
(unaudited)

Salaries, wages and

other benefits 52,082 56,600 56,031 21,778 23,137
Contributions to defined

contribution retirement

plans 7,384 8,302 7,746 3,732 590

Total 59,466 64.902 63.777 25,510 23,727
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Cargo logistics

Cargo logistics costs mainly represented fees charged by third party service providers for services
provided to us, primarily including (i) transportation costs associated with switching lines from Shuo-
Huang Railway and Beijing-Shanghai Railway to our railway which accounted for a significant portion of
our cargo logistics costs; (ii) carriage car occupancy fees for using other railway operator’s carriage cars;
and (iii) freight yard service fees. In general, cargo logistic costs are calculated based on the distance
locomotives and carriage cars traveled at a standard price. Our cargo logistics accounted for
approximately 9.3%, 10.7%, 10.4%, 10.9% and 8.6% of our total revenue for the years ended December
31, 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively. During the
Track Record Period, we procured cargo logistics services from one of our largest customers. See
“Business — Suppliers — One major supplier and major customer share the same ultimate shareholder” for
details.

Outsourcing service charges and other labor costs

Outsourcing service charges and other labor costs primarily represented (i) outsourcing service fees
charged by third party service providers from whom we outsourced labor and certain other aspects of
some of our ancillary businesses and (ii) other labor costs for dispatched workers. See “Business —
Subcontractors” for details of services we outsourced. Our outsourcing service charges and other labor
costs accounted for approximately 12.5%, 13.3%, 11.8%, 14.0% and 12.5% of our total revenue for 2017,
2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively.

Depreciation

Depreciation primarily represented depreciation of our property, plant and equipment and right-of-
use assets. See notes 2(f) and 3(b) to the Accountants’ Report in Appendix I to this prospectus for further
details of our depreciation policies. Our investments into our Canggang Railway Line and other
equipment increased depreciation over the Track Record Period. Depreciation accounted for
approximately 7.4%, 7.6%, 9.2%, 9.5% and 10.1% of our total revenue for the years ended December
31, 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively.

Fuel used

Costs of fuel used mainly represented cost of diesel and natural gas consumed for the daily
operations of our locomotives and trucks. Our fuel used accounted for approximately 5.2%, 7.6%, 7.1%,
8.0% and 6.9% of our total revenue for the years ended December 31, 2017, 2018 and 2019 and the five
months ended May 31, 2019 and 2020, respectively.

Repairs and maintenance

Repair and maintenance costs represented expenses incurred for the repair and maintenance of our
property, plant and equipment and expenses incurred to purchase various consumables needed for our
daily operation. Our repairs and maintenance accounted for approximately 6.5%, 4.6%, 4.6%, 4.1% and
4.6% of our total revenue for the years ended December 31, 2017, 2018 and 2019 and the five months
ended May 31, 2019 and 2020, respectively.
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General and administration expenses

Our general and administration expenses accounted for approximately 2.1%, 3.8%, 6.2%, 5.6% and
6.3% of our total revenue for the year ended December 31, 2017, 2018 and 2019 and the five months
ended May 31, 2019 and 2020, respectively. The following table sets forth a breakdown of our general
and administration expenses for the periods indicated:

For the year ended For the five months
December 31, ended May 31,
2017 2018 2019 2019 2020
RMB in thousands
(unaudited)

Tax expenses and

surcharges‘" 1,354 5,541 4,064 1,676 1,469
Legal and professional fees

and auditors’

remuneration 496 819 432 346 202
Listing expenses - 2,601 13,466 4,164 4,841
Business entertainment

expenses 2,392 3,375 2,375 1,398 307
Office expenses 1,327 1,464 1,147 381 519
Travel expenses 952 1,052 886 291 107

Impairment loss/(reversal
of impairment loss) on
trade and bills

receivables 497 (364) 595 119 1,902
Advertising expenses 29 12 83 20 32
Others® 377 271 290 58 145
Total 7,424 14,771 23,338 8,453 9,524
Notes:

(nH Our Group is subject to environmental protection tax arising from coal dust emission from our loading and unloading
business pursuant to the new environmental protection regulation that took effect on January 1, 2018. Thus, our
Group did not incur environmental protection tax for the year ended December 31, 2017. For the years ended
December 31, 2018 and 2019, our Group incurred environmental protection tax amounted to RMB4.6 million and
RMB2.9 million, respectively. The decrease in environmental protection tax for the year ended December 31, 2019
compared to the same year in 2018 was primarily due to the decrease in our loading and unloading business in 2019
which resulted in a lower level of coal dust emission. For the five months ended May 31, 2019 and 2020, our Group
incurred environmental protection tax amounted to RMB1.2 million and RMB1.0 million, respectively. The decrease
in environmental protection tax for the five months ended May 31, 2020 compared to the same year in 2019 was
primarily due to the decrease in our loading and unloading business in the five months ended May 31, 2020 which
resulted in a lower level of coal dust emission.

2) Others primarily consists of insurance fees, IT expenses and sewage charges.
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Other expenses

Our other expenses accounted for approximately 3.4%, 2.3%, 2.9%, 2.8% and 2.3% of our total
revenue for the year ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2019
and 2020, respectively. The following table sets forth a breakdown of our other expenses for the periods

indicated:
For the year ended For the five months
December 31, ended May 31,
2017 2018 2019 2019 2020
RMB in thousands
(unaudited)
Property insurance fees 2,038 3,313 3,380 1,443 1,255
Utilities 2,311 2,271 2,716 1,512 1,261
Inspection and testing
fees” 1,929 2,107 2,100 865 865
Rental expenses 280 844 78 26 -
Fixed assets impairment
losses 3,571 - - - -
Construction expenses(z) 1,663 101 2,256 - 48
Others® 355 396 600 287 138
Total 12,147 9,032 11,130 4,133 3,567

Notes:

(D Inspection and testing fees relate to inspection and testing of our railway and locomotives.

2) Construction expenses primarily relate to repair and maintenance of Special Service Lines and construction of railway

roadbeds and other railway facilities.

3) Others primarily consists of work safety related expenses and vehicle expenses.
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Other income

Notes:

(1

@)

3)

C))

The following table sets forth, a breakdown of our other income for the periods indicated:

For the years ended For the five months
31 December ended May 31,
2017 2018 2019 2019 2020
RMB in thousands
(unaudited)
Government grants(l) - - 155 - 1,216
Interest income'” 588 1,107 1,097 472 522

Net gains on investments in

wealth management

products® 998 298 142 142 -
Net (losses)/gains on

disposal of property,

plant and equipment (896) 136 784 (15) (12)
Others™¥ 132 846 564 (33) -
822 2,387 2,742 566 1,726

Our government grants in 2019 and part of our government grants in the five months ended May 31, 2020 were in relation to
subsidizing the unemployment insurance premiums paid by us in the previous year. The requirements for a company to be
eligible to receive the government grants include: (i) the production and operation activities of the company shall comply
with the industrial structure adjustment and environmental protection policies of the PRC and the local governments where
the company is located; (ii) there were no layoffs or the layoff rate of the company did not exceed 4.5% in the previous year;
and (iii) the unemployment insurance premiums were paid in full for all the 12 months in the previous year. The policy for
such refund was issued in 2019, and we expect to be granted the subsidy again if we meet the relevant requirements. The
remaining part of our government grant in the five months ended May, 31, 2020 were in relation to subsidizing the listing
expenses for companies which were (i) incorporated and registered with the commerce and tax authorities in Hebei Province;
and (ii) seeking to be listed in certain stock exchanges, including the Stock Exchange. The policy was issued in January 2019
pursuant to which RMB1.0 million and RMB2.0 million of the subsidy shall be paid to qualified companies upon the
submission of listing documents and upon the successful listing on the Stock Exchange. Given our expected timetable for the
Listing, we expect to be granted the remaining RMB2.0 million in the year ending December 31, 2020. For government
grants we recognized as other income during the Track Record Period there were no unfulfilled conditions or other
contingencies.

Interest income represents interest we earned from our bank deposits with commercial banks and financial component of our
receivables from the disposals of Special Service Lines with repayment term of over 12 months under IFRS 15.

Net gains on investments in wealth management product, represents net gains from non-principal guaranteed floating income
wealth management products from reputable Chinese commercial banks. Our wealth management products were among the
low-risk and short-term products issued by such banks, and generally had investment portfolios covering debentures, asset
backed securities, interbank loans, reverse purchases and bank deposits. The return on these products were not fixed or
guaranteed. Such products were primarily redeemable on demand upon our request.

In 2018, we received monetary damages from a civil case that Canggang Company brought against an independent third
party relating to property damage it suffered. In 2019, others primarily represents sales of scrap railway materials.
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During the Track Record Period, the wealth management products purchased by us were among the
low-risk and short-term products issued by such banks, and generally had investment portfolios covering
debentures, asset backed securities, interbank loans, reverse purchases and bank deposits. The return on
these products were not fixed or guaranteed. Such products were primarily redeemable on demand upon
our request. All of our investments were reviewed and approved by Mr. Yi, our chief executive officer
and executive Director. Our finance department was responsible for our day-to-day investment activities.

To better manage the risks which we may be exposed to in handling investment transactions, we
have adopted and implemented an enhanced internal policy since August 2019 which provides guidelines,
requirements and an approval process with respect to our treasury investment activities.

Under the enhanced treasury investment policy, the securities investment department, which is
under our finance department, is responsible for managing our investments in securities and wealth
management products. We are only allowed to invest in wealth management products with low risk as
ranked by the issuing institutions. No investments can be made on unsecured debentures, non-principal
protected products based on derivative assets and products issued by institutions without valid operating
licenses. Our finance department is responsible for arranging for the funding for such investments,
handling taxation related matters, providing financial data related to the investment and reviewing the
financial conditions of the target entities (where applicable).

Prior to our purchase of any wealth management products, our securities investment department is
required to compile a due diligence report providing the information such as the feasibility of the
investment and an economic analysis of the investment. The report will be submitted to head of the
securities investment department for review. After the head of the securities investment department has
reviewed such due diligence report, the report will be submitted to the finance department for further
examination. Upon approval by the finance department, the head of the securities investment department
will submit the relevant investment proposal to the chief executive officer of our Company for final
approval. If the amount of any investment exceeds RMB20.0 million, such investment must also be
reviewed and approved by our Board. After the Listing, if any proposed investment would constitute a
notifiable transaction under Chapter 14 of the Listing Rules, such investment will be subject to approval
by the Board, and if required, our Shareholders.

After making the investments, our securities investment department is responsible for monitoring
the performance of the invested wealth management products and ensuring the relevant contracts are not
breached. Any significant or adverse fluctuation in the invested wealth management products shall be
reported to our management and appropriate mitigation actions shall be taken immediately. Upon the
expiration date of each investment, our securities investment department is responsible for the
redemption and disposition of the investments according to the relevant contracts in a timely manner.

Our Board will conduct regular review on the status and returns of our major investments. Our
independent non-executive Directors, are empowered to review our overall financial investments. If non-
compliance with our treasury investment policies is found, our Board can terminate the relevant
investment on the recommendation of our independent non-executive Directors.
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Segment result and segment margin

We also prepare segment result and segment margin for each of our business segments. The
following table sets forth a breakdown of our segment result and segment margin by business segment for
the periods indicated:

For the years ended For the five months
December 31, ended May 31,
2017 2018 2019 2019 2020
(unaudited)
Rail freight Segment result 117,229 113,992 117,521 43,801 53,406
transportation (RMB in
thousands)
Segment margin 46.3% 43.9% 45.4% 43.6% 49.8%
Ancillary Segment result 20,942 29,743 22,163 7,001 6,357
businesses (RMB in
thousands)
Segment margin 20.7% 23.3% 18.8% 14.1% 14.2%

Reconciliation of segment result to operating profit is as below:

For the five months

Years ended December 31, ended May 31,
2017 2018 2019 2019 2020
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

(unaudited)
Total segment result 138,171 143,735 139,684 50,802 59,763
General and administration

expenses (7,424) (14,771) (23,338) (8,453) (9,524)
Other income 822 2,387 2,742 566 1,726
Operating profit 131,569 131,351 119,088 42,915 51,965

Segment margin is equal to segment result divided by segment revenue.

273



FINANCIAL INFORMATION

Finance costs

The following table sets forth a breakdown of our finance costs for the periods indicated:

For the years ended For the five months
December 31 ended May 31,
2017 2018 2019 2019 2020
RMB in thousands
(unaudited)

Total interest expense on

bank and other loans 25,603 26,812 27,198 10,791 10,821
Less: interest expense

capitalized into property,

plant and equipment " (1,683) (4,992) (2,544) (1,708) —

23,920 21,820 24,654 9,083 10,821

Note:

(D Borrowing costs related to construction have been capitalized at a rate of 5.70-6.38% per annum, 5.84-6.08% per
annum, 5.70%-6.18% per annum, 5.70-6.18% per annum (unaudited) and nil per annum for the years ended December
31,2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively.

Share of loss of an associate/associates

Share of loss of an associate/associates represented our share of loss in our 40% interests in
Cangzhou Bohai New Area Huanghua Port Railway Logistics Co., Ltd.* (¥ M) 15 r I w5 85 8% 40 I
AR/ F]) (“Huanghua Logistics™) and our 40% interests in Shangcheng, which in total amounted to
RMB60,000, RMB233,000, RMB183,000, RMB73,000 and RMB315,000 in the years ended December
31, 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively.

For the summarized financial information in relation to Huanghua Logistics and Shangcheng, see
note 14 to the Accountants’ Report in Appendix I to this prospectus.

Taxation

Our Group is subject to income tax on an individual legal entity basis on profits arising in or
derived from the tax jurisdictions in which companies comprising our Group domicile or operate.

Cayman Islands profit tax

Our Company was incorporated in the Cayman Islands as an exempt company with limited liability
and accordingly is not subject taxation in the Cayman Islands.

BVI income tax

Canggang BVI and Puji Global were incorporated in the BVI. During the Track Record Period,
Canggang BVI and Puji BVI were not subject to any taxation in the BVI.
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Hong Kong profits tax

Canggang HK and Puji HK were incorporated in Hong Kong. During the Track Record Period, no
provision for Hong Kong profits tax has been made because Canggang HK and Puji HK did not have
assessable profits which are subject to Hong Kong profits tax.

PRC corporate income tax

WFOE, Canggang Company and Jinghai International were established in the PRC and their PRC
corporate income tax have been provided at the applicable tax rate of 25% on the estimated assessable
profits for the Track Record Period.

Our income tax expenses were RMB27.2 million, RMB27.8 million, RMB24.8 million, RMBS.6
million and RMB10.8 million for the years ended December 31, 2017, 2018 and 2019 and the five months
ended May 31, 2019 and 2020, respectively; our effective tax rates for the respective year/period
remained relatively stable at 25.3%, 25.4%, 26.3%, 25.6% and 26.5%, respectively.

Our Directors confirm that as of the Latest Practicable Date, (i) our Group had made all required tax
filings under the relevant tax laws and regulations in the PRC and had paid all outstanding tax liabilities
due, and (ii) that our Group was not subject to any disputes with the relevant tax authorities.

PERIOD TO PERIOD COMPARISON OF RESULTS OF OPERATIONS

Five Months Ended May 31, 2020 Compared to Five Months Ended May 31, 2019

Revenue
For the five months ended May 31,
2019 2020
RMB in thousands, other than percentages
Rail freight transportation 100,454 66.9% 107,208 70.6%
Ancillary businesses
Loading and unloading 28,877 19.2% 24,560 16.2%
Road freight
transportation 17,047 11.4% 15,612 10.3%
Construction, maintenance
and repair'" 2,923 1.9% 2,054 1.4%
Other® 857 0.6% 2,397 1.5%
Subtotal 49,704 33.1% 44,623 29.4%
Total 150,158 100.0% 151,831 100.0%
Notes:

(hH Primarily includes revenue from operation, repair and maintenance of Special Service Lines and railway roadbed and
other railway facility construction.

2) Primarily includes revenue from car arrival service, freight agency, antifreeze treatment, and scattering prevention of
coal services, among others.
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Our revenue increased by 1.1% or RMB1.7 million, from RMB150.2 million for the five months
ended May 31, 2019 to RMB151.8 million for the five months ended May 31, 2020, primarily due to an
increase in revenue from rail freight transportation of RMB6.8 million, partially offset by a decrease in
revenue from ancillary businesses, primarily including a decrease in our loading and unloading business
of RMB4.3 million.

Revenue from rail freight transportation increased by 6.7% or RMB6.8 million, primarily due to an
increase in the number of our customers as a result of our management’s effort to expand our customer
base.

Revenue from our loading and unloading business decreased by 14.9% or RMB4.3 million,
primarily due to the decrease in loading and unloading services accompanied with our freight
transportation services.

Revenue from our road freight transportation business decreased by 8.4% or RMB1.4 million,
primarily due to a decrease in road freight transportation by one of our customers.

Revenue from our construction, maintenance and repair business for the five months ended May 31,
2020 was RMBO0.9 million lower than that for the corresponding period in 2019, due to a one-off Special
Service Line maintenance service provided during the five months ended May 31, 2019.

Revenue from others increased significantly by 179.7% or RMBI1.5 million, primarily due to an
increase in provision of scattering prevention services during the five months ended May 31, 2020.

Operating expenses

Our operating expenses decreased by 5.8% or RMB6.2 million from RMB107.8 million for the five
months ended May 31, 2019 to RMB101.6 million for the five months ended May 31, 2020.

A year on year comparison of each of our major operating expenses is as follows:
Staff costs

Our staff costs decreased by 7.0% or RMB1.8 million, from RMB25.5 million in the five months
ended May 31, 2019 to RMB23.7 million in the five months ended May 31, 2020, primarily due to a
reduction in required contributions to social insurance schemes from February to April 2020 in
accordance with changes in government policy due to the COVID-19 outbreak. Pursuant to the Notice to
Temporarily Reduce Contributions to Social Insurance Schemes for Enterprises* (€ B By B4 sk 0 4 3
FEEr (R B3 & 14 H0)) issued by Department of Human Resources and Social Security of Hebei Province
QAL & N E VRN & PR FEE), Department of Finance of Hebei Province ({#[JL%& fBU#E) and Hebei
Taxation Bureau of State Administration of Taxation (EZRBIEAJ[IMILEBE)S), the required
contribution to social insurance schemes payable by the enterprises for their employees were reduced by
half for large-scale enterprises in Hebei Province from February to April 2020, in order to support the
recovery of economy during the outbreak of COVID-19. As such, our contributions to defined
contribution retirement plans dropped significantly.
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Cargo logistics

Our cargo logistics expenses decreased by 20.3% or RMB3.3 million, from RMB16.3 million in the
five months ended May 31, 2019 to RMB13.0 million in the five months ended May 31, 2020, primarily
due to the fact that starting in March 2020 Supplier A temporarily waived our cargo logistics charges for
non-coal cargo associated with switching lines from Shuo-Huang Railway to our railway line using their
locomotive until further notice, pursuant to a conference minutes of Supplier A.

Outsourcing service charges and other labor costs

Our outsourcing service charges and other labor costs decreased by 9.7%, or RMB2.0 million, from
RMB21.0 million in the five months ended May 31, 2019 to RMB18.9 million in the five months ended
May 31, 2020, primarily due to a decrease in our loading and unloading services, resulting in a reduction
in our need to engage third party service providers.

Depreciation

Our depreciation expenses increased by 7.3%, or RMB1.0 million, from RMB14.2 million in the
five months ended May 31, 2019 to RMB15.3 million in the five months ended May 31, 2020, primarily
due to the depreciation over the full value of the Han-Huang connecting line upon its completion in late
2019. In the five months ended May 31, 2019, we only incurred depreciation in relation to that part of the
Han-Huang connecting line which had been completed in December 2018.

Fuel used

Our costs of fuel used decreased by 12.8%, or RMB1.5 million, from RMB12.1 million in the five
months ended May 31, 2019 to RMB10.5 million in the five months ended May 31, 2020. Since 2018, we
have been gradually replacing diesel with natural gas as the latter is cheaper and more environmentally
friendly. As the price of natural gas is lower than diesel, our total cost for fuel used dropped.

Repairs and maintenance

Our repairs and maintenance expenses increased by 15.1%, or RMBO0.9 million, from RMB6.1
million for the five months ended May 31, 2019 to RMB7.0 million for the five months ended May 31,
2020, primarily due to additional costs incurred in relation to repair, maintenance and inspection of our
railway assets and trucks.

General and administration expenses

Our general and administration expenses increased by 12.7%, or RMBI1.1 million, from RMBS.5
million for the five months ended May 31, 2019 to RMB9.5 million for the five months ended May 31,
2020, primarily due to the increase in the impairment loss on trade receivables of RMB1.8 million as our
trade receivables were in general aged longer as of May 31, 2020, due to the delayed payment since the
COVID-19 outbreak.
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Other expenses

Our other expenses decreased by 13.7%, or RMBO0.6 million, from RMB4.1 million for the five
months ended May 31, 2019 to RMB3.6 million for the five months ended May 31, 2020, primarily due
to decreases in property insurance fees and utilities expenses.

Other income

Our other income increased significantly by 204.9%, or RMB1.1 million, from RMBO0.6 million for
the five months ended May 31, 2019 to RMB1.7 million for the five months ended May 31, 2020,
primarily due to a government grant we received in support of our Listing. The government grant we
received in the five months ended May 31, 2020 was in relation to subsidizing the listing expenses for
companies which were (i) incorporated and registered with the commerce and tax authorities in Hebei
Province; and (ii) seeking to be listed in certain stock exchanges, including the Stock Exchange. The
policy was issued in January 2019 pursuant to which RMB1.0 million and RMB2.0 million of the subsidy
will be paid to qualified companies upon the submission of listing documents and upon the successful
listing on the Stock Exchange. We expect to be granted the remaining RMB2.0 million in the year ending
December 31, 2020.

Segment result and segment margin

For the five months ended May 31, 2019 and 2020, segment result for our rail freight transportation
was RMB43.8 million and RMB53.4 million, respectively. For the same period, the segment margin for
our rail freight transportation was 43.6% and 49.8%, respectively.

For the five months ended May 31, 2019 and 2020, segment result for our ancillary businesses was
RMB7.0 million and RMB6.4 million, respectively. For the same period, the segment margin for our
ancillary businesses remained relatively stable at 14.1% and 14.2%, respectively.

The increase in segment margin for rail freight transportation in the five months ended May 31,
2020 was primarily due to the fact that revenue from rail freight transportation increased, whereas the
relevant staff costs and cargo logistics costs decreased as a result of special supportive government
policies and our suppliers’ internal guidelines in relation to the COVID-19 outbreak as discussed above.

Finance costs

Our finance costs increased by 19.1%, or RMB1.7 million, from RMB9.1 million for the five
months ended May 31, 2019 to RMB10.8 million for the five months ended May 31, 2020, primarily due
to the increase in our average monthly loan balance.

Income tax expenses

Our income tax expense increased by 25.1%, or RMB2.2 million, from RMBS8.6 million for the five
months ended May 31, 2019 to RMB10.8 million for the five months ended May 31, 2020, primarily due
to the increase in our profit before tax. Our effective tax rate remained relatively stable at 25.6% for the
five months ended May 31, 2019 and at 26.5% for the five months ended May 31, 2020.
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Profit for the period and net profit margin

As a result of the foregoing, our profit for the period increased by 19.5% or RMB4.9 million, from
RMB25.1 million for the five months ended May 31, 2019 to RMB30.0 million for the five months ended
May 31, 2020. Our net profit margin increased from 16.7% for the five months ended May 31, 2019 to
19.8% for the five months ended May 31, 2020.

Year Ended December 31, 2019 Compared to Year Ended December 31, 2018

Revenue
For the year ended December 31,
2018 2019
RMB in thousands, other than percentages
Rail freight transportation 259,423 67.1% 259,065 68.8%
Ancillary businesses
Loading and unloading 84,833 21.9% 65,654 17.4%
Road freight
transportation 33,841 8.7% 32,530 8.6%
Construction, maintenance
and repair” 6,528 1.7% 15,525 4.1%
Others™® 2,264 0.6% 4,130 1.2%
Subtotal 127,466 32.9% 117,839 31.2%
Total 386,889 100.0% 376,904 100.0%
Notes:

(1) Primarily includes revenue from operation, repair and maintenance of Special Service Lines and railway roadbed and
other railway facility construction.

2) Primarily includes revenue from car arrival service, freight agency, antifreeze treatment, and scattering prevention of
coal services, among others.

Our revenue decreased by 2.6% or RMB10.0 million from RMB386.9 million for the year ended
December 31, 2018 to RMB376.9 million for the year ended December 31, 2019, primarily due to a
decrease in revenue from ancillary businesses of RMB9.6 million primarily relating to the decrease in
revenue from loading and unloading business of RMB19.2 million partially offset by the increase in
revenue from construction, maintenance and repair of RMB9.0 million.

Revenue from rail freight transportation remained relatively stable at RMB259.4 million for the
year ended December 31, 2018 and RMB259.1 million for the year ended December 31, 2019. Revenue
from rail freight transportation of coal decreased by 5.8% or RMB11.8 million, mainly as a result of our
inability to transport coal to Port Huanghua directly following the implementation of the Action Plan in
the third quarter of 2018 which restricted road transportation of coal to Port Huanghua. As a result of the
Action Plan, Customer B, one of our key customers, reduced the use of our railway for transporting their
coal to Port Huanghua starting in October 2018. However, such transportation into Port Huanghua was
gradually resumed since late August 2019 when our Han-Huang connecting line commenced operations.
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Further, this was partially offset by an increase in our transportation of other products such as asphalt and
gravel of RMBI11.1 million, primarily in relation to Customer B and our new customers who are
primarily engaged in various construction projects, such as water conservancy projects and commenced
business with us in 2019 as a result of our effort to diversify our product mix and business.

Revenue from our loading and unloading business decreased by 22.6% or RMB19.2 million. This
decrease was largely related to the decrease of volume of rail freight transportation designated to Port
Huanghua following the implementation of the Action Plan.

Revenue from our road freight transportation business decreased by 3.9% or RMBI1.3 million
primarily due to the impact of the Action Plan on road transportation of coal as mentioned above. After
the implementation of the Action Plan, Customer B, Bohui Group and four other customers ceased to
transport coal to Port Huanghua through us. This was particularly significant for Customer B, being our
largest customer for the year ended December 31, 2018 which contributed over 90% of our Group’s
revenue in 2018 in respect of road freight transportation of coal to Port Huanghua. This decrease was
partially offset by an increase in revenue from our road freight transportation services of non-coal cargo.

Revenue from our construction, maintenance and repair business increased by 137.8% or RMB9.0
million, primarily because more construction services were provided during the year, mainly in relation
to the construction of two other railway facilities and repair and maintenance work for three Special
Service Lines.

Revenue from others increased by 82.4% or RMB1.9 million, primarily due to provision of new
services we offered to our customers, including antifreeze treatment and scattering prevention of coal

services.
Operating expenses

Our operating expenses increased by 1.0% or RMB2.6 million from RMB257.9 million for the year
ended December 31, 2018 to RMB260.6 million for the year ended December 31, 2019.

A year on year comparison of each of our major operating expenses is as follows:
Staff costs

Our staff costs remained relatively stable at RMB64.9 million and RMB63.8 million in the years
ended December 31, 2018 and 2019, respectively.

Cargo logistics

Our cargo logistics expenses decreased by 5.5% or RMB2.3 million from RMB41.4 million in the
year ended December 31, 2018 to RMB39.1 million in the year ended December 31, 2019, primarily due
to a decrease in rail freight transportation volume to and from Port Huanghua.
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Outsourcing service charges and other labor costs

Our outsourcing service charges and other labor costs decreased by 13.9%, or RMB7.2 million from
RMBS51.5 million for the year ended December 31, 2018 to RMB44.3 million for the year ended
December 31, 2019, primarily due to the decrease in our loading and unloading services in 2019,
resulting in a reduction in our need to engage third party service providers.

Depreciation

Our depreciation expenses increased by 18.2% or RMBS5.4 million from RMB29.5 million for the
year ended December 31, 2018 to RMB34.8 million for the year ended December 31, 2019, primarily in
relation to (i) the full year depreciation in 2019 for an additional 40 trucks which were purchased by us in
2018 and (ii) the depreciation of the Han-Huang connecting line which was partially completed in
December 2018.

Fuel used

Our costs of fuel used decreased by 8.3%, or RMB2.4 million, from RMB29.2 million for the year
ended December 31, 2018 to RMB26.8 million for the year ended December 31, 2019. Since 2018, we
have been replacing diesel with natural gas as the latter is cheaper and more environmentally friendly. As
the price of natural gas is lower than diesel, our total cost for fuel used dropped.

Repairs and maintenance

Our repairs and maintenance expenses remained relatively stable, decreasing by 2.5%, or RMB0.4
million, from RMB17.7 million for the year ended December 31, 2018 to RMB17.3 million for the year
ended December 31, 2019.

General and administration expenses

Our general and administration expenses increased by 58.0%, or RMB8.6 million, from RMB14.8
million for the year ended December 31, 2018 to RMB23.3 million for the year ended December 31,
2019, primarily due to an increase in listing expenses of RMB10.9 million in relation to this Global
Offering partially offset by a decrease in tax expense and surcharges of RMBI1.5 million mainly in
relation to environmental protection tax which primarily related to the decrease in our loading and
unloading business.

Other expenses

Our other expenses increased by 23.2%, or RMB2.1 million, from RMB9.0 million for the year
ended December 31, 2018 to RMB11.1 million for the year ended December 31, 2019, primarily due to
an increase in our construction expenses of RMB2.2 million which were primarily related to our
additional railway roadbed and other railway facility construction works in 2019.
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Other income

Our other income increased by 14.9%, or RMBO0.4 million from RMB2.4 million for the year ended
December 31, 2018 to RMB2.7 million for the year ended December 31, 2019, primarily due to the
disposal of a railway culvert in 2019.

Segment result and segment margin

For the years ended December 31, 2018 and 2019, segment result for our rail freight transportation
was RMB114.0 million and RMB117.5 million, respectively. For the same years, the segment margin for
our rail freight transportation remained relatively stable at 43.9% and 45.4%, respectively.

For the years ended December 31, 2018 and 2019, segment result for our ancillary businesses was
RMB29.7 million and RMB22.2 million, respectively. For the same years, segment margin for our
ancillary businesses was 23.3% and 18.8%, respectively.

This decrease in segment margin for ancillary businesses in the year ended December 31, 2019 was
primarily due to (i) increasing unit prices charged by our subcontractors; and (ii) higher costs related to
our road transportation business as the purchase of 40 additional trucks in March 2018 led to higher
depreciation costs for the year ended December 31, 2019 compared to 2018, partially offset by higher
margins from railway roadbed construction and other railway facility construction.

Finance costs

Our finance costs increased by 13.0%, or RMB2.8 million from RMB21.8 million for the year
ended December 31, 2018 to RMB24.7 million for the year ended December 31, 2019, primarily due to
an increase in our average monthly loan balance.

Income tax expense

Our income tax expense decreased by 10.9% or RMB3.0 million from RMB27.8 million for the year
ended December 31, 2018 to RMB24.8 million for the year ended December 31, 2019. This was primarily
due to a decrease in our profit before tax. Our effective tax rate remained relatively stable at 25.4% for
the year ended December 31, 2018 and at 26.3% for the year ended December 31, 2019.

Profit for the year and net profit margin

As a result of the foregoing, our profit for the year decreased by 14.7% or RMB12.0 million from
RMBS81.5 million for year ended December 31, 2018 to RMB69.5 million for the year ended December
31, 2019. Our net profit margin decreased from 21.1% for the year ended December 31, 2018 to 18.4%
for the year ended December 31, 2019.
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Year Ended December 31, 2018 Compared to Year Ended December 31, 2017

Revenue
For the year ended December 31,
2017 2018
RMB in thousands, other than percentages
Rail freight transportation 253,026 71.4% 259,423 67.1%
Ancillary businesses
Loading and unloading 73,350 20.7% 84,833 21.9%
Road freight
transportation 18,196 5.1% 33,841 8.7%
Construction, maintenance
and repair” 7,513 2.1% 6,528 1.7%
Others® 2,258 0.6% 2,264 0.6%
Subtotal 101,317 28.6% 127,466 32.9%
Total 354,343 100.0% 386,889 100.0 %
Notes:

(1) Primarily includes revenue from operation, repair and maintenance of Special Service Lines and railway roadbed
construction.

2) Primarily includes revenue from car arrival service, freight agency, and coal filtering service, among others.

Our revenue increased by 9.2% or RMB32.6 million from RMB354.3 million for the year ended
December 31, 2017 to RMB386.9 million for the year ended December 31, 2018, primarily due to (i) an
increase in revenue from rail freight transportation of RMB6.4 million; and (ii) an increase in revenue
from ancillary businesses of RMB26.1 million primarily relating to (a) an increase in revenue from our
loading and unloading business of RMB11.5 million; and (b) an increase in revenue from our road freight
transportation business of RMB15.6 million.

Revenue from rail freight transportation increased by 2.5%, or RMB6.4 million, primarily because
of an increasing volume of westbound transportation from Port Huanghua, in particular for ore and
petroleum, and eastbound transportation of non-coal cargo. This was the result of increased volume of
cargo transported by existing customers and was part of our overall strategy to conduct more westbound
transportation business to better utilize our transportation resources. This was partially offset by a
decrease of revenue generated from transportation of coal, primarily due to a decrease in price we
charged one of our largest customers.

Revenue from our loading and unloading business increased by 15.7%, or RMBI11.5 million,
primarily due to an increase in volume of loading and unloading services we provided to one of our major
customers for the year ended December 31, 2018.
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Revenue from our road freight transportation business increased by 86.0%, or RMB15.6 million,
which was primarily because of an increase in the volume of our road freight transportation services we
provided to one of our largest customers who uses both our road freight and rail freight transportation
services, from January to September, 2018, prior to the policy that prohibited coal transportation by road
to Port Huanghua was implemented; supported by an increase of our trucking fleet as we purchased
additional 40 trucks in 2018.

Revenue from our construction, maintenance and repair business decreased by 13.1%, or RMB1.0
million primarily because we constructed roadbeds for additional two Special Service Lines during the
year ended December 31, 2017. This decrease was partially offset by an increase in revenue from
maintenance services we provided for these Special Service Lines for the year ended December 31, 2018.

Revenue from others remained relatively stable at RMB2.3 million for each of the years ended
December 31, 2017 and 2018.

Operating expenses

Our operating expenses increased by 15.4%, or RMB34.3 million from RMB223.6 million for the
year ended December 31, 2017 to RMB257.9 million for the year ended December 31, 2018.

A year on year comparison of each of our major operating expenses is as follows:
Staff costs

Our staff costs increased by 9.1% or RMBS5.4 million from RMBS59.5 million in the year ended
December 31, 2017 to RMB64.9 million in the year ended December 31, 2018, mainly attributable to an
increase in the average number of employees and increases in performance-based bonuses primarily
corresponding with the increase in our revenue.

Cargo logistics

Our cargo logistics expenses increased by 26.2% or RMBS8.6 million from RMB32.8 million in the
year ended December 31, 2017 to RMB41.4 million in the year ended December 31, 2018, primarily due
to increases in costs associated with switching lines from our railway to Shuo-Huang Railway and the
Beijing-Shanghai Railway and carriage car occupancy fees which was generally in line with the growth
of our rail freight transportation volume in 2018, in particular, the growth of our westbound rail freight
transportation volume.

Outsourcing service charges and other labor costs

Our outsourcing service charges and other labor costs increased by 16.5%, or RMB7.3 million from
RMB44.2 million for the year ended December 31, 2017 to RMB51.5 million for the year ended
December 31, 2018, primarily due to increase in other labor costs charged by third party labor
dispatching agents in 2018 for additional labor to carry out certain tasks for our ancillary businesses.
This was partially offset by a decrease in outsourcing charges as we purchased an additional 40 trucks in
2018 in order to handle more of our road freight transportation requirements internally, leading to a
decrease in the need for third party service providers.
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Depreciation

Our depreciation expenses increased by 12.9% or RMB3.4 million from RMB26.1 million for the
year ended December 31, 2017 to RMB29.5 million for the year ended December 31, 2018, primarily
attributable to our purchase of right-of-use assets, trucks, and equipment related to our railway operation
in 2018.

Fuel used

Our cost of fuel used increased by 57.5%, or RMB10.6 million, from RMB18.6 million for the year
ended December 31, 2017 to RMB29.2 million for the year ended December 31, 2018, primarily due to
(i) an increase in our consumption of diesel which was in line with increases in our rail freight
transportation and road freight transportation volume; (ii) an increase in the price of diesel; and (iii) an
increase in our consumption of natural gas due to purchase of an additional 40 trucks in 2018.

Repairs and maintenance

Our repairs and maintenance expenses decreased by 22.9%, or RMBS5.2 million, from RMB22.9
million for the year ended December 31, 2017 to RMB17.7 million for the year ended December 31,
2018, mainly due to additional costs we incurred in 2017 relating to repair, maintenance and inspection
of our tracks, railway assets and locomotives.

General and administration expenses

Our general and administration expenses increased by 99.0%, or RMB7.4 million, from RMB7.4
million for the year ended December 31, 2017 to RMB14.8 million for the year ended December 31,
2018, primarily due to (i) an increase in tax expenses and surcharges of RMB4.2 million, mainly
attributable to a significant increase in environmental protection taxes by RMB4.6 million arising from
our loading and unloading business pursuant to the new environmental protection regulation that took
effect on January 1, 2018; and (ii) an increase in listing expenses of RMB2.6 million in relation to this
Global Offering, partially offset by the reversal of impairment loss of trade and bills receivables of
RMBO0.4 million for the year ended December 31, 2018, as compared to impairment loss of RMBO0.5
million for the year ended December 31, 2017.

Other expenses

Our other expenses decreased by 25.6%, or RMB3.1 million from RMB12.1 million for the year
ended December 31, 2017 to RMB9.0 million for the year ended December 31, 2018, primarily due to (i)
a decrease in fixed asset impairment losses of RMB3.6 million due to the fact that we ceased to operate
our coal filtering services in November 2017 as the demand from our customers was low and equipment
related to such services had became obsolete; (ii) a decrease in construction expenses of RMB1.6 million
as we did not provide railway roadbed construction service in 2018. This was partially offset by an
increase in property insurance fees of RMB1.3 million mainly in relation to additional motor vehicle
insurance we purchased for our new trucks purchased in the same year.
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Other income

Our other income increased by 190.4%, or RMB1.6 million from RMBO0.8 million for the year
ended December 31, 2017 to RMB2.4 million for the year ended December 31, 2018, primarily due to (i)
an increase in interest income of RMBO0.5 million as a result of an increase in our average monthly bank
balances; and (ii) net gains on disposal of property, plant and equipment of RMBO0.1 million in the year
ended December 31, 2018 compared to net losses on disposal of property, plant and equipment of
RMBO0.9 million in the previous year, in relation to certain obsolete equipment used for coal filtering
services, partially offset by a decrease in net gains on investments in wealth management products by
RMBO0.7 million.

Segment result and segment margin

For the years ended December 31, 2017 and 2018, segment result for our rail freight transportation
business was RMB117.2 million and RMB114.0 million, respectively. For the same years, segment
margin for our rail freight transportation was 46.3% and 43.9%, respectively.

The decrease in our segment result and segment margin for our rail freight transportation was
primarily due to (i) the increase in staff cost mainly attributable to an increase in staff we employed and
an increase in performance-based bonus we gave to our employees in response to the increase in revenue
for rail freight transportation; (ii) the increase in cargo logistics expenses mainly attributable to the
increase in service fees charged by the Shuo-Huang Railway Line for taking trains out of and into
stations, partially offset by the decrease in repair and maintenance expenses as we incurred less expenses
for repairing our locomotives and tracks, bridges and other railway assets in 2018 compared to 2017.

For the years ended December 31, 2017 and 2018, segment result for our ancillary businesses was
RMB20.9 million and RMB29.7 million, respectively. For the same years, the segment margin for our
ancillary businesses was 20.7% and 23.3%, respectively.

The increase in our segment result and segment margin for our ancillary businesses was due to (i)
the significant increase in revenue from our loading and unloading and road freight transportation
businesses; (ii) the less significant increase in our outsourcing service charges and other labor costs as
compared to revenue primarily because we have handled more of our road freight transportation
requirements by our trucking fleet using the additional trucks we acquired, leading to a decrease in the
need for third party service providers; and partially offset by (iii) the increase in cost of fuel used for our
road freight transportation business primarily due to the increase in our consumption of natural gas due to
purchase of an additional 40 trucks in 2018.

Finance costs

Our finance costs decreased by 8.8%, or RMB2.1 million from RMB23.9 million for the year ended
December 31, 2017 to RMB21.8 million for the year ended December 31, 2018 despite the fact that there
was an increase in average loan balance, primarily due to increase in amount of interest expense
capitalized mainly for the construction of the connection line between Yangerzhuang Station and Bohaixi
Station.
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Income tax expense

Our income tax expense increased by 2.1% or RMBO0.6 million from RMB27.2 million for the year
ended December 31, 2017 to RMB27.8 million for the year ended December 31, 2018. This was primarily
due to an increase in our profit before tax. Our effective tax rate remained relatively stable at 25.3% for
the year ended December 31, 2017 and 25.4% for the year ended December 31, 2018.

Profit for the year and net profit margin

As a result of the foregoing, our profit for the year increased by 1.4% or RMB1.1 million from
RMB&80.4 million for the year ended December 31, 2017 to RMBS81.5 million for the year ended
December 31, 2018. Our net profit margin decreased from 22.7% for the year ended December 31, 2017
to 21.1% for the year ended December 31, 2018.

LIQUIDITY AND CAPITAL RESOURCES

As of May 31, 2020, we had cash and cash equivalents of RMB70.8 million. Historically, we have
financed our capital expenditures and working capital requirements mainly through cash generated from
our operating activities and bank and other loans. Our business model does not require extensive external
capital expenditures for daily operation and we do not expect our business to become capital demanding
in the future. Going forward, we believe that our liquidity requirements will be satisfied by using a
combination of cash flow generated from our operating activities, bank and other loans and proceeds
from the Global Offering.

Cash flows

The following table sets forth a summary of our cash flows for the periods indicated:

For the year ended For the five months
December 31, ended May 31,
2017 2018 2019 2019 2020
RMB in thousands
(unaudited)

Net cash generated from

operating activities 112,053 150,039 110,326 14,322 47,277
Net cash used in investing

activities (88,995) (146,370) (20,779) (12,164) (12,140)
Net cash (used in)/

generated from financing

activities 5,985 8,871 (108,800) (48,054) 1,784
Net (decrease)/increase in

cash and cash equivalents 29,043 12,540 (19,253) (45,896) 36,921
Cash and cash equivalents

at January 1 11,536 40,579 53,119 53,119 33,866
Effect of exchange rate

change - - - - 4
Cash and cash equivalents

at December 31/May 31 40,579 53,119 33,866 7,223 70,791
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Net cash generated from operating activities

Cash generated from operating activities primarily consisted of fees we charged for railway freight
transportation and ancillary businesses. Our cash generated from operating activities reflected our profit
before tax, adjusted for non-cash and non-operating items, which mainly included depreciation,
impairment loss or reversal of impairment loss on trade receivables, net losses or net gains on disposal
of property, plant and equipment, impairment loss on property, plant and equipment, finance costs,
interest income, net gains on investment in wealth management products and share of loss of an
associate, and the effects of changes in working capital, which primarily consisted of changes in
inventories, trade and bills receivables, prepayments and other receivables, trade payables and other
payables and contract liabilities.

We had net cash generated from operating activities of RMB47.3 million and profit before tax of
RMB40.8 million for the five months ended May 31, 2020. Adjustments primarily included depreciation
of RMB15.3 million and finance costs of RMB10.8 million. Changes in working capital represented net
outflows of RMB&.3 million, primarily attributable to a decrease in trade payables and other payables of
RMB10.6 million, partially offset by a decrease in inventories of RMB1.3 million and a decrease in trade
and bills receivables, prepayments and other receivables of RMB1.9 million.

We had net cash generated from operating activities of RMB110.3 million and profit before tax of
RMB94.3 million for the year ended December 31, 2019. Adjustments primarily included depreciation of
RMB34.8 million and finance costs of RMB24.7 million. Changes in working capital represented net
outflows of RMB19.4 million, primarily attributable to an increase in trade and bills receivables,
prepayments and other receivables of RMB25.8 million, partially offset by an increase in trade payables
and other payables of RMB6.6 million. We paid income taxes of RMB22.7 million for the year ended
December 31, 2019.

We had net cash generated from operating activities of RMB150.0 million and profit before tax of
RMB109.3 million for the year ended December 31, 2018. Adjustments primarily included depreciation
of RMB29.5 million, finance costs of RMB21.8 million and interest income of RMB1.1 million. Changes
in working capital represented net inflows of RMB15.3 million of cash, primarily attributable to a
decrease in trade and bills receivables, prepayments and other receivables of RMB10.5 million. We paid
income taxes of RMB24.1 million for the year ended December 31, 2018.

We had net cash generated from operating activities of RMB112.1 million and profit before tax of
RMB107.6 million for the year ended December 31, 2017. Adjustments primarily included depreciation
of RMB26.1 million, impairment loss on property, plant and equipment of RMB3.6 million and finance
costs of RMB23.9 million. Changes in working capital represented net outflows of RMB14.9 million of
cash, primarily attributable to an increase in trade and bills receivables, prepayments and other
receivables of RMB30.3 million, partially offset by an increase in trade payables and other payables of
RMB18.4 million. We paid income taxes of RMB34.1 million for the year ended December 31, 2017.

Net cash used in investing activities

During the Track Record Period, our cash used in investing activities were mainly for payments for
purchase of property, plant and equipment and right-of-use assets, payments for purchase of wealth
management products and investment in an associate. We also generated cash from investing activities,
mainly from proceeds from disposal of property, plant and equipment and proceeds from disposal of
wealth management products.

288



FINANCIAL INFORMATION

We had net cash used in investing activities of RMB12.1 million for the five months ended May 31,
2020, which was primarily due to (i) payments for purchase of property, plant and equipment and right of
use assets of RMB10.4 million; and (ii) investment in an associate of RMB2.0 million.

We had net cash used in investing activities of RMB20.8 million for the year ended December 31,
2019, which was primarily due to (i) payments for purchase of property, plant and equipment and right-
of-use assets of RMB24.0 million; and (ii) payments for purchase of investments in wealth management
products of RMB37.0 million. The effect was partially offset by proceeds from disposal of investments in
wealth management products of RMB38.1 million.

We had net cash used in investing activities of RMB146.4 million for the year ended December 31,
2018, which was primarily due to (i) payments for purchase of property, plant and equipment and right-
of-use assets of RMB158.2 million; and (ii) payments for purchase of investments in wealth management
products of RMB104.1 million. The effect was partially offset by (i) proceeds from disposal property,
plant and equipment of RMBI11.4 million; and (ii) proceeds from disposal of wealth management
products of RMB103.4 million.

We had net cash used in investing activities of RMB89.0 million for the year ended December 31,
2017, which was primarily due to (i) payments for purchase of property, plant and equipment and right-
of-use assets of RMB107.4 million; and (ii) payments for purchase of investments in wealth management
products of RMB263.2 million. The effect was partially offset by (i) proceeds from disposal property,
plant and equipment of RMB6.8 million; and (ii) proceeds from disposal of wealth management products
of RMB274.2 million.

Net cash (used in)/generated from financing activities

During the Track Record Period, our cash used in financing activities were mainly for repayment of
bank and other loans, decrease of amounts due to related parties, payment to the then equity holder upon
the group reorganization, payment of borrowing costs and distributions. We also generated cash from
financing activities mainly from new bank and other loans, capital contributions from shareholders and a
non-controlling equity holder of a subsidiary of the Group, and increase of amounts due from related
parties.

We had net cash generated from financing activities of RMB1.8 million for the five months ended
May 31, 2020, which was primarily due to proceeds from new bank and other loans of RMB241.9 million
largely offset by repayments of bank and other loans of RMB230.5 million and borrowing costs paid of
RMB9.6 million.

We had net cash used in financing activities of RMB108.8 million for the year ended December 31,
2019, which was primarily due to (i) payments for acquisition of equity interest in Canggang Company of
RMB361.2 million; (ii) repayments of bank and other loans of RMB262.9 million; and (iii) payments of
borrowing costs of RMB26.0 million. The effect was partially offset by (i) proceeds from new bank and
other loans of RMB397.3 million; and (ii) net decrease in amounts due from related parties of RMB132.3
million; and (iii) proceeds from capital injection by a non-controlling equity holder of a subsidiary of our
Group of RMB12.1 million.
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We had net cash generated from financing activities of RMB&8.9 million for the year ended
December 31, 2018, which was primarily due to (i) proceeds from new bank and other loans of
RMB182.8 million; and (ii) proceeds from capital injection by a non-controlling equity holder of a
subsidiary of RMB4.9 million. The effect was partially offset by (i) repayment of bank and other loans of
RMB122.9 million; (ii) net decrease in amounts due to related parties of RMB11.2 million; (iii) net
increase in amounts due from related parties of RMB17.9 million; and (iv) payments of borrowing costs
of RMB26.8 million.

We had net cash generated from financing activities of RMB6.0 million for the year ended
December 31, 2017, which was primarily due to (i) proceeds from new bank loans of RMB324.5 million;
(i1) net decrease in amounts due from related parties of RMBS53.6 million; and (iii) proceeds from capital
injection by a non-controlling equity holder of a subsidiary of RMB24.5 million. The effect was partially
offset by (i) repayment of bank and other loans of RMB273.4 million; (ii) distribution paid of RMB75.0
million; (iii) net decrease in amounts due to related parties of RMB22.6 million; and (iv) payments of
borrowing costs of RMB25.6 million.

Net Current Assets/Liabilities

The following table sets forth our current assets, current liabilities and net current assets as of the
dates indicated:

As of As of
As of December 31, May 31, August 31,
2017 2018 2019 2020 2020
RMB in thousands
(unaudited)
Current assets
Inventories 4,430 4,407 5,009 3,662 4,713
Trade and bill receivables 121,340 111,020 134,858 128,332 124,225
Prepayments and other receivables 14,657 12,370 19,649 22,577 22,485
Amounts due from related parties 114,384 132,276 — — —
Financial assets at fair value
through profit or loss - 1,000 - - -
Cash and cash equivalents 40,579 53,119 33,866 70,791 82,482
Total current assets 295,390 314,192 193,382 225,362 233,905
Current liabilities
Bank and other loans 93,726 168,008 290,999 127,551 114,364
Trade payables 33,543 26,742 27,700 19,902 24,313
Other payables 61,437 78,601 75,745 63,744 63,929
Contract liabilities 729 2,229 2,630 1,688 3,150
Amounts due to related parties 11,538 310 - - -
Current taxation 1,619 5,941 8,501 6,124 5,230
Total current liabilities 202,592 281,831 405,575 219,009 210,986
Net current assets/(liabilities) 92,798 32,361  (212,193) 6,353 22,919
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As of December 31, 2019, we had net current liabilities of RMB212.2 million. We had net current
liabilities as of such date primarily due to (i) a decrease of amounts due from related parties from
RMB132.3 million as of December 31, 2018 to nil as of December 31, 2019; (ii) use of such cash (along
with proceeds from additional long-term loans) for the acquisition of the equity interest in Canggang
Company for total consideration of approximately RMB361.2 million in connection with the Corporate
Reorganization; and (iii) two bank loans of approximately RMB120.0 million in aggregate becoming due
within the next one year and thus falling under the current portion. See “History and Corporate Structure
— Corporate Reorganization” and “Risk Factors — Risks Relating to our Business and Industry — We had
high levels of indebtedness and recorded net current liabilities during the Track Record Period.” Hence
our net current liabilities position was primarily caused by one-off events related to the Corporate
Reorganization, which will not recur.

As of December 31, 2019, our bank and other loans represented 71.7% of our total current
liabilities, contributing to our net current liability position as of that date. Pursuant to a confirmation
letter we obtained from one of our principal banks, the bank confirmed that we can extend the term of our
loans borrowed from this bank from when they fall due until July 2022, provided that the operations of
Canggang Company remain normal, there have been no material adverse changes and conditions for
approval will be met. As of May 31, 2020 and August 31, 2020, the balance of outstanding bank loans
from this principal bank was RMB244.4 million and RMB312.5 million, respectively. See ‘“Financial
Information — Discussion of Certain Items from the Consolidated Statements of Financial Position™ for a
discussion of various current assets and current liabilities items.

Based on the consistency of the financial performance of our operations, as evidenced by our profit
for the years ended December 31, 2017, 2018 and 2019 and the five months ended May 31, 2020 of
approximately RMB80.4 million, RMBS81.5 million, RMB69.5 million and RMB30.0 million,
respectively, and our cash flow from operating activities of approximately RMBI112.1 million,
RMB150.0 million, RMB110.3 million and RMB47.3 million for the corresponding years/periods,
respectively, we believe our profit and cash flow from operating activities will be available to enable us
to improve our liquidity position. We expect to improve our liquidity position by settling our current
liabilities with the profit generated from our principal business and the net proceeds from the Global
Offering.

As of May 31, 2020, we had recovered to a net current assets position of approximately RMB6.4
million from net current liabilities position of approximately RMB212.2 million as of December 31,
2019. In addition to the profit we generated during the period, such net current assets position was mainly
attributable to (1) the decrease in bank and other loans under current liabilities from approximately
RMB291.0 million as of December 31, 2019 to approximately RMB127.6 million as of May 31, 2020,
primarily due to our repayment of bank and other loans during the period and (2) the increase in bank and
other loans under non-current liabilities from approximately RMB270.3 million as of December 31, 2019
to approximately RMB446.4 million as of May 31, 2020, primarily due to new bank loans obtained from
banks which were classified as non-current bank and other loans during the period. As such, the
classification of our bank and other loans and hence, the respective amounts of them being classified
under current or non-current liabilities pursuant to their respective repayment clauses subsequent to May
31, 2020 would potentially have significant impact on our net current assets position as of May 31, 2020.
To ensure the sufficiency of our liquidity, we (i) will continue to generate cash flow from our operating
activities; (i1) have made arrangements with our banks to extend the term of certain bank loans; (iii) will
utilize part of the net proceeds from the Global Offering as general working capital and to fund part of
our proposed expansion plan. To further enhance our liquidity, we may seek debt financing from
financial institutions from time to time, especially for financing capital expenditures in relation to our
railway lines. As of August 31, 2020, we continued to have a net current assets position of approximately
RMB22.9 million.
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Working capital statement

In view of our net current liabilities position as of December 31, 2019, we have given careful
consideration to our future liquidity and performance and our available sources of finance in assessing
whether we will have sufficient financial resources to continue as a going concern. Our Directors are of
the view, and the Sole Sponsor concurs, that we will have sufficient financial resources to meet our
working capital needs for at least the next twelve months from the date of this prospectus by taking into
account reasons as discussed above, including (i) our recovery to a net current assets position as of May
31, 2020; (ii) our net current liabilities position being caused by one-off events related to the Corporate
Reorganization; (iii) our unutilized banking facilities; and (iv) our cash flow projection, including net
proceeds from the Global Offering (after a possible Downward Offer Price Adjustment setting the final
Offer Price up to 10% below the bottom end of the indicative Offer Price range), and our planned capital
expenditure and capital commitments.

DISCUSSION OF CERTAIN ITEMS FROM THE CONSOLIDATED STATEMENTS OF
FINANCIAL POSITION

The following table sets forth our consolidated statements of financial position as of the dates

indicated:
As of
As of December 31, May 31,
2017 2018 2019 2020
RMB in thousands
Non-current assets
Property, plant and equipment 692,399 805,122 789,570 777,321
Right-of-use assets 137,398 202,323 197,855 195,993
Interests in associates 3,918 3,685 3,502 5,187
Deferred tax assets 6,983 7,661 8,209 8,035
Prepayments and other receivables 52,128 6,500 3,374 3,495
Total non-current assets 892,826 1,025,291 1,002,510 990,031
Current assets
Inventories 4,430 4,407 5,009 3,662
Trade and bills receivables 121,340 111,020 134,858 128,332
Prepayments and other receivables 14,657 12,370 19,649 22,577
Amounts due from related parties 114,384 132,276 - -
Financial assets at fair value through
profit or loss — 1,000 — -
Cash and cash equivalents 40,579 53,119 33,866 70,791
Total current assets 295,390 314,192 193,382 225,362
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Current liabilities

Bank and other loans

Trade payables

Other payables

Contract liabilities

Amounts due to related parties
Current taxation

Total current liabilities

Net current assets/(liabilities)

Total assets less current liabilities

Non-current liabilities
Bank and other loans

Total non-current liabilities

NET ASSETS

Total equity attributable to equity
shareholders of the Company
Non-controlling interests

TOTAL EQUITY
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As of
As of December 31, May 31,
2017 2018 2019 2020
RMB in thousands
93,726 168,008 290,999 127,551
33,543 26,742 27,700 19,902
61,437 78,601 75,745 63,744
729 2,229 2,630 1,688
11,538 310 - -
1,619 5,941 8,501 6,124
202,592 281,831 405,575 219,009
92,798 32,361  (212,193) 6,353
985,624 1,057,652 790,317 996,384
272,162 257,783 270,332 446,385
272,162 257,783 270,332 446,385
713,462 799,869 519,985 549,999
689,040 770,746 491,560 520,993
24,422 29,123 28,425 29,006
713,462 799,869 519,985 549,999
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Non-current Assets
Property, plant and equipment

The following table sets forth a breakdown of the carrying amounts of our property, plant and
equipment as of the dates indicated:

As of
As of December 31, May 31,
2017 2018 2019 2020

RMB in thousands
Tracks, bridges and other railway assets 423,227 454,210 497,316 494,375
Buildings and other properties 123,803 134,875 160,394 157,877
Locomotives and rolling stock 24,513 24,093 21,303 20,140
Motor vehicles 18,072 35,817 31,866 29,579
Machinery and equipment 43,683 58,873 77,680 73,580
Construction in progress 59,101 97,254 1,011 1,770
Total 692,399 805,122 789,570 777,321

Our property, plant and equipment is stated at cost less accumulated depreciation and impairment
losses. Our construction in progress includes the cost of materials, direct labor, the initial estimate, where
relevant, of the costs of dismantling and removing the items and restoring the site on which they are
located, and an appropriate proportion of production overheads and borrowing costs. The carrying
amount of our property, plant and equipment increased from RMB692.4 million as of December 31, 2017
to RMB805.1 million as of December 31, 2018, primarily due to (i) further construction of the Han-
Huang connecting line in 2018; (ii) purchase of tracks, bridges and other railway assets; and (iii)
purchase of an additional 40 trucks. The carrying amount of our property, plant and equipment decreased
slightly to RMB789.6 million as of December 31, 2019 primarily due to depreciation charged during the
year. The carrying amount of our property, plant and equipment decreased to RMB777.3 million as of
May 31, 2020, primarily due to depreciation of RMB13.4 million.

As of December 31, 2017, 2018 and 2019, and May 31, 2020, certain of our property, plant and
equipment with carrying amounts of approximately RMB9.2 million, RMBS8.9 million, RMB&.6 million,
and RMBS8.4 million, respectively, were pledged for our bank loans and our property, plant and
equipment with carrying amounts of RMB119.8 million, RMB159.2 million, RMB148.8 million and
RMB144.4 million, respectively, secured our other loans. For details, see ‘“— Indebtedness and
Contingent Liabilities™.
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Right-of-use assets

Right-of-use assets represented the lump sum consideration paid or payable by our Group to acquire
leasehold lands located in China. The lease periods of our leasehold lands range from 48 to 50 years.
There are no ongoing payments to be made under the terms of such land leases. Our right-of-use assets
increased from RMB137.4 million as of December 31, 2017 to RMB202.3 million as of December 31,
2018, primarily because we obtained new right-of-use assets for land occupied by (i) the newly
constructed Han-Huang connecting lines; and (ii) our Jinghai Ore Freight Yard. Our right-of-use assets
remained relatively stable at RMB197.9 million as of December 31, 2019 and RMB196.0 million as of
May 31, 2020.

As of December 31, 2017, 2018 and 2019 and May 31, 2020, a certain portion of our right-of-use
assets with carrying amount of RMB96.3 million, RMB103.2 million, RMB91.1 million and RMB105.7
million, respectively, were pledged for our bank loans and our right-of-use assets with carrying amount
of nil, RMB7.5 million, RMB7.3 million and RMB7.2 million, respectively secured our other loans. For
further details, see “— Indebtedness and Contingent Liabilities” below in this section.

Interests in an associate/associates

Interests in an associate/associates primarily represented our 40% interest in Cangzhou Bohai New
Area Huanghua Port Railway Logistics Company Limited* (¥ i) 1 57 I 5 5 s 88 2% 0 Ui A FRZA \]) an
associate of our Group, involved in expanding railway logistic services in the northern Shandong area,
and our 40% interest in Shangcheng, which is an associate and a strategic customer of our Group,
principally engaged in the trading of construction materials. See “Summary — Recent Development and
No Material Change — Establishment of Shangcheng” and “Business — Our Strategies — Construct
additional branch lines to expanded our business scale” for details. Our interest in an associate/associates
amounted to RMB3.9 million, RMB3.7 million, RMB3.5 million and RMB5.2 million as of December 31,
2017, 2018 and 2019 and May 31, 2020. See note 14 to the Accountants’ Report in Appendix I to this
prospectus for the summarized financial information of this associate.

Deferred tax assets

As of December 31, 2017, 2018 and 2019 and May 31, 2020, our deferred tax assets amounted to
RMB7.0 million, RMB7.7 million, RMB&8.2 million and RMB8.0 million, respectively, mainly arising
from timing differences relating to depreciation of property, plant and equipment and right-of-use assets,
impairment of property, plant and equipment, credit loss allowance on trade receivables and accrued
expenses. See “Risk Factors — Risks Relating to Our Business and Industry — Our deferred tax assets may
not be recoverable” for a discussion of risks related to our deferred tax assets.

Prepayments and other receivables

Our prepayments and other receivables under non-current assets represented (i) prepayments for
acquisition of right-of-use assets amounting to RMB41.4 million, nil, nil and nil; and (ii) receivables
relating to disposal of property, plant and equipment amounting to RMB10.7 million, RMB6.5 million,
RMB3.4 million and RMB3.5 million, in each case as of December 31, 2017, 2018 and 2019 and May 31,
2020, respectively.
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The balance of prepayments for acquisition of right-of-use assets represented the advance payment
for acquisition of leasehold lands. The balance of RMB41.4 million as of December 31, 2017 was mainly
attributable to advance payments for the leasehold lands occupied by the Han-Huang connecting line and
the Jinghai Ore Freight Yard. Such balance decreased to nil as of December 31, 2018 as we began using
the relevant leasehold land parcels.

The balance of receivables relating to disposal of property, plant and equipment mainly represented
the balance of consideration receivables in relation to the disposal of the Special Service Lines. Pursuant
to respective sale and purchase agreements, the timing of settlement of part of the consideration varied
according to actual transportation volume transported on such Special Service Lines following the
disposal. We expect the consideration will be fully recovered within three years. Receivables that we
expected to receive in more than one year as of the relevant dates were classified as non-current. Such
balance decreased from RMB10.7 million as of December 31, 2017, to RMB6.5 million as of December
31, 2018, mainly due to the settlement of receivables, partially offset by the further disposal of another
Special Service Line in 2018. The balance further decreased to RMB3.4 million as of December 31, 2019,
mainly due to further settlement of receivables from the disposal of the Special Service Lines. The
balance remained stable at RMB3.5 million as of May 31, 2020.

Current Assets
Inventories

Our inventories primarily represented fuel, materials and consumables used in our operations. Our
inventories remained stable at RMB4.4 million as of December 31, 2017 and 2018. Our inventories as of
December 31, 2019 increased to RMBS5.0 million primarily due to an increase in materials accumulated
for roadbed construction of planned Special Service Lines and for planned repair and maintenance of
Special Service Lines. Our inventories as of May 31, 2020 decreased to RMB3.7 million, due to a
decrease in fuel stock.

See the following table for details of our inventories for the dates indicated:

As of December 31, As of May 31,
2017 2018 2019 2020
RMB in thousands

Fuel 2,684 2,438 2,409 1,472
Materials and consumables 1,746 1,969 2,600 2,190
4,430 4,407 5,009 3,662
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The following table sets forth our average inventory turnover days for the periods indicated:

For the
five months
ended
For the year ended December 31, May 31,
2017 2018 2019 2020
Average inventory turnover
days " 33.1 34.4 39.0 37.1

Note:

(nH) The calculation of average inventory turnover days is based on the average of the opening and closing balances of
inventories for the relevant period, divided by the total cost of fuel used and repair and maintenance expenses and
multiplied by the number of days contained in that period.

See “Business — Inventory Management” for details of our inventory management policy.

As of August 31, 2020, RMB1.3 million, or 35.1%, of our total inventories as of May 31, 2020 had
utilized.

Trade and bills receivables

Our trade and bills receivables primarily represented service fees payable by our customers for our
rail freight transportation and ancillary businesses.

The following table sets forth the details of our trade and bills receivables as of the dates indicated.

As of December 31, As of May 31,
2017 2018 2019 2020
RMB in thousands

Trade receivables 48,274 47,249 74,055 81,101
Bills receivables 73,066 63,771 60,803 47,231
121,340 111,020 134,858 128,332

Our trade and bills receivables decreased by RMB10.3 million, or 8.5% from RMB121.3 million as
of December 31, 2017 to RMB111.0 million as of December 31, 2018, which was primarily due to our
continued efforts to collect receivables. Our trade and bills receivables increased by RMB23.8 million, or
21.5% to RMB134.9 million as of December 31, 2019, primarily due to the increase in trade receivables
from new customers. Our trade and bills receivables decreased by RMB6.5 million or 4.8% to RMB128.3
million as of May 31, 2020, as a combined effect of (i) an increase in trade receivables of RMB7.0
million due to an increase in revenue recognized near the end of the period; and (ii) a decrease in bills
receivables of RMB13.6 million since we accepted fewer bills to settle our receivables as a strategy to
improve our liquidity.
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We did not write off any trade and bills receivables over the Track Record Period. In assessing the
loss allowance, we have applied the simplified approach to provide for loss allowances as prescribed by
IFRS, which permits the use of a lifetime expected loss provision which is calculated using a provision
ma