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EXPECTED TIMETABLE®®

Latest time to lodge PINK Application Forms and

072120 0 =T o | SRR 4.00 pm, Wednesday, 27th September, 2000

Latest time for applicants to:

lodge WHITE, BLUE and YELLOW Application
Forms and payment ..........ccccevvvieneiiniieee e, 12 noon, Thursday, 28th September, 2000

give instructions to an ESP to apply for Hong
Kong Offer Shares on your behalf and effect

PAYMENT....iiiiiiiiiiiitie et 12 noon, Thursday, 28th September, 2000
» give electronic application instructions to
Hongkong Clearing.........cccccceeveiiniiiiiiiiieeeeeeeeen, 12 noon, Thursday, 28th September, 2000
Latest time for ESPs to submit Preliminary ESP
APPlIcation®........coooiii e 1.00 pm, Thursday, 28th September, 2000
Latest time for ESPs to submit Final ESP
APPlIcationN® ... 3.00 pm, Thursday, 28th September, 2000
Expected Price Determination Date...........ccccoocuveeeeene Sunday, 1st October, 2000

Announcement of the Offer Price, the level of

indications of interest in the International Offering,

the level of applications in the Hong Kong Public

Offering, the basis of allocations of the

Hong Kong Offer Shares, the final number of

Shares comprised in the Hong Kong Public

Offering, Pool A and Pool B, respectively, to be

published in the South China Morning Post and

Hong Kong Economic Times oN.........cccecvveveennnee. Tuesday, 3rd October, 2000

Results of allocations of the Hong Kong Offer

Shares to be available through a variety of

channels (further details are contained in the

section headed “Prospectus, Application Forms

and Results of Allocations™) available from............ Wednesday, 4th October, 2000

Despatch of share certificates in respect of wholly

or partially successful applications on® ................. Wednesday, 4th October, 2000

Dealings in Shares on the Stock Exchange

expected t0 COMMENCE ON ......ccoovvviiiiiiiiiiiieeeeeaennn Thursday, 5th October, 2000

Despatch of refund cheques in respect of surplus

application monies, in respect of wholly or
partially unsuccessful applications and in respect
of the Retail Discount on or before®..................... Monday, 9th October, 2000

Notes:

@
@

®
4)

©)

do

All times refer to Hong Kong local time, except as otherwise stated. Details of the structure of the Global Offering, including
its conditions, are set out in the section headed “Structure of the Global Offering”.

The application lists will be opened between 11.45 am and 12 noon on Thursday, 28th September, 2000. If there is a
“black” rainstorm warning or a tropical cyclone warning signal number 8 or above in force in Hong Kong at any time
between 9.00 am and 12 noon on 28th September, 2000, the application lists will not open on that day. Further details are
contained in the paragraph headed “Effect of bad weather on the opening of the application lists” in the section headed
“How to Apply for Hong Kong Offer Shares”.

Submission of the Preliminary ESP Application is required only if the Final ESP Application is to be submitted after 1.00
pm. Further details are contained in the section headed “How to Apply for Hong Kong Offer Shares”.

Applicants who apply for and are successfully allocated 200,000 or more Hong Kong Offer Shares can collect share
certificates in person between 8.00 am and 2.00 pm on Wednesday, 4th October, 2000. Share certificates not collected
during the time specified will be despatched by ordinary post on the same day, at the risk of the applicants.

Refund cheques cannot be collected.

Investors who trade Shares on the basis of publicly available allocation details prior to receipt of share certificates
so entirely at their own risk.



CONTENTS

You should rely only on the information contained in this prospectus and the
Application Forms to make your investment decision. No person has been
authorised to provide you with information that is different from what is contained
in this prospectus. Any information or representation not made in this prospectus
must not be relied on by you as having been authorised by the Company, the Selling
Shareholder, the Underwriters, any directors of any of them, or any other person
involved in the Global Offering.
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SUMMARY

This summary aims to give you an overview of the information contained in
this prospectus. Because this is a summary, it does not contain all the information
that may be important to you. You should read the whole document before you
decide to invest in the Offer Shares or ADSs.

THE COMPANY

The Company is a leading provider of public transport services in Hong Kong. Its core
business is the ownership and operation of the Mass Transit Railway. In conjunction with the
construction and operation of the Mass Transit Railway, the Company is also involved in the
development and sale of residential and commercial properties with various third-party
developers and manages, and in some cases owns, certain developed properties. The Company
also leases commercial facilities and provides other services within the Mass Transit Railway,
such as telecommunications facilities. The Company’s subsidiary, Creative Star, operates the
Octopus smart card system which the Company uses to collect the majority of its fare revenue.

The Company has a 50-year exclusive franchise which commenced on 30th June,
2000 (and which may be extended in accordance with the new MTR Ordinance and the
Operating Agreement) to operate the Mass Transit Railway, which currently comprises the
MTR Lines (consisting of the Kwun Tong, Tsuen Wan, Island and Tung Chung Lines) and
the Airport Express Line, through an 82.2 route kilometre network of tracks with 44 stations.
The Company estimates that approximately 2.5 million people live within 500 metres of an
MTR Station, equivalent to approximately 36% of the total population of Hong Kong. In 1999,
the MTR Lines carried an aggregate of approximately 779 million passengers, or a weekday
average of 2.3 million passengers, while the Airport Express Line carried approximately 10
million passengers, or a daily average of 28,500 passengers.

In 1999, the Company generated total operating profit before interest, tax, depreciation
and amortisation of HK$5,523 million (1998: HK$4,720 million), consisting of HK$3,493 million
(1998: HK$3,301 million) from its railway and related operations and profit on property
developments of HK$2,030 million (1998: HK$1,419 million). Depreciation in 1999 was HK$2,039
million (1998: HK$1,426 million), all of which was attributable to the Company’s railway and
related operations. After taking into account interest and finance charges, the Company’s profit
for 1999 was HK$2,380 million (1998: HK$2,819 million). In 1999, the Company made one-off
staff separation payments amounting to HK$264 million which reduced its profit for the year to
HK$2,116 million (1998: HK$2,819 million). For the first six months of 2000, the Company
generated total operating profit before interest, tax, depreciation and amortisation of HK$2,703
million (1999: HK$2,673 million), consisting of HK$1,957 million (1999: HK$1,647 million) from
its railway and related operations and profit on property developments of HK$746 million (1999:
HK$1,026 million). Depreciation for the first six months of 2000 was HK$1,052 million (1999:
HK$995 million), all of which was attributable to the Company’s railway and related operations.
After taking into account interest and finance charges, the Company’s profit for the first six
months of 2000 was HK$1,051 million (1999: HK$1,148 million).

STRENGTHS

® The Company is well-positioned to benefit from Hong Kong’s long-term economic
and population growth.



SUMMARY

The Company is a leading provider of public transport services in Hong Kong and
operates one of the world’s most profitable, cost efficient and safe urban railways.

The Company is well positioned to benefit from the Government's transport
planning strategy, expected demographic developments and the regulatory
framework under which it operates, in addition to the supportive relationship it has
with the Government.

The Company has an established track record for property development
associated with its railway projects.

The Company has an experienced and motivated management team that has
demonstrated a consistent operating performance based on prudent commercial
principles.

The Company’s strong and well-disciplined financial management has led to the
Company being recognised as a leading Asian borrower in the international capital
markets.

FUTURE PLANS AND STRATEGIES

The Company’s key objective is to continue to develop and manage a world class
railway together with property and other related businesses, to maximise its inherent
strengths and to enhance shareholder value. The Company has developed the following
principal future plans and strategies to achieve this:

Existing railway and related operations

To derive maximum value from its railway assets and related operations.

To plan and deliver a cost efficient, reliable, safe and environmentally friendly
railway service to satisfy the Company’s existing customers and attract new
customers.

Extensions, improvement projects and future new projects

To extend the railway system when the transport need and commercial viability
has been demonstrated and to carry out such extensions in a timely and cost
effective manner.

Property

To leverage its competitive advantage in property development by obtaining
development sites in conjunction with railway development.

To capitalise on the opportunities resulting from its proposed agreement with
Superhome for the provision of a property portal.

Finance matters

To plan, manage and control its finances in a prudent commercial manner and
maintain its financing capabilities both in the local and international markets.

2
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To minimise its cost of capital within a prudent capital structure through cost
effective financing.

° Management and employees

To align management and employee interests through the implementation of the
Pre-Global Offering Share Option Scheme and the Employee Share Grant.

RISK FACTORS

The Company and the Selling Shareholder consider that there are certain risks and
considerations relating to the Company and its business, Hong Kong and the Shares and
ADSs. These risk factors and considerations are contained in the section headed “Risk
Factors” as follows:

° Risks relating to the Company and its business

Competition in Hong Kong from other transport providers may adversely affect the
Company.

The growth of the Company’s railway and property businesses and increase in
patronage depends, in part, on the award to the Company of new railway projects,
the implementation of those projects and on factors that the Company may not be
able to control.

If the Government were to award the proposed Shatin to Central Link railway
project to KCRC or to another party, the Company expects that it would suffer a
decrease in revenues, which may have a material adverse effect on the results of
its operations, and that the benefits that it would otherwise derive from undertaking
the project would not materialise.

The Company’s ability to raise fares to cover its operating costs could be limited
by a number of factors.

The Government can exert significant influence on the Company and could cause
it to make decisions, modify the scope of its activities or impose new obligations
on it that may not necessarily be in the best interests of the Company or its other
shareholders. The Government’s policies, intentions, preferences, views,
expectations, projections, forecasts and opinions set out in this prospectus could
be changed or modified in the future.

The Company requires significant capital for its business and is exposed to the
impact of interest rate and foreign currency movements in respect of its
borrowings. If the Company is unable to obtain additional capital on acceptable
terms when needed, its growth prospects and future profitability may be adversely
affected.

The Company’'s property business is subject to fluctuations in the Hong Kong
property market as well as to general risks incidental to the ownership and
management of rental properties.

In certain circumstances, the Government has the power to suspend and revoke
the Company’s franchise under the new MTR Ordinance.

3
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 Accidents and natural disasters could lead to decreased revenues and increased
expenditure and reduce the Company’s operating flexibility.

° Risks relating to Hong Kong

» Economic, political and legal developments in Hong Kong could affect the
Company’s business.

* A devaluation of the HK dollar may increase costs associated with the Company’s
capital expansion and will increase the HK dollar cost of repaying the Company’s
indebtedness.

° Risks relating to the Shares, the ADSs and applications using an ESP

» Sales or issues of substantial numbers of Shares or other securities relating to the
Shares or the transfer of Shares by the Selling Shareholder to eligible
shareholders under the Loyalty Share Bonus, or the perception that such sales,
issues or transfers may occur, could materially and adversely affect the prevailing
market price of the Shares and the ADSs or the ability of the Company to raise
capital through a public offering of additional equity or equity-linked securities.

« If an active market for the Shares and the ADSs fails to develop or be sustained,
the price of the Shares and the ADSs may fall.

« The Company's future financial performance may vary materially from the
estimated financial information provided in this prospectus, which may cause the
market price of the Shares and the ADSs to be affected.

» Applications using an ESP are available for the first time in Hong Kong and there
can be no assurance that applications made using an ESP will result in all or any
such applications for the Hong Kong Offer Shares being validly submitted.

THE GLOBAL OFFERING

The Global Offering comprises: (i) the Hong Kong Public Offering of an initial
200,000,000 Offer Shares; and (ii) the International Offering of an initial 800,000,000 Offer
Shares, each of which initially represents 20% and 80%, respectively, of the total number of
Shares initially available under the Global Offering. The Offer Price is expected to be fixed
by agreement between the Joint Global Coordinators, on behalf of the Underwriters, and the
Selling Shareholder, after consultation with the Company, on the Price Determination Date,
when market demand for the Shares and ADSs will be determined. If, for any reason, such
price is not agreed, the Global Offering will not proceed.

The Joint Global Coordinators, on behalf of the Underwriters, may, with the consent of
the Selling Shareholder, reduce the number of Shares being offered in the Global Offering
and/or the indicative Offer Price range below that stated in this prospectus (which is HK$8.00
to HK$9.38 per Offer Share) at any time prior to the morning of the last day for lodging
applications under the Hong Kong Public Offering. In such a case, notices of the reduction in
the number of Shares and/or the indicative Offer Price range will be published in the South
China Morning Post and the Hong Kong Economic Times not later than the morning of the

4
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last day for lodging applications under the Hong Kong Public Offering. If applications for Hong
Kong Offer Shares have been submitted prior to the day which is the last day for lodging
applications under the Hong Kong Public Offering, then even if the number of Shares and/or
the Offer Price is so reduced, such applications cannot be subsequently withdrawn.

Before submitting applications for Hong Kong Offer Shares, applicants should
have regard to the possibility that any announcement of a reduction in the number of
Shares being offered in the Global Offering and/or the indicative Offer Price range may
not be made and published until the day which is the last day for lodging applications
under the Hong Kong Public Offering.

Investors may apply for Hong Kong Offer Shares under the Hong Kong Public Offering
or apply, or indicate an interest, for Offer Shares and/or ADSs under the International
Offering, but may not do both.

The Hong Kong Public Offering is a fully underwritten public offer, subject to
agreement as to pricing and the other conditions described in the paragraph headed
“Conditions of the Global Offering” in the section headed “Structure of the Global Offering”.
An initial amount of 200,000,000 Offer Shares is being offered under the Hong Kong Public
Offering of which: (i) 20,000,000 Hong Kong Offer Shares (representing 10% of the total
number of Hong Kong Offer Shares initially being offered under the Hong Kong Public
Offering) will be available for purchase by the full time employees of the Company (other than
Members of the Board, Members of the Executive Directorate and their respective associates
(as defined in the Listing Rules)); and (ii) no less than 180,000,000 Hong Kong Offer Shares
(representing 90% of the total number of Hong Kong Offer Shares initially being offered under
the Hong Kong Public Offering) will be available for purchase by the public.

Paragraph 3 of Practice Note 18 of the Listing Rules, entitled “Initial Public Offer of
Securities”, requires the total number of Hong Kong Offer Shares pursuant to (ii) above to be
divided equally into pools: Pool A and Pool B. Each valid application (other than made pursuant
to (i) above) that has been received for Hong Kong Offer Shares to a value (excluding
brokerage and Stock Exchange transaction levy payable thereon) of HK$5 million or less will
fall into Pool A and each valid application (other than made pursuant to (i) above) that has been
received for Hong Kong Offer Shares to a value (excluding brokerage and Stock Exchange
transaction levy payable thereon) of more than HK$5 million will fall into Pool B.

The Stock Exchange has granted a waiver from strict compliance with paragraph 3 of
Practice Note 18 of the Listing Rules such that the Joint Global Coordinators and the Selling
Shareholder, after consultation with the Company, shall have absolute discretion in determining
the number of Hong Kong Offer Shares which shall comprise each of Pool A and Pool B. The
number of Hong Kong Offer Shares comprised in each of Pool A and Pool B will initially be
divided equally between the two pools. However, if demand for Hong Kong Offer Shares falling
within Pool A is significant or otherwise justified, and irrespective of whether Pool B is
undersubscribed or not, it is expected that the number of Hong Kong Offer Shares comprising
Pool A will be increased in order to increase the allocation ratio of Pool A, with a view to
allowing more Pool A applicants to receive allocations of Hong Kong Offer Shares.
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In accordance with Practice Note 18 of the Listing Rules, Hong Kong Offer Shares in each
of Pool A and Pool B are available on an equitable basis to applicants falling within each pool.

Applicants should be aware that applications in Pool B are likely to receive different
allocation ratios than applications in Pool A. Where either of the pools is undersubscribed,
the surplus Hong Kong Offer Shares will be transferred to satisfy demand in the other pool
and be allocated accordingly. Applicants can only receive an allocation of Hong Kong Offer
Shares from Pool A or Pool B but not from both pools. Multiple or suspected multiple
applications are liable to be rejected.

Applications for more than the total number of Hong Kong Offer Shares originally
allocated to each pool may not be accepted. On the basis that the number of Hong Kong
Offer Shares originally allocated to Pool B will not be more than 50% of the Offer Shares
initially comprised in the Hong Kong Public Offering, excluding those offered pursuant to (i)
above (that is, 90,000,000 Offer Shares), any application for over 90,000,000 Hong Kong
Offer Shares is liable to be rejected.

In addition, the number of Hong Kong Offer Shares comprised in Pool A and Pool B
will not be determined until after applications have been made. Following such determination,
applications in excess of the number of Hong Kong Offer Shares finally determined to be
comprised in Pool B (but not more than the initial maximum number) will be deemed to have
been made at the number of Hong Kong Offer Shares finally determined to be in Pool B.

Paragraph 4.2 of Practice Note 18 of the Listing Rules, entitled “Initial Public Offer of
Securities”, requires a clawback mechanism to be put in place which would have the effect
of increasing the number of Hong Kong Offer Shares to certain percentages of the total
number of Offer Shares offered in the Global Offering if certain prescribed total demand levels
are reached. The Stock Exchange has granted a waiver from strict compliance with
paragraph 4.2 of Practice Note 18 of the Listing Rules such that, in the event of over-
applications, the Selling Shareholder and the Joint Global Coordinators, after consultation
with the Company, shall apply a clawback mechanism following closing of the application lists
on the basis of factors including, inter alia, total demand in the Hong Kong Public Offering,
with a view to ensuring that applicants under the Hong Kong Public Offering are treated no
less favourably than they would otherwise have been under the clawback requirements set
out in Practice Note 18 of the Listing Rules.

The final number of Hong Kong Offer Shares comprised in the Hong Kong Public
Offering, Pool A and Pool B, respectively, will, following the determination by the Selling
Shareholder and the Joint Global Coordinators, after consultation with the Company, be
published on Tuesday, 3rd October, 2000 with the announcement of the Offer Price, the
level of indications of interest in the International Offering, the level of applications in the
Hong Kong Public Offering and the basis of allocations of the Hong Kong Offer Shares.

The results of allocations of the Hong Kong Offer Shares will be available
through a variety of channels from Wednesday, 4th October, 2000. Further details are
contained in the section headed ‘“‘Prospectus, Application Forms and Results of
Allocations”.



SUMMARY

In the event that a clawback mechanism is applied, the number of Offer Shares
allocated in the International Offering will be correspondingly reduced, in such manner as the
Joint Global Coordinators deem appropriate, and such additional Offer Shares will be
allocated to the Hong Kong Public Offering.

In addition, under the International Underwriting Agreement, the Selling Shareholder
intends to grant to the International Underwriters the Over-allotment Option, exercisable by
the Joint Global Coordinators, on behalf of the International Underwriters, within 30 days after
the date on which dealings in the Shares commence on the Stock Exchange, to require the
Selling Shareholder to sell up to an aggregate of 150,000,000 additional Shares at the Offer
Price solely to cover over-allocations in the International Offering, if any. The Joint Global
Coordinators may also cover over-allocations by stock borrowing in accordance with
arrangements described in the paragraph headed “Stabilisation” in the section headed
“Information about this Prospectus and the Global Offering.”

In the event that the number of Shares comprised in the Global Offering is reduced,
the Over-allotment Option will be correspondingly reduced such that it shall be in respect of
Offer Shares of an amount no more than 15% of such reduced number of Shares comprised
in the Global Offering.

Full time employees of the Company (other than Members of the Board, Members of
the Executive Directorate and their respective associates (as defined in the Listing Rules))
will be able to apply for Hong Kong Offer Shares using PINK Application Forms. Such
employees of the Company will receive no preference as to entitlement of allocation in
respect of applications for Hong Kong Offer Shares made using the Hong Kong Public
Offering Methods. In addition, full time employees of the Company (including Members of the
Board, Members of the Executive Directorate and their respective associates (as defined in
the Listing Rules)) will be entitled to apply for Hong Kong Offer Shares using any of the Hong
Kong Public Offering Methods. Any applications for Hong Kong Offer Shares made by the
Members of the Board, Members of the Executive Directorate and their respective associates
(as defined in the Listing Rules) are subject to the conditions contained in Rule 10.03 of the
Listing Rules. Accordingly, no Hong Kong Offer Shares can be offered to them on a
preferential basis and no preferential treatment can be given to them in the allocation of Hong
Kong Offer Shares and the prescribed minimum percentage of public shareholders must be
achieved. In relation to Rule 8.08(1) of the Listing Rules, the Company has applied to the
Stock Exchange for confirmation, and the Stock Exchange has accepted, that the prescribed
minimum percentage of Shares which must be in the hands of the public must not be less
than 10% because the Company has an expected market capitalisation at the time of listing
of over HK$4,000 million and the number of Shares concerned is expected to be sufficient to
ensure that there is an open market in the Shares.

Further details of the structure of the Global Offering are contained in the section
headed “Structure of the Global Offering”.

RETAIL INCENTIVES

Certain individuals who satisfy the eligibility conditions in the paragraph headed
“Eligibility Conditions” in the section headed *“Retail Incentives” who apply for Hong Kong
Offer Shares in the Hong Kong Public Offering will be eligible to receive the Retail Incentives.

7



SUMMARY

The Retail Incentives in the form of the Retail Discount and Bonus Shares are only
available in respect of the first HK$5 million (excluding brokerage and Stock Exchange
transaction levy and before applying the Retail Discount) worth of Hong Kong Offer
Shares allocated in a successful application, rounded down to the nearest board lot.

The Retail Discount will be available only in connection with Hong Kong Offer Shares
purchased in the Hong Kong Public Offering. The Loyalty Share Bonus will be available only
in connection with Hong Kong Offer Shares purchased in the Hong Kong Public Offering and
continuously held for the relevant period(s) and not in connection with Shares purchased
subsequently.

Further details of the Retail Incentives are contained in the section headed “Retail
Incentives”.



SUMMARY

SUMMARY HISTORICAL FINANCIAL INFORMATION

The tables below show the Company’s summary historical profit and loss account data,
cash flow statement data and selected financial ratios for each of the five years ended 31st
December, 1999 and the six months ended 30th June, 1999 and 2000 and the Company’s
summary historical balance sheet data as at 31st December, 1995, 1996, 1997, 1998 and 1999
and 30th June, 2000. The summary historical profit and loss account data, cash flow statement
data and selected financial ratios for each of the three years ended 31st December, 1999 and
the six months ended 30th June, 2000 and the summary historical balance sheet data as at 31st
December, 1997, 1998 and 1999 and 30th June, 2000 are based on information included in the
Accountants’ Report contained in Appendix |. The summary historical profit and loss account data
(except for basic earnings per Share data), cash flow statement data and selected financial ratios
for each of the two years ended 31st December, 1996 and the summary historical balance sheet
data as at 31st December, 1995 and 1996 have been derived from the audited financial
statements included in the Company’s 1995 and 1996 annual reports. Certain figures in the 1995
and 1996 audited financial statements have been reclassified to conform with the present
presentation. These financial statements and information relate to historical results of operations
and financial position of the Company. Figures and data stated in this prospectus as at and
for the six months ended 30th June, 1999 are derived from the unaudited management
accounts of the Company and are included for the purposes of comparison.

Group accounts of the Company and its subsidiaries are not prepared, in view of
the Company having no effective control over the board of one of its subsidiaries,
Creative Star and the relatively insignificant amounts involved in the other subsidiaries
(see Note 1(a) to the financial statements in the Accountants’ Report contained in
Appendix I). Accordingly, the financial statements included in the Accountants’ Report in
Appendix | are the non-consolidated financial statements of the Company with
appropriate disclosures of information relating to its subsidiaries. In this connection, each
of the Securities and Futures Commission and the Stock Exchange have granted an
appropriate exemption and waiver, respectively, further details of which are contained in
the paragraph headed “Overview” in the section headed ‘‘Financial Information”.

Profit and Loss Account Data:
Six months

ended
Year ended 31st December, 30th June,

1995 1996 1997 1998 1999 2000 1999

(HK$ million, except for basic earnings per Share)

TUMNOVET ..ttt et ee s 5,737 6,253 6,574 6,981 7,252 3,655 3,471
Operating profit from railway and related operations before

depreciation@)..............ccooviviiiieeeece e 3,144 3,340 3,529 3,301 3,493 1,957 1,647
Profit/(costs) on property developments.........cccocceeevieeeniiieeennes 1) 2 276 1,419 2,030 746 1,026

(D= o] (=Yt =i o] o I SRS (658) (850) (927) (1,426) (2,039) (1,052) (995)

Interest and finance charges ..........ccooviviiiiiiiciccie (1,289) (957) (95) (475) (1,104) (600) (528)

Profit for the period............ceiiieninie 1,196 1,535 2,783 2,819 2,116 1,051 1,148

DIVIAENG ... —  (647) (1,252) — — — —

Retained profit for the period...........cccceeviiiiiiiiiiiiiec 1,196 888 1531 2,819 2116 1,051 1,148

Basic earnings per Share®@ (in HK$)........cccocvevvnieiiniiicnennn, 0.24 0.31 0.56 0.56 0.42 0.21 0.23
Notes:

(1) Includes operating profit from railway operations, advertising, kiosk rental and miscellaneous businesses and property
ownership and management income.

(2) Basic earnings per Share is calculated based on the profit for the relevant period and assuming that the total number of
5,000,000,000 Shares in issue on 25th September, 2000 were in issue throughout the relevant period, taking no account of
any Shares which may be issued or repurchased under the Issue Mandate or the Repurchase Mandate, as the case may
be, referred to in the paragraph headed “Written resolutions of all the shareholders of the Company” in Appendix IX.
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SUMMARY

Balance Sheet Data:

At
At 31st December, 30th June,
1995 1996 1997 1998 1999 2000
(HK$ million)
TOLAl BSSELS....eiieiiiiie it 45,356 64,644 75,422 82,104 87,250 90,816
Loans, obligations under finance leases and bank overdrafts ....... 14,736 12,696 10,875 16,897 23,177 25,591
Deferred income® 1,056 9,094 16,705 15970 13,776 13,028
Shareholder fUNAS..........oociiiiiii e 25,261 35,473 41,815 42,601 45,115 47,239

Note:
(1) Represents the balance of up-front payments received from developers in excess of the related costs incurred by the
Company for property development projects, not yet recognised as profit by the Company.

Cash Flow Statement Data:

Six months
ended

Year ended 31st December, 30th June,

1995 1996 1997 1998 1999 2000 1999
(HK$ million)
Net cash inflow from operating activities ............ccceveennes 3,259 3,488 3,377 3,915 3,311 1,926 1,741
Net cash outflow from servicing of finance and returns

ON INVESTMENTS ...oiiiiiiiiiiiie e (1,145) (883) (877) (2,107) (1,387) (947) (660)

INVEStiNG ACHIVItIES ..c..eiiiiiiieiic e
— Capital expenditure
— Airport Railway Project.........cccccveveeiniiienniieeeiiees (6,880) (8,266) (10,177) (5,103) (1,847) (74) (1,189)
— TKE Project ................ — — (272)  (885) (2,816) (1,560) (1,024)
— Other capital projects (1,562) (2,828) (3,272) (3,710) (3,415) (1,263) (1,674)

— Property development projects .........ccoocvveerieeeeniieeennnes (1,069) (1,619) (1,776) (1,992) (1,568) (519) (771)
— Receipts from property developers...........ccccoovvvveennenn. 910 10,119 9,440 — 613 120 613
— Other cash inflow/(outflow) from investing activities..... 1 (543) (896)  (185) 96 (86) 5
Net cash inflow from financing ........cccocceeviieiiiieiiee s 8,206 5,934 2,192 5,988 6,270 2,401 5,717

Selected Financial Ratios:

Six months
ended
Year ended 31st December, 30th June,

1995 1996 1997 1998 1999 2000 1999

Operating profit from railway and related operations before

depreciation as a percentage of turnover (%) .........ccoevvveeiieeiecicieenns 548 534 537 473 482 535 475
Net debt/equity ratio (net of cash and cash equivalents) (%) .................. 515 156 144 37.8 512 54.0 435
Net debt/equity ratio (net of cash and cash equivalents) (excluding

revaluation reserves) (%)
Net interest cover (in times)

648 19.2 173 429 583 62.7 493
2.9 40 157 5.1 3.7 2.9 4.0
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ADDITIONAL DATA

The tables below show certain additional data for each of the five years ended
31st December, 1999 and the six months ended 30th June, 1999 and 2000. The additional
data are unaudited and included for information purposes. The additional data for each of the
three years ended 31st December, 1999 and the six months ended 30th June, 2000 are
based on financial information included in the Accountants’ Report contained in Appendix |
and operational data supplied by the Company. The additional data for each of the two years
ended 31st December, 1995 and 1996 are based on financial information included in the
Company’s 1995 and 1996 annual reports and operational data supplied by the Company.
The additional data for the six months ended 30th June, 1999 is based on the unaudited
management accounts and operational data supplied by the Company.

Railway Operations:
Six months ended

Year ended 31st December, 30th June,
1995 1996 1997 1998 1999 2000 1999
Operating data:
Route KIlometres ..........cccoveevieeiieeniiecnee e 43.2 43.2 43.2 82.2 82.2 82.2 82.2
Total number of passengers (thousands).........
— MTR LINES .ceeiiiiiieiiieeeceeeeee 812,519 816,572 811,897 793,602 779,309 375,561 385,522
— Airport Express Line.......cccoccveeeinnnnnn. — — — 3,928 10,396 5,325 5,008
Average number of passengers (thousands)
— MTR Lines — weekday average ........ 2,377 2,379 2,382 2,326 2,284 2,218 2,291
— Airport Express Line — daily
AVEIAJE ..ooeiiiriiie i — — — 21.9 28.5 29.3 27.7
Market share® (%)
— Average of all franchised
MOVEMENTS....eevieieeiieieeieeieeieeeeens 27.4 26.7 25.9 25.7 25.2 24.1 25.2
— Average of cross harbour
MOVEMENTS....eevieieeieaieenieenieeieaeeenes 67.6 66.5 64.2 61.9 60.3 58.2 61.0
— Tolfrom the Airport® ..........ccccceenenen. — — — 24.8 31.9 324 30.4
Financial data:
Fare revenue per passenger carried (HK$)......
— MTR LINES ...oeeiiiiiiiieieeee e 5.80 6.22 6.39 6.59 6.67 6.69 6.51
— Airport Express Line.........cccevevenannn. — — — 53.97 42.800) 47.32 41.80
Railway operating cost (before depreciation)
per passenger carried (HK$).........cccooveveennen. 2.97 3.32 3.45 4.24 4.37 4.12 4.34
Railway operating cost (before depreciation)
per car km operated (HK$) ........cccceevvernnnnn. 29.3 324 33.2 32.8 30.3 28.4 29.2
Railway EBITDA®) per car km operated
(HKSD) et 27.9 28.2 28.4 19.9 19.2 21.7 17.7
Railway EBITDA® per passenger carried
(HKSD) oot 2.83 2.89 2.95 2.58 2.77 3.15 2.62
Notes:

(1) The Tung Chung Line commenced operations on 22nd June, 1998 and the Airport Express Line commenced operations on
6th July, 1998.

(2) The first full year of operations of the Airport Express and Tung Chung Lines was 1999.

(3) Market share is calculated by the Company and represents the percentage of franchised public transportation boardings in
Hong Kong, which comprises boardings on the Mass Transit Railway, KCR, franchised buses, trams, ferries and green
PLBs (including in areas that the Mass Transit Railway does not serve), but excludes boardings on taxis, red PLBs, and
non-franchised buses, for which no reliable data is available.

(4) Based on surveys carried out by the Company of passengers twice per year travelling to or from the passenger terminal at
the Airport by various modes of transport.

(5) Fare revenue per passenger carried on the Airport Express Line in 1999 was less than the figure for 1998 due to the
introduction in 1999 of discounted fares and various promotional arrangements.

(6) Railway EBITDA means earnings from railway operations before interest, tax, depreciation and amortisation.
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Property Business:

Six months ended

Year ended 31st December, 30th June,
1995 1996 1997 1998 1999 2000 1999
Investment properties:
Lettable floor area (m2)........... 69,250 88,862 88,862 117,984 117,984 131,203 117,984
Parking spaces (number)....... 2,351 2,487 2,487 2,843 2,843 2,843 2,843
Property rental income for
the period (HK$ million) ..... 483 490 577 654 740 400 339
Managed properties:
Gross floor area
managed (m2)
— OffiCeuuiiiiiiiiiiicciiiiiee, 126,490 153,125 153,125 153,125 153,125 153,125 153,125
—Retail.....ccccoovieii, 120,362 151,392 151,392 197,562 200,562 200,562 197,562
Managed residential flats
(number) ..., 28,729 28,729 28,729 28,729 34,387 36,701 28,729
Property management
income for the period (HK$
MIllioN) ...oeveviiies 36 37 39 43 50 28 24
Development properties®
(Packages awarded):
Gross floor area awarded
during the period (m2).... 934,180 1,020,972 581,619 0 234,445 165,640 128,845
— Residential ................. 676,610 1,231,682 1,743,701 1,743,701 1,978,146 2,143,786 1,872,546
— Office.iiiiiiiiiiiiiien, 126,000 380,190 380,190 380,190 380,190 380,190 380,190
—Retail......cccoveeeeneenn. 109,570 219,030 226,630 226,630 226,630 226,630 226,630
— Hotel....oooovieii, 22,000 124,250 186,250 186,250 186,250 186,250 186,250
Total since 1995@ ............. 934,180 1,955,152 2,536,771 2,536,771 2,771,216 2,936,856 2,665,616
— Parking spaces
(number) .....cocovevninennn. 4,347 8,550 11,426 11,437  11,83812,787-12,900@ 11,8382
Profit/(costs) on property
development for the period
(HK$ million).........cccevnuneenn. 1) 2 276 1,419 2,030 746 1,026
Notes:

(1) Changes that have occurred since 30th June, 2000 are discussed in the paragraph headed “Property” in the section headed

“Business”.

(2) Excluding 50 motor cycle parking spaces at Tsing Yi station.
(3) The areas of GIC Facilities are excluded from the figures contained in this section of the table.
(4) On a cumulative basis as at the end of the relevant period.
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FORECASTS FOR THE YEAR ENDING 31ST DECEMBER, 2000

Forecast profit after taxation but before

extraordinary iteMSM ... ... not less than HK$3,600 million
Forecast earnings per Share

—— BASICE ... HK$0.72

— DIlULEAB) ... HK$0.72
Notes:

(1) The bases on which the above forecast profit after taxation but before extraordinary items has been prepared are set out in
Appendix IV. The Members of the Board and Members of the Executive Directorate are not aware of any extraordinary
items which have arisen up to the date of this prospectus.

(2) The calculation of the basic forecast earnings per Share is based on the forecast profit after taxation but before
extraordinary items for the year ending 31st December, 2000 assuming that the 5,000,000,000 Shares in issue prior to the
Global Offering were in issue throughout the year ending 31st December, 2000. The calculation takes no account of any
Shares which may be issued or repurchased under the Issue Mandate or the Repurchase Mandate, as the case may be,
referred to in the paragraph headed “Written resolutions of all the shareholders of the Company” in Appendix IX.

(3) The calculation of the forecast diluted earnings per Share is based on the forecast profit after taxation but before
extraordinary items for the year ending 31st December, 2000 assuming that all the Shares in respect of which options
may be granted under the Pre-Global Offering Share Option Scheme described in Appendix IX were granted on 20th
September, 2000, that all options were exercised in respect of all such underlying Shares on the same day and that the
fair value of the Shares for the year ending 31st December, 2000 was the Offer Price under the Hong Kong Public
Offering. The total numbers of Shares in respect of which options may be granted on the basis of the minimum Offer
Price of HK$8.00 per Share and the maximum Offer Price of HK$9.38 per Share are 56,762,500 Shares and 48,442,500
Shares, respectively. The forecast diluted earnings per Share calculated based on either the minimum or the maximum
Offer Prices is approximately HK$0.72 per Share. The calculation takes no account of any Shares which may be issued
or repurchased under the Issue Mandate or the Repurchase Mandate, as the case may be, referred to in the paragraph
headed “Written resolutions of all the shareholders of the Company” in Appendix IX.
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OFFER STATISTICS

Based on an Based on an
Offer Price of Offer Price of
HK$8.00 per HK$9.38 per
Offer Share® Offer Share®
Market capitaliSation®)...........ccceiiiiiieiiee e HK$40.0 billion HK$46.9 billion
Prospective price earnings multiple on a diluted basis® .................. 11.1 times 13.0 times
Adjusted net tangible asset value per Share®..........ccccccvviiiieinnnnn. HK$15.88 HK$15.88

Notes:

(1) The Offer Price does not include 1% brokerage, and 0.01% Stock Exchange transaction levy.

(2) The calculation of market capitalisation is based on 5,000,000,000 Shares being in issue immediately following completion
of the Global Offering without taking into account any Shares which may be issued or repurchased under the Issue Mandate
or the Repurchase Mandate, as the case may be, referred to in the paragraph headed “Written resolutions of all the
shareholders of the Company” in Appendix IX.

(3) The calculation of the prospective price earnings multiple on a diluted basis is based on the forecast diluted earnings per
Share of HK$0.72.

(4) The adjusted net tangible asset value per Share has been arrived at after making the adjustments referred to in the paragraph
headed “Adjusted net tangible assets” in the section headed “Financial Information”, on the basis of 5,000,000,000 Shares
being in issue immediately following completion of the Global Offering. The calculation does not take into account any Shares
which may be issued or repurchased under the Issue Mandate or the Repurchase Mandate, as the case may be, referred to in
the paragraph headed “Written resolutions of all the shareholders of the Company” in Appendix IX.

DIVIDENDS

In the absence of unforeseen circumstances, the Board of Directors intends to
recommend a final dividend in respect of the year ending 31st December, 2000, payable in
or around June 2001. The Board of Directors expects that such final dividend will represent
a per annum dividend vyield of approximately 4.5% (based on the final Offer Price) which,
given that the Company will not have been listed for the whole of the year ending 31st
December, 2000, will be pro-rated accordingly.

For subsequent financial years, the Board of Directors anticipates that, subject to the
financial performance of the Company, the Company will pay two dividends in respect of
each financial year with interim and final dividends payable in October and June, respectively,
with the interim dividend representing approximately one third of the total dividends to be paid
for the entire year.

The Company intends that a scrip dividend election will be offered to all shareholders
and holders of ADSs (subject to applicable securities laws) in respect of future dividends for
the financial year ending 31st December, 2000 and for each of the three financial years
ending 31st December, 2003. The Selling Shareholder has agreed that, in respect of the final
dividend for the financial year ending 31st December, 2000 and any dividends declared in
respect of each of the three financial years ending 31st December, 2003, it will elect to
receive all or part of its entittement to dividends in the form of Shares to the extent necessary
to ensure that a maximum of 50% of the total dividend paid by the Company in respect of
the relevant financial year will be in the form of cash.

Further details relating to dividends are contained in the paragraph headed “Profit
forecast and dividends” in the section headed “Financial Information”.
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USE OF PROCEEDS

The Company will receive none of the net proceeds of the Global Offering. The Selling
Shareholder will receive all of the net proceeds of the Global Offering (after deduction of
commissions and estimated expenses in connection with the Global Offering, assuming the
Over-allotment Option is not exercised and assuming an Offer Price of HK$9.38 per Offer
Share being the maximum Offer Price), which are estimated to be approximately HK$8,982
million (or approximately HK$10,361 million, if the Over-allotment Option is exercised in full).

There are risks associated with any investment. Some of the particular risks
in investing in the Offer Shares and the ADSs are set out in the section headed
“Risk Factors.” You should read that section carefully before you decide to invest
in the Offer Shares or the ADSs.
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DEFINITIONS

In this prospectus, unless the
have the meanings indicated:
LlADSl!

“Airport”

“Airport Express Line”

“Airport Railway Agreement”

“Airport Railway Project”

“Application Forms”

“Appointed Day”

“Articles of Association” or “Articles”
“Board of Directors”

“Bonus Shares”

“CCASS”

“CCASS Broker Participant”

“CCASS Custodian Participant”

context otherwise requires, the following terms shall

an American depositary share issued by the
Depositary representing ownership of 10 Shares

the Hong Kong International Airport located at Chek
Lap Kok on Lantau Island, Hong Kong

the line known by that name, further details of which
are contained in the paragraph headed “The Airport
Express Line” in the section headed “Business”

the “Agreement for the Design, Construction,
Financing and Operation of the Airport Railway” dated
5th July, 1995 between the Secretary for the Treasury
for and on behalf of the Government and the
Company (as amended and restated with effect from
the Appointed Day)

the project relating to the Airport Express and Tung
Chung Lines

WHITE, BLUE, YELLOW and PINK application forms
and the ESP Application Form, or where the context
S0 requires, any of them

the day designated as the appointed day by the
Secretary for Transport under the new MTR
Ordinance, being 30th June, 2000

the articles of association of the Company
the board of directors of the Company

the Shares to be transferred by the Selling
Shareholder under the Loyalty Share Bonus, further
details of which are contained in the section headed
“Retail Incentives”

the Central Clearing and Settlement System
established and operated by Hongkong Clearing

a person admitted to participate in CCASS as a
broker participant

a person admitted to participate in CCASS as a
custodian participant
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“CCASS Investor Participant”

“CCASS Participant”

“Chief Executive”

“Chief Executive in Council”

“Citybus” or “CTB”

“CoMET”

“Commissioner for Transport”

“Companies Ordinance”

“Company”

“Corporation”

“Creative Star”

“Deposit Agreements”

“Depositary”

“Director” and
“Member of the Board”

a person admitted to participate in CCASS as an
investor participant

a CCASS Broker Participant, a CCASS Custodian
Participant or a CCASS Investor Participant, who may
be an individual or joint individuals or a corporation

the Chief Executive of Hong Kong (and a person for
the time being assuming the duties of the Chief
Executive according to the provisions of Article 53 of
the Basic Law of Hong Kong)

the Chief Executive acting after consultation with the
Executive Council of Hong Kong

Citybus Limited

the community of metros, an association of 10
metropolitan mass transit companies from around the
world, further details of which are contained in the
paragraph  headed “International performance
benchmarking” in the section headed “Business”

the Commissioner for Transport of Hong Kong

the Companies Ordinance (Chapter 32 of the Laws of
Hong Kong) (as amended)

the Corporation and/or MTRC, as the context requires

MTR Corporation Limited (#1554 R\ 7] ), a company
which was incorporated under the Companies
Ordinance on 26th April, 2000 and whose registered
number is 714016

Creative Star Limited, a subsidiary of the Company
which it owns as to 67.8% and which was
incorporated under the Companies Ordinance on
29th June, 1993

the agreements relating to American Depositary
Receipts evidencing the ADSs entered into among
the Company, the Depositary and the holders from
time to time of the American Depositary Receipts
evidencing the ADSs

Morgan Guaranty Trust Company of New York

a member of the Board of Directors
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“East Kowloon Line”

“Eligibility Conditions”

“Employee Share Grant”

“ESP” or “elPO Service Provider”

“ESP Application Form”

“Executive Directorate”

“Fasttrack Insurance”

“Financial Secretary”

“Fourth Rail Harbour Crossing”

“GIC Facilities”

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed “Industry
Background”

the conditions which must be met by applicants in
order to receive any of the Retail Incentives, further
details of which are contained in the paragraph
headed “Eligibility Conditions” in the section headed
“Retail Incentives”

the transfer of Shares to certain employees of the
Company by the Selling Shareholder free of charge,
the principal terms of which are summarised in the
paragraph headed “Employee Share Grant” in
Appendix IX

a registered dealer or an exempt dealer as defined
under the Securities Ordinance or a recognised
clearing house as defined under the Securities and
Futures (Clearing Houses) Ordinance (Chapter 420 of
the Laws of Hong Kong), who is providing a service to
applicants to act as their agent to apply for Hong
Kong Offer Shares using the ESP Application Form

the form of application for use by ESPs in making a
bulk share application for Hong Kong Offer Shares as
agent on behalf of applicants

the body known by that name, further details of which
are contained in the section headed “Members of the
Board, Members of the Executive Directorate, Senior
Management and Employees”

Fasttrack Insurance Limited, a 100% owned
subsidiary of the Company which was incorporated in
Bermuda on 14th November, 1997

the Financial Secretary of Hong Kong and the
Secretary for the Treasury of Hong Kong

the proposed extension of the East Kowloon Line
from Hung Hom across Victoria Harbour which, in the
Railway Development Strategy 2000, is proposed to
form part of the Shatin to Central Link

Government, institution and community facilities
required by the Government to be erected,
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DEFINITIONS

“Global Offering”

“Government”

“Government Gazette”

“HKMA”

“HKSCC Nominees”

“Hong Kong”

“Hongkong Clearing”

“Hong Kong dollars” or
“HK dollars” or “HK$”

“Hong Kong GAAP”

“Hong Kong Offer Shares”

“Hong Kong Public Offering”

“Hong Kong Public Offering
Methods”

constructed and maintained upon or adjacent to a
property development site pursuant to the relevant
conditions of grant and master layout plan for that site

the Hong Kong Public Offering and the International
Offering

the government of Hong Kong

the Government of the Hong Kong Special
Administrative Region Gazette and any supplement
thereto; the Gazette published by the Administration
on or between 12th October, 1945 and 1st May, 1946;
the Government of the Hong Kong Special
Administrative Region Gazette Extraordinary; the
Hong Kong Government Gazette and any supplement
thereto published before 1st July, 1997; and any
Special Gazette or Gazette Extraordinary published
before 1st July, 1997

Hong Kong Monetary Authority

HKSCC Nominees Limited, a 100% owned subsidiary
of Hongkong Clearing

the Hong Kong Special Administrative Region of the
People’s Republic of China

Hong Kong Securities Clearing Company Limited

Hong Kong dollars, the lawful currency of Hong Kong

generally accepted accounting principles in Hong
Kong

the 200,000,000 Offer Shares offered in the Hong
Kong Public Offering

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

an application made for Hong Kong Offer Shares
using WHITE, BLUE or YELLOW Application Forms
or using an ESP or by electronically instructing
Hongkong Clearing to cause HKSCC Nominees to
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DEFINITIONS

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”

“International Offering”

“International Underwriters”

“International Underwriting
Agreement”

apply on your behalf, details of which are contained in
the section headed “How to Apply for Hong Kong
Offer Shares”

Goldman Sachs (Asia) L.L.C., HSBC Investment
Bank Asia Limited, UBS Warburg, a business group
of UBS AG, BOCI Asia Limited, Jardine Fleming
Securities  Limited, Celestial Capital Limited,
Corporate Brokers Ltd, Dao Heng Securities Limited,
Get Nice Investment Limited, Hang Seng Securities
Limited, Indosuez W.l. Carr Securities Limited, ING
Barings Asia Limited, Ka Wah Capital Limited, Kim
Eng Securities (Hong Kong) Limited, Kleinwort
Benson Limited, Lippo Securities Limited, Morgan
Stanley Dean Witter Asia Limited, Prudential-Bache
Securities (Hong Kong) Limited, Roctec Securities
Company Limited, Sanfull Securities Limited, SG
Securities (HK) Limited, Shenyin Wanguo Capital
(H.K.) Limited, South China Securities Limited, Sun
Hung Kai International Limited, Tai Fook Securities
Company Limited, The Bank of East Asia, Limited and
Vickers Ballas Capital Limited

the underwriting agreement dated 22nd September,
2000 relating to the Hong Kong Public Offering
entered into between the Selling Shareholder, the
Company, the Joint Global Coordinators and the
Hong Kong Underwriters

the offer for sale of certain Offer Shares or (at the
option of investors) ADSs to investors internationally,
further details of which are contained in the section
headed “Structure of the Global Offering”

Goldman Sachs (Asia) L.L.C., HSBC Investment
Bank Asia Limited, UBS Warburg, a business group
of UBS AG, ABN AMRO Rothschild, Cazenove Asia
Limited, Jardine Fleming Securities Limited, Salomon
Smith Barney International Limited, BNP Paribas
Peregrine Securities Limited, BOCI Asia Limited,
CLSA Limited, Credit Suisse First Boston (Hong
Kong) Limited, Lehman Brothers Securities Asia Ltd.
and Nomura International (Hong Kong) Limited

the underwriting agreement relating to the
International Offering to be entered into between the
Selling Shareholder, the Company, the Joint Global
Coordinators and the International Underwriters
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DEFINITIONS

“Island Line”

“Island Line Extensions”

“Issue Mandate”

“Joint Global Coordinators”, “Joint
Lead Managers” or “Joint
Bookrunners”

“Joint Sponsors”

“KCR”

“KCRC”

“KCRC Ordinance”

Hkm”
“Kowloon Motor Bus” or “KMB”

“Kowloon Southern Link”

“Kwun Tong Line”

the line known by that name, further details of which
are contained in the paragraph headed “Island Line”
in the section headed “Business”

the proposed North Hong Kong Island Line and the
proposed West Hong Kong Island Line, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed *“Industry
Background”

the general unconditional mandate granted to the
Board of Directors by the Company’s shareholders,
further details of which are contained in the paragraph
headed “Written resolutions of all the shareholders of
the Company” in Appendix IX

Goldman Sachs (Asia) L.L.C., HSBC Investment
Bank Asia Limited and UBS Warburg, a business
group of UBS AG, in their capacities as Joint Global
Coordinators, Joint Lead Managers and/or Joint
Bookrunners, as the context may require

Goldman Sachs (Asia) L.L.C., HSBC Investment
Bank Asia Limited and UBS Warburg Asia Limited

the suburban railway owned and operated by the KCRC
pursuant to the KCRC Ordinance

the Kowloon-Canton Railway Corporation, a statutory
corporation established under the KCRC Ordinance
and wholly-owned by the Government

Kowloon-Canton Railway Corporation Ordinance
(Chapter 372 of the Laws of Hong Kong) (as
amended)

kilometre
The Kowloon Motor Bus Company (1933) Limited

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed *“Industry
Background”

the line known by that name, further details of which
are contained in the paragraph headed “Kwun Tong
Line” in the section headed “Business”
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DEFINITIONS

“Legislative Council”

“Listing Rules”

“Long Win Bus” or “LWB”

“Loyalty Share Bonus”

“Mass Transit Railway”

“Member of the Executive
Directorate”

“Memorandum of Association”

“MTRC”

“MTRC Ordinance”

“MTR Engineering”

“MTR Lines”

“MTR Station”

“MTR Travel”

“New Lantao Bus” or “NLB”

the Legislative Council of Hong Kong and the
Provisional Legislative Council during its existence

the Rules Governing the Listing of Securities on the
Stock Exchange

Long Win Bus Company Limited

the scheme under which Bonus Shares are available
to eligible applicants under the Hong Kong Public
Offering, further details of which are set out in the
section headed “Retail Incentives”

the railway system operated by the Company from
time to time which, at the date of this prospectus,
comprises the MTR Lines and the Airport Express
Line, the scope of which is indicated on plans
endorsed by the Secretary for Transport and
deposited with the Land Registry from time to time
and, where the context requires, any part of that
system

a member of the Executive Directorate

the memorandum of association of the Company

Mass Transit Railway Corporation, a statutory
corporation established under the MTRC Ordinance

Mass Transit Railway Corporation Ordinance
(Chapter 270 of the Laws of Hong Kong) (as
amended), which was repealed on 30th June, 2000

MTR Engineering Services Limited, a 100% owned
subsidiary of the Company which was incorporated
under the Companies Ordinance on 12th October,
1984

the Kwun Tong Line, Tsuen Wan Line, Island Line
and Tung Chung Line

a station on the Mass Transit Railway

MTR Travel Limited, a 100% owned subsidiary of the
Company which was incorporated under the
Companies Ordinance on 15th March, 1983

New Lantao Bus Company (1973) Limited
22



DEFINITIONS

“new MTR Ordinance”

“New World First Bus” or “NWFB”

“North Hong Kong Island Line”
or “NIL”

“Northern Link”

“Offer Price”

“Offer Shares”

“Operating Agreement”

“Over-allotment Option”

“Penny’s Bay Rail Link”

“PLB”

“Port Rail Line” or “PRL"

the Mass Transit Railway Ordinance (Chapter 556 of
the Laws of Hong Kong)

New World First Bus Services Limited

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed *“Industry
Background” and in the paragraph headed “Island
Line Extensions” in the section headed “Business”

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed “Industry
Background”

the final Hong Kong dollar price per Hong Kong Offer
Share (exclusive of brokerage and Stock Exchange
transaction levy) at which Offer Shares are to be sold
under the Hong Kong Public Offering, to be
determined as described in the section headed
“Structure of the Global Offering”

the Shares offered in the Global Offering

the agreement entered into by the Company and the
Secretary for Transport for and on behalf of the
Government on the Appointed Day for the operation
of the Mass Transit Railway, a summary of which is
contained in Appendix VII

the option granted by the Selling Shareholder to the
Joint Global Coordinators, on behalf of the
International Underwriters, to require the Selling
Shareholder to sell up to an aggregate of 150,000,000
additional Shares solely to cover over-allocations in
the International Offering, if any, as described in the
section headed “Structure of the Global Offering”

the proposed line known by that name, further details
of which are contained in the paragraph headed
“Penny’s Bay Rail Link” in the section headed
“Business”

public light bus

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed “Industry
Background”
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DEFINITIONS

“Pre-Global Offering Share
Option Scheme”

“Price Determination Agreement”

“Price Determination Date”

“QBR Project Agreement”

“QBR Works”

“Railway Development Strategy

2000”

“RDS-2”

“Regional Express Line” or “REL”

the Pre-Global Offering Share Option Scheme
conditionally approved and adopted by the Company
on 12th September, 2000, the principal terms of which
are summarised in the paragraph headed “Pre-Global
Offering Share Option Scheme” in Appendix 1X

an agreement to be entered into on the Price
Determination Date between the Joint Global
Coordinators (on behalf of the Underwriters) and the
Selling Shareholder

the date on which the offer prices of the Offer Shares
are to be fixed by the Joint Global Coordinators, on
behalf of the Underwriters, and the Selling
Shareholder, after consultation with the Company, for
the purposes of the International Offering and the
Hong Kong Public Offering, expected to be 1st
October, 2000 and, in any event, not later than 2nd
October, 2000

the letter agreement signed by the Secretary for
Transport for and on behalf of the Government on
29th April, 1998 and acknowledged, accepted and
agreed by MTRC on 7th May, 1998 in relation to the
construction of the QBR Works (as amended and
restated with effect from the Appointed Day)

the Quarry Bay congestion relief works, as further
described in the paragraph headed “Quarry Bay
congestion relief works” in the section headed
“Business”

the Railway Development Strategy 2000 formulated
by the Government, as further described in the
paragraph headed “Railway Development Strategy
2000” in the section headed “Industry Background”

the Second Railway Development  Study
commissioned by the Government, as further
described in the paragraph headed “RDS-2" in the
section headed “Industry Background”

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed “Industry
Background” and in the paragraph headed “Regional
Express Line” in the section headed “Business”
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DEFINITIONS

“Repurchase Mandate”

“Retail Discount”

“Retail Incentives”

“route kilometre” or “route km”

“SDI Ordinance”

“Secretary for Transport”

“Securities and Exchange
Commission”

“Securities Ordinance”

“Selling Shareholder”

“Share Registrar”

“Shares”

“Shatin to Central Link”

“Stock Exchange”

the general unconditional mandate granted to the
Board of Directors by the Company’s shareholders,
further details of which are contained in the paragraph
headed “Written resolutions of all the shareholders of
the Company” in Appendix IX

the retail discount available to eligible applicants
under the Hong Kong Public Offering, further details
of which are contained in the section headed “Retalil
Incentives”

the incentives available to eligible applicants under
the Hong Kong Public Offering, further details of
which are contained in the section headed “Retalil
Incentives”

a one kilometre length of railway track, excluding
track in depots and sidings and counting multiple
tracks and duplicated sections of track once only

the Securities (Disclosure of Interests) Ordinance
(Chapter 396 of the Laws of Hong Kong) (as
amended)

the Secretary for Transport of Hong Kong

the United States Securities and Exchange
Commission

the Securities Ordinance (Chapter 333 of the Laws of
Hong Kong) (as amended)

The Financial Secretary Incorporated, a corporation
sole established under the Financial Secretary
Incorporation Ordinance (Chapter 1015 of the Laws of
Hong Kong)

Central Registration Hong Kong Limited

ordinary shares of HK$1.00 each in the capital of the
Company

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed “Industry
Background” and in the paragraph headed “Shatin to
Central Link” in the section headed “Business”

The Stock Exchange of Hong Kong Limited
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DEFINITIONS

HTKEH

“TKE Project Agreement”

“Tseung Kwan O Extension Project”
or “TKE Project”

“Tseung Kwan O Line”

“Tsuen Wan Line”

“Tung Chung Line”

“Underwriters”

“United States” or “US”

“US dollars” or “US$”

“US GAAP”

“US Securities Act”

“West Hong Kong Island Line”
or “WIL”

the diversion of the Kwun Tong Line and the new line
forming the Tseung Kwan O Line that will result from
the implementation of the TKE Project

the Project Agreement for the Design, Construction,
Financing and Operation of the Tseung Kwan O
Extension dated 4th November, 1998 between the
Secretary for Transport, for and on behalf of the
Government, and MTRC (as amended and restated
with effect from the Appointed Day)

the project known by that name, further details of
which are contained in the paragraph headed
“Tseung Kwan O Extension Project” in the section
headed “Business”

the proposed line known by that name, further details
of which are contained in the paragraph headed
“Tseung Kwan O Extension Project” in the section
headed “Business”

the line known by that name, further details of which
are contained in the paragraph headed “Tsuen Wan
Line” in the section headed “Business”

the line known by that name, further details of which
are contained in the paragraph headed “Tung Chung
Line” in the section headed “Business”

the Hong Kong Underwriters and the International
Underwriters

the United States of America, its territories and
possessions, any state of the United States of
America and the District of Columbia

United States dollars, the lawful currency of the
United States

generally accepted accounting principles in the United
States

the United States Securities Act of 1933 (as amended)

the proposed line known by that name, further details
of which are contained in the paragraph headed “New
railway projects” in the section headed “Industry
Background” and in the paragraph headed “Island Line
Extensions” in the section headed “Business”
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DEFINITIONS

“West Rail” the railway project which is being constructed by

KCRC which is intended to link western Kowloon with
Tuen Mun in the north-west New Territories

Any discrepancies in any table or elsewhere in this prospectus between totals and
sums of amounts listed therein are due to rounding.
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RISK FACTORS

In evaluating an investment in the Offer Shares or the ADSs, potential investors should
consider carefully all the information in this prospectus, including the risk factors set out
below.

RISKS RELATING TO THE COMPANY AND ITS BUSINESS

Competition in Hong Kong from other transport providers may adversely affect the
Company.

The Company competes with other transport providers, principally franchised bus and
PLB operators, as well as non-franchised bus, tram and ferry operators and taxis. The
Company’s competitive strengths of speed, reliability and comfort have been eroded in recent
years with the general improvement in bus services, including wider use of air-conditioning
on buses, the opening of the Western Harbour Tunnel, the expanding bus network and more
direct road access to, and improved road traffic conditions in, urban areas. The Company is
also facing competitive pressure as a result of the opening of new highways and
expressways and from the entry into the market of New World First Bus which acquired a
bus franchise following the expiry of the bus franchise held by China Motor Bus Company
Limited. The lower capital costs of the Company’s competitors and their greater inherent
structural flexibility may enable them to respond to changing passenger demand more quickly
than the Company. In its Railway Development Strategy 2000, the Government confirmed
that railways are essential to Hong Kong’s continued economic, social and land development
and will be given priority in the Government’s plans for infrastructure development. Within this
framework, the Government also recognised that franchised buses would continue to play an
essential role in the public transport system in Hong Kong. As a result, the Company does
not expect the Government to take any particular, direct measures which, in the short-term,
would have the effect of reducing or containing patronage on franchised buses or PLBs for
the purpose of increasing the Company’s patronage.

The growth of the Company’s railway and property businesses and increase in
patronage depends, in part, on the award to the Company of new railway projects, the
implementation of those projects and on factors that the Company may not be able to
control.

The growth of the Company’s railway and property businesses depends, in part, on
whether new railway projects are awarded to the Company and whether it can implement
them in a timely and effective manner in order to expand capacity and, thereby,
accommodate more passengers, and develop more properties. The Company’s plans for new
railway projects are subject to a number of uncertainties, including:

e whether, and on what terms, including the grant of property development rights,
certain new railway projects will be awarded to the Company and, in particular,
whether such terms will enable the Company to earn a commercial rate of return
on its investment in new railway projects;

o whether there will be a sufficient population in the catchment area for a new
railway project and whether that catchment area is encouraged to use the Mass
Transit Railway as a result of Government planning of highways and bus routes;
and

28



RISK FACTORS

e whether the Company will be able to obtain adequate financing on acceptable
terms to fund the required capital expenditure.

Although the Government has agreed under the Operating Agreement that it will
ensure there is a level playing field and a clear framework for the award of new railway
projects, there can be no assurance that new railway projects will be awarded to the
Company. In addition, although the Company has significant experience in the design and
construction of railway projects with a track record in financing and completing projects on
time and within budget spanning over 20 years, there can be no assurance that new railway
projects undertaken by the Company will be completed on time and within budget.

In addition, there can be no certainty that any of the new railway projects proposed by
the Government in its Railway Development Strategy 2000 will be implemented in the
timeframe indicated in the Railway Development Strategy 2000. The Railway Development
Strategy 2000 stated that the actual sequence and timing of the six new railway projects
would be subject to more detailed engineering feasibility studies, having regard to the building
up of transport demand, the pace of development of the strategic growth areas, project
interfaces and consultation with the Company and KCRC. The implementation of the new
railway projects could be phased to meet demand or to integrate with the pace of
development of different areas.

Increase in patronage will also be affected by macro-economic factors, such as
population and employment growth and distribution and changes in demographics and
economic conditions. It will also be affected by the amount of road congestion. In addition,
because of certain inherent capacity limitations and structural inflexibilities of the Mass
Transit Railway, the Company may not be able to respond quickly to increases in demand.
For example, the Company cannot quickly change its routes to cater for new passenger
demand in areas which it does not serve.

If the Government were to award the proposed Shatin to Central Link railway project
to KCRC or to another party, the Company expects that it would suffer a decrease in
revenues, which may have a material adverse effect on the results of its operations,
and that the benefits that it would otherwise derive from undertaking the project would
not materialise.

One of the new railway projects announced by the Government in the Railway
Development Strategy 2000 is the Shatin to Central Link, which is intended to be a new
strategic rail corridor in the rail network formed by the East Kowloon Line, the Fourth Rail
Harbour Crossing and the Tai Wai to Diamond Hill Link (further details of which are contained
in the paragraph headed “New railway projects” in the section headed “Industry Background”
and in the paragraph headed “Shatin to Central Link” in the section headed “Business”). The
Government has stated that the Shatin to Central Link is not a natural extension of any existing
line and that it would invite both the Company and KCRC to bid for the project. Subsequently,
the Government has confirmed that it would also welcome proposals from other parties to bid
for the project.

The Company recognises the benefits that are likely to accrue to the Company if it is
awarded the project, including an increase in its catchment area which could lead to
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RISK FACTORS

increased patronage, relief of expected capacity constraints caused by the anticipated
congestion on the Nathan Road corridor, and assistance in increasing the Company’s market
share of cross-harbour transport. The Company has completed a feasibility study on the
alignment, cost and expected patronage for the East Kowloon Line and the Fourth Rail
Harbour Crossing and has undertaken planning studies for the Tai Wai to Diamond Hill Link,
each of which forms part of the Shatin to Central Link. The alignment of the Fourth Rail
Harbour Crossing from Hung Hom to Central via Exhibition/Admiralty proposed in the Railway
Development Strategy 2000 is based on the alignment proposed by the Company following
its feasibility study and is recognised by the Government as being cheaper to build than the
alternative alignment, via Victoria Park, Leighton Hill and Wanchai South, proposed in the
Railway Development Strategy 2000. However, the Government recognised that this
alternative alignment would be able to accommodate a more diversified nature of trips as it
connects to Causeway Bay and may help facilitate a shift of the development focus from
Central towards Causeway Bay. The Company currently proposes to submit a competitive
proposal for the Shatin to Central Link based on the alignment from Hung Hom to Central via
Exhibition/Admiralty.

If the Government were to award the project to KCRC, the Company estimates that it
will suffer a decrease in revenues, which may have a material adverse effect on the
Company’s results of operations, and the benefits that would otherwise accrue to the
Company if it were to undertake the project, would not materialise. In addition, the KCR
system will, as a result, further extend into the urban areas of Hong Kong and KCRC will
become a direct competitor of the Company. This would be likely to have a material adverse
impact on the Company’s long-term prospects.

The Company’s ability to raise fares to cover its operating costs could be limited by a
number of factors.

There can be no assurance that patronage on the Mass Transit Railway will increase
sufficiently or that the Company could charge a higher level of fares to defray any increase
in operating costs. Although the Company has the power to determine its own fares (subject
to its compliance with a specified procedure contained in the Operating Agreement), its ability
to do so may be constrained by factors such as elasticity of demand, competition, political
sensitivities and its traditional policy of increasing its fares roughly in line with inflation. The
Company has not increased its fares since 1997 because of general economic conditions and
competitive pressures.

The Government can exert significant influence on the Company and could cause it to
make decisions, modify the scope of its activities or impose new obligations on it that
may not necessarily be in the best interests of the Company or its other shareholders.
The Government’s policies, intentions, preferences, views, expectations, projections,
forecasts and opinions set out in this prospectus could be changed or modified in the
future.

Upon completion of the Global Offering, the Government will own beneficially an
aggregate of 80% (77% if the International Underwriters exercise their Over-allotment Option
in full) of the Company’s share capital. Accordingly, the Government will be able to appoint
the entire Board of Directors without the concurrence of any of the Company’'s other
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RISK FACTORS

shareholders and will be in a position to influence significantly the Company’s major business
decisions and strategies, including the scope of its activities and investment decisions and
its dividend policy, by its control of the Company’s voting share capital and of the Board of
Directors. In addition, the Company competes, to a limited extent, with KCRC which is 100%
beneficially owned by the Government and all of the members of the board of KCRC are
appointed by the Government. The Company also competes with Kowloon Motor Bus, New
World First Bus and Citybus, each of which has two board members who are appointed by
the Government. Each of KCRC, Kowloon Motor Bus, New World First Bus, Citybus and
other transport providers such as taxi operators and tram operators are regulated by the
Government (see the paragraph headed “Regulation” in Appendix VII). The Government may
use its ability to influence the Company’s business and/or the businesses of the Company’s
competitors (whether through its shareholding interest, board representation or through
regulation) in a manner that may not be in the best interests of the Company or of its other
shareholders.

Statements in this prospectus, in substance or in form, as to the policies, intentions,
preferences, views, expectations and opinions of the Government reflect the prevailing
policies or the present intentions, preferences, views, expectations, projections, forecasts and
opinions of the Government. In addition, a number of provisions in the Operating Agreement
are related to prevailing Government policies, including the provisions relating to the amount
of land premium payable by the Company for the grant of land. The Government may change
its policies, intentions, preferences, views, expectations, projections, forecasts and opinions,
including as a result of changes in the economic, political and social environment or its
projections of population and employment growth. The Government does not undertake to
update any statement of policy, intention, preference, view, expectation, projection, forecast
or opinion or publicly announce any revision to any such statement to reflect future
developments, events or circumstances. In addition, the new MTR Ordinance and its
subsidiary legislation, like other Ordinances and subsidiary legislation, may be amended,
modified or repealed in accordance with the Hong Kong legislative process. Any amendment,
modification or repeal could modify the existing regulatory regime and, thereby, adversely
affect the Company’s financial condition and results of operations. The Government has
agreed with the Company under the Operating Agreement that it will not make any new
regulations under the new MTR Ordinance without first having consulted the Company and
having taken account of all reasonable representations made by the Company.

The Government may also adopt new policies and enact new laws, including in
relation to environmental matters, which may result in increased operating costs for the
Company or otherwise have an adverse impact on the Company’s business.

The Company requires significant capital for its business and is exposed to the impact
of interest rate and foreign currency movements in respect of its borrowings. If the
Company is unable to obtain additional capital on acceptable terms when needed, its
growth prospects and future profitability may be adversely affected.

The Company incurs substantial capital expenditure each year to maintain, renew and
replace its operating assets and infrastructure. It also incurs substantial capital expenditure
when it undertakes new railway projects.
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Substantial portions of the Company’s operating cash flows are used to pay for these
capital expenditures. If the Company is unable to fund capital expenditures from operating
cash flows and external sources, it will be required to reduce its capital expenditures. This
would restrict the Company’s ability to grow and, over time, could reduce the quality and
reliability of the service it provides.

In addition, the Company has borrowed, and expects to continue to borrow, significant
amounts at floating rates and in foreign currencies. In order to reduce its exposure to
movements in interest rates, the Company has typically hedged a portion of such exposure.
However, this helps to reduce, but does not eliminate, the impact of interest rate and foreign
currency movements.

The Company’s property business is subject to fluctuations in the Hong Kong property
market as well as to general risks incidental to the ownership and management of
rental properties.

The Company’s property business has in recent years accounted for, and is expected
to continue to account for, a substantial portion of the Company’s net profit. All of the
Company’s completed investment properties and investment properties under development
are located in Hong Kong. Historically, the Hong Kong property market has been cyclical with
property values affected by the amount of new land made available by the Government, the
rate of economic growth in Hong Kong and political and economic developments in Hong
Kong and the mainland of China.

To an extent, the Company is exposed to the general risks inherent in relation to
property development, including that construction may not be completed on schedule or within
budget, that development may be affected by governmental regulations, that developed
properties may not be leased or sold on profitable terms and the risk of purchaser defaults. The
terms on which property developers are prepared to bid for the Company’s development
packages will also be affected by the state of the property market at the time of tender.

In relation to properties held by the Company as investments, since leases of Hong
Kong properties are often for a short duration (typically two to six years, depending on the
type of property) or contain provisions requiring periodic adjustments of rent within a short
period of time (typically three years), the Company’s income from these properties may be
subject to more frequent adjustments than would be the case in other real estate markets.
The Company is also subject to the general risks incidental to the ownership of properties
including, amongst other things, competition for tenants, changes in market rental levels,
inability to collect rent from tenants, and the need to renovate, repair and relet space
periodically.

In certain circumstances, the Government has the power to suspend and revoke the
Company'’s franchise under the new MTR Ordinance.

Although the power of the Chief Executive in Council under the new MTR Ordinance
to suspend or revoke the Company’s franchise is exercisable only in certain circumstances,
there can be no assurance that such power will not be exercised. If the Company’s franchise
were to be suspended or revoked, it would not be able to operate its railway business and,
accordingly, could not generate revenues from that business.
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Accidents and natural disasters could lead to decreased revenues and increased
expenditure and reduce the Company’s operating flexibility.

The Company’s operations could be affected by accidents, including major equipment
and power failures, collisions, derailments and natural disasters. Accidents and natural
disasters could interrupt or prevent the operation of the Mass Transit Railway and lead to
decreased revenues, increased expenditure, prolonged interruptions in, or reductions of,
railway operations, a reduction in the Company’s operating flexibility, increased liabilities for
the Company and bring about pressure for greater regulation. Although the Company
believes that the insurance it has put in place is adequate and consistent with industry
practice, there is no assurance that it will be sufficient to cover the Company’s losses or that
such insurance will continue to be available to the Company on the same terms.

RISKS RELATING TO HONG KONG

Economic, political and legal developments in Hong Kong could affect the Company’s
business.

Substantially all of the Company’s assets are located in Hong Kong and substantially
all of the Company’s revenue is derived from Hong Kong. Accordingly, the Company’s results
of operations, financial position and prospects are subject to a significant degree to the
economic, political and legal developments in Hong Kong. From 1st July, 1997, Hong Kong
became a Special Administrative Region of the People’s Republic of China when the
People’s Republic of China resumed the exercise of sovereignty over Hong Kong. The basic
policies of the People’s Republic of China regarding Hong Kong are embodied in the Basic
Law of Hong Kong, which was adopted by the National People’s Congress of the People’s
Republic of China on 4th April, 1990 and came into effect on 1st July, 1997. The Basic Law
provides that Hong Kong will have a high degree of autonomy and enjoy executive, legislative
and independent judicial power, including that of final adjudication, in accordance with the
provisions of the Basic Law. Under the principle of “one country, two systems”, the socialist
system and policies will not be practised in Hong Kong, and the previous capitalist system
and way of life shall remain unchanged for 50 years. There can be no assurance that
economic, political and legal developments in Hong Kong will not adversely affect the
Company’s operations.

A devaluation of the HK dollar may increase costs associated with the Company’s
capital expansion and will increase the HK dollar cost of repaying the Company’s
indebtedness.

The HK dollar has been linked to the US dollar at the rate of approximately HK$7.80
to US$1.00 since 17th October, 1983. The Government has repeatedly reaffirmed its
commitment to this linked exchange rate system. However, in the event this policy were to
be changed and there were to be a devaluation of the HK dollar, this would increase the HK
dollar cost of the Company’s foreign currency capital expenditures. In addition, the HK dollar
cost of the Company’s current and future liabilities denominated in foreign currencies would
increase. Since substantially all of the Company’s revenues are denominated in HK dollars,
a devaluation of the HK dollar may increase capital costs and the related depreciation costs
to the Company and increase the Company’s HK dollar interest expense on US dollar
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denominated indebtedness, reducing the Company’s operating and net income, and making
it more difficult for the Company to repay its US dollar-denominated debt obligations in a
timely manner.

RISKS RELATING TO THE SHARES, THE ADSs AND APPLICATIONS USING AN ESP

Sales or issues of substantial numbers of Shares or other securities relating to the
Shares or the transfer of Shares by the Selling Shareholder to eligible shareholders
under the Loyalty Share Bonus, or the perception that such sales, issues or transfers
may occur, could materially and adversely affect the prevailing market price of the
Shares and the ADSs or the ability of the Company to raise capital through a public
offering of additional equity or equity-linked securities.

Upon completion of the Global Offering, the Company will have outstanding
5,000,000,000 Shares, including 4,000,000,000 Shares beneficially owned by the
Government (assuming the Over-allotment Option is not exercised). For fiscal planning
purposes, the Government has assumed proceeds from the sale of Shares of HK$30 billion
during the financial years 2000-02 and it is the Government’s intention to dispose of all or
part of its remaining shareholding above the minimum shareholding of 50%, subject to market
conditions, budgetary considerations and the state of the economy, in the financial year
2001/2002. In addition, the Selling Shareholder intends to transfer the Bonus Shares to
eligible shareholders under the Loyalty Share Bonus (further details of which are contained
in the paragraph headed “Loyalty Share Bonus” in the section headed “Retail Incentives”).
All of the Shares and the ADSs held by shareholders of the Company will be eligible for sale
after the Global Offering, subject to certain lock-up undertakings given by the Selling
Shareholder (further details of which are contained in the section headed “Underwriting™).
Sales or issues of substantial numbers of Shares, including any possible further sales by the
Selling Shareholder, or other securities relating to the Shares in the public market, the
transfer of Bonus Shares by the Selling Shareholder to eligible shareholders under the
Loyalty Share Bonus, or the issue of new shares by way of a scrip dividend or the perception
that such sales, issues or transfers may occur, could materially and adversely affect the
prevailing market price of the Shares and the ADSs or the ability of the Company to raise
capital through a public offering of additional equity or equity-linked securities. Further details
are contained in the paragraph headed “Government Assurances” in the section headed
“Relationship with the Government”.

If an active market for the Shares and the ADSs fails to develop or be sustained, the
price of the Shares and the ADSs may fall.

Prior to the Global Offering, there has been no market for the Shares and the ADSs.
Following the Global Offering, the Stock Exchange will be the only market for the Shares
while the ADSs will be traded on the over-the-counter market in the United States. There can
be no assurance that an active trading market will develop for the Shares and the ADSs or
that the Shares and the ADSs will trade in the public market subsequent to the Global
Offering at or above the Offer Price. The Offer Price for the Shares and the ADSs was
determined through negotiations between the Joint Global Coordinators on behalf of the
Underwriters and the Selling Shareholder, after consultation with the Company, and may not
be indicative of the market price of the Shares and the ADSs after the Global Offering.
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The Company’s future financial performance may vary materially from the estimated
financial information provided in this prospectus, which may cause the market price
of the Shares and the ADSs to be affected.

The estimated financial information included in this prospectus reflects the current
judgment of the Company’s management regarding expected conditions and the Company’s
expected course of action. The actual results may vary from these estimates, and these
variations may be material and may affect the market price of the Shares and the ADSs.
Prospective investors in the Shares and the ADSs are cautioned not to place undue reliance
on these estimates. The Company does not intend to update or otherwise revise these
estimates. The Company has prepared the estimates in accordance with customary practices
in securities offerings in Hong Kong.

Applications using an ESP are available for the first time in Hong Kong and there can
be no assurance that applications made using an ESP will result in all or any such
applications for the Hong Kong Offer Shares being validly submitted.

Applications using an ESP are available for the first time in Hong Kong. None of the
Selling Shareholder, the Company, the Underwriters nor any of their respective directors,
officers, employees, partners, agents or advisers has verified the effectiveness or soundness
of such method of application. There can be no assurance that applications using an ESP
will result in all or any such applications for the Hong Kong Offer Shares being validly
submitted on behalf of the persons using this application method. Persons applying for Hong
Kong Offer Shares using an ESP which offers Internet-based share applications bear the
risks associated with conducting transactions through the Internet including: (i) interruption,
transmission blackout or delayed transmission due to Internet traffic; (ii) incorrect data
transmission due to the public nature of the Internet; (iii) that information downloaded from
the Internet may be incomplete, altered or tampered with and may not present complete and
accurate information; and (iv) that there may be damage caused to the computer software or
hardware of users or visitors to ESPs’ websites caused by virus transmission from, or
technical defects of, these websites. If applications using an ESP do not result in
application(s) for the Hong Kong Offer Shares being validly submitted on behalf of the
persons using this application method, the Hong Kong Public Offering could be materially
affected.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus contains particulars given in compliance with the Companies
Ordinance, the Securities (Stock Exchange Listing) Rules 1989 (as amended) and the Listing
Rules for the purpose of giving information to the public with regard to the Company. The
Members of the Board and the Members of the Executive Directorate collectively and
individually accept responsibility for the accuracy of the information contained in this
prospectus except for the information for which the Selling Shareholder accepts sole
responsibility. The information for which the Selling Shareholder accepts responsibility, either
solely or jointly with the Members of the Board and the Members of the Executive Directorate,
is specified in the paragraph headed “Responsibility” in Appendix IX. The Members of the
Board, the Members of the Executive Directorate and the Selling Shareholder confirm, having
made all reasonable enquiries that, in relation to any statement contained in this prospectus
for which they or it (as the case may be) accept responsibility, to the best of their or its (as
the case may be) knowledge and belief, there are no other facts the omission of which would
make any statement herein misleading.

UNDERWRITING

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 Application
Forms contain the terms and conditions of the Hong Kong Public Offering.

The Global Offering comprises the Hong Kong Public Offering of initially 200,000,000
Hong Kong Offer Shares at the Offer Price; and an offering of Offer Shares which may, at
the option of investors, be delivered in the form of ADSs, in the International Offering of
initially 800,000,000 Offer Shares (subject, in each case, to reallocation on the basis
described in the section headed “Structure of the Global Offering”).

The listing of the Shares on the Stock Exchange is sponsored by the Joint Sponsors.
Pursuant to the Hong Kong Underwriting Agreement, the 200,000,000 Hong Kong Offer
Shares initially comprised in the Hong Kong Public Offering will be offered through the Hong
Kong Underwriters. The Global Offering is managed by the Joint Global Coordinators. The
International Underwriting Agreement relating to the International Offering is expected to be
entered into on or about 1st October, 2000, subject to agreement on pricing of the Offer
Shares between the Joint Global Coordinators, on behalf of the Underwriters, and the Selling
Shareholder, after consultation with the Company. If, for any reason, the Offer Price is not
agreed, the Global Offering will not proceed. Further details regarding the Underwriters and
the underwriting arrangements are contained in the section headed “Underwriting”.

RESTRICTIONS ON SALE OF SHARES

Each person acquiring Hong Kong Offer Shares will be required to confirm, or by his
acquisition of Offer Shares be deemed to confirm, that he is aware of the restrictions on offers
of the Offer Shares described in this prospectus. No action has been taken to permit a public
offering of the Offer Shares or the distribution of this prospectus in any jurisdiction other than
Hong Kong. Accordingly, this prospectus may not be used for the purpose of, and does not
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constitute, an offer or invitation in any jurisdiction or in any circumstances in which such an
offer or invitation is not authorised or to any person to whom it is unlawful to make such an
offer or invitation.

The Offer Shares have not been and will not be registered under the US Securities
Act and, subject to certain exceptions, may not be offered, sold, pledged or transferred within
the United States, except to qualified institutional buyers in accordance with Rule 144A under
the US Securities Act (“Rule 144A”) or outside the United States in accordance with Rule
903 or Rule 904 of Regulation S. The Offer Shares are being offered and sold outside the
United States in reliance on Regulation S and within the United States to qualified institutional
buyers in reliance on Rule 144A. In addition, untii 40 days after the later of the
commencement of the Global Offering and the completion of the distribution of the Offer
Shares, an offer or sale of Offer Shares within the United States by any dealer (whether or
not participating in the Global Offering) may violate the registration requirements of the US
Securities Act if such offer or sale is made otherwise than in accordance with an exemption
from, or in a transaction not subject to, such requirements or in accordance with Rule 144A.

The Offer Shares have not been approved or disapproved by the Securities and
Exchange Commission, any state securities commission in the United States or any other
United States regulatory authority, nor have any of the foregoing authorities passed upon or
endorsed the merits of the Global Offering or the accuracy or adequacy of this prospectus.
Any representation to the contrary is a criminal offence in the United States.

This prospectus has not been approved by an authorised person in the United
Kingdom and has not been registered with the Registrar of Companies in the United
Kingdom. The Offer Shares may not be offered or sold in the United Kingdom prior to the
expiration of a period of six months from the date on which dealings in the Shares commence
on the Stock Exchange except to persons whose ordinary activities involve them in acquiring,
holding, managing or disposing of investments (as principal or agent) for the purpose of their
businesses or otherwise in circumstances which have not resulted and will not result in an
offer to the public in the United Kingdom within the meaning of the Public Offers of Securities
Regulations 1995. In addition, no person may issue or pass on to any person in the United
Kingdom any document received by it in connection with the offer of the Offer Shares unless
that person is of a kind described in Article 11(3) of the Financial Services Act 1986
(Investment Advertisements) (Exemptions) Order 1996 or is a person to whom such
document may otherwise lawfully be issued or passed on.

The Offer Shares have not been and will not been registered under the Securities and
Exchange Law of Japan (the “Securities and Exchange Law”) and are not being offered or
sold, directly or indirectly and may not be offered or sold, directly or indirectly, in Japan or to or
for the benefit of any resident of Japan except pursuant to an exemption from the registration
requirements of and otherwise in compliance with, the Securities and Exchange Law and other
relevant laws and regulations of Japan. As used in this paragraph, “resident of Japan” means
any person resident in Japan, including any corporation or other entity organized under the
laws of Japan.

The Offer Shares may not be offered or sold, directly or indirectly, in any province or
territory of Canada in contravention of the securities laws thereof and, without limiting the
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generality of the foregoing, any offer or sale of Offer Shares in any province or territory of
Canada will be made only pursuant to an exemption from the requirement to file a prospectus
in the province or territory of Canada in which such offer or sale is made.

This prospectus has not been and will not be registered as a prospectus with the
Registrar of Companies and Businesses in Singapore, and accordingly, the Offer Shares may
not be offered or sold nor may this prospectus or any document or other material in
connection with the Global Offering be issued, circulated or distributed, either directly or
indirectly, to the public or any member of the public in Singapore other than (i) to an
institutional investor or other person specified in section 106C of the Companies Act, Chapter
50 of Singapore, (i) to a sophisticated investor, and in accordance with the conditions,
specified in section 106D of the Singapore Companies Act, Chapter 50 of Singapore or (iii)
otherwise pursuant to, and in accordance with the conditions of, any applicable provisions of
the Singapore Companies Act, Chapter 50 of Singapore.

The Offer Shares may not be offered, sold, transferred or delivered in or from The
Netherlands, as part of their initial distribution or as part of any re-offering, and neither this
prospectus nor any other document in respect of the Global Offering may be distributed or
circulated in The Netherlands, other than to individuals or legal entities which include, but are
not limited to, banks, brokers, dealers, institutional investors and undertakings with a treasury
department, who or which trade or invest in securities in the conduct of a business or
profession.

This prospectus does not constitute a public offer of the Offer Shares whether by way
of sale or subscription, in the mainland of China. The Offer Shares or ADSs are not being
offered or sold within the mainland of China, by means of this prospectus or any other
document. Each person acquiring the Offer Shares will be required to, or deemed by this
acquisition of Offer Shares to confirm that, he/she is aware of the restrictions on offers of the
Offer Shares described in this prospectus.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

The Company has applied to the Listing Committee of the Stock Exchange for the
listing of, and permission to deal in, the Shares. Except as disclosed in this prospectus, no
part of the Company’s share or loan capital is listed on or dealt in on any other stock
exchange and no such listing or permission to list is being, or proposed to be, sought in the
near future.

STAMP DUTY

All Offer Shares sold by the Selling Shareholder pursuant to applications made in the
Hong Kong Public Offering will be subject to stamp duty at the rate of 0.225%. However,
pursuant to section 41 of the Stamp Duty Ordinance (Chapter 117 of the Laws of Hong
Kong), the Selling Shareholder is not liable to pay its part of the stamp duty (amounting to
0.1125%). The stamp duty which applicants under the Hong Kong Public Offering are
otherwise liable to pay (amounting to 0.1125% of the Offer Price) will be met by the Selling
Shareholder. Accordingly, no stamp duty is payable by applicants under the Hong Kong
Public Offering.
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The Offer Shares will be registered on the Company’s register of members to be
maintained in Hong Kong. Dealings in the Shares will be subject to Hong Kong stamp duty.

PROFESSIONAL TAX ADVICE RECOMMENDED

Potential shareholders are recommended to consult their professional advisers if they
are in any doubt as to the taxation implications of purchasing, holding or disposal of, and
dealing in the Shares or ADSs. It is emphasised that none of the Company, the Selling
Shareholder, the Joint Global Coordinators, the Underwriters, any of their respective
directors, or any other person involved in the Global Offering accepts responsibility for any
tax effects on, or liabilities of holders of Shares or ADSs resulting from the purchase, holding
or disposal of, and dealing in the Shares or ADSs.

STABILISATION

In connection with the Global Offering, the Joint Global Coordinators may, on behalf
of the Underwriters, over-allocate and cover such over-allocations by exercising the Over-
allotment Option, stock borrowing or by making purchases in the secondary market. Any such
purchase will be made in compliance with all applicable laws and regulatory requirements.
The number of Shares which can be over-allocated will not exceed the number of Shares
which may be sold by the Selling Shareholder under the Over-allotment Option which is 15%
of the Shares initially available under the Global Offering.

In particular, for the purpose of covering any such over-allocations, the Joint Global
Coordinators and/or their respective affiliates may borrow up to 150,000,000 Shares from the
Selling Shareholder, equivalent to the maximum number of Shares to be sold on a full
exercise of the Over-allotment Option, under stock borrowing arrangements to be entered
into between the Selling Shareholder and any of the Joint Global Coordinator(s). The Stock
Exchange has granted a waiver to the Selling Shareholder from strict compliance with Rule
10.07(2) of the Listing Rules which restricts the disposal of shares by controlling shareholders
following a new listing, in order to allow the Selling Shareholder to enter into such stock
borrowing arrangements and the Over-allotment Option, on the following conditions:

® the Selling Shareholder will not receive any payment or other benefit in respect of
such stock borrowing arrangements and that the stock borrowing arrangements
will be conducted in accordance with applicable laws and regulations; and

® any Shares which may be made available to the relevant Joint Global
Coordinator(s) and/or its/their respective affiliate(s) under the stock borrowing
arrangements will be made available on terms that the same number of Shares
so borrowed must be returned to the Selling Shareholder within five business days
of the exercise in full of the Over-allotment Option or the expiry of the Over-
allotment Option, whichever is earlier.

In connection with the Global Offering, the Joint Global Coordinators and/or their
respective affiliates may also, on behalf of the Underwriters, effect transactions which
stabilise or maintain the market price of the Shares or the ADSs at levels above those which
might otherwise prevail in the open market. Such transactions may be effected in all
jurisdictions where it is permissible to do so, in each case in compliance with all applicable
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laws and regulatory requirements. Such transactions, if commenced, may be discontinued at
any time. Should stabilising transactions be effected in connection with the Global Offering,
they will be done at the absolute discretion of the Joint Global Coordinators.

Stabilisation is a practice used by underwriters in some markets to facilitate the
distribution of securities. To stabilise, the underwriters may bid for, or purchase, the securities
in the secondary market, during a specified period of time, to retard and, if possible, prevent
a decline in the initial public offer prices of the securities. In Hong Kong and other
jurisdictions, the stabilisation price will not exceed the Offer Price.

Stabilisation is not a practice commonly associated with the distribution of securities in
Hong Kong. In Hong Kong, such stabilisation activities on the Stock Exchange are restricted
to cases where underwriters genuinely purchase securities on the secondary market solely
for the purpose of covering over-allocations in an offering. The relevant provisions of the
Securities Ordinance prohibit market manipulation in the form of pegging or stabilising the
price of securities in certain circumstances.

PROCEDURE FOR APPLICATION FOR HONG KONG OFFER SHARES

The procedure for applying for Hong Kong Offer Shares is set out in the section
headed “How to Apply for Hong Kong Offer Shares” and on the relevant Application Forms.

TERMS AND CONDITIONS OF THE HONG KONG PUBLIC OFFERING

The terms and conditions of the Hong Kong Public Offering are set out in the section
headed “Terms and Conditions of the Hong Kong Public Offering” and the relevant
Application Forms and elsewhere in this prospectus.

STRUCTURE OF THE GLOBAL OFFERING

Details of the structure of the Global Offering, including its conditions, are contained in
the section headed “Structure of the Global Offering”.
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SELLING SHAREHOLDER

Central Government Offices
Lower Albert Road
Hong Kong

The Financial Secretary Incorporated
(a corporation sole established under
the Financial Secretary Incorporation
Ordinance (Chapter 1015 of the Laws

of Hong Kong))

MEMBERS OF THE BOARD OF DIRECTORS

Name

Jack So Chak Kwong (Chairman)

Professor Cheung Yau Kai

Dr. The Honourable
Raymond Ch’ien Kuo Fung

David Gordon Eldon

David Wylie Gairns

Edward Ho Sing Tin

Lo Chung Hing

Denise Yue Chung Yee
(Secretary for the Treasury)

Secretary for Transport,
Nicholas Ng Wing Fui

Commissioner for Transport,
Robert Charles Law Footman

Address

Flat 22C Tower 5

The Regalia

No. 33 King's Park Rise
Kowloon

Hong Kong

16/F Hoover Court
7-9 McDonnell Road
Hong Kong

11A Braga Circuit
Kowloon
Hong Kong

19 Middle Gap Road
Hong Kong

35D Shouson Hill Road
Hong Kong

23 Moorsom Road
Jardine’s Lookout
Hong Kong

1901 Block J Kornhill
Quarry Bay
Hong Kong

Flat J 11/F Skyline Mansion
51 Conduit Road
Hong Kong

1/F Amber Lodge
40 Mt. Butler Drive
Jardine’s Lookout
Hong Kong

House 58 Manderly Garden
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Hong Kong
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MEMBERS OF THE EXECUTIVE DIRECTORATE

Name

Jack So Chak Kwong (Chairman)

Russell John Black

William Chan Fu Keung

Philip Gaffney

Thomas Ho Hang Kwong

Clement Kwok King Man

Leonard Bryan Turk

Address

Flat 22C Tower 5

The Regalia

No. 33 King’s Park Rise
Kowloon

Hong Kong

Flat D8 South Bay Villas
4 South Bay Close
Repulse Bay

Hong Kong

Flat 29 3/F Block B
Bellevue Court

41 Stubbs Road
Hong Kong

A3 G/F Jade Beach Villa
3-7 Horizon Drive
Chung Hom Kok

Hong Kong

16/F Sunrise Court
54 Tai Hang Road
Hong Kong

A3 Pinecrest
65 Repulse Bay Road
Hong Kong

House B Gold Chalet
1 Serenity Path
Silverstrand
Clearwater Bay
Kowloon

Hong Kong
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PARTIES INVOLVED IN THE GLOBAL OFFERING

Joint Global Coordinators, Goldman Sachs (Asia) L.L.C.
Joint Lead Managers and 68th Floor
Joint Bookrunners Cheung Kong Center
2 Queen’s Road Central
Hong Kong

HSBC Investment Bank Asia Limited
Level 15

1 Queen’s Road Central

Hong Kong

UBS Warburg, a business group of UBS AG
25th Floor

One Exchange Square

Central

Hong Kong

Joint Sponsors Goldman Sachs (Asia) L.L.C.
68th Floor
Cheung Kong Center
2 Queen’s Road Central
Hong Kong

HSBC Investment Bank Asia Limited
Level 15

1 Queen’s Road Central

Hong Kong

UBS Warburg Asia Limited
25th Floor

One Exchange Square
Central

Hong Kong

Co-Lead Managers in the ABN AMRO Rothschild
International Offering 41st Floor
Cheung Kong Center
2 Queen’s Road Central
Hong Kong

Cazenove Asia Limited
5001 One Exchange Square
8 Connaught Place

Central

Hong Kong

Jardine Fleming Securities Limited
46th Floor Jardine House

One Connaught Place

Central

Hong Kong
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Senior Co-Lead Managers in
the Hong Kong Public
Offering

Financial Advisers to the
Company

Financial Adviser to the
Government

Legal Advisers to the Company

Salomon Smith Barney International Limited
20th Floor

Three Exchange Square

Central

Hong Kong

BOCI Asia Limited
35th Floor

Bank of China Tower
1 Garden Road
Hong Kong

Jardine Fleming Securities Limited
46th Floor

Jardine House

One Connaught Place

Central

Hong Kong

N M Rothschild & Sons (Hong Kong) Limited
16th Floor

Alexandra House

16-20 Chater Road

Central

Hong Kong

BOCI Asia Limited
35th Floor

Bank of China Tower
1 Garden Road
Hong Kong

Merrill Lynch (Asia Pacific) Limited
17th Floor

Asia Pacific Finance Tower

3 Garden Road

Central

Hong Kong

as to Hong Kong law and English law:

Slaughter and May
27th Floor

Two Exchange Square
Central

Hong Kong
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as to United States law:

Sullivan & Cromwell

28th Floor
Nine Queen’s Road Central
Hong Kong
Legal Adviser to the Joint as to Hong Kong law, English law and United States
Sponsors and the law:

Underwriters Freshfields Bruckhaus Deringer

11th Floor

Two Exchange Square
Central

Hong Kong

Legal Adviser to the Department of Justice
Government Queensway Government Offices
66 Queensway
Hong Kong

with international legal support from:

Baker & McKenzie
14th Floor
Hutchison House
10 Harcourt Road

Central
Hong Kong
Auditors and Reporting KPMG
Accountants Certified Public Accountants
8th Floor

Prince’s Building
10 Chater Road
Central

Hong Kong

Property Valuer Brooke International (China) Limited
8th Floor
Sun Hung Kai Centre
30 Harbour Road
Hong Kong

Traffic Consultant MVA Hong Kong Limited
3rd Floor
East Town Building
41 Lockhart Road
Hong Kong
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Receiving Bankers

Bank of China, Hong Kong Branch
1 Garden Road

Central

Hong Kong

Bank of Communications, Hong Kong Branch
20 Pedder Street
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Hong Kong

Hang Seng Bank Limited
83 Des Voeux Road Central
Hong Kong

The Hongkong and Shanghai Banking Corporation
Limited

1 Queen’s Road Central

Hong Kong

Standard Chartered Bank
8th Floor

Edinburgh Tower

The Landmark

Hong Kong
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INDUSTRY BACKGROUND

The information set out in this section and elsewhere in this prospectus with respect
to public transportation in Hong Kong and the property market in Hong Kong has been
obtained from publicly available documents or from sources specified herein which have not
been prepared or independently verified in connection with the Global Offering. In particular,
statements regarding Government policy may be subject to change. No information set out
herein will be updated.

PUBLIC TRANSPORTATION IN HONG KONG

Overview

Hong Kong, with a land area of only 1,097 km2 of which approximately 16% is built
up, has a population of approximately 6.8 million. Every day, over 10 million passenger
journeys are made on a public transport system which includes two high capacity railways,
franchised and non-franchised buses, PLBs, trams, ferries and taxis.

The Mass Transit Railway, which commenced operations in 1979, is Hong Kong's
metropolitan railway and comprises the MTR Lines (serving parts of the Hong Kong Island,
Kowloon and the New Territories) and the Airport Express Line. It operates through an 82.2
route kilometre network with 44 stations. The KCR (also known as the “East Rail”), which
commenced operations in 1910, is operated by the KCRC and provides services from Hung
Hom, through the New Territories to the Lo Wu boundary crossing to the mainland of China.
It has a track length of 34 kms with 13 stations, including one on a loop line at the Shatin
Racecourse which mainly caters for race-day traffic. The Light Rail Transit (“LRT”) is a
localised transport system owned and operated by the KCRC. It commenced operations in
1988 and operates in the northwest New Territories new towns of Tuen Mun and Yuen Long.
It has a total length of 31.75 kms with 57 stops.

In addition, there are two tramway systems, Hongkong Tramways and the Peak Tram,
which operate on the northern shore of Hong Kong Island and between Central and the Peak,
respectively.

Public road passenger transport is provided by franchised and non-franchised buses,
PLBs and taxis, which accounts for two-thirds of all public transport journeys in Hong Kong.
In 1999, more than half of public transport journeys made by road were on franchised buses.
Franchised buses are operated by Kowloon Motor Bus, New World First Bus, Citybus, New
Lantao Bus and Long Win Bus. In addition, at the end of 1999, there were about 18,000 taxis,
carrying an estimated daily average of approximately 1.3 million passengers. Their fares are
charged according to the approved fare scales.

Ferries are essential for travelling to and from certain outlying islands. In addition, they
are a supplementary mode of transport to buses and the Mass Transit Railway for journeys
involving the crossing of Victoria Harbour. Franchised services are provided by the “Star”
Ferry Company, Limited (the “Star Ferry”). The Star Ferry operated 13 vessels across the
harbour and carried approximately 78,570 passengers daily on its three routes in 1999. A
further 29 ferry services are operated by 13 licensed operators, including the services to Mui
Wo and Discovery Bay on Lantau Island and to Peng Chau, Cheung Chau and Lamma
Islands.
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The following table shows the total number of boardings made by passengers within
Hong Kong on different kinds of public transport operators in each of the three calendar years
ended 31st December, 1999:

Year ended
31st December,

1997 1998 1999

(million passenger
boardings per year)
Railways and tramways

Mass TranSit RAIWAY ........cc.uvuiiiiiiiiieie e e e e e e e 812 798 790
SO = ST 262 269 276
10 T 126 114 115
Hong Kong Tramways and Peak Tramways .........ccccocueeeeeinireeeeniineeeenninneeens 106 96 91

S U] o I (o] = T 1,306 1,277 1,272
FranChiSEd DUSES .....oee e 1,384 1,390 1,446
Residential COACh SEIVICES .....oiuuiiiiieeeeee e 41 40 41
(O R LY=o [T g o U F T 39 38 22
o IS E Y T 581 579 573
LI T T 474 477 478
Y L= 72 63 57

[0 1= | TR 3,806 3,864 3,888

Source: Monthly Traffic and Transport Digest published by the Government.
Notes:

(1) Includes green and red PLBs.

(2) Estimated figures by the Transport Department.
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Railways

Railways play a vital role in serving the transport needs of Hong Kong. The existing
railway network in Hong Kong has a total length of approximately 143 kms and comprises
the Mass Transit Railway, the KCR and the LRT.

The diagram below shows the existing networks of the Mass Transit Railway, the KCR
and the LRT, and includes the six new railway lines which are scheduled for completion
between 2002 and 2005. Further details are contained in the paragraph headed “Current
Government Transport Strategy” in this section.

Existing and Committed Railway Network in Hong Kong

Source: Hong Kong Government Highways Department: Railway Development Strategy 2000.
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The Mass Transit Railway

The Mass Transit Railway comprises the MTR Lines and the Airport Express Line and
operates through an 82.2 route kilometre network with 44 stations. In 1999, the MTR Lines
carried an aggregate of approximately 779 million passengers or a weekday average of
approximately 2.3 million passengers and the Airport Express Line carried approximately 10
million passengers or a daily average of 28,500 passengers. Further details are contained in
the section headed “Business”.

The KCR and the LRT

The KCR commenced operations in 1910 and is a mass transit commuter rail line linking
suburban areas along the north eastern corridor of the New Territories to the Kowloon urban
area. It also provides cross-boundary passenger services to Shenzhen in the mainland of
China, and through train services to and from three major Chinese cities, Guangzhou,
Shanghai and Beijing. The East Rail has a track length of 34 kms with 13 stations. The East
Rail was completely electrified and became double-tracked in July 1983.

The KCRC also provides freight services which operate on the same track as the East
Rail passenger services and convey cargo by rail between Hong Kong and the mainland of
China. The KCR carries three main types of cargo, namely, livestock, breakbulk (which
comprises mainly textile fibres, foodstuffs, metals, paper and chemicals) and containers.

In October 1999, KCRC commenced construction of the West Rail, Phase I, which is
a 30.5 km, railway project comprising of nine stations, a 32.5 hectare depot, 13.4 kms of
viaduct and 11.6 kms of tunnel. In addition, the KCRC will undertake three new extensions
to East Rail, comprising of the Ma On Shan Rail from Ma On Shan to Tai Wai, the Tsim Sha
Tsui Extension from Hung Hom Station to East Tsim Sha Tsui, and the Sheung Shui to Lok
Ma Chau Spur Line to provide a new boundary rail crossing to the mainland of China.

The LRT commenced operations in September 1988 and comprises 31.75 kms of
double track with 57 stops. It is a localised transport system utilising trains which are similar
to trams on track which runs parallel to public roads. The system operates within the area of
Tuen Mun, Yuen Long and Tin Shui Wai in northwest New Territories, providing an integrated
transport system with eight LRT routes, six feeder bus routes, four auxiliary routes and two
special bus routes linking various districts.

Buses and PLBs

There are five franchised bus operators in Hong Kong. KMB is the largest franchised
bus operator and mainly operates in Kowloon and the New Territories. Bus services on Hong
Kong Island underwent a major change in 1998 when the franchised services provided by
China Motor Bus Company Limited ended on 31st August, 1998 after 65 years of operation.
Local bus services on Hong Kong Island are currently provided by NWFB, a new entrant to
the market, and Citybus. Cross-harbour services are provided by all three operators. NLB
provides bus services on Lantau Island, while LWB operates routes between the New
Territories and Tung Chung and the Airport. Non-franchised bus services mainly provide
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residents’ service and employees’ service, and serve groups of tourists and students on a
group-hire basis. They perform a supplementary role in the public transport system by
providing services primarily during peak hours.

PLBs are licensed to carry a maximum of 16 seated passengers. There are two types
of PLBs: “green” and “red” PLBs. Green PLBs provide scheduled services, and their fares,
vehicle allocation and timetables are stipulated by the Transport Department. Red PLBs
operate without specified schedules. They are not required to operate on fixed routes or
timetables and are free to set fares, but they are subject to a number of road traffic
restrictions.

The following table shows certain operating data for franchised and non-franchised
buses and PLBs for the year ended 31st December, 1999:

Year ended 31st December, 1999

Number
of Number of
Number cross Total Total average
of harbour travelled passenger daily
Franchise expiry vehicles routes kilometres  boardings passengers
(million) (million) (thousand)
Franchised Buses
KMB® ... 31st July, 2007 4,064 61 344 1,060 2,904
NWFB.......ccooc 31st July, 2003 730 32 50 160 439
Citybus........coovviiienee 30th June, 2006 959 26™ 84 203 556
and 31st May, 20033
NLB...oooei 31st March, 2007 86 N/A 5 5 15
LWB ..o, 31st May, 2003 159 N/A 25 17 46
PLBs
Green PLBs................ N/A 2,304 4 N/A 3660) 1,002
Red PLBs.......c........... N/A 2,041 N/A N/A 207 568

Total ..oveeveeee. N/A 10,343 508 2,018 5,530

Source: Monthly Traffic and Transport Digest published by the Government.

Notes:

(1) 10 cross-harbour routes are operated by KMB solely and 21 and 30 cross-harbour routes are operated jointly with Citybus
and NWFB, respectively.

(2) NWFB operates 30 of its cross-harbour routes jointly with KMB.

(3) Citybus has two franchises. The first comprises 66 routes on Hong Kong Island and 26 cross-harbour routes. The second
comprises 16 routes linking major districts in Hong Kong with Tung Chung and the Airport.

(4) Five cross-harbour routes are operated by Citybus on its own and 21 cross-harbour routes are operated jointly with KMB.

(5) Provisional figures.

Population

The population of Hong Kong was estimated at 6,782,100 as at mid-2000,
representing an increase of 0.9% from mid-1999. The annual population growth rate from
mid-1996 to mid-2000 averaged at 1.1%. The land population density per km2 was 6,280 in
1999.
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In 1997, the Government published population projections using the then current
population by-census results and set out its population projections from 1997 to 2016,
extracts of which are set out below:

2001E 2006E 2011E 2016E
POPUIALION ... 6,951,000 7,382,600 7,797,100 8,205,900
Average growth rate per annum over five years (%) .. 2.0 1.2 1.1 1.0

Source: Hong Kong Population Projections 1997-2016 (1997).

In August 2000, the Census and Statistics Department of the Government made a
technical revision to the method of compiling population figures of Hong Kong with the effect
that the “resident population” method is used instead of the previous “extended de facto”
method. The provisional population projections resulting from the use of the new “resident
population” method have not been finalised prior to the date of this prospectus. They are as
follows:

2001E 2006E 2011E 2016E
POPUIALION ... 6,878,500 7,242,600 7,610,000 8,023,200
Average growth rate per annum over five years (%) .. 1.2 1.0 1.0 11

Source: Census and Statistics Department (provisional population projections).

The population growth assumption used for the Letter from the Traffic Consultant
contained in Appendix VI was based on the “extended de facto” method (further details of
which are contained in paragraph 6.3 of the Letter from the Traffic Consultant contained in
Appendix VI).

In February 1998, the Chief Executive in Council approved the Territorial Development
Strategy Review (“TDSR”) which was first initiated in 1990. One of the objectives adopted in
the TDSR was to produce a land use, transport and environmental framework so as to
support the economic growth of Hong Kong and the development of strategic growth areas.

The Government has stated that it projects a total population of approximately 480,000
in the Tseung Kwan O new town by 2011, compared with a population of 235,000 in 1999.
In addition, the Government has stated that it projects a total population of approximately
400,000 on Lantau Island by 2011 (with approximately 335,000 on North Lantau new town),
compared with a population of about 45,000, in 1999. Other development areas selected by
the Government are Kwu Tung North and Fanling North in Northeast New Territories (with a
projected population of 180,000 by 2011), and Hung Shui Kiu in Northwest New Territories
(with a projected population of 160,000 by 2011).

CURRENT GOVERNMENT TRANSPORT STRATEGY

The Government formulated the first Railway Development Strategy for Hong Kong in
1994. It sets out a railway development programme, according priority to the implementation
of three new railway projects, namely, the West Rail, the Tseung Kwan O Extension, and the
Ma On Shan to Tai Wai Rail Link, which is to be coupled with an extension of the East Rail
from Hung Hom to Tsim Sha Tsui. Further to the first Railway Development Strategy, the
Government decided in 1999 to implement the Sheung Shui to Lok Ma Chau Spur Line to
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provide additional rail passenger crossing facilities between Hong Kong and Shenzhen, and
to build the Penny’s Bay Rail Link for the proposed Disney Theme Park.

Thus, a total of six new railway lines, which it is estimated will cost over HK$100
billion, are scheduled for completion between 2002 and 2005.

In order to update and refine Hong Kong's transport infrastructure and policy
framework, the Transport Department commissioned the Third Comprehensive Transport
Study (“CTS-3”) which started in August 1997. The objective of CTS-3 is to provide a
framework on which the Government could develop a balanced transport strategy to facilitate
the mobility of people and goods of Hong Kong in an environmentally sustainable manner up
to 2016. Based on CTS-3's findings, “Hong Kong Moving Ahead — A Transport Strategy for
the Future”, was published in October 1999 and sets out the Government’s current transport
strategy. It focuses on:

® Better integration of transport and land use planning. With an objective to
provide a transport infrastructure in a timely and cost-effective manner, with due
regard for the environment, the Government has stated the importance of
providing new systems, and improving existing infrastructure, which would entalil
giving priority to railway development;

® Better use of railways as the back-bone of passenger transport system. The
Government has stated that locating future strategic developments along rail
alignments will reduce reliance on road-based transport, enhance the efficiency of
the rail network, and ensure affordable fare levels. Railways will be supplemented
by “feeder” services using other public transport modes;

® Better public transport services and facilities. The Government has recognised
the need to upgrade the public transport system by rationalising and improving
public transport services to better match demand, minimising wasteful competition
and duplication of effort and curtailing, in some cases, low demand services. In
addition, convenient and comfortable interchange facilities at transport hubs,
especially railway stations, will be included in plans for new and major land-use or
transport developments. The Government has also stated that franchised buses
will play a more prominent role in feeding passengers to the railways.
Unnecessary duplication generated by point-to-point services will be reduced
through the use of conveniently located interchange facilities. The Government
has also stated that healthy competition among service providers will be
maintained to ensure commuters’ choice;

® Better use of advanced technologies in transport management. The
Government’s objective is that the use of new technologies will be encouraged to
increase the efficiency of traffic management, improve the overall capacity of the
road system, and enhance road safety; and

® Better environmental protection. The Government’s objective is that transport
infrastructure and services will be provided in an environmentally acceptable
manner to ensure the sustainable development of Hong Kong. On the transport
front, this will include giving priority to efficient, environmentally friendly transport
modes such as railways.
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Thus, one of the focal points of the Government's current transport strategy is to
accord priority to railways which will form the backbone of the future passenger transport
network.

RDS-2

In order to cater for Hong Kong'’s continued population growth and the increasing cross
boundary social and economic activities, the Government commissioned the RDS-2 in March
1998 to examine how best to further expand the rail network to the year 2016. The executive
summary of the RDS-2 report was published in May 2000 and examined the needs of the
future railway network to fulfil the following objectives:

® to relieve bottlenecks in the existing railway systems;

® to provide rail service to strategic growth areas for housing and economic
development;

® to meet cross-boundary passenger and freight demands; and

® to increase the share of rail in the overall transport system to reduce reliance on
road-based transport.

Railway Development Strategy 2000

Based on the key findings of RDS-2, the Government formulated the Railway
Development Strategy 2000, which was published in May 2000. On completion of the railway
network expansion plan as set out in the Railway Development Strategy 2000, it is estimated
that the share of railways in Hong Kong’s public transport is expected to increase from 31%
in 1998 to 43% by 2016.
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The diagram below shows the preferred railway network of the Government as set out
in the Railway Development Strategy 2000:

Future Railway Network in Hong Kong
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The recommended network in the Railway Development Strategy 2000 will feature six
new rail corridors and a potential Port Rail Line (“PRL"™). The six new rail corridors are as

follows:

an east-west corridor from Chai Wan to Tung Chung formed by the Island Line,

the proposed North Hong Kong Island Line and the Tung Chung Line;

a second east-west corridor from Tseung Kwan O to Kennedy Town formed by the

Tseung Kwan O Extension, the Island Line, and the proposed West Hong Kong

Island Line;
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a north-south corridor which, depending on the operator, could run direct from
either Tai Wai or Ma On Shan to Hong Kong Island via southeast Kowloon. This
will be a new strategic rail corridor of which the Fourth Rail Harbour Crossing is a
component;

a Kowloon Southern Link (“*KSL”) that would provide convenient connection
between the East Rail and West Rail via the Kowloon peninsula;

a Northern Link (“NOL") that would connect the East Rail and West Rail at the
northern part of the New Territories; and

a Regional Express Line (“REL”) that would provide rapid rail transport between
the boundary with the mainland of China and the metropolitan areas.

New railway projects

The Government has grouped the new railway schemes identified above into the
following projects for implementation:

Island Line Extensions. The Island Line Extensions comprise a new North
Hong Kong Island Line and a West Hong Kong Island Line. The Railway
Development Strategy 2000 stated that as both NIL and WIL are natural
extensions of the Island Line, they should be implemented as a package by the
Company;

Shatin to Central Link. The Shatin to Central Link will be a new strategic rail
corridor in the rail network formed by East Kowloon Line, the Fourth Rail Harbour
Crossing and the Tai Wai to Diamond Hill Link.

The Fourth Rail Harbour Crossing will form part of the Shatin to Central Link and
will start from Hung Hom and could route directly to Central via
Exhibition/Admiralty (the “EXH/ADM Option”) or via Victoria Park, Leighton Hill
and Wanchai South (the “VIP Option”). The Railway Development Strategy 2000
stated that the EXH/ADM Option is cheaper to build and provides a direct route
from Hung Hom to Central. On the other hand, the VIP Option will be able to
accommodate a more diversified nature of trips as it connects to the busy
commercial and retail Causeway Bay district. The Railway Development Strategy
2000 also stated that the existing KCR terminal at Hung Hom will be Hong Kong’s
mass transportation centre and that Hung Hom will be the preferred landing point
of the Fourth Rail Harbour Crossing on Kowloon side;

Kowloon Southern Link. The KSL is an extension of West Rail from its Nam
Cheong station to connect with the Tsim Sha Tsui extension. The Railway
Development Strategy 2000 stated that the KSL could help relieve the cross
harbour section of the Tung Chung Line by attracting some of the cross-harbour
trips originated from northwest New Territories to the Fourth Rail Harbour
Crossing;

Northern Link. The NOL will connect West Rail at Kam Sheung Road to East Rall
at Kwu Tung and to the boundary crossing point at Lok Ma Chau. It will provide
domestic passenger service for the strategic growth areas in north New Territories
and cross-boundary passenger service for the western part of Hong Kong;
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Regional Express Line. The REL will be an express rail service which is
anticipated to link the urban area with the boundary with the mainland of China. In
addition to providing fast domestic service with limited stops, through trains may
also run on the REL. The preliminary alignment of the REL will link Hung Hom to
the boundary via Shek Kip Mei; and

Port Rail Line. The PRL is a new freight rail connection from Lo Wu to a new
port rail terminal at Kwai Chung.

Benefits of the expanded railway network

The Railway Development Strategy 2000 stated that railways will be vital in supporting
the economic, social and population growth of Hong Kong in the next 15 years. It also stated
that investing in the new railway network will yield the following benefits to the community:

Improving accessibility. Implementing the network will place about 70% of the
population and about 80% of job opportunities within one kilometre of a railway
station;

Realisation of integrated transport planning. The comprehensive network
coverage will facilitate co-ordination with other public transport services at key
interchange stations. This will enable the realisation of integrated transport
planning in which railways will form the backbone of Hong Kong’s transport
system;

High level of transport service. The comprehensive network will offer fast and
reliable travel throughout Hong Kong. The journey time from Lo Wu to Admiralty
and from Tseung Kwan O to Central are estimated to be 50 and 21 minutes,
respectively;

Meeting cross-boundary demand. The network will be able to meet the
growing cross-boundary demand, which is forecast to increase by over three times
by 2016;

Economic return. The investments in the network will yield an economic internal
rate of return of more than 15%; and

Environmental benefits. The new railway network will, on completion, increase
the rail share in the public transport system from 31% in 1998 to 43% by 2016, or
in terms of the distance travelled by passengers, from 34% to almost 60%. This is
expected to reduce the reliance on road-based transport and translate into
environmental benefits.

Implementation of the strategy

In terms of implementation, the Railway Development Strategy 2000 stated that the
actual sequence and timing of the six new rail projects would be subject to more detailed
engineering feasibility studies, having regard to the building up of transport demand, the pace
of development of the strategic growth areas, project interfaces and consultation with the
Company and KCRC. The Government may change the implementation timetable in the
future. The implementation of some of the projects could be phased to meet demand or to
integrate with the pace of development in different areas.
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With respect to the implementation arrangement, the NIL and the WIL, being formed
from extensions of the MTR Lines, would have to be built and operated by the Company. The
anticipated completion window for these projects is between 2008 and 2012. On the other
hand, the KSL and the NOL would have to be undertaken by KCRC in order to facilitate their
proper integration with the East Rail and the West Rail. These projects are likely to be
completed between 2008 and 2013, and between 2011 and 2016, respectively.

In awarding other new railway projects which are not natural extensions of any existing
line, the Government would adopt an open and fair approach by inviting the Company and
KCRC to bid for the projects. The Government stated that it would specify the terms on which
the two corporations could bid on a level playing field basis. In considering the proposals, the
Railway Development Strategy 2000 stated that the Government would take into account all
relevant factors including technical, financial and other alternative suggestions by the
Company and KCRC which would enhance the cost-effectiveness of the projects.

The Railway Development Strategy 2000 also stated that, as the Shatin to Central Link
is not a natural extension of an existing line and connects to both the Company and the
KCRC networks, it may be undertaken by either railway operator and that both the Company
and KCRC will be invited to put forward proposals on its implementation. Subsequently, the
Government indicated to the Legislative Council that it will also welcome proposals from other
parties to take part in the bidding. In order to better time the provision of the Shatin to Central
Link to serve planned developments, the Government has stated that it will begin the bidding
process as soon as practicable and that the preliminary programme is to complete the
bidding process and the selection of the operator around the end of 2001 so that the project
can be completed in 2008. The REL is also a potential candidate for bidding by the two
companies, if it is planned on the basis of a third rail passenger crossing, in addition to Lo
Wu and Lok Ma Chau. Subsequently, the Government indicated that it will also welcome
proposals from other parties to take part in the bidding. The potential PRL is considered a
natural KCRC project.

THE PROPERTY MARKET IN HONG KONG

General

All land within Hong Kong is State property and the Government is responsible for its
management, use and development and for its lease or grant.

Property in Hong Kong is almost entirely held under long term leases granted by the
Government in return for lump sum capital payments borne by lessees. A person who holds
a piece of land under a long-term lease from the Government is usually referred to as the
owner of the relevant property. Such leases are called Government leases and, since
1st July, 1997, are granted normally for a term of 50 years for most types of property from
the date of the grant at a premium and, subject to an annual rent equivalent to 3% of the
rateable value of the property at the relevant date, adjusted in step with any changes in the
rateable value thereafter.

There are usually various restrictive covenants in Government leases, including land
use and development restrictions. Additional land use restrictions are also imposed by local
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town planning legislation. If a lessee wishes to modify the use restrictions or to remove
development restrictions in a Government lease, the lessee must apply to the Government
for modification of the original terms of the Government lease, subject to payment of a
premium as consideration for the modification.

The Hong Kong property market can generally be classified into four sectors, namely,
residential, office, commercial/retail and industrial. Traditionally, most residential developments
are built for sale. Properties in the Hong Kong leasing market are usually leased to tenants
under agreements with terms of two to three years, or with rights to renew for terms of a similar
duration with reviewed rents. These terms enable landlords in Hong Kong to benefit from
improving market conditions by way of rental revisions more frequently than in some other
jurisdictions. However, the frequent expiry of leases also exposes Hong Kong landlords to any
decline in rental values and increasing vacancy rates from time to time.

The following table shows the number of property sales transactions in each year for
the period 1990 to 1999:

Number of sales

Year transactions®
L O S UPRRRS 130,109
L PRSP 180,964
L PSPPSR 139,927
L S SUPRURS 136,915
R 118,481
R L TP 100,171
R 7 150,715
L P SPRRRRP 210,594
L SRR 113,569
L L SRR 100,144
Source: Land Registry.

Note:

(1) The figures relate to all types of property. However, approximately 90% of the annual transactions relate to residential

properties.

Residential property

The residential property market in Hong Kong comprises three sectors: private
housing, public housing rental flats and Government-subsidised sale flats. The private
residential market comprised over 997,630 units as at the end of 1999, of which
approximately 93% were units of less than 100 m2. Approximately 60% of all private housing
is located on Hong Kong Island and in Kowloon, and the remaining 40% in the New
Territories. The proportion of units in the New Territories has increased substantially over the
last 10 years as a result of the Government’'s new town development strategy, which aims to
eliminate overcrowding in the existing urban areas of the Hong Kong Island and Kowloon.
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The following table shows the residential price index and average price for the fourth
quarter in each of the years between 1990 and 1999, together with price per square foot data:

Residential® Price Index® and Average Price
(Index: 1st January, 1990 = 100)

Year Index Average price
HK$/sq ft
R T P 117 2,009
K 1 N 181 3,107
R P 219 3,760
RS U 271 4,652
L0000 et e et a e e e e e aaaaa. 306 5,253
RS 1S 1 N 254 4,361
RS T 344 5,906
R 1 N 443 7,605
R U 223 3,828
RS P 233 4,000
Source: Brooke International (China) Limited.
Notes:

(1) Private domestic units are defined as independent dwellings with separate cooking facilities and bathroom. Properties are
categorised according to the use for which the occupation permit was originally issued, unless known to have been
subsequently structurally altered.

(2) The indices measure value changes by reference to gross floor area.

Approximately 35,320 units were completed in 1999, 59% more than in 1998. The New
Territories accounted for about 82% of the total. Vacancy at the end of 1999 was
approximately 59,139 units, representing 5.9% of stock, up from 4.5% in 1998. The following
table shows supply and vacancy trends for the private domestic sector for the period 1995 to
1999:

Private Domestic® — Overall Supply and Vacancy Trends

In buildings completed

during the year In all other buildings Overall vacancy
Total no. No. % Total no. No. % No. % of
of units vacant vacant of units vacant vacant vacant total stock
1995 .. 22,621 14470 64.0 863,056 21,732 25 36,202 4.1
1996 ..uuviiiiiiiieie e 19,875 12,496 629 891,365 21,553 2.4 34,049 3.7
1997 i 18,202 13,271 729 921,926 22,712 25 35,983 3.8
1998 ... 22,278 14,289 64.1 940,978 29,539 3.1 43,828 4.5
1999 .. 35,322 26,863 76.1 962,311 32,276 3.4 59,139 5.9
Source: Hong Kong Property Review 2000 (Rating and Valuation Department, HKSAR).

Notes:
(1) See Note (1) to the table on Residential Price Index and Average Price above.
(2) All figures represent year-end position.

Office property

Office space in Hong Kong is diversely located in a number of core business districts
including Sheung Wan, Central, Wanchai, Causeway Bay and Tsim Sha Tsui, as well as a
number of other areas such as North Point, Quarry Bay, Yau Ma Tei, Mong Kok, Kwun Tong
and Tsuen Wan. Office space in the core business districts accounted for 68% of the total
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stock at the end of 1999. Rental rates and capital values are affected by supply of new space,
market demand for take-up of available space and the resultant vacancy rates.

The following table shows the annual rental and price indices for the private office
sector for the period 1989 to 1999:

Private Offices — Rental and Price Indices®
(1989 = 100)

Year Rentals Prices
L0080ttt e et et e e e e e e aaaaaas 100 100
L O PP URURPPRPPT 101 96
L PP TP URUPPPRPPT 95 97
L0 ettt et e e b e e e e e aaaaaas 101 133
L T PP TP URUPPPRPPT 110 159
L TP URUPPPRPPP 134 222
L 1 TP PP URUPPPRPPT 132 188
FI90B ..o e e e e e et ettt et e b e b e e e e e aaaaaas 112 184
L TP UPUPPPPPPT 115 206
L T PP PP URURPPPPPTN 100 130
L0000 e e et e ettt —— e b e e e e e e aaaaas 74 97
Source: Hong Kong Property Review 2000 (Rating and Valuation Department, HKSAR).

Notes:

(1) Properties comprise premises situated in buildings designed for commercial/business purposes. Non-domestic floors in
composite buildings are, however, excluded. Properties are categorised according to the use for which the occupation
permit was originally issued, unless known to have been subsequently structurally altered.

(2) The indices measure value changes by reference to rateable value and not to floor area.

The following table shows supply and vacancy trends for the private office sector for
the period 1995 to 1999:

Private Offices® — Overall Supply and Vacancy Trends

In buildings completed

during the year In all other buildings Overall vacancy
Total Amount Total Amount Amount
floor space® vacant % floor space® vacant % vacant % of

(m?) (m?) vacant (m?) (m?) vacant (m?) total stock
1995, 354,500 231,600 65.3 6,834,100 445,200 6.5 676,800 9.4
1996........ccceee 268,700 228,100 84.9 7,118,900 595,900 8.4 824,000 11.2
1997, 456,100 264,200 57.9 7,426,000 640,900 8.6 905,100 115
1998.....ccovveenn. 736,700 541,600 73.5 7,897,400 831,600 10.5 1,373,200 15.9
1999.......coeves 427,000 283,800 66.5 8,561,200 973,400 114 1,257,200 14.0
Source: Hong Kong Property Review 2000 (Rating and Valuation Department, HKSAR).

Notes:

(1) See Note (1) to the table on Private Offices—Rental and Price Indices above.
(2) All areas are internal floor areas.

(3) All figures represent year-end position.
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Commercial/retail property

The private commercial/retail property market in Hong Kong comprises approximately
nine million m2 of shopping plazas, restaurants, retail outlets and other commercial/retail
space as at the end of 1999. The market is geographically diverse. Both luxury retail and
mass retail premises are found throughout the major population centres of Hong Kong Island,
Kowloon and the New Territories. There are particularly high concentrations of commercial
space in the traditional shopping areas of Causeway Bay, Central, Tsim Sha Tsui and
Mong Kok.

The following table shows the annual rental and price indices for the private retail
sector for the period 1989 to 1999:

Private Retail Premises( — Rental and Price Indices®
(1989 = 100)

Year Rentals Prices
L0080ttt et a e — b aaaaaaaaaas 100 100
L O PP P URUPPPRPPTN 112 112
L TP TP URUPPPRPPT 126 143
L0 ettt et e e b e e e e e aaaaaas 149 200
L PP TP URUPPPRPPT 167 244
L TP URUPPPRPPP 192 285
L 1 TP PP URUPPPPPPTN 192 277
FI90B ..o e e e e e et ettt et e b e b e e e e e aaaaaas 192 287
L TP UPUPPPPPPT 203 382
L T PP PP URURPPPPPTN 186 275
L0000 e et ettt e et e b e e e e e e aaaaas 166 214
Source: Hong Kong Property Review 2000 (Rating and Valuation Department, HKSAR).

Notes:

(1) Includes retail premises and other premises designed or adapted for commercial use, with the exception of purpose-built
offices. Carparking space is excluded. Properties are categorised according to the use for which the occupation permit was
originally issued, unless known to have been subsequently structurally altered.

(2) The indices measure value changes by reference to rateable value and not to floor area.

Completions of commercial/retail space in 1999 were 205,400 m2, similar to previous
years. Take-up increased by 55% to 188,800 m2, equivalent to 92% of the year's
completions. Overall vacancy at the year end fell marginally to 823,500 m2, being 9.2% of
stock.
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The following table shows supply and vacancy trends for the private commercial sector
for the period 1995 to 1999:

Private Retail/Commercial Premises® — Overall Supply and Vacancy Trends

In buildings completed

during the year In all other buildings Overall vacancy
Total Amount Total Amount Amount
floor space® vacant % floor space® vacant % vacant % of
(m2) (m2) vacant (m2) (m2) vacant (m2) total stock
1995. i, 206,700 176,000 85.1 7,965,200 457,400 5.7 633,400 7.8
1996....ccccivieeeee. 120,700 91,600 75.9 8,203,100 662,500 8.1 754,100 9.1
1997 .. 248,800 74,100 29.8 8,282,000 689,000 8.3 763,100 8.9
1998....cccciiiiieen. 207,500 124,200 59.9 8,543,200 702,600 8.2 826,800 9.4
1999...cciiiiii. 205,400 170,800 83.2 8,788,500 652,700 7.4 823,500 9.2
Source: Hong Kong Property Review 2000 (Rating and Valuation Department, HKSAR).

Notes:

(1) Refers to retail premises only and does not include premises for other commercial use. Properties are categorised
according to the use for which the occupation permit was originally issued, unless known to have been subsequently
structurally altered.

(2) The indices measure value changes by reference to rateable value and net floor area.

(3) All figures represent year-end position.

Completions in 2000 are expected to fall significantly to 58,900 m2, most of which will
be located in Kowloon and the New Territories.
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INTRODUCTION

The Company is a leading provider of public transport services in Hong Kong. Its core
business is the ownership and operation of the Mass Transit Railway. In conjunction with the
construction and operation of the Mass Transit Railway, the Company is also involved in the
development and sale of residential and commercial properties with various third-party
developers and manages, and in some cases owns, certain developed properties. The
Company also leases commercial facilities and provides other services within the Mass
Transit Railway, such as telecommunications facilities. The Company’s subsidiary, Creative
Star, operates the Octopus smart card system which the Company uses to collect the
majority of its fare revenue.

The Company has a 50-year exclusive franchise which commenced on 30th June,
2000 (and which may be extended in accordance with the new MTR Ordinance and the
Operating Agreement) to operate the Mass Transit Railway, which currently comprises the
MTR Lines (consisting of the Kwun Tong, Tsuen Wan, Island and Tung Chung Lines) and
the Airport Express Line, through an 82.2 route kilometre network of tracks with 44 stations.
The Company estimates that approximately 2.5 million people live within 500 metres of an
MTR Station, equivalent to approximately 36% of the total population of Hong Kong. In 1999,
the MTR Lines carried an aggregate of approximately 779 million passengers, or a weekday
average of 2.3 million passengers, while the Airport Express Line carried approximately 10
million passengers, or a daily average of 28,500 passengers.

In 1999, the Company generated total operating profit before interest, tax, depreciation
and amortisation of HK$5,523 million (1998: HK$4,720 million), consisting of HK$3,493
million (1998: HK$3,301 million) from its railway and related operations (including operating
profit from advertising, kiosk rental, provision of telecommunications facilities and other
business activities within the Company’s premises, and from property ownership and
management) and profit on property developments of HK$2,030 million (1998: HK$1,419
million). Depreciation in 1999 was HK$2,039 million (1998: HK$1,426 million), all of which
was attributable to the Company’s railway and related operations. After taking into account
interest and finance charges, the Company’s profit for 1999 was HK$2,380 million (1998:
HK$2,819 million). In 1999, the Company made one-off staff separation payments amounting
to HK$264 million which reduced its profit for the year to HK$2,116 million (1998: HK$2,819
million). For the first six months of 2000, the Company generated total operating profit before
interest, tax, depreciation and amortisation of HK$2,703 million (1999: HK$2,673 million),
consisting of HK$1,957 million (1999: HK$1,647 million) from its railway and related
operations and profit on property developments of HK$746 million (1999: HK$1,026 million).
Depreciation for the first six months of 2000 was HK$1,052 million (1999: HK$995 million),
all of which was attributable to the Company’s railway and related operations. After taking into
account interest and finance charges, the Company’s profit for the first six months of 2000
was HK$1,051 million (1999: HK$1,148 million).

STRENGTHS

® The Company is well-positioned to benefit from Hong Kong’s long-term economic
and population growth. All of the Company’s railway operations and all of its property
investment and development activities are located in Hong Kong. Accordingly, the
Company stands to benefit from Hong Kong's long-term growth prospects. These include
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economic, population and employment growth. Given that the scope of the Mass Transit
Railway covers Hong Kong’s main business areas, the Company anticipates that if these
long-term growth prospects materialise, they would lead to increased patronage on the
Mass Transit Railway.

The Company is a leading provider of public transport services in Hong Kong and
operates one of the world’s most profitable, cost efficient and safe urban railways.
The Mass Transit Railway carried over 789 million passengers in 1999 and the Company
estimates that in 1999 it achieved a market share of 60.3% of the important cross-harbour
traffic linking the business districts of Hong Kong Island and Kowloon. Since its
establishment, the Company has operated under prudent commercial principles and has
enjoyed autonomy to determine the fares it charges. This has allowed the Company to plan
and manage its revenue growth. For the five years ended 31st December, 1999, the
Company generated an average operating margin (before depreciation) from its railway
and related operations of 51.5% of turnover. Average fares for the MTR Lines have
increased to HK$6.67 in 1999 from HK$5.80 in 1995 at a compound annual growth rate of
3.7%. Within CoMET, a benchmarking association of metropolitan passenger railway
operators from around the world, the Company is the leader in terms of cost efficiency. The
Company operates a railway system which it believes is of a world class standard and
which achieves high levels of safety and reliability. The Company continually seeks to raise
these standards, for example, by introducing new signalling and train control systems and
the programme to install platform screen doors in all underground MTR Stations in its
existing railway network. According to the Gallup Organisation Telebus Survey conducted
in 1999, the Company ranked first amongst all transport providers in Hong Kong in terms
of customer satisfaction.

The Company is well positioned to benefit from the Government’'s transport
planning strategy, expected demographic developments and the regulatory
framework under which it operates, in addition to the supportive relationship it has
with the Government. The Railway Development Strategy 2000 released by the
Government in May 2000 reaffirmed the need to rely on railways as the backbone of
Hong Kong’s transport system and that railways are essential to Hong Kong's continued
economic, social and land development and will be given priority in the Government's
plans for infrastructure development. It also states that railways will be vital in supporting
the economic, social and population growth of Hong Kong in the next 15 years and that
the implementation of the Government’s planned railway network expansion would place
approximately 70% of Hong Kong’s population and 80% of job opportunities within one
kilometre of a railway system. It estimates that, on completion of the Government's
planned railway network expansion by 2016, Hong Kong's railway network would support
approximately 43% of total public transport patronage in Hong Kong from approximately
31% in 1998. In addition, as stated in the Railway Development Strategy 2000, Hong
Kong's population is projected to reach 8.9 million in 2016 from approximately 6.8 million
currently. The Company believes that, as a leading provider of public transport services
in Hong Kong, it is well positioned to benefit from these expansion opportunities and
expected demographic developments. The Company operates under a regulatory
framework which confers upon the Company an initial 50-year franchise (which
commenced on 30th June, 2000 and which may be extended in accordance with the new
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MTR Ordinance and the Operating Agreement) and autonomy in determining its fares
(subject to compliance with a procedure specified in the Operating Agreement) and which
requires the Company to satisfy performance standards which the Company is confident
it can meet. In addition, the Company expects that it will continue to benefit from a
supportive relationship with the Government.

The Company has an established track record for property development associated
with its railway projects. In connection with railway construction, the Company receives
land grants from the Government that enable residential and commercial properties to be
developed above and adjacent to new MTR Stations and depots, in conjunction with
property developers. Profits from these development activities have, in the past,
contributed to providing an improved rate of return on the investment cost of constructing
new railway projects. As at 30th June, 2000, 23 property developments comprising 39,338
units and approximately 824,500 m2 of commercial gross floor area had been developed
under these land grants using the Company’s successful formula for property development.
This is based on minimising direct risk in the development of the properties by having
property developers fund the costs of the development, including the land premium. Profit
on property developments was HK$2,030 million in 1999. In its Railway Development
Strategy 2000, the Government confirmed that the present practice of allowing, where
appropriate, the Company to develop property on its MTR Stations and depots has worked
well and should be retained.

The Company has an experienced and motivated management team that has
demonstrated a consistent operating performance based on prudent commercial
principles. The Company is managed by a motivated team with extensive experience in
railway construction and operations as well as in finance and property. This is reflected
in the Company’s consistently good railway operating performance, the completion of its
railway projects within budget and on schedule and the maximising of business
opportunities arising from the Company’s assets and inherent advantages. The interests
of the Company’s management team are now further aligned with the interests of the
Company by virtue of the newly introduced Pre-Global Offering Share Option Scheme.
The Company is recognised as amongst the best managed companies in Hong Kong,
having received a number of awards, including the award as best company in Hong Kong
in 1997 and 1998, the runner's-up award in 1999 in the “Review 200: Asia’'s Leading
Companies” Award by the Far Eastern Economic Review and the Quality Award by the
Hong Kong Management Association.

The Company’s strong and well-disciplined financial management has led to it
being recognised as a leading Asian borrower in the international capital markets.
Although the Government had injected equity into the Company over the years, the bulk
of the Company’s financing has been accessed through borrowings in the local and
international capital markets. The need to arrange, manage and repay these borrowings
has instilled strong and well-disciplined financial management processes within the
Company. It has pursued a policy of high standards of financial reporting and disclosure
and has put in place a clear structure for debt management through the preferred
financing model. A number of the Company’s annual reports have won awards from the
Hong Kong Management Association, including the Best Annual Report Award for six
years, and the Company is recognised as a leading Asian credit and borrower.
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BACKGROUND AND OVERVIEW OF THE MASS TRANSIT RAILWAY

History

MTRC was established in 1975 under the MTRC Ordinance to construct and operate
a mass transit railway system in Hong Kong as a statutory corporation, wholly-owned by the
Selling Shareholder in trust on behalf of the Government. In 1979, the first section of the
Mass Transit Railway was opened for passenger service and in 1998 the Airport Express
Line, a purpose-built railway serving the Airport, was opened for passenger service. During
1980, MTRC carried its 100 millionth passenger and by 1999, MTRC had carried a total
number of passengers equivalent to twice the world’s population.

Privatisation

In his budget speech on 3rd March, 1999, the Financial Secretary announced the
Government’s intention partially to privatise the Company through the sale of a minority
interest of its shares and a listing of its shares on the Stock Exchange. A key element in the
privatisation process was the enactment in March 2000 of the new MTR Ordinance which
came into effect on 30th June, 2000. On the same day, the entire property, rights and
liabilities of MTRC were vested in the Corporation, which was incorporated on 26th April,
2000, with the effect that the Corporation became the successor to MTRC and is to be treated
as if it were the same entity in law as MTRC. In addition, the new MTR Ordinance provides for
the granting of a franchise, for an initial period of 50 years (which commenced on 30th June,
2000 and which may be extended in accordance with the new MTR Ordinance and the Operating
Agreement), to the Corporation to operate and develop the Mass Transit Railway, as well as for
the regulation and operation of the Mass Transit Railway under the Operating Agreement. A
summary of the new MTR Ordinance and the Operating Agreement is contained in Appendix VII.

Overview

The Mass Transit Railway comprises the MTR Lines and the Airport Express Line and
operates through a 82.2 route kilometre network with 44 stations. In 1999, the MTR Lines
carried approximately 779 million passengers or an average of approximately 2.3 million
passengers per weekday and the Airport Express Line carried approximately 10 million
passengers or an average of approximately 28,500 passengers per day.

MTR LINES

The MTR Lines comprise the Kwun Tong Line, the Tsuen Wan Line, the Island Line
and the Tung Chung Line and include 74.9 route kilometres of double track, 43 stations and
three cross-harbour tunnels (including the rail element in the Eastern Harbour Crossing).
There are four depots for train stabling and maintenance (one of which is shared with the
Airport Express Line) and one operations control centre, further details of which are contained
in the paragraph headed “Mass Transit Railway operations” in this section.

Kwun Tong Line

The Kwun Tong Line, which commenced operations in 1979, runs from Yau Ma Tei in
Kowloon, through east Kowloon and the Eastern Harbour Crossing to Quarry Bay on Hong

69



BUSINESS

Kong Island. There are interchange facilities with the Tsuen Wan Line at Yau Ma Tei, Mong
Kok and Prince Edward and with the Island Line at Quarry Bay. There are also interchange
facilities at Kowloon Tong with the KCR. The Kwun Tong Line is 16.3 route kilometres in
length, of which 12.7 route kilometres are underground. It has 14 stations, including the
interchange stations, and a depot at Kowloon Bay.

Tsuen Wan Line

The Tsuen Wan Line, which commenced operations in 1982, runs from Central to
Tsim Sha Tsui in Kowloon and along the major commercial and residential Nathan Road
corridor to Tsuen Wan in the New Territories. There are interchange facilities with the Kwun
Tong Line at Yau Ma Tei, Mong Kok and Prince Edward, with the Island Line at Admiralty
and Central and with the Tung Chung Line at Lai King. It is 16.9 route kilometres in length,
of which 13.8 route kilometres are underground. It has 16 stations, including the interchange
stations, and a depot at Tsuen Wan.

Island Line

The Island Line, which commenced operations in 1985, runs from Sheung Wan in
western Hong Kong Island through Central to the commercial and residential areas of
eastern Hong Kong lIsland ending at Chai Wan. There are interchange facilities with the
Tsuen Wan Line at Central and Admiralty, with the Kwun Tong Line at Quarry Bay and with
the Tung Chung and Airport Express Lines at Hong Kong station. The Island Line is 13.3
route kilometres in length, of which 11.2 route kilometres are underground. It has 14
stations, including the interchange stations, and a depot at Chai Wan.

Tung Chung Line

The Tung Chung Line, which commenced operations in 1998, runs from Central to
Tung Chung on Lantau Island via the Lantau Link, further details of which are contained in
the paragraph headed “The Lantau Link” in this section. The Tung Chung Line is 31.1 route
kilometres in length, of which 9.1 route kilometres are underground. There are interchange
facilities with the Tsuen Wan Line at Lai King. It has six stations, including the interchange
station, and a depot at Siu Ho Wan (which is shared with the Airport Express Line). It was
constructed in conjunction with the infrastructure projects associated with the Airport and,
for most of its length it either shares its track with, or runs parallel to, the Airport Express
Line. In order to facilitate the growth of new communities on northern Lantau Island and
west Kowloon, the Tung Chung Line is also designed to permit interchange with future
railway lines to the northwest New Territories and other parts of Kowloon.

Patronage on the MTR Lines

From its first full year of operation in 1980 up to and including 1996, there was
continuous growth in the number of passengers using the Tsuen Wan, Kwun Tong and Island
Lines. However, there has been a decrease in the number of passengers carried on the
Tsuen Wan, Kwun Tong and Island Lines since 1997.

The MTR Lines carried more than 779 million passengers in 1999, or a weekday
average of approximately 2.3 million. This represents a decrease of approximately 2% in
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each case from the levels achieved in 1998. Since January 1997, the Company has
experienced a significant decline in cross-harbour patronage due principally to the opening
of the Western Harbour Tunnel in May 1997, the resulting increase in competition from
franchised buses (due to quicker cross-harbour journeys arising from the relief of congestion
in cross-harbour tunnels) and the economic downturn. For journeys within Hong Kong Island,
the Company has experienced a decline in patronage of between 5% and 15%, principally
due to increased use of franchised buses and PLBs (as a result of a general improvement in
bus services and more direct road access to, and improved road traffic conditions in, the
urban areas) as well as the economic downturn. For journeys within Kowloon, patronage on
the Mass Transit Railway has increased by 4% since January 1997. During the first six
months of 2000, patronage on the MTR Lines decreased by approximately 2.6% from the
level for the first six months of 1999 principally due to the continued increase of bus usage.

Further details in relation to patronage on the MTR Lines are contained in the
paragraph headed “Competition” in this section.

The table below shows information on patronage and other related operating data on
the MTR Lines for the periods shown:

Six months ended

Year ended 31st December, 30th June,
1995 1996 1997 1998@ 1999G) 2000 1999G)

Total number of passengers

(in thousands)........cccevcveeiniieenninens 812,519 816,572 811,897 793,602 779,309 375,561 385,522
Average number of passengers per

weekday (in thousands) .................. 2,377 2,379 2,382 2,326 2,284 2,218 2,291
Average passenger km travelled

(Per JOUrNEY) .....eeeviiieiiiiie e 7.5 7.5 7.4 7.4 7.4 7.3 7.5
Average car 0OCCUPaNCY ........ccceevueeenn. 74 73 71 62 61 60 60
Notes:

(1) Passengers may interchange amongst the Kwun Tong, Tsuen Wan, Island and Tung Chung Lines and, as a result,
patronage on these lines is reported on the basis that these lines are a single operating unit. No meaningful information
relating to the individual patronage figures for each of these lines is available.

(2) The Tung Chung Line was opened for operations on 22nd June, 1998.

(3) The first full year of operations on the Tung Chung Line.

THE AIRPORT EXPRESS LINE

The Airport Express Line commenced operations in 1998 as a purpose-built railway
serving the Airport. It provides a fast passenger link to and from the Airport, enabling
passengers to travel between Hong Kong station and the Airport in approximately 23 minutes
at a maximum speed of 135 kms per hour. It connects the Airport with Tsing Yi, Kowloon and
Hong Kong stations and is 35.3 route kms in length, part of which runs in tunnels, part on
the Lantau Link and elevated structures and the rest at ground level. It has four stations and
a depot at Siu Ho Wan (which is shared with the Tung Chung Line). There are interchange
facilities with the Tung Chung Line at Hong Kong station, Kowloon station and Tsing Yi
station. At each of the Hong Kong and Kowloon stations there are in-town check-in facilities,
serving most major airlines that operate from the Airport, enabling passengers who travel on
the Airport Express Line to check-in for flights, receive their seat allocation and boarding
passes and check-in baggage at those stations up to 90 minutes before their scheduled flight
departure time. This service is provided by nine airlines and baggage handling agents under

71



BUSINESS

agreements with the Company. In addition, the Company provides free shuttle bus services
for Airport Express Line passengers between designated MTR Stations and designated
hotels and employs a “train ambassador” service on Airport Express Line trains in order to
assist passengers.

Patronage on the Airport Express Line

The Airport Express Line carried nearly four million passengers, or a daily average of
approximately 21,900 passengers, during its six months of operation in 1998. In 1999, the
Airport Express Line carried more than 10 million passengers, or a daily average of
approximately 28,500 passengers. This increase was due mainly to the Airport Express Line
being operated for a full year in 1999.

Patronage on the Airport Express Line depends, in part, on the number of tourists
arriving in Hong Kong which has been lower than expected, the level of competition from
other modes of transport and prevailing macro-economic factors. Approximately one-quarter
of all passengers using the Airport Express Line work at the Airport or for airlines using the
Airport. Patronage on the Airport Express Line has been lower than the Company had initially
forecast at the planning stage and, combined with more extensive fare discounts than
originally anticipated, revenues generated from the Airport Express Line have been below
those which the Company had expected. However, during 1999, the average daily patronage
on the Airport Express Line rose by approximately 30% to approximately 28,500, mainly as a
result of increased tourist arrivals during the year and the introduction of a 60% fare discount
for people who work at or from the Airport and who use Octopus cards. The Company
expects that the reduction in the fare discount for journeys on the Airport Express Line, which
was implemented on 3rd July, 2000, may lead to a modest decline in patronage on the Airport
Express Line but to an increase in revenues. The Company continues to expect patronage
of the Airport Express Line to be affected by competition from franchised Airport buses, taxis,
hotel shuttle buses, hotel guest cars and private cars. Patronage on the Airport Express Line
increased by approximately 6.3% in the first six months of 2000 compared with patronage
during the first six months of 1999. This increase resulted principally from an increase of
approximately 1,000 trips daily by people who work at or from the Airport and a promotion
implemented by the Company in April 2000.

Further details in relation to patronage on the Airport Express Line are contained in
the paragraph headed “Competition” in this section.
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The table below shows information on patronage and other operating data on the
Airport Express Line since 1998:

Six months
Year ended ended
31st December, 30th June,
1998 1999 2000 1999
Total number of passengers (in thousands) .......ccccccceeveviiiiiivnnnnnn. 3,928 10,396 5,325 5,008
Average daily number of passengers (in thousands) .................... 21.9 28.5 29.3 27.7
Average car OCCUPANCY@ .........oiiiiiiiiiieiiiiiiee e 13.6 16.0 16.2 155

Notes:
(1) Includes results from the operation of the Airport Express Line which commenced operations on 6th July, 1998.
(2) The carrying capacity of passenger cars operating on the Airport Express Line is 64 per passenger train car.

FARES

The Company has autonomy to determine its own fares without any requirement to
obtain the approval of the Government or any other body. Historically, the Company has
voluntarily given the Government prior notice of changes to its fares other than for
promotional and temporary fare reductions, and has consulted with both the Legislative
Council Panel on Transport and the Transport Advisory Committee and with passengers in
order to obtain views as to the likely public reaction to a proposed fare revision. Under the
Operating Agreement, the Company has to comply with a specified procedure before
changing the level of any fare, which requires the Company to consider the level of public
acceptance of any proposed change (based on passenger surveys), to consult the Transport
Advisory Committee and the Legislative Council Panel on Transport, to notify them within a
reasonable period prior to the implementation of a new fare and to make a public
announcement of a new fare. Further details relating to these requirements are contained in
Appendix VII.

From the time the Company began operating railway services in 1979 until the end of
1999, the Company’s average annual fare increase, without taking account of promotional
fares, has been 6.9%, which is lower than the average annual increase in the Consumer
Price Index (A) of 7.3% for the same period. In the light of the unfavourable economic
conditions prevailing in Hong Kong during 1998, the Company decided to forego a fare
increase on the MTR Lines during that year. In addition, with inflation remaining negative in
Hong Kong throughout 1999, the Company maintained the same fares throughout the year.
For 2000, the Company announced that fares would remain unchanged. However, an
additional HK$0.10 per journey levy on passengers using an Octopus card was added to
fares on the MTR Lines with effect from 3rd July, 2000 as a contribution towards the costs of
installing platform screen doors (further details of which are contained in the paragraph
headed “Platform screen doors” in this section). The 30% discount on Airport Express Line
fares, which was implemented as an introductory promotion when the Airport Express Line
commenced operations, has also been reviewed and adjusted to a 10% discount starting on
3rd July, 2000.
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The table below shows information relating to the average fares charged by the
Company on the MTR Lines for the years shown:

1995 1996 1997 1998 1999
Average fare (HKE) ...ccccooeveeviiiieiiiie e 5.80 6.22 6.39 6.59 6.67
Percentage increase in average fare................ 8.00% 7.24% 2.73% 3.13% 1.21%

Historically, the Company has reviewed its fares annually with the objective of making
regular increases roughly in line with inflation so that revenues are sufficient to cover
operating costs, debt servicing and depreciation of capital expenditure, and to provide an
appropriate shareholder return. Prior to increasing its fares, the Company first studies the
prevailing competitive position of the Mass Transit Railway and other public transportation
alternatives and identifies the segments of the public transportation market in which it is
relatively more or less competitive. The Company then evaluates possible fare increases for
different market segments, taking into account various factors, including inflation, the
projected growth of the Hong Kong economy and assumptions as to consumer price
sensitivity. The effects of alternative fare increases on patronage and fare revenue are then
assessed.

The basic fare structure consists of 13 different fare zones for the Kwun Tong, Tsuen
Wan and Island Lines and three different fare zones for the Tung Chung and Airport Express
Lines. The fare for any station-to-station movement depends on a number of factors,
including the distance between the zones containing such stations and whether the journey
involves crossing Victoria Harbour. In addition to the basic fare structure, the Company offers
concessionary fares to senior citizens, students and children under the age of 12, each of
whom pay about half fares for all journeys on the MTR Lines at all times. In relation to the
Airport Express Line, half fares for children, free same-day return, free in-town check-in
service, free connection for journeys on the Mass Transit Railway if Octopus cards are used,
free hotel shuttle buses, round trip discounts and low carparking rates are available.
Employees of the Company, their spouses and children enjoy free travel on the Kwun Tong,
Tsuen Wan, Island and Tung Chung Lines and, in addition, employees are allowed unlimited
free travel on the Airport Express Line.

OPERATING PERFORMANCE

General

The Mass Transit Railway operates from approximately 6.00 am to 1.00 am, seven days
a week, 365 days a year. Trains on the Kwun Tong, Tsuen Wan and Island Lines run
approximately two minutes apart during peak hours and approximately five minutes apart
during off-peak hours. Trains on the Tung Chung and Airport Express Lines run approximately
10 minutes apart during non-peak hours and approximately five minutes apart during peak
hours between the Hong Kong and Tsing Yi stations on the Tung Chung Line. Trains run at an
average speed of approximately 33 kms per hour for the Kwun Tong, Tsuen Wan and Island
Lines and approximately 84 kms per hour for the Tung Chung and Airport Express Lines. The
duration of each stop at a station is approximately 30 seconds for trains on the MTR Lines and
approximately 90 seconds for trains on the Airport Express Line. Scheduled travel time for the
Kwun Tong Line from Quarry Bay to Yau Ma Tei is approximately 25 minutes, for the Tsuen
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Wan Line from Tsuen Wan to Central is approximately 28 minutes, and for the Island Line from
Sheung Wan to Chai Wan is approximately 23 minutes. Scheduled travel time for the Tung
Chung Line from Tung Chung to Central, and for the Airport Express Line from the Airport to
Central, is approximately 23 minutes.

Performance requirements

Under the Operating Agreement, the Company is required to meet certain
performance thresholds relating to the railway-related services it provides (“Performance
Requirements”). These are based on the performance achievements of the Company during
1998 and 1999, as adjusted to take account of a number of factors, such as variations in
operating performance, disruptions caused by members of the public, loss or diminution of
power supply and other events beyond the control of the Company. The Operating
Agreement contains provisions which allow for the modification of the Performance
Requirements. Recognition is given to the possible difficulties in meeting existing
Performance Requirements where new railway projects or new technology are introduced
and, in those circumstances, the Operating Agreement requires different Performance
Requirements to be established. Failure to satisfy the Performance Requirements could
constitute a breach of the Operating Agreement and could lead to the imposition of sanctions
as described in Appendix VII.

Customer service pledges

Under the Operating Agreement, the Company is also required to establish certain
customer service pledges (“Customer Service Pledges”) relating to each of the matters
covered by the Performance Requirements as well as in relation to train reliability, ticket
reliability, temperature and ventilation levels, and railway cleanliness. Unlike the Performance
Requirements, the Customer Service Pledges are voluntary targets established by the
Company itself and not contractual obligations relating to performance.
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The table below shows information in relation to the Performance Requirements and
the Customer Service Pledges. The actual percentages achieved by the Company in 1998
and 1999 would have met or exceeded both the Performance Requirements and the
Customer Service Pledges had they been in place in those years.

Percentage Percentage
required under the established as a

Performance Requirement/Customer Service Pledge® Operating Agreement Customer Service Pledge
Train service delivery@.............ccccovvcviviviinneneeeenn, 98.5 99.5
Passenger journeys on time®

— MTR LINES ...t 98.5 99.5

— Airport EXpress Line .........ccocceeevvivereennnnn 98.0 99.0
Train punctuality®

— MTR LINES .ot 98.0 99.0

— Airport EXpress Line .......ccccvvveeeeeeeeeiiinnnns 98.0 99.0
Add value machine reliability®)..............cccceeeennee. 95.5 97.0
Ticket issuing machine reliability®...................... 93.0 95.0
Ticket gate reliability®) ... 97.0 98.0
Escalator reliability®).............ceveeieiiiie 98.0 99.0
Passenger lift reliability®.........cccccceeeeeiiiiiiiiiiinnn, 98.5 99.0
Notes:

(1) This table does not contain details in relation to the Customer Service Pledges of train reliability, ticket reliability,
temperature and ventilation and railway cleanliness as there are no Performance Requirements that are applicable for
these.

(2) Train service delivery is a measure of the actual trips run by the Company against the train trips scheduled to run by the
Company.

(3) Passenger journeys on time is a measure of passengers journeys which are delayed by less than five minutes.

(4) Train punctuality is a measure of train trips which are not delayed by at least five minutes in the case of the Airport Express
Line and by at least two minutes in the case of the MTR Lines.

(5) Add value machine reliability, ticket issuing machine reliability, ticket gate reliability, escalator reliability and passenger lift
reliability is, in each case, a measure of the total operating hours of the relevant facility.

Further details on the Performance Requirements and the Customer Service Pledges
are contained in Appendix VII.

International performance benchmarking

Compared to other metropolitan railways around the world, the Mass Transit Railway
is considered to be one of the world’s leading metropolitan railways for reliability, customer
service and cost efficiency. The Company has used international performance benchmarking
as a means of seeking ways to improve its own operating performance. This resulted from a
proposal made by the Company in 1994 at a meeting of the International Union of Public
Transport that a group of major metropolitan railway operators from around the world, with
comparable high passenger loading figures, exchange key operational data to benchmark
their performance. In 1995, the Company, in conjunction with four other metropolitan railway
operators, established the Community of Metros (“CoMET”) which now comprises 10
operators: Berliner Verkehrs Betriebe (Berlin); London Underground Limited (London); New
York City Transport Authority (New York); Mass Transit Railway (Hong Kong); Sistema de
Transporte Colectivo (Mexico City); CityRegie Autonome des Transports Parisiens (Paris);
Regie Autonome des Transports Parisiens (Paris); Metropolitano de Sao Paolo (Sao Paolo);
Teito Rapid Transit-Authority (Tokyo); and Moscow Metro (Moscow).
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The objectives of COMET are to:
® build a system of measures to indicate international best practice standards;

® provide information for senior management of mass transit metro operators and
government bodies;

® use the system of measures in railway management; and

e identify and prioritise areas for improvement.

CoMET appointed the Railway Technology Strategy Centre at the University of
London’s Centre for Transport Studies as an independent third party to co-ordinate and
facilitate its benchmarking studies. These involve the collection and analyses of data provided
by CoMET members in conjunction with performance measures covering areas such as
financial performance, efficiency, asset utilisation, reliability and service quality. In addition,
specific case studies are undertaken which, in the past, have covered issues such as line
capacity, investment maintenance, staffing, safety, reliability and incident management.
Where the Company considers it appropriate, it adopts recommendations from these studies
which it anticipates will contribute to the long-term reduction of the cost of its railway
operations.

The table below shows data relating to the Company’s operating performance relative
to the other members of COMET for the periods indicated:

Year Service reliability® Punctuality® Cost efficiency® Passenger costs®
(%)

1997 i 100 1006 1006 1006

1998 .., 100 99 1006 1006

Source: COMET.

Notes:

(1) Service reliability is a measure of passenger journeys on time.

(2) Punctuality is a measure of the percentage of trains on time. It is not measured in the same way as the Performance
Requirement, “train punctuality”.

(3) Cost efficiency is a measure of fare revenue per unit operating cost.

(4) Passenger costs is a measure of operating cost per passenger.

(5) 100% denotes best performance.

(6) Figures for 1999 are expected to be available in early 2001.

Safety

The provision of a safe and reliable service is at the core of the Company’s operations
and it strives for the highest standards of safety for its customers, staff, contractors and the
general public. Since the Company began operations, not one passenger fatality has
occurred due to its operations and, so far as the Company is aware, less than one passenger
per 10 million journeys has suffered any injury that requires hospitalisation. Based on an
excellent track record, the Company believes that the Mass Transit Railway ranks amongst
the world’s safest and most reliable urban mass transit systems. The Company has in place
a safety management system whose objective is to achieve a culture of safety awareness,
continual improvement in safety and to reduce railway safety risks to levels which are as low
as reasonably practicable. The safety management system also requires a comprehensive
audit system which includes periodical reviews of the Company’'s safety management
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practices by international experts. Regular exercises are conducted in simulated emergency
situations to develop a close coordination between the Company’s staff and the emergency
services and to ensure the efficient recovery of railway operations in the event that an
emergency occurs.

The design of the Mass Transit Railway has built-in safety features such as:

® a signalling system which is designed to prevent collisions between trains, further
details of which are contained in the paragraph headed “Signalling system’ in this
section;

® automatic switch-over of power supply sources in order to ensure the continuous
traction power for trains, further details of which are contained in the paragraph
headed “Power” in this section;

® the central control of the railway system with communications facilities which are
designed to enable the effective control of emergencies, further details of which
are contained in the paragraph headed “Operations Control Centre” in this
section; and

e fire detection, ventilation and smoke control systems which are designed to detect
and/or control fire hazards.

The Company also seeks to achieve its safety-related strategy through comprehensive
training that is provided to operations staff as well as through passenger-oriented initiatives,
such as safety campaigns and promotions.

MASS TRANSIT RAILWAY OPERATIONS

MTR Stations

There are 44 stations which serve the Mass Transit Railway, each of which may be
accessed through a number of entrances and exits. There are escalator facilities at all MTR
Stations and passenger lifts at 24 MTR Stations. Other facilities at MTR Stations include
passenger information facilities, such as illuminated signs, ticket offices, ticket-issuing
machines, add value machines, police facilities, station control rooms, retail outlets, vending
machines, banking automatic teller machines, telecommunication facilities and facilities for
the disabled. In addition, all underground MTR Stations are air-conditioned. The Company
has initiated a rolling programme of station improvements, details of which are contained in
the paragraph headed “MTR Station improvement programmes” in this section.

Operations control centre

In March 2000, the Company consolidated the control and monitoring of railway
operations for the entire Mass Transit Railway into a single control centre at Tsing Yi. This
operations control centre is operated continuously, and is the nerve centre of the entire Mass
Transit Railway. The Company believes that the operation control centre also has sufficient
capacity to control operations on projects described in the paragraph headed “Committed
extension projects” in this section and the proposed Penny’s Bay Rail Link (further details of
which are contained in the paragraph headed “Penny’s Bay Rail Link” in this section). The
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principal control functions that can be carried out from the operations control centre include
the centralised control of train movements and major equipment systems, such as the
signalling, communications, power and environmental systems. In the event of an incident or
emergency, the coordination of recovery action to restore railway operations and the
dissemination of relevant information can be carried out from the operations control centre.
Back-up arrangements are in place to deal with the failure of central control operations.

Fare collection and tickets

Fares on all lines are collected by an automatic fare collection system. Two types of
tickets may be used on the MTR Lines, single journey magnetic tickets and Octopus cards.
Single journey tickets are of two main types, adult tickets and concessionary tickets
(comprising child tickets, elder tickets and student tickets). Four principal types of tickets may
be used on the Airport Express Line, single journey tickets, same day return tickets, round-
trip tickets and Octopus cards. Concessionary tickets are also available.

Cash collection

The Company collects cash of approximately HK$20 million each day through the sale
of single ride tickets and through the addition of value to Octopus cards. A cash-in-transit
contractor is employed to collect and count the cash during the nighttime non-traffic hours of
the Mass Transit Railway. The total amount of cash that is collected each night by the
contractor is reconciled the next morning by comparing the contractor’s count figures with the
Company’s computer readings. The discrepancy between the contractor’s figures and those
calculated by the Company is generally zero for banknotes and negligible for coins.

Octopus smart cards

In September 1997, the Company introduced the “Octopus” smart card system for use
on the Mass Transit Railway, and common stored value tickets were phased out completely
as of 2nd January, 1999. The Octopus system enables holders of Octopus cards to pay for a
variety of goods and services by placing their Octopus cards adjacent to specially designed
Octopus “readers”. Payment is then automatically deducted from their Octopus cards.
Holders are also able to add value to their Octopus cards using cash at customer service
centres at MTR Stations, through cash or electronic funds transfer at add value machines
located in all MTR Stations or through autopay banking services. Another innovation in
relation to the Octopus system was the launch of Octopus watches in December 1999.
Octopus watches enable wearers to pay for their journeys by exposing their Octopus watches
to Octopus readers. More recently, the Octopus technology has been introduced into day-to-
day estate management functions for property developments completed along the Airport
Express and Tung Chung Lines. In particular, residents can use the Octopus card in respect
of various facilities, including electronic access to their estate or tower, payment for
management services, booking and payment for clubhouse facilities, enquiries and payment
of management fees. The Octopus system is operated by Creative Star, further details of
which are contained in the paragraph headed “Creative Star” in this section.
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The Octopus system is recognised as an innovative leader in transport fare collection
systems and in 1998 it won the Award for Innovation from the Hong Kong Coalition of Service
Industries. The Company believes that the benefits of the Octopus system include:

® increased reliability;

® convenience for passengers;

® reduced risk of fraud,;

® reduced fare collection costs for the Company;

® improved customer information from recording data on the origin and destination
of a journey; and

® additional opportunities for the Company for revenue generation.

Holders of Octopus cards can use their Octopus cards to pay fares on most other
public transportation services in Hong Kong, including certain buses and ferries and the KCR.
Octopus cards can also be used for certain non-transport related services, such as for
photograph machines, vending machines, telephones and certain fast food outlets. Further
expansion of the use of Octopus technology for other modes of transportation and non-
transport services in Hong Kong is being explored. Octopus cards can be purchased from
customer service centres at MTR Stations and KCR stations and at other designated places.

The Octopus cards have become widely accepted and, as at 30th June, 2000, over
6.34 million Octopus cards (including approximately 100,000 Octopus watches) had been
issued since their introduction. Passengers using Octopus cards or watches accounted for
approximately 86% and 55% of average daily patronage on the MTR Lines and the Airport
Express Line, respectively. Following the recent authorisation of Creative Star as a deposit-
taking company (further details of which are contained in the paragraph headed “Creative
Star” in this section), the range of possible applications has expanded to include payments
at fast food outlets, convenience stores and vending machines.

Passenger trains

As at 30th June, 2000, the Company owned 946 passenger train cars. The table below
shows summary information regarding the Company’s passenger train cars as at that date:

Average

Number of units Useful life  Age

(in years)
Passenger train cars for the Tsuen Wan, Kwun Tong and Island
LIS, ettt 762 40@) 17
Passenger train cars for the Airport Express and Tung Chung
LIS, ettt 184M 35 2
Total rolling STOCK ... 946
Notes:

(1) Includes 23 passenger train cars for the Airport Express and Tung Chung Lines held in stock for future expansion.
(2) The useful life figure was revised from 25 years in 1997 to 40 years in 1998, due to the asset condition, usage experience
and rolling stock modernisation programme.
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To address increased passenger demand, the Company has expanded its fleet of
passenger train cars from 152 in 1979 to 946 in 2000, approximately 81% of which are in
service to meet the daily morning peak demand. The Company purchases passenger train
cars from a number of manufacturers and has recently ordered 104 passenger train cars for
use on the new Tseung Kwan O Line at a cost of approximately HK$1.0 billion. These trains
will also be capable of being operated on the MTR Lines. They are expected to be delivered
for testing in late 2001 and to be available for operation in 2002.

The train utilisation rate is a measure of the number of trains actually in service against
the total number of trains in the fleet. Currently, the train utilisation rate is approximately 83%
for the MTR Lines and approximately 64% for the Airport Express Line. By 2003, the train
utilisation rate is expected to increase to approximately 87% for the MTR Lines and
approximately 73% for the Airport Express Line.

Trains on the Kwun Tong, Tsuen Wan and Island Lines consist of eight-car passenger
trains, and each car has a capacity of 48 seated and approximately 265 standing passengers
which, together with the signalling and train control systems, enable the operation of up to
34 trains per hour and a maximum one-direction loading capacity of approximately 85,000
passengers per hour. Tung Chung Line trains currently consist of seven-car passenger trains,
and each car has a capacity of 48 seated and approximately 265 standing passengers. The
Company plans to introduce eight-car passenger trains for the Tung Chung Line in the future.
Airport Express Line trains currently consist of six-car passenger trains, each with a capacity
of 64 seated passengers, and a luggage car. The passenger train cars operated on the
Airport Express Line were specially designed for comfortable travel with business-class style
seating, dedicated baggage space and seat-back television monitors which provide
passengers with entertainment, news, flight information and advertising. All trains are air-
conditioned.

The Company has commissioned a modernisation programme for its trains on the
Tsuen Wan, Island and Kwun Tong Lines, which is described in the paragraph headed “Train
modernisation” in this section.

Signalling system

In the interests of safety and reliability, trains are operated by a computerised
signalling system which the Company believes is one of the most advanced signalling
systems used by rail operators around the world and which regulates the distance between
trains and determines their rates of acceleration and braking as well as their coasting speeds.
The signalling system comprises three systems:

® a signalling interlocking system which operates in such a way that functions must
succeed each other in proper sequence, permitting train movements over
controlled routes only if safe conditions exist;

® an automatic train control system which automatically controls the speed of trains
and the safe distance between them and directs train operations; and

® an automatic train supervision system which monitors and controls the operation
of trains in order to maintain intended train service patterns. It minimises the
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effects of train delays on scheduled services and assists in the recovery of
scheduled services subsequent to timetable disruptions.

Given this automation, the role of train drivers on the Mass Transit Railway is generally
restricted to opening and closing train doors at MTR Stations and responding to failures and
emergency situations. The possibility for human error is thereby reduced significantly.

The Company proposes to commence driverless train operation at terminal stations on
the Island Line in early 2001 and at the other terminal stations when the TKE becomes
operational. Further details are contained in the paragraph headed “Driverless train
operation” in this section.

The Lantau Link

The Tung Chung and Airport Express Lines run across the Lantau Link which connects
Lantau Island and Kowloon and consists of the Kap Shui Mun bridge, the Ma Wan Viaduct and
the Tsing Ma bridge. The Lantau Link and the connecting road network, collectively called the
“Tsing Ma Control Area” (“TMCA?"), are operated by Tsing Ma Management Limited (“TMML").
TMML is owned by a number of third-party shareholders and the Company has no
shareholding interest in TMML. The Government and TMML have entered into an agreement
covering the management, operation and maintenance of the TMCA and TMML and the
Company have entered into a separate agreement in order to establish procedures to facilitate
co-operation in the management, operation and maintenance of shared or adjoining
infrastructure and equipment, to facilitate the safe and efficient passage of traffic and to afford
the parties access to operate and maintain such infrastructure and equipment.

Depots

The Company has four depots for the stabling, maintenance and cleaning of trains.
These are located at Tsuen Wan, Kowloon Bay, Chai Wan and Siu Ho Wan.

Interchange and subway facilities

There are interchange facilities on the MTR Lines which enable passengers to change
between lines at Yau Ma Tei, Mong Kok, Prince Edward, Quarry Bay, Admiralty, Central and
Lai King stations. There are also interchange facilities at Kowloon and Tsing Yi stations which
enable passengers to interchange between the MTR Lines and the Airport Express Line as
well as walkway facilities connecting Central station on the Island Line and Hong Kong station
on the Tung Chung and Airport Express Lines which enable passengers to walk between
those two stations. In addition, there are interchange facilities at Kowloon Tong station that
enable passengers to interchange between the Kwun Tong Line and the KCR. At certain
MTR Stations, there are off-street interchange facilities which enable passengers to
interchange between the Mass Transit Railway and franchised buses and PLBs and there are
other facilities at all MTR Stations which enable passengers to interchange between the Mass
Transit Railway and other modes of transport, such as taxis.

Feeder services and parking facilities

Independent operators currently provide franchised bus and PLB feeder service routes
to 33 MTR Stations (excluding the Airport station) and the Company estimates that nearly
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40% of all passengers using the Mass Transit Railway rely on some form of feeder service
to or from MTR Stations, such as buses and KCR, and that approximately 26% of all
passengers rely on feeder buses, including green PLBs and residential coach services. A
further discussion on feeder services is contained in the paragraph headed “Competition” in
this section. The Company provides free shuttle bus services for Airport Express Line
passengers between designated MTR Stations and designated hotels. In addition, at Hong
Kong, Kowloon and Tsing Yi stations there are carparking facilities and concessionary
charges are available to certain users of the Mass Transit Railway. There are 198 franchised
bus and PLB feeder services which stop near or at MTR Stations, of which 124 are dedicated
“M-routes” that terminate at MTR Stations.

Management of railway assets

In order to extend the useful lives of railway assets, the Company has put in place a
comprehensive management system for such assets. The principal objective of this system
is to ensure that the railway assets are kept in a condition which enables the railway to
operate safely, reliably and efficiently so that service standards are achieved at the lowest
practicable cost. The Company uses a range of techniques for the repair and maintenance
of its railway related infrastructure, plant and equipment. These include scheduled
inspections, overhauls and preventative and corrective works. The Company has a workshop
at its Kowloon Bay depot which is equipped to overhaul the Company’s rolling stock and
other equipment. It also has a workshop at its Tsuen Wan depot which has facilities to
inspect, test, repair and calibrate an extensive range of electronic equipment. At present,
many areas of the Company’s repair and maintenance programmes are primarily undertaken
by employees of the Company although some activities are outsourced, such as maintenance
of tunnel linings, lifts and escalators and certain station cleaning. The Company is
considering the possibility of outsourcing further activities in the future. In addition, long-term
asset replacement programmes have been prepared by the Company to assist in the
Company’s long-term financial planning and to provide the Company with a long-term view
of its asset replacement requirements.

Maintenance logistics system

The Company implemented a fully integrated maintenance logistics system in 1999 to
manage its maintenance operations, its supply of materials and its human resources. This
system is designed to improve operational efficiency within the Company. It currently has
2,000 registered users within the Company and can serve up to 700 of such users
concurrently.

Supplies

The Company stores approximately 58,000 items at a consistent stock availability level
of not less than approximately 98%. Such items include components for the Company’s railway
operations, including for its rail and track, signalling system and lifts and escalators. Inventory
and warehouse operations are controlled by a newly installed logistics computer system which
facilitates on-line data analysis on stock levels, parts movement and tracks consumption versus
forecast, enabling supplies to be requisitioned automatically and automatic stock replenishment
for low-end materials. Related “e-procurement” strategies are being considered in order to
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improve transactional efficiency, streamline the procurement process and enhance the control
of stock inventories and the value of procurement transactions.

Contracts with the Company’s five largest suppliers combined by value which are not
of a capital nature, contributed to less than 30% in value of supplies purchased during the
year ended 31st December, 1999 and the six months ended 30th June, 2000. The
Company’s five largest customers combined by value contributed to less than 30% in value
of the turnover during the year ended 31st December, 1999 and the six months ended 30th
June, 2000.

Power

The Company has electrical supply arrangements in place with the two electricity
supply companies in Hong Kong. The Company uses electricity in many areas of its
business, including for the operation of trains, signalling and communications systems, air-
conditioning, lighting, repairs and maintenance, passenger information and for general
administrative purposes. The Company continually monitors the availability of incoming
electricity supplies as well as the distribution of power to all parts of its railway system. In the
event that the electricity supplied by one of the electricity companies is interrupted, the
Company’s systems can be automatically switched to the electricity supply of the other
electricity supply company. This is intended to achieve an uninterrupted railway service and
is a requirement of the Operating Agreement. In addition, the Company has its own back-up
power supply for the safety critical systems relating to its railway operations.

EXTENSION PROJECTS

Committed extension projects

The Company is currently undertaking two extension projects, namely the TKE Project
and the QBR Works. Both of these projects are extensions of the Company’s railway network
which were set out in the first Railway Development Strategy announced by the Government
in December 1994 and subsequently approved by the Government in December 1996.
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The diagram below shows details of the alignment of the TKE Project and the QBR
Works:

Kwun Tong Line | PoLam

| Tseung Kwan O Extension
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Tseung Kwan O Extension Project

The TKE Project involves the construction of a new line from Po Lam through the
Eastern Harbour Crossing to connect with the existing Quarry Bay section of the Island Line
with a branch to the new Tseung Kwan O South station and depot, which will be known as the
Tseung Kwan O Line. In addition, the Kwun Tong Line will be diverted to provide an
interchange with the Tseung Kwan O Line at two new stations in Yau Tong and Tiu Keng Leng.
The new line will support the development of the Tseung Kwan O new town and of the Yau
Tong area in the southeast region of the New Territories. The Tseung Kwan O Line will provide
railway access from Tsueng Kwan O and Yau Tong to the commercial districts on Hong Kong
Island and in Kowloon. In addition to the interchanges with the Kwun Tong Line, the Tseung
Kwan O Line will connect to the Island Line at two interchange stations at North Point and
Quarry Bay. The Tseung Kwan O Line will be 12.5 route kilometres in length and will have five
stations, including the interchange stations, and one depot. Four of these stations will be
located in the Tsueng Kwan O area and the fifth station at Yau Tong. In addition, a sixth station,
to be located adjacent to the proposed Tseung Kwan O depot, is currently under design.

The TKE Project is expected to be completed and operational around late 2002. The
estimated cost to the Company of this project, which had been revised from the original
estimate of HK$30.5 billion to HK$24.0 billion in 1999, has been revised further to HK$21.0
billion. This is approximately HK$9.5 billion less than the original estimate of HK$30.5 billion.
This has been achieved as a result of the economic downturn and the efficiencies achieved
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by the Company’s project management team in the design development process. The target
out-turn cost, based on the risk assessment, is less than HK$21.0 billion and every effort is
being made to manage the contracts within the targets set and to achieve early overall
completion of the entire TKE Project. The proposed Tseung Kwan O South station is
expected to be opened for service in late 2004/2005, by which time the related property
development which will be undertaken is expected to have a sufficient resident population. It
is expected that the additional cost to the Company of bringing this station into operation will
be approximately HK$0.8 billion.

Under the TKE Project Agreement, the Company was granted property development
rights which, at the time of entering into the TKE Project Agreement, were expected to make
the returns on the TKE Project in line with the cost of debt incurred for the TKE Project. Since
that time the expected returns from the TKE Project have been revised, reflecting lower than
expected fare revenue, principally due to adjustments to assumptions relating to inflation, the
level of initial fares and patronage. As a result, despite the reduction in the cost of the TKE
Project, the TKE Project is currently not anticipated to produce the rate of return that was
originally expected. Further details of the property developments are contained in the
paragraph headed “Property developments related to the TKE Project” in this section.

Prior to the commencement of construction, the Company placed significant emphasis
on completing detailed designs to ensure that contractors were given as much information as
possible at the outset. This has enabled contractors to plan their work and has also reduced
the opportunities for contractors to make contractual claims as a consequence of changes in
design. A detailed pre-qualification exercise was also undertaken before consultants and
contractors were selected to tender for the many packages of work. This exercise was
structured so that only suitably qualified and capable consultants and contractors were
selected to tender for the packages of work.

At an early stage of the construction, a partnering initiative was introduced
progressively to each of the individual contracts which had been awarded. This initiative
required the site teams, comprising representatives from the Company and representatives
from the relevant contractors, to work co-operatively with the emphasis on delivering the
project to expected standards, within programme allowances and at best cost. This approach
is being promoted for all ongoing contracts where several significant stages of work have
been financially concluded through supplemental agreements.

A number of other initiatives have also been introduced during the course of the works.
A system has been established and key performance indicators have been identified for all
contracts and are reviewed on a monthly basis. This is intended not only to ensure that
adequate attention is paid to the effective project and design management of each contract
but also benchmarks the performances of individual contractors, with the emphasis on
continuous improvement. A detailed risk assessment has also been undertaken for each
contract to identify future potential risks and to ensure that these are managed effectively at
the lowest potential cost. As an extension of this exercise, the prospective end cost of each
contract has been ascertained and targets set for the financial completion which are reviewed
on a quarterly basis. This is currently being extended by seeking the involvement of
contractors on selected contracts in the risk management process through an incentivisation
arrangement which also includes a requirement for settling all outstanding commercial and
contractual matters and the early delivery of key completion obligations.
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Quarry Bay congestion relief works

In December 1996, the Government approved the QBR Works which are designed
to relieve congestion at Quarry Bay through the creation of a second interchange station
with the Island Line at North Point. The QBR Works involve the extension of the Kwun Tong
Line from Quarry Bay to North Point. Construction work, including extensive rock tunnelling,
the building of two further station platforms, existing station expansion and laying new track,
is well underway. It is expected that railway services on the Island and Kwun Tong Lines
will not be disrupted by the QBR Works and that the QBR Works will be completed and
become operational in late 2001. The estimated cost to the Company of the QBR Works is
HK$3.1 billion.

WEST RAIL INTERFACE WORKS

The West Rail and Ma On Shan extension projects currently being undertaken by the
KCRC are expected, together with the completed TKE Project, substantially to increase the
overall railway network catchment area in Hong Kong and to increase patronage for the Mass
Transit Railway. To accommodate the expected interchange flows from the West Rail, Nam
Cheong station, a combined Mass Transit Railway/KCR station, is under construction jointly
by the Company and the KCRC. Nam Cheong station will be a new station on the Tung
Chung Line and will, when completed, be the first of its type in Hong Kong because, unlike
the existing interchange with KCR at Kowloon Tong station, Nam Cheong station will combine
both the Mass Transit Railway and KCR facilities in a single hall, allowing passengers to
interchange easily between the two railway systems.

This is expected to be completed in 2003 at a cost to the Company of approximately
HK$0.7 billion. In addition, the Company is undertaking the expansion of the Tung Chung and
Airport Express Lines from two to four tracks over a four kilometre length near Nam Cheong
to facilitate service to Nam Cheong at an estimated cost to the Company of approximately
HK$0.8 billion. The Company is also modifying the existing Mei Foo station and constructing
an underground walkway link between the proposed West Rail Mei Foo station and the
existing MTR Station at Mei Foo to facilitate the interchange of passengers between West
Rail and the Tsuen Wan Line at an estimated cost to the Company of approximately HK$0.9
billion.

IMPROVEMENT PROJECTS

The Company has launched a number of significant projects intended to enhance the
service it provides. These are described below.

MTR Station improvement programmes

The Company has initiated a rolling programme of station improvements up to 2006
to improve the service it provides to passengers, the environment of MTR Stations, the
Company’s corporate image, operational efficiency and safety and access for the disabled.
Work commenced with the refurbishment of Kwun Tong station which was completed in 1999
and work is currently in progress at MTR Stations in North Point, Wan Chai, Admiralty,
Central, Jordan, Yau Ma Tei, Kowloon Bay, Mong Kok, Prince Edward, Shek Kip Mei, Choi
Hung and Mei Foo.
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The programme involves:
e the upgrading of MTR Station control rooms;

e the refurbishment of concourse and platform areas in eight MTR Stations and to
include new retail kiosks;

e the improvement of entrances at 12 MTR Stations;

® increasing the number of escalators, travelators and passenger lifts in MTR
Stations;

® improving air-conditioning in underground MTR Stations;

® enhancing the automatic fare collection system, public address system and closed
circuit television; and

® maximising the commercial value of space within MTR Stations.

The estimated cost to the Company in aggregate for these improvements is HK$1.5
billion.

MTR Station modifications

In addition, to address the future possibility of passenger numbers at Tsim Sha Tsui
and Mong Kok stations exceeding their capacity, the Company is planning to implement
modifications at those stations. The proposed maodifications at Tsim Sha Tsui and Mong Kok
stations are expected to be completed in early 2004 and late 2002, respectively, at a cost to
the Company of approximately HK$0.3 billion. To accommodate an increase in interchange
pedestrian traffic that is expected to arise from the Ma On Shan extension, an additional
underground walkway connecting each of the KCR and the MTR Stations at Kowloon Tong
is being designed. This is expected to be completed in 2004 at a cost to the Company of
approximately HK$0.2 billion.

Station management system

With the aim of improving the safety and efficiency of station operations, the Company
is currently installing an integrated station management system in a new station control room
to replace life-expired standalone control and monitoring equipment. The station
management system will integrate all of the station control and monitoring functions into an
ergonomic control environment with the addition of decision support facilities to assist in the
timely handling of incidents and emergencies. The works are expected to be completed for
all stations along Kwun Tong, Tsuen Wan and Island Lines in July 2003 at an estimated cost
to the Company of approximately HK$320 million.

Second Airport Express Line platform

Under the terms of the development agreement for the associated property
development at Hong Kong station, the developer has commenced construction of the civil
works for the platform and related concourse for the northern part of Hong Kong station.
When completed, there will be a second Airport Express Line platform at Hong Kong station.
These facilities will assist in accommodating additional passenger traffic on the Airport
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Express and Tung Chung Lines expected from the anticipated future growth in Airport
throughput and from West Rail, respectively. It is expected that the cost to the Company of
this project will be approximately HK$3.4 billion. The timing of the opening of the platform is
dependent on the Government’s construction of the final phase of the Central reclamation
project, which will provide the land on which the railway overrun tunnels to service the new
platform will be constructed.

Platform screen doors

The most significant project launched during 1999 was the installation of platform
screen doors at all underground MTR Stations on the Tsuen Wan, Kwun Tong and Island
Lines. This project, at an estimated cost of HK$2.1 billion, is a pioneer for railways worldwide
as it will be the first to fit platform screen doors for an already operating railway system. The
installation of these doors is expected to improve passenger comfort and reduce energy
consumption costs within the relevant stations, as a result of enhanced air-conditioning
efficiency, and is intended to improve passenger safety on platforms. A pilot of the scheme
will be operational at Choi Hung station in mid-2001 and completion of the first phase of this
project (at Tsim Sha Tsui, Jordan, Yau Ma Tei, Mong Kok, Prince Edward and Admiralty
stations) is expected during 2003. The Airport Express and Tung Chung Lines were
constructed with platform screen doors at all stations. By the end of 2006, it is expected that
platform screen doors will have been fitted at all underground MTR Stations.

Train modernisation

In October 1997, the Company awarded a contract valued at approximately HK$1.2
billion for the modernisation of the trains operated on the Kwun Tong, Tsuen Wan and Island
Lines. Under that contract, trains will be equipped with improved air-conditioning and
ventilation, enhanced lighting, new flooring, new interior finishes, electronic information
displays and better facilities for wheelchair passengers. Existing seats, signs, strap hangers,
grab-poles and cab fronts will also be improved. Infopanels are also being fitted in the
refurbished trains. Work on the train modernisation programme commenced in 1998 and the
first refurbished train commenced operations on the Tsuen Wan Line in December 1998. As
of 30th June, 2000, 44 of the Company’s 95 trains, comprising a total of 352 passenger train
cars, had been refurbished. The Company expects the train modernisation programme to be
completed at the end of 2001.

In March 1998, the Company awarded a contract valued at approximately
HK$47.3 million for the installation of an advanced in-cab closed circuit television system.
The new system will give train operators a full view of the platform whilst remaining in the
train car. It is expected that all operators’ cabs and MTR Station platforms will be equipped
with the system by December 2001.

Power remote control system and environmental control system

In July 1997, the Company entered into a contract to renew the power remote control
system (“PR System”) and the environmental control system (“EC System”) at a cost of
approximately HK$0.3 billion. The PR System is used to control and monitor the high voltage
and traction transmission networks. The renewal of the PR System involves the replacement
of the central control system and 55 station-based control systems. The EC System is used
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to control and monitor the environment in MTR Stations, by providing smoke extraction
facilities, air-conditioning and tunnel ventilation during periods of train congestion. The
renewal of the EC System involves the replacement of the central control system and 59
station and ancillary building based control systems. The first phase of the project is
scheduled for completion in December 2000, with final completion scheduled for mid-2002.

Driverless train operation

In 1997, a review of rolling stock and the train control facilities was undertaken which
demonstrated that driverless train operation at terminal stations, using the signalling system
to control trains, would improve train turnaround efficiency and enable a reduction of the
number of train operators. Following the completion of the necessary modification works,
driverless train operation will commence at terminal stations on the Island Line in early 2001
and at the other terminal stations when the TKE becomes operational.

Management of improvement projects

These improvement projects are included in the Company’s capital works programme.
Prior to being included in this programme, each proposed improvement project is subject to
a value assessment process which quantifies the benefits accruing from the proposed project
and compares them to the estimated costs. For each project that is approved, the Company’s
project management team has to report on a regular basis on cost and programme
performance as well as on other performance indicators.

FUTURE NEW PROJECTS

General

As described in the section headed “Future Plans and Strategies”, the Company aims
to extend the existing Mass Transit Railway where there is a transport need and where it is
commercially viable to do so, and to carry out these extensions in a cost-effective and timely
manner. Under the Operating Agreement, the Government has agreed to ensure that there
is a level playing field for the award of future railway projects and a clear framework for those
awards. In addition, the Government has acknowledged in the Operating Agreement that the
Company will require an appropriate commercial rate of return on its investment in any new
railway project and that, in order for particular railway projects to earn a commercial rate of
return for the Company and in order for the Company to maintain its financial standing and
profile, financial and other support for those new railway projects from the Government may
be required. Historically, the financial returns achieved by the Company in relation to its
railway projects have been enhanced by the associated property developments carried out
by the Company. In the future, in order to compensate the Company for the risks inherent in
the relevant railway project, the Company will require these returns to be at a suitable
commercial margin over its cost of capital. In this connection, the Government has
recognised that this would ordinarily be between 1% and 3% above the estimated weighted
average cost of capital of the Company. The Government has also agreed that it will not
require the Company to construct and operate any future railway project without the
Company’s agreement (subject to its ability to give directions under the new MTR Ordinance
in respect of which it must pay compensation to the Company). Further details are contained
in Appendix VII.
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Penny’s Bay Rail Link

The Penny’s Bay Rail Link is a project that has been committed by the Government
and will be an extension of the Mass Transit Railway. It will connect the Tung Chung Line to
the proposed new Disney theme park at a new station at Yam O on Lantau Island. On
21st July, 2000, the Secretary for Transport published in the Government Gazette a notice
under the Railways Ordinance (Chapter 519 of the Laws of Hong Kong) of the proposal to
construct the Penny’s Bay Rail Link. The Company submitted a proposal for the project to
the Government on 7th March, 2000 and is in discussions with the Government on the terms
on which the project would be undertaken by the Company.

The Government has recognised, in connection with the Penny’s Bay Rail Link, that
the Company needs to ensure a commercially meaningful rate of return for the project and
the Government intends to identify ways of filling any funding gap between the estimated
revenue from the project and the capital costs. The Company is currently discussing with the
Government the extent of property development rights to be granted to the Company in
respect of the project in order to produce a suitable rate of return.

When completed, the Penny's Bay Rail Link will provide a rail-shuttle service
connecting the Tung Chung Line to the proposed Disney theme park. It is expected that the
project will involve approximately 3.5 new route kilometres and two new stations. Initially,
trains are expected to comprise three or four passenger cars and to run at a headway of
between approximately four and 10 minutes. It is proposed that arrangements will be
implemented to enable eight passenger train cars to be used in order to satisfy passenger
demand and growth. It is expected that the project will be completed around mid-2005 at a
cost to the Company of approximately HK$2.6 billion.

Projects requiring approval

Island Line Extensions

In its Railway Development Strategy 2000, the Government confirmed that the Island
Line Extensions are natural extensions of the Island Line, which have to be built and operated
by the Company. These comprise two separate projects, the North Hong Kong Island Line
project and the West Hong Kong Island Line project. The NIL is an extension of the Tung
Chung Line along the north shore of Hong Kong Island and is planned to run through to the
eastern part of the Island Line at Fortress Hill station. In conjunction with the NIL, the Tseung
Kwan O Line will be extended from North Point station to run into the western part of the
Island Line at Tin Hau station. The WIL is an extension of the Island Line from Sheung Wan
to Kennedy Town.

The Company has already undertaken feasibility studies for each of the Island Line
Extensions. The Company believes the Government’s predictions regarding the completion
of these projects between 2008 and 2012 are achievable, subject to policy support being
forthcoming in 2000 and the timely grant of other relevant consents and permits. The
Company’s current estimates of costs (at January 1998 prices and excluding capitalised
interest) are approximately HK$8.4 billion for the NIL and HK$9.0 billion for the WIL.
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The Company anticipates that these projects would not be commercially viable unless
property development is carried out in conjunction with the projects and expects that the
Government will continue its existing policy of granting property development rights in
connection with the construction of railway projects.

Expected benefits to the Company from these projects include:
® an increase in patronage on the Tung Chung Line;
® potential new property development opportunities; and

e the relief of congestion on the Tsuen Wan and Island Lines (which is expected to
see a significant increase in patronage when the Tseung Kwan O Line becomes
operational).

Potential projects

The Railway Development Strategy 2000 identified two railway projects which are not
regarded as natural extensions of any existing line. These projects are the Shatin to Central
Link and, depending on its alignment, the Regional Express Line. Further details are
contained in the paragraph headed “Railway Development Strategy 2000” in the section
headed “Industry Background”.

Shatin to Central Link

The Company has completed a feasibility study for the East Kowloon Line and the
Fourth Rail Harbour Crossing, which form part of the Shatin to Central Link and has also
undertaken planning studies for the Tai Wai to Diamond Hill Link which also forms part of the
Shatin to Central Link. The Company currently intends to submit a proposal to the
Government based on an alignment from Hung Hom to Central via Exhibition/Admiralty. The
Company is confident that its proposal will be highly competitive. As discussed in the section
headed “Risk Factors”, the alignment of the Fourth Rail Harbour Crossing from Hung Hom
to Central via Exhibition/Admiralty, proposed in the Railway Development Strategy 2000, is
based on the alignment proposed by the Company following its feasibility study. This
alignment is recognised by the Government as being cheaper to build, provides a direct route
from Hung Hom to Central and caters well for daily commuter traffic. The Government also
acknowledged that the alternative alignment, via Victoria Park, Leighton Hill and Wanchai
South, would be able to accommodate a more diversified nature of trips as it connects to
Causeway Bay and may help facilitate a shift of the development focus from Central towards
Causeway Bay.

The Company expects to derive the following benefits if it implements the project:

® the catchment area for the Mass Transit Railway will be significantly increased. In
turn, this is expected to lead to an increase in patronage for the Mass Transit
Railway; and

e it will help the Company increase its market share of cross-harbour transport
boardings.
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The Government has confirmed that, given the importance of the Shatin to Central
Link to Hong Kong’s railway development network and the travelling public, comprehensive
bidding proposals will be vital. It also confirmed that it will invite tenders for the project in early
2001 and will decide to whom the project will be awarded around the end of 2001. The
Company believes that the Government’s prediction of the likely completion of this project
between 2008 and 2011 could be achieved, subject to the award of the project in 2001 and
the timely grant of all other relevant consents and permits. If the project is implemented by
the Company, it estimates that it will cost approximately HK$25 billion (at January 1998
prices, excluding capitalised interest) to complete.

If, despite the competitive nature of the Company’s proposal, the Government decides
to award the project to KCRC or to another party, the Company expects that it would suffer a
decrease in revenues which may have a material adverse effect on its results of operations
and the benefits that would otherwise accrue to the Company, if it were to undertake the
project, would not materialise. In addition, if the Government were to award the project to
KCRC, the KCR system will, as a result, extend into the urban areas of Hong Kong and
KCRC will become a direct competitor of the Company. The Company believes that it is of
significant importance that this project is awarded to the Company both because of the
benefits the Company would derive from this project and because of the substantial adverse
impact on the Company’s financial position that would arise if the project is awarded to KCRC
or to another party. Further details are contained in the paragraph headed “Risks relating to
the Company and its business” in the section headed “Risk Factors”.

Regional Express Line

The Government has confirmed that the Regional Express Line is a potential
candidate for bidding by both the Company and KCRC and other parties. The decision on
how best to take this project forward will be subject to a more detailed feasibility study on its
possible alignment. Whilst the implementation of this project is not expected to affect the
Company’s existing rail operations, it could offer new opportunities for the Company. The
Company will consider whether to submit a proposal for this project.

Lantau Island cable car

At the Government's request, the Company prepared a feasibility study for the
construction of a cable car system running from Tung Chung to Ngong Ping on Lantau Island. It
has already submitted to the Government an expression of its interest in undertaking this project
and expects the Government to invite competitive proposals for the project. The Company
proposes to submit a competitive proposal for the project which it intends to undertake in
conjunction with joint-venture partners with whom it has already been in discussions.

Tung Chung west station

The Company, in conjunction with the Government, has commenced planning for an
extension of the Tung Chung Line beyond the existing Tung Chung MTR Station to a new
station to be located at west Tung Chung. This is intended to service the new town. Specific
details, including alignment and cost estimates, have yet to be determined, and the timing of
the extension is dependent on the Government’s land reclamation programme for the area.
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COMPETITION

The Company competes with other transport providers, principally franchised bus and
PLB operators as well as non-franchised bus, tram and ferry operators and taxis. Franchised
bus companies operate routes throughout the areas served by the Mass Transit Railway,
trams operate in parts of the area served by the Island Line and ferries operate across
Victoria Harbour.

The table below contains certain market share information for the Mass Transit
Railway:

Six months ended

Year ended 31st December, 30th June,
Proportion of franchised public transport boardings (%) 1995 1996 1997 1998 1999 1999 2000
All MOVEMENTSM ...ttt 274 267 259 2577 252 25.2 24.1
Cross-harbour MovemMENtS...........ccovevirieicnieeseee e 676 665 642 619 60.3 61.0 58.2
Proportion of total transport boardings (%)
Tolfrom the AIrPOrt@ ..........ccoiiiiiiiiiiiee e — — — 248 319 30.4 32.4

Notes:

(1) Represents the percentage of franchised public transportation boardings in Hong Kong, which comprises boardings on the
Mass Transit Railway, KCR, franchised buses, trams, ferries and green PLBs (including in areas that the Mass Transit
Railway does not serve), but excludes boardings on taxis, red PLBs and private cars, for which no reliable data is available,
based on passenger surveys carried out by the Company.

(2) Based on surveys carried out by the Company twice per year of passengers travelling to or from the passenger terminal at
the Airport by various modes of transport.

The Company believes that its competitive strengths include speed, reliability and
comfort but recognises that these strengths have been eroded in recent years with the
general improvement in bus services, including wider use of air-conditioning on buses, the
opening of the Western Harbour Tunnel and its related highway routes (which has enabled
bus operators to provide quick cross-harbour journeys through the Western Harbour Tunnel
and quicker cross-harbour journeys through the other tunnels, as a result of the relief of
congestion in those tunnels due to the opening of the Western Harbour Tunnel), the
expanding bus network and more direct road access to, and improved conditions in, urban
areas.

The Company has faced competitive pressure as a result of newly introduced bus
routes which operate in the Mass Transit Railway’s catchment areas. 32 of such new bus
routes were authorised in 1997, 16 in 1998, eight in 1999 and two in the first half of 2000. In
addition, over the same period, eight special Airport bus routes and 10 external Tung
Chung/Airport bus routes were introduced. The Government is monitoring the operation of
franchised cross harbour bus routes to better match demand. Increased competitive pressure
has resulted from the opening of new highways and expressways and as a result of the entry
into the market of a new franchised bus operator, New World First Bus, which acquired a bus
franchise following the expiry of the bus franchise held by China Motor Bus Company Limited.
Although fares on franchised buses are generally lower than the fares charged by the
Company, in recent years, fares on franchised buses have generally increased at a higher
rate than the fares charged by the Company.

The Company estimates that, since May 1997, the number of bus-kms across Victoria
Harbour has increased significantly, principally as a result of the opening of the Western
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Harbour Tunnel. During 1997 and early 1998, bus-kms on Hong Kong Island grew at a rate
of approximately 10% per annum and grew to over 15% after New World First Bus
commenced operations, before declining to approximately 5% per annum for early 2000.
Since January 1997, bus-kms within urban-New Territories grew at a rate of between 3% and
10% per annum whilst bus-kms within urban-Kowloon varied.

The lower capital costs of the Company’s competitors and their greater inherent
structural flexibility may enable them to respond to changing passenger demand more quickly
than the Company.

In its Railway Development Strategy 2000, the Government confirmed that railways
are essential to Hong Kong's continued economic, social and land development and will be
given priority in the Government's plans for infrastructure development. Within this
framework, the Government also recognised that franchised buses would continue to play an
essential role in the public transport system in Hong Kong. As a result, the Company does
not expect the Government to take any particular, direct measures which, in the short term,
would have the effect of reducing or containing patronage on franchised buses or PLBs for
the purpose of increasing the Company’s patronage.

The Company is considering a number of initiatives to address these competitive
pressures, including:

° increasing the range of feeder services. The Company estimates that nearly
40% of all passengers using the Mass Transit Railway rely on some form of
feeder service to or from MTR Stations, such as buses and the KCR, and that
approximately 26% of all passengers rely on feeder buses, including green
PLBs. Given the importance of feeder buses to the patronage of the Mass
Transit Railway, the Company is consistently engaged in discussions with the
Government on new feeder services. As a result, 17 such routes were
introduced from the beginning of 1997 to the end of 1999. The Company has
also considered operating its own feeder routes but has concluded that it would
not be economically viable to do so at present unless it could obtain a bus
franchise, thereby enabling it to charge fares. The Company is in discussions
with franchised bus companies, green PLB operators and residential coach
service providers with a view to enhancing the feeder service frequencies
together with the introduction of inter-modal fare discounts and possible route
rationalisation;

° inter-modal fare discounts. Certain journeys may be completed using buses
only or by combining a bus journey and a journey on the Mass Transit Railway.
By combining a bus journey with a journey on the Mass Transit Railway, the
aggregate fare would generally be higher than the fare that would be charged if
the bus were to be used without the Mass Transit Railway. To address this and
to compensate for the inconvenience of interchanging between a bus and the
Mass Transit Railway, the Company is pursuing the possibility of offering
discounted fares, or free feeder bus travel, to passengers who use both
franchised buses, green PLBs or residential coach services and the Mass
Transit Railway to complete a single journey. This could be achieved in
conjunction with the Octopus card,;
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° specific MTR Station related initatives. In 1999, the Company established a
task force to study patronage at certain MTR Stations. As a result, a number of
initiatives were recommended, including reducing fares for passengers
travelling between particular MTR Stations;

° promotional initiatives. Periodically, the Company also implements
promotional initiatives with a view to stimulating additional patronage. The “ride
10 get 1 free” promotion which was implemented in April 2000 was estimated
to have generated an additional 1% in patronage;

° other long-term initiatives. The Company is also examining alternative feeder
arrangements, such as escalator and travelator links and footbridge networks,
in order to enhance accessibility to particular MTR Stations and improve
passenger accessibility at certain stations; and

° joint initiatives with KCRC. In the light of increased competition from bus and
residential coach service operators and the recommendations of the Third
Comprehensive Transport Study (further details of which are contained in the
paragraph headed “Current Government transport strategy” in the section
headed “Industry Background), the Company and KCRC established a joint
committee to consider ways in which the Company and KCRC can address the
competitive pressures from bus and residential coach service operators.
Strategies being considered include improving interchanges, joint promotions,
joint feeder bus services, inter-modal discounts and joint approaches to the
Government. It is expected that initial recommendations will be made later in
2000. In addition, the Company and KCRC have jointly written to the
Government, in response to the Third Comprehensive Transport Study,
recommending a number of initiatives for adoption by the Government to ease
the competitive pressures faced by the Company and KCRC. These include a
recommendation that the need and timing for the construction of future
highways should take account of their adverse effect on railways, a reduction in
the number of bus routes which run parallel to railway lines, the provision of
additional bus feeder routes and a commitment to the development of an
integrated public transport system.

The Government’'s planning of the provision of passenger transport services to new
development areas, including Tseung Kwan O, will reflect its stated preference for railways
to be the backbone of the passenger transport system. The Company expects that patronage
on the Mass Transit Railway will increase following the commencement of operations on the
TKE. The completion of the West Rail project by KCRC in 2004 and future new extensions
such as the line to Ma On Shan, which forms part of the north-south corridor recommended
in the Railway Development Strategy 2000, are also expected to result in additional
patronage on the Mass Transit Railway.

MARKETING

In formulating the marketing strategies for its railway services, the Company monitors
passenger needs, changes in the operating environment and market competition. Market
research and customer surveys are regularly conducted to gauge customers’ views of the
Company’s service standards and image. Marketing campaigns are implemented to promote
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patronage on the railway, new services and the Company’s brand. Information on passenger
travel that is collected from the Octopus card system is used to develop promotions that are
customised for different passenger groups. In 2000, the Company launched a number of
promotions, including the “ride 10 get 1 free” and Pokemon promotions. In addition, to
provide value added services for its customers, the Company has enhanced its website with
new features such as the “MTR Club”. Leveraging on its passenger flow, brand image and
customer loyalty, from time to time, the Company sells souvenir tickets and other products
which also generate additional revenue for the Company.

Since 1979, the Company has carried out an annual survey of its passengers with a
view to obtaining information on passengers’ demographic and travel characteristics and their
attitudes towards the railway related services provided by the Company. In addition, the
Company carries out many ad hoc surveys on customer satisfaction, on customers’ needs
and expectations and on their likes and dislikes on various aspects of the Company’s
services. The Company also organises events for the purposes of liaising and exchanging
views with its passengers. These are supplemented by regular live radio phone-in
programmes which are intended to gauge passengers’ opinions on the Company’s services.

RAILWAY RELATED BUSINESSES

Advertising, kiosk rental and miscellaneous business revenue

The Company derives revenue from advertising space in its stations, from the
provision of telecommunications facilities on its railway network, the leasing of retail space in
its stations and from carparking facilities close to certain MTR Stations.

Poster advertising has been carried out on the railway system for approximately 20
years and there are now approximately 15,000 poster panels within the railway system. The
Company has entered into an exclusive agreement with Pearl & Dean, pursuant to which,
Pearl & Dean procures advertising in return for a share of the resulting revenues. In order to
attract more advertisers and to provide advertisers with a greater choice of advertising media,
the Company has introduced new forms of advertising, including advertising on train bodies,
trackside television and station pillars. In addition, in 1999 wall and electronic infopanels,
which are LED based advertising panels, were introduced in refurbished trains and MTR
Stations. These provide updated news, weather and financial information as well as
advertising.

The Company has entered into agreements with mobile telephone operators and
paging operators, who provide telephone and paging coverage of the Mass Transit Railway.
Currently, there are 11 mobile telephone networks operated by six operators and 69 paging
channels operated by 16 operators providing coverage on the Mass Transit Railway. The
terms of the agreements with these operators entitle the Company to a share of call and
paging revenues received by these service operators. In 1999, there was an average of
approximately 880,296 telephone call minutes made each day on the Mass Transit Railway.
Revenue in 1999 from the provision of telecommunication services within the Mass Transit
Railway system amounted to approximately HK$168 million.

The Company has approximately 15,000 m2 of retail space on the Mass Transit
Railway, comprising approximately 317 kiosks and shops which provide a wide range of
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goods and services, 54 mini-banks and the new 6,500 m2 DicksonCyber Express at Kowloon
station which is the first cybermall in Hong Kong. There are also self-service concessions and
vending machines which provide a range of goods and services. As at 30th June, 2000, the
occupancy rate for the Company’s shops and kiosks was over 90%.

The Company also operates a travel service centre located at Hong Kong station
which operates as a travel agent, selling local and overseas tours and tickets for Macau
Jetfoil and to the mainland of China. It also acts as a customer service outlet, providing
information on the Mass Transit Railway and selling souvenirs.

Consultancy services

In 1998, the Company established a small group within its Operations division to seek
opportunities to provide consultancy services. One of the aims of the initiative was to provide
opportunities for staff development. The Company has provided consultancy services to a
wide range of clients, such as routing planners, operators, manufacturers, contractors and
consultants as well as to clients involved in the promotion and management of major capital
works projects. Assignments have been undertaken in Australia, the mainland of China, Hong
Kong, India, Taiwan, Thailand, Philippines, Singapore and United Kingdom. During the first
half of 2000, the Company decided to extend its consultancy services to include railway
specific project management and technical services.

PROPERTY
Property development

General

Property is a significant part of the Company’s business, providing an important source
of income to support the cost of construction of railway projects as well as contributing to
future rail patronage from the immediate catchment areas created by property developments.

The Company recognises that, with the attractiveness in Hong Kong of living near to
convenient transport, its railway could stimulate property development opportunities, enhance
land values along its routes and thereby assist the Company in achieving and improving
financial returns from the implementation of its railway projects. In conjunction with its railway
construction activities, the Company has been involved in the development of residential and
commercial properties above and adjacent to MTR Stations and depots under agreements
with various property developers. Profits that the Company has received from these
development ventures have been used by the Company to supplement associated railway
returns, thereby contributing to an improved rate of return on the investment cost of
constructing new railway lines.

The Company has an established track record for the planning, designing and project
management of railway property developments. The Company’'s formula for property
development is based on minimising direct risk in the development of the properties, thereby
reducing the Company’s exposure to the property market and its related risks.
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In conjunction with railway development, the Company plays an important role in the
establishment of new property complexes in Hong Kong as an integral part of new stations.
It is the Company’s practice to obtain the Government’'s consent to develop airspace above
or adjacent to the selected railway sites and thereafter to enter into an agreement with
property developers to build, at the developers’ cost, property developments to the
Company’s standards. The costs payable by the developers include the payment of the
Government land premium, which is based on the market valuation of the relevant site, as
well as construction, finance and other professional costs. The Company derives benefit from
property developments through the sharing of profits with the developers in agreed
proportions of any cash profits from the sale or lease of the properties, the sharing of assets
in kind, or through up-front payments from developers.

In the case of the developments at Hong Kong station, Kowloon station (Package Two)
and Tsing Yi station, the arrangements agreed with the developers allow the Company to
receive units in the completed developments as a “share in kind” and at no cost to the
Company. The Company is entitled to occupy, sell or lease these units. The developers are
entitled to the revenues from the sale and leasing of the remaining parts of the completed
developments.

Further details on the treatment of profits arising from property development
undertaken in conjunction with property developers are contained in Note 1(f) to the financial
statements in the Accountants’ Report contained in Appendix |.

Property development process

Typically, when planning a new railway line, the Company first plans the alignment
with the Government and assesses the cost of constructing the new line. The Company then
discusses with the Government the property development opportunities associated with any
new stations that will enable the rate of return to the Company on the overall investment to
be enhanced. The project agreement between the Company and the Government for the
construction of a new line typically contains undertakings from the Government to grant land
for property development at identified sites associated with the new line. The Company then
prepares a master layout plan, in conjunction with the Government, for the property
development site which provides for a suitable mix of residential and commercial
development and includes the main infrastructure for the site.

The Company applies for and obtains all necessary statutory planning approvals for
the developments and negotiates the terms of the land grants with the Government. If the
development is of a large scale, the Company seeks to agree a phased land premium
payment schedule with the Government in order to enable the development to be divided into
development packages that are likely to be more manageable, in terms of cost, to
developers. Typically, the amount of the land premium paid to the Government accounts for
a significant proportion of the total cost of a residential or commercial development.

In the case of large development sites, having agreed the master layout plan with the
Government, the Company divides the development sites into development packages which
are then offered to developers by public tender. The timing of such tenders depends on
market conditions. The amount of the land premium payable for the development package is
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usually disclosed to tenderers prior to the final tender offer and the award of the tender
triggers the acceptance and payment of the land premium. Tender packages contain a design
scheme prepared by the Company to assist developers to respond to the tender and, if
awarded, to implement the development. The Company’s design schemes aim to incorporate
a development design that has flexibility and maximises the potential investment return that
can be achieved by developers. Typically, there are four broad stages in the development
award process:

Shortlisting Stage Interested parties are invited to submit, for evaluation, an
expression of interest together with details of their corporate
structure, development experience, marketing and management
abilities. A short-list of developers is then drawn up.

Consultation Stage Short-listed developers are briefed on the details of design and
any interface between the railway and property development
works.

Tender Invitation The financial and technical capabilities of the developers are

evaluated and short-listed developers are invited to submit tender
proposals for the development package(s). The selected
tenderers are then invited to submit offers.

Award Following the completion of the tender process, the terms and
conditions of the development agreement are finalised and a
property development contract is entered into between the
Company and the successful developer.

In circumstances where the Company considers it is beneficial to the Company, such
as where a proposed development is adjacent to a development already undertaken by a
developer and where economies can be realised, the Company may identify a particular
developer for a development and may invite only that developer to submit a proposal.

Development is typically carried out under development agreements. The detailed
design of an awarded development package is the responsibility of the developer. The
Company sets and enforces the technical control standards and requirements for interfacing
both with its railway premises and with any other development phases. In the majority of
circumstances, the Company is responsible for carrying out enabling works prior to the
commencement of the property development. The scope of these works may include the civil
and structural works for the property development podium, comprising carparks, public
transport interchanges and railway interface and support works. The costs of any enabling
works carried out by the Company are paid for by the Company and usually reimbursed to
the Company by the developer as a mandatory payment. In certain circumstances, the up-
front payments received by the Company are in excess of the enabling work costs incurred
by the Company. Such excess is recorded as deferred income of the Company. Further
details on the treatment of deferred income are contained in Note 16 to the financial
statements in the Accountants’ Report contained in Appendix |.

Under a typical development agreement, the relevant developer is responsible for all
development costs. In addition to the land premium, these costs generally include
construction costs, finance costs, professional fees, marketing costs and expenses relating
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to the selling and leasing of the completed properties. Typically, the developer is entitled to
recover these costs and the up-front payment (which includes, and in certain circumstances
consists only of, a mandatory payment for enabling works carried out by the Company) to the
Company from the proceeds arising from the sale of the units located within the development,
any rental income from such units and any monies received from the Government in respect
of any GIC Facilities which the Government may have required to be constructed. The
balance of any disposal proceeds remaining after deducting such costs are typically shared
between the Company and the developer in agreed proportions. These proportions are
agreed between the Company and the relevant developer and may vary from development
to development. Certain development agreements contain a mechanism allowing units which
remain unsold for a specified period to be distributed in agreed proportions between the
Company and the relevant developer. For certain property developments, the Company is
entitled to a share of a portion of the developed property upon its completion. The amount of
such portion is negotiated between the Company and the relevant developer. Further details
are contained in the Property Valuation Report in Appendix V.

It is customary for the Government to require Government facilities, such as schools,
health care centres or transport interchanges to be constructed and maintained upon or
adjacent to a property development site.

The Company, being the grantee of the land, remains primarily responsible for the
fulfilment of all the conditions and obligations under the land grant for the development. Such
conditions and obligations include the type and quality of the development that must be built,
the Government facilities to be provided, the completion date of the project and the payment
of land premium (for which developers are responsible under the terms of a typical
development agreement, as described above).

101



BUSINESS

Property developments related to the Tsuen Wan, Kwun Tong and Island Lines

As set out in the table below, a total of 18 property developments associated with the
construction of the Tsuen Wan, Kwun Tong and Island Lines have been developed in
conjunction with developers. All residential units and offices in these developments have
been sold. Almost all of the retail space has either been sold or leased.

GIC

Completion  Residential Office Retail Facilities
Location (Year) (No. of units) (GFAm2) (GFA m2) (GFA m2)
Telford Gardens/Telford Plaza | and Il ........cccceeeveevinennn. 1980/1996 4,992 52,482 83,201 909
Admiralty Centre .......occeeeiiiiieiiee e 1980 — 72,290 18,114 —
WOrldwide HOUSE .......cevveeieeiiiiiiiee e 1981 — 33,314 7,141 —
Fairmont HOUSE.........cccvivieeieee e 1982 — 20,886 — —
Argyle CeNIIE ..ottt 1983 — 26,308 — —
Luk Yeung Sun ChUEN..........ceeeiiieiiiiie et 1983 4,000 — 15,548 13,562
New Kwai FONg Gardens........ccccccveeevceieeeiiieessiieesnieee e 1983 1,264 — 4,484 540
Sun Kwai HiINg Gardens .........cccooeveieiiieeiiiiie e 1983 600 — 7,317 10,321
FOrtreSs Metro TOWEIS ......uuviieeeiiiieiiieeeeeciieee e e e s essinreeaa e 1986 757 — 6,791 —
Kornhill/Kornhill Gardens ...........cccuveeeeeeeiiiiiveeeee e 1987 8,828 — 104,170 9,640
HONGWay Garden ..........ceeeoieiieiiiieeiee e 1987 412 — 2,544 —
ViIieW0oOd Plaza..........cuvevieeiiiiiiiieee et 1988 — 29,618 7,239 —
Perfect Mount Gardens...........ccocvuveeeeeeeeeiiiiieeeee e e 1988 760 — 1,119 19,830
New Jade Gardens ........cccceeeeeeeieiiiiiiiee e eesireee e 1988 1,488 — 11,100 5,400
SOULhOIN GardeN.......ccceeiiiiiiiiiee e 1988 480 — 2,646 40,918
Heng Fa Chuen/Heng Fa Villa..........cccocveeviviiiie e 1989 6,560 — 26,742 20,120
Park TOWELS .....vviiiciiee ettt ettt e 1989 493 — 1,207 18,897
FeliCity Garden ..........oooviieeiiiie e 1990 732 — — 13,386
TOAD coeeeeieee e 31,366 234,898 299,363 153,523
Note:

(1) Commercial GFA of 104,170 m2 comprises retail, office and hotel areas.

Property developments related to the Airport Railway Project

Under the terms of the Airport Railway Agreement, the Company was granted the
preferential right to undertake residential and commercial developments on approximately
62.37 hectares of land at sites above or around the five MTR Stations along the Tung Chung
and Airport Express Lines, namely, Hong Kong, Kowloon, Olympic, Tsing Yi and Tung Chung
stations. These developments, as currently planned, comprise 15 development packages
totalling approximately 26,620 residential units and approximately 1.3 million m2 of office,
hotel and retail space. As of the date of this prospectus, the Company had awarded all of
these packages to various developers following competitive tendering processes.

Several property developments associated with the construction of the Airport Railway
Project have been completed. These comprise an aggregate of approximately 170,900 m2 of
commercial office space, 7,972 residential units and approximately 119,250 mz of retail space
(of which 1,900 m2 have been sold and approximately 117,350 m2 are for leasing). As of 30th
June 2000, approximately 75% of the retail space has been leased.

The Government is replanning the land use adjacent to Kowloon station to create a
major cultural and tourist zone. It is expected that Kowloon station will be a key entry point to
this new zone. Package Seven at Kowloon station is currently planned to include a 102-
storey tower, incorporating office and retail space, a hotel and restaurants, which will be one
of the tallest buildings in Asia. Town Planning Board approval for Package Seven was
granted in October 1999. On the other side of the harbour, the laying of the foundations of
an 88-storey tower adjacent to Hong Kong station commenced in February 2000. Occupying

102



BUSINESS

two prime sites, these two tall towers are planned to complete the *“gateway” vision of
landmark commercial towers above the Hong Kong and Kowloon Airport Express Line
stations on each side of Victoria Harbour.

Despite volatile property market conditions in Hong Kong during 1998, the first sales
of development properties relating to the Airport Railway Project, including an office building
complex at Olympic station and residential units at the Tsing Yi station were concluded in
1998. Sales from the first property development package at Olympic station commenced in
November 1998. Pre-sales of residential units at Tung Chung, Kowloon and Olympic stations
property developments are continuing.

In 1998, the Company took possession of Maritime Square, a new retail shopping
complex adjacent to Tsing Yi station as sharing in kind under the relevant development
agreement. The shopping complex has attracted significant business and a substantial
number of people have visited it since its opening in April 1999. The concept, design,
marketing and management of Maritime Square are under the Company’s direct control. The
Company believes that the success of Maritime Square has been a significant achievement
in view of the generally weak retail market conditions which have prevailed in Hong Kong
since the opening of the complex.

The awarded development packages include the developments associated with the
Hong Kong, Kowloon, Tsing Yi, Tung Chung and Olympic stations. In 1997, the Town
Planning Board gave its approval to increase the residential gross floor areas to be allocated
to development packages for development at Tung Chung station. The additional land
premium for the additional residential development area for Package Two and Package
Three has been paid by the developers and the Company is in discussion with the developer
of Package One on the possible expansion of that package. The Town Planning Board has
also approved a change of use for Olympic Station Package Three from hotel to residential
and the Company is now holding discussions with the Government on this change of use.
These changes to the developments at Tung Chung and Olympic stations will increase the
total number of residential units by 3,666. The Company awarded Kowloon Station
Development Packages One, Two, Three and Four in 1996, 1997, 2000 and 1999,
respectively. Kowloon Station Development Packages Five, Six and Seven were awarded as
a single package on 6th September, 2000 and, in accordance with the terms of the relevant
tender conditions, a development agreement will be entered into between the Company, the
developer and its parent company, Sun Hung Kai Properties Limited, within 21 days of the
award, substantially on the terms specified in the paragraph headed “Proposed development
agreement for Kowloon Station Development Packages Five, Six and Seven” in Appendix IX.

The awarded property development packages have been, or are expected to be,
completed (as the case may be) between 1999 and 2007. The amount of actual profit
realised by the Company will depend on the development costs, the ability to sell or lease
the completed properties, the timing of completion of competing development projects and
general economic conditions.

As of 30th June, 2000 the balance of up-front payments received from participating
developers in connection with property developments related to the Airport Railway Project in
excess of related expenditures on foundations and enabling works incurred by the Company, net
of amounts already recognised in the Company’s profit and loss account, was HK$13,028 million.
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The tables below contain information relating to Airport Railway Project property
developments:
Permitted

maximum  Parking Actual or
gross floor spaces Expected

Location Development consortium members Type area (mz2) (No.) completion date

Hong Kong Station Sun Hung Kai Properties Limited Office 254,190 — By phases from
Henderson Land Development Co. Limited Retall 59,460 — 1998-2004
The Hong Kong & China Gas Co. Limited Hotel 102,250 —
Bank of China Group Investment Limited Carpark — 1,344

Kowloon Station

Package One Wing Tai Holdings Limited Residential 147,562 — 2000
Temasek Holdings (Pte) Limited Carpark — 1,332

Singapore Land Limited

Keppel Land Limited

Lai Sun Development Co. Limited

World-wide Investment Co. (Bermuda) Limited

Package Two The Wharf (Holdings) Limited Residential 210,319 — By phases from
Wheelock and Company Limited Carpark — 1,313 2002-2003
New Asia Realty and Trust Company, Limited
Realty Development Corporation Limited
Harbour Centre Development Limited

Package Three Sun Hung Kai Properties Limited Residential 100,000 — 2004
Carpark — 684
Package Four Amoy Properties Limited Residential 128,845 — 2003
Carpark — 864
Package Five® Sun Hung Kai Properties Limited Retail 70,000 — 2003-2004
Residential 21,300 —
Hotel 30,750 —
Carpark — 767
Package Six® Sun Hung Kai Properties Limited Service 68,472 — — 2003-2004
apartment 72,472
Office 79,778 — —
83,778
Carpark — 467
Package Seven®  Sun Hung Kai Properties Limited Retail 12,750 — 2005-2007
Office 152,000 —
Hotel 64,250 —
Carpark — 740
Olympic Station
Package One Sino Land Co. Limited Office 111,000 — By phases from
Bank of China Group Investment Limited Retail 14,900 — 1998-2000
Kerry Properties Limited Residential 169,950 —
China Overseas Land and Investment Limited Carpark — 1,380
DBS Land Limited
Package Two Sino Land Co. Limited Retail 47,500 — By phases from
Kerry Properties Limited Residential 220,050 — 2001-2002
Bank of China Group Investment Limited Carpark — 932
China Overseas Land and Investment Limited
Package Three® Sun Hung Kai Properties Limited Retail 2,600 — 2001
Hotel 62,000 —
Carpark — 169
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Permitted
Maximum  Parking Actual or
Gross floor spaces Expected

Location Development consortium members Type area (m?2)  (No.) completion date

Tsing Yi Station Cheung Kong (Holdings) Limited Retail 46,170 — By phases from
Hutchison Whampoa Limited Residential 245,700 — 1998-1999
CITIC Pacific Limited Carpark — 920

Tung Chung

Station

Package One Hang Lung Development Co. Limited Office 15,000 — By phases from
Henderson Land Development Co. Limited Retail 48,500 — 1999-2003
New World Development Co. Limited Hotel 22,000 —
Sun Hung Kai Properties Limited Residential 260,960 —
Swire Properties Limited Carpark — 2,002

Package Two HKR International Limited Retail 2,500 — By phases from
Hong Leong Holdings Limited Residential 253,100 — 2001-2004
Recosia Pte Limited Carpark — 632-745

Lippo China Resources Limited

Package Three Cheung Kong (Holdings) Limited Retail 5,000 — By phases from
Hutchison Whampoa Limited Residential 407,300 — 2002-2004
Carpark — 1,215
Notes:

(1) Kowloon Station Development Packages Five, Six and Seven were awarded to a subsidiary of Sun Hung Kai Properties
Limited as a single package.

(2) The Town Planning Board has approved the change of land use from hotel to residential development of 103,152 m2 and
252 carparking spaces for Package Three. Discussions are currently being held with the Government on the lease
modification for this proposed change of use. Subject to agreement being reached with the Government, the Company
currently plans for the development of Package Three to be completed by 2004.

(3) The areas of GIC Facilities are excluded from the figures contained in this table.

Property developments related to the TKE Project

Tseung Kwan O is one of Hong Kong’'s major strategic growth areas with a target
population of about 520,000 people by the year 2011. The Tseung Kwan O Line will link the
new town of Tseung Kwan O to other parts of Hong Kong. Construction of the new railway
line has resulted in property development opportunities at four stations and accessibility to
the main urban areas via the Tseung Kwan O Line is expected to be a key attraction of the
future station property complexes. As with the property developments related to the Airport
Railway Project, the Company intends to build integrated communities above or adjacent to
the stations which will become major transport, commercial and residential hubs of Tseung
Kwan O new town.

The TKE Project Agreement provides that the Company shall have the right to
undertake development at four locations within the project. Three developments will be
located at Tiu Keng Leng, Tseung Kwan O and Hang Hau stations. The fourth development,
being the largest, will be situated at Area 86, where the railway depot and future Tseung
Kwan O South station that is planned to be constructed when the population catchment builds
up will be located. Collectively, these four development projects will occupy a total site area
of approximately 42.64 hectares and will comprise a gross floor area of approximately
2,335,000 m2. This is expected to include approximately 28,800 residential units and 103,100
m2 of offices and 132,000 m2 of local and district-scale shopping facilities.
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The Company plans to divide these four developments into 23 development packages
to be offered for tender, completion of which is anticipated over 10 years. The size of
individual tender packages is expected to encourage participation from medium-sized
developers and to allow for greater flexibility in the Company’s tender strategy in response to
property market uncertainties. The expected total investment cost, the bulk of which is
planned to be borne by developers, is approximately HK$70 billion based on 2000 prices.

On 7th July, 2000 the Company entered into a development agreement with a
developer consortium in relation to the development of Area 57a at Tseung Kwan O station.
The development consists of a three-level podium including carparks and retail space and 46
residential floors above the podium on a site area of approximately 3,600 m2 which is
expected to be completed in 2003. Area 57a is adjacent to two other sites which are being
developed by substantially the same consortium and therefore the Company did not offer the
development to other developers by public tender. Under the terms of the development
agreement the Company received a mandatory payment to cover the cost of enabling works
and has the right to share in the profits of the completed development. The developer has an
option to purchase the retail element at a price calculated by reference to the open market
value.

All development projects are planned and designed to create a user-friendly and
pleasant living and working environment. They include areas of open space, recreational
facilities, community and infrastructural provisions to ensure that each development produces
a fully integrated and quality environment.

The proposed property development at Area 86 represents one of the largest single
planned development schemes in Hong Kong covering approximately 32.21 hectares. It
represents a new model for high density community living with segregated areas for
automotive and pedestrian movement and large open space for leisure activities. A detailed
plan for this large scale project, called the “Dream City”, was introduced to the public in late
1999. As a “garden city and smokeless zone” located on the Clearwater Bay Peninsula, Area
86 is planned as a community containing 50 residential towers with up to 21,500 units
accommodating approximately 58,000 people, schools, shops, recreation and neighbourhood
facilities. The future Tseung Kwan O South station will be used as a key point for planning
the pattern of community activities and movement within the entire development.

Property development related to Choi Hung station

The Company has received planning permission from the Town Planning Board to
develop property above and near Choi Hung station on the Kwun Tong Line. This is expected
to include a public transport interchange, commercial space, residential units and “park and
ride” facilities for commuters from the southeast part of the New Territories. At present, the
Government is processing the formal grant of land to the Company.

The timing of this development project depends on the finalisation of the formal land
grant and the Company is considering how to progress the development. Its current intention
is to identify a joint venture property developer and then enter into a joint venture
arrangement with that property developer once the terms of the land grant are available.
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Property development related to the Penny’s Bay Rail Link

As mentioned in the paragraph headed “Penny’s Bay Rail Link” in this section, the
Company expects to be granted the right to undertake property development in connection
with the construction of the Penny’s Bay Rail Link.

Other property developments

The Company expects to undertake future property developments, using its usual
formula of open tender of development packages and awards to developers and approach to
risks, in conjunction with its construction of future railway lines.

Arrangements under the Operating Agreement in relation to land for property
development

Under the Operating Agreement, the Government has agreed that for any new railway
project to be implemented by the Company, the Government and the Company shall agree
the detailed terms upon which the land required for the construction and operation of the
relevant railway project will be provided to the Company at a premium in accordance with the
Government’s land policy at the relevant time and the Government and the Company shall
agree the detailed terms relating to the scope of its property development rights, if any, and
the way in which such property development rights should be granted to the Company.

The Government has acknowledged that property development by the Company has
been, and is expected to continue to be, important for the commercial viability of new railway
projects as well as for operational and technical reasons.

The Government has also agreed that, for so long as its current land policy is
maintained:

e the amount of land premium payable by the Company will be assessed on a “full
market value” basis, ignoring the presence of the railway for the first land grants
made by the Government to the Company for property development rights in
relation to each new railway project granted to the Company and, if applicable, for
the first premium amount payable for property development rights in relation to
each development phase of such a new railway project (in each case, other than
for depot sites);

e the amount of land premium payable by the Company for railway depot use at
depot sites will be assessed on an “industrial use” basis with a minimum plot ratio
of one; and

e the amount of land premium payable by the Company for the sites of running lines
and stations will be assessed at a nominal premium in accordance with current

policy.
Property ownership and management

In addition to undertaking property developments, the Company continues to own or
manage certain developed properties above or adjacent to railway structures and facilities.
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This helps to ensure that the quality and reputation of these properties can be maintained at
a high standard and also provides another source of income for the Company. Property
management by the Company itself also helps to preserve the relevant railway structures and
facilities.

The Company is one of the largest estate managers in Hong Kong. It owns four
shopping centres located above four of its stations, nhamely Telford Plaza | in Kowloon Bay
(which comprises 38,310 m2 of lettable floor space), Luk Yeung Galleria in Tsuen Wan (which
comprises 10,383 m2 of lettable floor space), Heng Fa Chuen in Chai Wan (which comprises
19,625 m2 of lettable floor space) and Maritime Square in Tsing Yi (which comprises 28,197
m2 of lettable floor space). It also owns certain other smaller properties, including a 50%
commercial interest in Telford Plaza I, which comprises 19,612 m2 of lettable floor space, as
well as 189 carpark spaces. A major renovation programme for the shopping centre at Heng
Fa Chuen is planned for the end of 2000 to ensure that the centre remains competitive with
other newer shopping centres.

The Company holds these properties under long-term leases from the Government
and rents them to tenants for commercial use. The Company has no present intention to sell
any of these shopping centres.

In addition, the Company manages over 36,700 residential units and approximately
353,687 m2 of office and retail space at 18 locations.

During 1999, the Company assumed, under its agreements with developers,
management of the first stages of the developments relating to the Airport Railway Project
that were completed and handed over for residential occupancy. Growth in the property
management portfolio from these developments is expected to continue over the next few
years adding some further 19,000 residential units to the portfolio. In the longer term,
additional units under management will arise from the property developments at Tseung
Kwan O.

The Company has recently established a new brand as part of its property
management services. Called “Premier Management Services”, it is aimed at the high-end
residential, serviced apartments and high quality office accommodations forming part of some
of the property developments relating to the Airport Railway Project. Designed to provide a
higher quality level of service to these higher quality property developments, the new service
has been separately branded to distinguish the service from the property management of
mass residential properties.

The Company aims to provide a property management service that gives a high level
of service to tenants and applies appropriate technology to make the Company a leader in
market practice, thereby enhancing the attractiveness of the residential developments.

On 12th July, 2000, the Company entered into a heads of agreement with
SuperHome.net (HK) Limited, a subsidiary of Sunevision Holdings Limited, for the provision
of Superhome.net as a property portal offering e-facilities to residential units in the
Company’s estate management portfolio. It is anticipated that a final agreement will be
entered into. It is expected that Superhome.net will provide specific content for the
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Company’s managed estates and will be identified with the Company. The Company’s
property portal, using Superhome.net, is expected to offer residents “infotainment”, on-line
shopping and e-services as well as clubhouse facilities booking, billing and invoicing,
management fee payment, bulletins and general enquiry services. The Company’s retail
tenants are also expected to be able to use the e-facilities to offer goods and services for
sale to residents.

The tables below show information in relation to the properties managed or to be
managed by the Company by the end of June 2000:

Residential
As at 30th June, 2000
Parking

Completion Residential spaces
Development (Year) (No. of units) (No.)
=11 0] (o [l CT= 1 o [T o F- TR 1980 4,992 723
LUK YeuNg SUN CRUEN .....covviiiiiiiie et 1983 4,000 651
New Kwai FONG Gardens ..........cooiiiiiiiiiiiieiee e ceeiiiieeee e e e 1983 1,264 126
FOrtresSs Metro TOWE .....uuieeiii e 1986 757 114
[0 1 0] 1 TR 1987 6,648 1,168
Kornhill Gardens (PSPS) ... 1987 2,180 —
HONGWAY GardeN........ccoiiiiiiiieiiiiiiee et 1987 412 —
Perfect Mount Gardens ............ceieiiiiiiiiieieeeeeeee e 1988 760 —
Yo 1011 gT0] 5 I CT= o (] o NN 1988 480 12
HeNg Fa ChUEBN ...t 1989 6,504 849
FeliCity Garden........cueeeiiiiiiieie e 1990 732 —
B L1 = BV (o [T TR 1999 3,500 700
TUNG ChuNG CreSCENT .....veiiiiiiiiiiee ettt 1999 2,158 507
ISland HarbBOUIMVIEW ..........oiiiiiiiiie e 2000 2,314 579
o] = | PR TR 36,701 5,429
Note:

(1) Includes 292 carparking spaces held by the Company for investment.
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Commercial
As at 30th June, 2000
Lettable  Parking

Completion Office Retail area® spaces
Development (Year) (GFA m2) (GFA mg2) (m?) (No.)
Admiralty Centre ... 1980 72,290 18,114 — —
Admiralty Centre (10 shop units on 1st floor)® ..... 1980 — — 286 —
Telford Plaza 1Moo, 1980 — 52,171 38,310 270
Worldwide HOUSE..........ccooiiiiiiiiiiiieie e 1981 33,314 7,141 — —
Nathan Road (retail space)®........ccccvevviiiiereinnnne. 1979 — 106 106 —
Fairmont HOUSE .........cuveiiiiiiiiiie e 1982 20,886 — — —
New Kwai Fong Gardens®............ccccceeiviinineennnnn 1983 — 540 540 —
Luk Yeung Galleria® ..........cccoceveviiiiieneiniiee e 1983 — 15,548 10,383 —
Heng Fa Chuen® .........ccccooiiiiiiiie e 1989 — 26,742 19,625 415
Telford Plaza H®........cccoiiie e 1996 — 31,030 19,612 188
Telford Plaza—Hang Seng Tower...........ccceevvveeee. 1996 26,635 — — 25
Maritime Square®...........cceeviiiiieiiriee e 1998 — 46,170 28,197 220
Tung Chung CresSCent.......ceeeveeiiiiieee e 1999 — 3,000 — —
International Finance Centre® ..........ccccocciveeinnnn 1998 — — — 136
Olympian City | ....ocuveeiiiiiii e 2000 — — — 330
TOLAL e 153,125 200,562 117,059 1,584
Notes:

(1) Properties held for investment, all of which are wholly-owned by the Company (except for Telford Plaza Il and the 10 shop
units on the first floor at the Admiralty Centre which are beneficially owned by the Company as to 50%, and the 136 parking
spaces at the International Finance Centre which are beneficially owned by the Company as to 51%).

(2) Lettable area typically means the area within the internal walls of the relevant premises, as defined in the relevant lease
agreements, but typically excludes all common areas within the relevant commercial property.

The Company’s ownership and management of properties is undertaken by its
Property Department but is treated in its accounts as being related to its railway operations.
The results from these activities form part of the Company’s railway and related operations.
The table below shows the Company’s property rental and property management revenue
since 1995:

Six months ended
Year ended 31st December, 30th June,

% of % of % of % of % of % of % of
total total total total total total total
1995 turnover 1996 turnover 1997 turnover 1998 turnover 1999 turnover 2000 turnover 1999 turnover

(HK$ million, except %)

Property rental(®) ............ccoooo... 483 84 490 78 577 88 654 94 740 102 400 109 339 9.8
Property management income ...... 36 0.6 37 0.6 39 0.6 43 0.6 50 0.7 28 0.8 24 0.7
TOtAl. oo 519 90 527 84 616 94 697 100 790 109 428 117 363 105

Property ownership and
management as a percentage
of turnover (%) .......c.cecvevvrnenns 9.0 8.4 9.4 10.0 10.9 11.7 10.5
Note:
(1) For 1995 and 1996, property rental revenues included revenues from properties wholly-owned by the Company. For 1997,
1998 and 1999, property rental revenues included revenues from properties wholly-owned by the Company and revenues
from properties in which the Company has a 50% ownership interest.

Interests in land
The Company has interests in land and property which may be categorised as follows:
° land and property used in connection with the operation and maintenance of the
Mass Transit Railway (“Railway Properties”);
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land and property held as investments (“Investment Properties™);

land and property occupied by the Company (“Owner Occupied Properties”);
and

land and property held for development (“Development Properties”).

Railway Properties

The Company’s interests in Railway Properties may be categorised as follows:

railway tracks and certain MTR Stations which are subject to a running line lease
(& “Running Line Lease”). The Company has entered into two Running Line
Leases with the Government in respect of the running lines of the Mass Transit
Railway, one for the Tung Chung and Airport Express Lines and the other for the
remaining railway system. It is intended that a third Running Line Lease which will
be in substantially the same form as one of the existing Running Line Leases will
be entered into for the Tseung Kwan O Line.

On 30th June, 2000, the Company entered into an agreement (the “EHC
Agreement”) with the Secretary for the Treasury for and on behalf of the
Government in respect of the vesting of certain assets comprised in the Eastern
Harbour Crossing by Government into the Company in 2008 for nominal
consideration. The Company has agreed to indemnify the Government for certain
amounts which are expected to be nominal. A copy of the EHC Agreement is
available for inspection as described in Appendix X. Pursuant to a letter dated
14th July, 2000 from the Secretary for Planning and Lands to the Company (the
“Land Comfort Letter”), the Government agreed that in 2008 the land supporting
the railway element of the Eastern Harbour Crossing will be leased to the
Company as an extension to an existing Running Line Lease at nominal premium.
A copy of the Land Comfort Letter is available for inspection as described in
Appendix X;

certain MTR Stations which are held under land grants from the Government
(each a “Land Grant”) by way of undivided shares;

certain MTR Stations which are held partly under a Land Grant by way of
undivided shares and partly subject to a Running Line Lease;

certain depots which are held under a Land Grant. The Company has interests in
four depots located at Siu Ho Wan, Tsuen Wan, Kowloon Bay and Chai Wan,
respectively. The depot at Siu Ho Wan is held under a Land Grant which confers
a 100% ownership interest in the Company. There are property developments
above the other three depots. These depots are held by the Company by way of
undivided shares in respect of the entire development (including the depots and
the relevant property developments) which are attributable to the depot. The
remainder of the undivided shares in respect of the entire development are
attributable to the relevant property development; and
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® certain other interests which are held by way of assignments from private third-
party owners, licences, leases, sub-leases and easements which the Company
uses in connection with the Mass Transit Railway.

There are retall sites of various types which form part of the Railway Properties. These
include kiosks, mini-banks and food outlets which are leased to third parties. In addition, there
are approximately 15,000 poster panels which form part of the Railway Properties. Further
details are contained in the paragraph headed “Railway related businesses” in this section.

The Running Line Leases and the Land Grants typically contain a number of
restrictions (“Legal Restrictions”), including provisions prohibiting the Company from
disposing of the relevant property or any interest therein and provisions prohibiting the
Company from using the relevant property for any purpose other than in connection with the
Mass Transit Railway. The Running Line Leases also contain provisions allowing the
Government to re-enter and resume the relevant property.

The Railway Properties are stated in the Company’s financial statements on a
historical cost basis and depreciated at rates sufficient to write off their costs over their
estimated useful lives except for the initial cost on rails and tunnel excavation and boring.
Further details on the treatment of Railway Properties are contained in Notes 1(c), (d) and
14 to the financial statements in the Accountants’ Report in Appendix I.

Investment Properties, Owner Occupied Properties, Development Properties and
other property interests

The Company also has interests in a number of Investment Properties, Owner Occupied
Properties, Development Properties (awarded and unawarded) and other property interests,
further details of which are contained in the Property Valuation Report in Appendix V.

Exemptions and waivers

Under paragraph 34 (“Paragraph 34") of the Third Schedule to the Companies
Ordinance and Rule 5.01 of the Listing Rules, the Company is required to include in this
prospectus a valuation report with respect to all the Company’s and its subsidiaries’ interests
in land and buildings. Each of Paragraph 34 and Rule 5.06(1) of the Listing Rules require
certain particulars to be included in that valuation report. The Board of Directors believes that:

® no meaningful valuation figures could be determined for the Railway Properties
and that any valuation figures that may be arrived at by applying normal valuation
methodologies would be artificial, particularly given the Legal Restrictions; and

® there are commercial sensitivities in relation to the disclosure of detailed valuation
figures for (a) Development Properties where development packages have been
awarded and (b) Development Properties where development packages have not
yet been awarded and property interests held for future development.

Accordingly, the Company has applied to the Securities and Futures Commission for
an exemption under Section 38A of the Companies Ordinance from strict compliance with the
requirements under Paragraph 34 and to the Stock Exchange for waivers from strict
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compliance with the requirements under Rules 5.01 and 5.06 of the Listing Rules in the
following terms:

® in respect of the Railway Properties, that they are not required to be valued in the
Property Valuation Report contained in Appendix V, for the reasons set out above;

® in respect of the Development Properties where packages have been awarded,
that they are valued in the Property Valuation Report contained in Appendix V on
a station-by-station basis; and

® in respect of the Development Properties where development packages have not
yet been awarded and property interests held for future development, that in the
Property Valuation Report contained in Appendix V they are valued on an
aggregated basis and described on a station-by-station basis,

in each case for the reasons set out above.

The Securities and Futures Commission has issued a certificate of exemption under
Section 38A of the Companies Ordinance granting exemptions from strict compliance with the
requirements under Paragraph 34 in the terms applied for and for the reasons set out above;
and the Stock Exchange has granted waivers from strict compliance with Rules 5.01 and 5.06
of the Listing Rules in the terms applied for and for the reasons set out above.

ACTIVITIES OF SUBSIDIARIES

Creative Star

In June 1994, the Company entered into an agreement with four public transport
providers, KCRC, Kowloon Motor Bus, Citybus and The Hongkong and Yaumati Ferry
Company, Limited to undertake the development and operation of a contactless smart card
ticketing system known as “Octopus” through a company, Creative Star. The Company and
each of these companies are shareholders in Creative Star. Details of the Octopus system
are contained in the paragraph headed “Octopus smart cards” in this section. To maximise
the opportunities resulting from the widespread holding of Octopus cards and watches, which
at 30th June, 2000 was more than 6.34 million, Creative Star is actively pursuing the further
expansion of Octopus card usage. In particular, it is considering opportunities for increasing
its non-transport related uses, including for payment in convenience stores and
supermarkets. Octopus cards are now accepted at certain carparks and a fast food chain
store. It is also considering entering into arrangements with other third parties, such as banks
and conglomerates as a means of expanding the potential uses of Octopus cards.

The Company holds 67.8% of the issued share capital in Creative Star but its voting
rights at board meetings of Creative Star, exercisable by directors of Creative Star who are
appointed by the Company, are limited to 49%. None of the shareholders in Creative Star is
individually able to control the board of directors of Creative Star. The shareholders of
Creative Star have agreed to provide the necessary funding to Creative Star for its operations
and for the development of the Octopus system. The shareholders also agreed that their
objective would not be to seek profit but they have recently agreed to discuss in good faith
the possible amendment of this objective and possible changes in their respective
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shareholdings in Creative Star. Creative Star and the Company have entered into an
agreement pursuant to which the Company provides certain services to Creative Star, most
of which relate to the rental of space for computer equipment and services and warehouse
storage space.

On 20th April, 2000, Creative Star became authorised by the HKMA as a deposit-
taking company to issue a multi-purpose card. As an authorised institution under the Banking
Ordinance (Chapter 155 of the Laws of Hong Kong), Creative Star is now required to
maintain a minimum capital adequacy ratio. It is authorised to expand the range of
applications of the Octopus system subject to certain conditions, including that the goods and
services to be supplied on the production of an Octopus card are restricted to certain “core”
uses (principally, transport-related uses for Creative Star's shareholders) and ‘“non-core”
uses (including for certain vending machines, photo booths and telecommunication services,
carparking facilities, certain estate management services, tunnel tolls, goods and services in
certain convenience stores, supermarkets and fastfood restaurants and goods and services
purchased through certain internet terminals), subject to certain limits related to the
aggregate value of transactions that are “non-core” and non-transport related relative to the
aggregate value of transactions which are ‘“core” and transport related, respectively. In
addition, the maximum value of money stored on an Octopus card at any time must not
exceed HK$1,000.

Creative Star receives sums of money as deposits and pre-payments for stored value
upon the issue of Octopus cards and when Octopus cardholders add value to their Octopus
cards. All interest earned on these sums is for the account of Creative Star which, together
with the fees paid by service providers who use the Octopus system and processing fees
which Creative Star charges if a holder wishes to personalise his Octopus card, is used to
meet the costs of establishing and operating the Octopus system. It is Creative Star’s current
policy to charge its shareholders a transaction fee on an “at-cost” basis and other transport
operators mostly at 1% of the relevant transaction value. Service providers also pay for their
own Octopus system processing equipment. There are arrangements in place between
Creative Star and each of these service providers for the reconciliation of sums payable
between Creative Star and each of the service providers.

Further details in relation to Creative Star are contained in Note 18(a) to the financial
statements in the Accountants’ Report in Appendix I.

Other subsidiaries

MTR Engineering

MTR Engineering operates principally from the United Kingdom. It carries out
inspection and related services on equipment manufactured in Europe for the Company and
other third-party clients.

MTR Travel

MTR Travel, another wholly-owned subsidiary of the Company, operates a travel
service centre, located at Hong Kong station which operates as a travel agent, selling local
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and overseas tours and tickets for the Turbojet to Macau and China. It also acts as a
customer service outlet, providing information on the Mass Transit Railway and selling
souvenirs.

Fasttrack Insurance

Fasttrack Insurance was incorporated as a wholly-owned subsidiary of the Company
in Bermuda in November 1997. The primary purpose of this subsidiary is to operate as the
Company’s captive insurance company. Further details relating to Fasttrack Insurance are
contained in the paragraph headed “Insurance” in this section.

MTR (Estates Management) Limited

MTR (Estates Management) Limited is a wholly-owned subsidiary of the Company and
is currently dormant.

ENVIRONMENTAL MATTERS

Environmental issues have assumed an increasingly important role in the design and
development of extensions to, and operations of, the Mass Transit Railway and associated
property development.

The Company has initiated a proactive environmental management programme, which
serves to enforce environmental awareness. Through the implementation of an environmental
audit programme attached to supplier contracts and based on approved environmental
management plans, each contractor must comply with and implement the required standards
throughout the term of the relevant contract.

At many levels within the Company, programmes to reduce energy consumption and
to reuse and recycle resources are in effect under the Company’s internal environmental
management systems policy based on the ISO 14000 standard. Principal efforts in 1999
focused on the management and monitoring of wastewater, air quality and noise.

The Company has embarked on a programme of ensuring compliance with
wastewater discharge requirements from all its stations by 2001 but has been fined under the
Water Pollution Control Ordinance (Chapter 358 of the Laws of Hong Kong) in respect of
wastewater discharge. Three new treatment facilities at Kowloon Bay, Chai Wan and Tsuen
Wan depots are operational and pipeline connections to other stations with treatment prior to
discharge are to be implemented at 26 MTR Stations.

In 1999, the Company’s noise reduction programme progressed with the completion
of the installation of wheel dampers on the MTR Lines and the replacement of 64 rail joints
throughout the system. Railway noise is also mitigated by regular maintenance of the rails
and train wheels.

The Company believes that its existing operations are in compliance with applicable
environmental regulations, including the Noise Control Ordinance (Chapter 400 of the Laws
of Hong Kong) to the extent that they apply to the Company.
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For projects under development, the Company is required to comply with the statutory
processes prescribed by the Government, including submission of an environmental impact
assessment to the Environmental Protection Department and satisfactory conclusion of a
public consultation period. The Company is also required to comply with the terms of
environmental permits issued as a result of its environment impact assessment and
applicable environmental regulations in its construction activities.

The Company completed comprehensive environmental impact assessments for the
TKE Project and the QBR Works, covering a range of environmental concerns, including
noise, air and water quality, land use and landscape, visual impact, archaeology and culture,
resources, ecology, waste management and man-made hazards. The environmental impact
assessments concluded that, by incorporating suitable measures, the environmental impact
associated with the construction and operation of the TKE and the QBR Works could be kept
within the stringent requirements imposed by the Environmental Protection Department and
in compliance with all other statutory requirements. In particular, the noise impact of railway
operations has been addressed by an integrated design approach. The final reports of the
environmental impact assessments have been endorsed by the Advisory Council on the
Environment.

INSURANCE
General

The Company maintains insurance cover which it considers to be adequate and
appropriate for the business which it operates. In particular, it insures against a variety of
risks, including railway asset and property damage, business interruption, third party liability,
construction damage and employees’ compensation. The Company believes that it has a
very good safety record and insurance loss experience.

The Company insures against third party liability in respect of the operating railway,
property management and property ownership with a limit of indemnity of HK$1 billion for any
one occurrence, including HK$200 million cover for any one occurrence in respect of directors’
and officers’ liability. Employees’ compensation is maintained in accordance with the
requirements of the Employees Compensation Ordinance (Chapter 282 of the Laws of Hong
Kong) and includes unlimited common law liability cover. Project specific insurance to the full
contract sum in respect of damage to the works has been arranged by the Company in respect
of the TKE Project and associated property developments, QBR Works and property
developments associated with the Airport Railway Project. Third party liability for these projects
is insured with a limit of indemnity of HK$700 million for any one occurrence. The policies have
been arranged for the full contract period in each case and are non-cancellable.

The Company also maintains insurance in respect of contracted out repairs and
renewal and maintenance works on the operating railway. The contract works are insured to
the full contract sum. Third party liability cover including excess layer coverage provides
cover up to a limit of indemnity of HK$1,050 million for any one occurrence. The Company
has made no material claims under this insurance policy.
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Fasttrack Insurance

Until November 1997, all of the Company’s insurance risks were placed in the Hong
Kong and international insurance markets. Since that time, the Company’s railway asset
damage and business interruption risks have been placed through Fasttrack Insurance, a
wholly-owned subsidiary incorporated in Bermuda as a captive insurance company.

Fasttrack Insurance retains for its own account cover of HK$100 million and reinsures
the balance of HK$1,150 million in the international reinsurance market. The total premium in
respect of the railway asset damage and business interruption risks is paid to Fasttrack
Insurance annually. It retains a proportion of that premium to cover its retained risk and pays a
portion of that premium to cover the balance of the risks which are placed in the reinsurance
market. Insurance and reinsurance arrangements on this basis commenced in November 1997
and were continued in May 1999 for a three year period expiring in May 2002.

Fasttrack Insurance has demonstrated several advantages over the approach adopted
by the Company prior to November 1997. First, by forming a wholly-owned captive insurance
company with a significant retained risk, the Company is able to attract a larger pool of
reinsurers to compete for Mass Transit Railway business. Secondly, Fasttrack Insurance is
able to retain profitable premium income that would otherwise be paid to insurers. Thirdly,
Fasttrack Insurance is able to charge a commission on transactions that are passed through
to the reinsurance market. Fourthly, by demonstrating within the Company that, through
Fasttrack Insurance, it is retaining a significant level of risk, it is possible to continue to
emphasise the importance of sound and effective safety management standards.

Since its commencement of business in November 1997, Fasttrack Insurance has
generated a cumulative surplus of approximately HK$15 million resulting from underwriting
profits and investment income. As at 30th June, 2000, this cumulative surplus together with
paid-up capital amounted to HK$40 million. As at 30th June, 2000, only the railway asset
damage and business interruption risks have been placed with Fasttrack Insurance, and the
Company is not planning to place any other insurance risks with Fasttrack Insurance until it
has established a level of reserves which the Company considers to be adequate.
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The Company’s key objective is to continue to develop and manage a world class
railway together with property and other related businesses, to maximise its inherent
strengths and to enhance shareholder value. The Company has developed the following
principal future plans and strategies to achieve this.

Existing railway and related operations

To derive maximum value from its railway assets and related operations.

The Company intends to continue its leadership in urban railway operations by
leveraging the Government's stated transport planning environment, the
Government’s recognised need to rely on railways as the backbone of Hong
Kong's transport system and the regulatory framework under which it operates. It
intends to utilise this position to enhance patronage on its existing railway network
and to capture significant market shares in its future railway networks.

The Company will continue to explore ways of increasing patronage on, and the
market share of, the Mass Transit Railway and will seek to maximise the increased
patronage opportunities arising from the introduction of new transport links, such
as the West Rail and Ma On Shan links. The Company will seek to promote the
use of the Mass Transit Railway through a wide range of marketing programmes
and will seek to provide improved access to the Mass Transit Railway system by
an increased network of feeder services and links to MTR Stations.

The Company also aims to enhance the value of its railway operations and its
other businesses. The Company believes it has been successful in achieving this
in a number of areas, including the development of properties in close proximity to
MTR Stations which provide additional potential patronage for its railway system.
The Company intends to continue this successful formula wherever possible.

The Company aims to continue to increase the productivity and the level of
utilisation of its railway assets through its on-going railway asset management
programmes, the introduction of advanced technology and by continuing to
improve the efficiency of its logistics and supplies systems.

The Company is considering internet related opportunities, such as connectivity to the
internet from within the Mass Transit Railway system, at MTR Stations and on its
trains through integration with third generation mobile telephones, and establishing
fulfilment centres at MTR Stations. It is evaluating the possible development of an
e-commerce/fulfilment portal joint venture to cover business-to-consumer and
business-to-business market segments.

The Company intends to exploit its communications infrastructure, including its
optic fibre and radio transmission systems, in order to provide a wider range of
services to the public, such as third generation mobile telecommunications
systems. It also intends to maximise the opportunities from existing and potential
fixed network telecommunications providers by allowing them to utilise the
Company’s railway and associated properties to extend their coverage and the
scope of their services.
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With more than 6.34 million Octopus cards and watches which have been issued
since their introduction, the Company and Creative Star are exploring the range of
potential new applications for the Octopus system to maximise the opportunities
resulting from the widespread holding of these cards and watches. These include
a wide variety of non-transport related goods and services. The Company and
Creative Star are also considering entering into arrangements with third parties,
such as banks and conglomerates as a means of expanding the potential
applications of the Octopus system.

To plan and deliver a cost efficient, reliable, safe and environmentally friendly railway
service to satisfy the Company’s existing customers and attract new customers.

The Company will continue to provide a safe, reliable, cost efficient and
environmentally friendly railway service. To achieve this, the Company undertakes
projects to enhance its railway system, including installing platform screen doors
at all underground MTR Stations on the Tsuen Wan, Kwun Tong and Island Lines
which is expected to reduce the Company’s energy costs, continuing its rolling
programme of station improvements and modernising its trains. The Company
plans to continue providing a service that meets the high performance levels
reflected in the performance requirements contained in the Operating Agreement
and in the customer service pledges the Company has established, to satisfy the
expectations of existing customers and to attract new customers.

In order to achieve further cost efficiencies, the Company plans to continue to
outsource a variety of works to independent third parties where it is more cost
efficient to do so, including maintenance and technical works.

Extensions, improvement projects and future new projects

To extend the railway system when the transport need and commercial viability has
been demonstrated and to carry out such extensions in a timely and cost effective
manner.

Property

The Company continues to identify, evaluate and plan new projects using sound
transport and engineering methodology and adopting prudent commercial
principles. For the current decade, the Company expects to be actively engaged
in carrying out projects such as the Tseung Kwan O Extension Project and the
Penny’s Bay Rail Link, and, potentially, the Island Line Extensions, the Shatin to
Central Link and the Regional Express Line. It is also examining the possibility of
developing alternative forms of transport such as medium and light rail and a cable
car system. For new projects, it plans to continue using its project management
approach that has proven successful for the projects it has undertaken in the past
and which has demonstrated a track record of having completed its railway
projects within budget and on schedule.

To leverage its competitive advantage in property development by obtaining
development sites in conjunction with railway development.

The Company intends to continue to leverage its competitive advantage in
property development that arises from the location of the Mass Transit Railway.
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The Company aims to implement this strategy by actively pursuing property
development opportunities and property related business opportunities associated
with the Mass Transit Railway and new railway projects which it expects would
enhance the associated railway returns from the relevant new railway projects,
thereby contributing to an improved rate of return on the investment cost of
constructing the relevant new railway projects.

Historically, the Company has been involved in significant property development
schemes associated with the construction of new railway projects and intends to
continue with the balanced-risk approach it has adopted in the past for property
development in conjunction with experienced third party developers.

The Company intends to grow its investment property portfolio where it believes it
is appropriate to take profit from its property development activities in the form of
real property, taking account of market conditions and other factors. The Company
expects its property management business to grow as its investment property
portfolio grows.

To capitalise on the opportunities resulting from its proposed agreement with
Superhome for the provision of a property portal.

Having recently entered into a heads of agreement with SuperHome.net (HK)
Limited (a subsidiary of Sunevision Holdings Limited) for the provision of
Superhome.net as a property portal offering e-facilities to the high number of
residential units managed by the Company, it is anticipated that a final agreement
will be entered into and that the Company and SuperHome.net will be seeking to
capitalise on the wide range of consumer-related opportunities that are expected
to arise.

Finance matters

To plan, manage and control its finances in a prudent commercial manner and
maintain its financing capabilities both in the local and international markets.

The Company aims to plan its finances in a prudent manner, ensuring that new
investments are made only where it has sufficient funding capacity and where the
new investment can generate a commercially acceptable rate of return. To finance
its anticipated funding needs, the Company will seek to maintain and enhance its
strong access to the international capital markets and to manage its debt liabilities
in a disciplined and prudent manner using its Preferred Financing Model.

To minimise its cost of capital within a prudent capital structure through cost effective
financing

The Company will seek to enhance shareholder value and the value that can be
created from new investments through minimising its cost of capital whilst
preserving a prudent capital structure. It will also seek to minimise its financing
costs through maintaining its high credit ratings, its strong relationships with the
international financial community and utilising the debt markets in a systematic
and cost efficient manner.
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Management and employees

To align management and employee interests through the implementation of the Pre-
Global Offering Share Option Scheme and the Employee Share Grant.

The Company recognises the important contribution that its staff make to its
success. Accordingly, the Company will continue to encourage and promote
ownership and participation among staff through open communication and
consultation, partnership and empowerment. Further, the Company will continue to
encourage motivation and recognise the contribution by staff through a
performance-driven and competitive reward system and through -career
development opportunities.
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GENERAL

The management of the Company’s business is vested in the Board of Directors.
Pursuant to the Articles and the protocol adopted by the Board of Directors, the Board of
Directors has delegated the day-to-day management of the Company’s business to the
Executive Directorate but the Board of Directors has reserved to itself certain powers such
as the approval of the Company’s financial statements, dividends, significant changes in
accounting policy, its annual operating budget, certain material contracts, certain financing
arrangements and major investments, risk management strategy, treasury policies and fare
structures.

The Board of Directors currently comprises 10 members, consisting of one executive
and nine non-executive Directors, of which six are independent non-executive Directors. The
Articles provide that the number of Directors constituting the Board of Directors shall not be
less than two and there is no maximum number prescribed. The shareholders can change
these requirements by passing an ordinary resolution at a general meeting.

A person may be appointed as a Director at any time either by the shareholders in
general meeting or by the Board of Directors upon the recommendation of the nomination
committee. Directors who are appointed by the Board of Directors must retire at the
conclusion of the first annual general meeting after their appointment. In either case, the
Directors so elected and appointed are eligible for re-election and re-appointment. At the
annual general meeting of the Company, at least one-third of the Directors are required to
retire from office by rotation.

The Chief Executive may, pursuant to section 8 of the new MTR Ordinance, appoint
up to three persons as “additional directors”. Directors appointed in this way may not be
removed from office except by the Chief Executive. These Directors are not subject to any
requirement to retire by rotation nor will they be counted in the calculation of the number of
Directors who must retire by rotation. In all other respects, “additional directors” are treated
for all purposes in the same way as other Directors. With effect from 30th June, 2000, the
Chief Executive appointed the office of the Secretary for Transport, which is currently held by
Mr. Nicholas Ng, and the office of the Commissioner of Transport, which is currently held by
Mr. Robert Footman, as ‘“additional directors” pursuant to section 8 of the new MTR
Ordinance. In the event of any transaction, arrangement or other kind of proposal being
considered by the Board of Directors, in which any additional director has a material interest
including a material interest that arises as a result of the Government office which he holds,
such additional director shall abstain from voting at the relevant meeting of the Board of
Directors in accordance with the provisions of the Articles, as set out in Appendix VIII, which
shall apply to all Directors.
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MEMBERS OF THE BOARD

The table below shows certain information concerning the Members of the Board:

Name Age Position
Jack So Chak KWoNg........ccceeveeiniiieieniiiinenen, 55 Chairman and chief executive
Professor Cheung Yau Kai..........ccccveveennnnen. 65 Independent non-executive Director
Dr. The Honourable Raymond Ch’ien Kuo
FUNG .o 48 Independent non-executive Director
David Gordon Eldon............cccceeeeiniiiineenninnen. 54 Independent non-executive Director
David Wylie Gairns.........ccccoecvveveiiniiieeeeeenn, 64 Independent non-executive Director
Edward HO Sing Tin ....cceeveviiiicieee e 60 Independent non-executive Director
Lo Chung HiNG ....ovvveiiiiiiieeiiiene e, 48 Independent non-executive Director
Denise Yue Chung Yee
(Secretary for the Treasury).........ccccuveeeen. 47 Non-executive Director
Secretary for Transport, 53 Non-executive Director and “additional director”
Nicholas Ng WiNng Fui..........cccceeeiiiiinneens appointed under section 8 of the new MTR
Ordinance
Commissioner for Transport,
Robert Charles Law Footman..................... 48 Non-executive Director and “additional director”
appointed under section 8 of the new MTR
Ordinance

Chairman and chief executive

Jack So Chak Kwong is the chairman of the Board of Directors and chief executive
of the Company responsible for the Company’s overall management. Mr. So began his career
with the Government. He joined the private sector in 1978, serving in various posts in the
securities, finance and property industries. From 1985 to 1992, Mr. So served as executive
director of the Hong Kong Trade Development Council. Prior to joining the Company in 1995,
Mr. So was the managing director of a member of the Sun Hung Kai Properties group and
was involved in direct investment and property development in China. A fellow of the
Chartered Institute of Transport, Mr. So is also a vice president of the International Union of
Public Transport and is chairman of its Asia-Pacific Division. Mr. So is a non-executive
director of The Hongkong and Shanghai Banking Corporation Limited. He also serves on a
number of other committees and organisations, including the Hong Kong/European Union
Business Cooperation Committee, the Independent Commission Against Corruption —
Operations Review Committee, The Employers’ Federation of Hong Kong, the Hong Kong
Management Association and the Community Chest of Hong Kong.

Non-executive Directors

Professor Cheung Yau Kai is a non-executive Director and has been a Member of
the Board since 1999. He was Taikoo Professor of Engineering and Acting Deputy Vice-
Chancellor of the University of Hong Kong until 30th June, 2000. Professor Cheung began
his academic research career at the University College of Swansea, Wales. He was
appointed Professor of Civil Engineering at Calgary in 1970 and moved to the University of
Adelaide in 1974 as Professor and Chairman of the Department of Civil Engineering. In 1977,
he took up the Chair and Headship of the Department of Civil Engineering in the University
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of Hong Kong. In addition to his academic appointments, Professor Cheung has served as
first Senior Vice-President of the Hong Kong Institution of Engineers and is currently the
Chairman of its Accreditation Board. Professor Cheung has been awarded several honorary
degrees at educational institutions, including, recently, an honorary Doctor of Science by the
University of Hong Kong and an honorary Doctor of Laws by the University of Wales.

Dr. The Honourable Raymond Ch’ien Kuo Fung is a non-executive Director and has
been a Member of the Board since 1998. Dr. Ch'ien is chairman of China.com Corporation
and Hongkong.com Corporation. He is a director of Inchcape plc, The Hongkong and
Shanghai Banking Corporation Limited and HSBC Holdings plc, while chairing Inchcape
Greater China and HSBC Private Equity (Asia) Limited. Dr. Ch'ien is a member of the
Executive Council of the Hong Kong Special Administrative Region. He also serves as
Chairman of the Hong Kong/Japan Business Cooperation Committee and the Hong Kong
Industrial Technology Centre Corporation. In addition, Dr. Ch'ien is the honorary president
and past chairman of the Federation of Hong Kong Industries and serves on the Council of
the Hong Kong University of Science and Technology. Dr. Ch'ien received a doctorate in
economics from the University of Pennsylvania, U.S.A. in 1978. He was made a Commander
in the Most Excellent Order of the British Empire in 1994 and awarded the Gold Bauhinia Star
medal in 1999.

David Gordon Eldon is a non-executive Director and has been a Member of the
Board since 1999. He is chairman of The Hongkong and Shanghai Banking Corporation
Limited and an executive director of HSBC Holdings plc, non-executive chairman of Hang
Seng Bank Limited, a director of HSBC Investment Bank Asia Holdings Limited and a non-
executive director of Swire Pacific Limited. Mr. Eldon began his banking career in London in
1964 and joined HSBC Bank Middle East (formerly The British Bank of the Middle East), a
principal member of the HSBC Group, in 1968. He served in many positions at companies in
the HSBC Group before being made an executive director of The Hongkong & Shanghai
Banking Corporation Limited in 1994. He became chief executive officer in 1996 and
chairman in 1999. Mr. Eldon is a fellow of both the Chartered Institute of Bankers and the
Hong Kong Institute of Bankers. In addition, Mr. Eldon serves on a number of local
organisations, including the Exchange Fund Advisory Committee, the Hong Kong Jockey
Club, the Community Chest of Hong Kong and the Hong Kong Trade Development Council.

David Wylie Gairns is a non-executive Director and has been a Member of the Board
since 1991. He is a chartered accountant and was previously the senior partner of KPMG
Peat Marwick, Hong Kong, having been with that international firm, in UK and Hong Kong,
since 1955. He served on the Council of the Hong Kong Society of Accountants from 1983
to 1989 and was President of the Society in 1988. Mr. Gairns is currently a non-executive
director of The Hongkong and Shanghai Banking Corporation Limited, Johnson Electric
Holdings Limited, Wing On Company International Limited and Hsin Chong Construction
Group Limited.

Edward Ho Sing Tin is a non-executive Director and has been a Member of the Board
since 1991. He is an architect and is managing director of Wong Tung & Partners Limited.
Mr. Ho was an elected member of the Legislative Council of Hong Kong from 1991 to 2000,
representing the architectural, surveying and planning functional constituency. He was
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president of the Hong Kong Institute of Architects in 1983 and 1984. Mr. Ho is also chairman
of the Hong Kong Industrial Estates Corporation and serves on a number of statutory boards
and advisory committees, including the Construction Advisory Board, the ICAC Advisory
Committee on Corruption, the Board of Trustees of the Lord Wilson Heritage Trust and as
chairman of the Heritage Trust's Council. He has been appointed a non-executive director of
the Exchange Fund Investment Limited.

Lo Chung Hing is a non-executive Director and has been a Member of the Board
since 1995. He is deputy general manager of the Bank of China, Hong Kong Branch. Mr. Lo
began his banking career in 1969 and he served in several positions within the Bank of China
Group before being appointed to his present post in 1988. Mr. Lo is a non-executive director
of Trilease International Limited. He is also a board member of the Hospital Authority and a
trustee of the Hong Kong University of Science & Technology Educational Trust. He was
appointed as a board member of the Provisional Airport Authority in 1994 and served as Vice
Chairman of the Airport Authority from April 1996 to May 1999. Mr. Lo is a Deputy to the
National People’'s Congress of the People’s Republic of China. He was awarded the Silver
Bauhinia Star medal in 1998.

Denise Yue Chung Yee is a non-executive Director and has been a Member of the
Board since 1998 upon her appointment as Secretary for the Treasury of the Government.
Miss Yue joined the civil service in 1974 and has served in a number of executive
departments and policy bureaux. Prior to her appointment as Secretary for the Treasury in
1998, Miss Yue served as Secretary for Trade and Industry and Director-General of Industry.
Miss Yue is a member of the boards of a number of statutory bodies in Hong Kong, including
the Airport Authority, the Kowloon-Canton Railway Corporation and the Housing Authority. In
addition, she is currently a member of the Standing Committee on Implementation of Hong
Kong Disneyland.

Secretary for Transport, Nicholas Ng Wing Fui is a non-executive Director
appointed as an “additional director” under section 8 of the new MTR Ordinance. Mr. Ng has
been a Member of the Board since 1997. He was educated in Hong Kong and joined the civil
service in 1970. Prior to his appointment, Mr. Ng served as Secretary for Constitutional
Affairs from 1994 to 1997 and Director of Administration from 1991 to 1994. In addition, Mr.
Ng is also a member of the board of the Kowloon-Canton Railway Corporation, Western
Harbour Tunnel Company Limited and Route 3 (CPS) Company Limited.

Commissioner for Transport, Robert Charles Law Footman is a non-executive
Director appointed as an “additional director” under section 8 of the new MTR Ordinance with
effect from the Appointed Day. Mr. Footman came to Hong Kong and joined the civil service
in 1974. He was appointed as Commissioner for Transport in 1998, prior to which he had held
the post of Postmaster General since 1995. Previous Government posts held by Mr. Footman
include the Head of the Efficiency Unit from its establishment in 1992 until 1995 and Deputy
Director in the Trade Department from 1989 to 1992. As Commissioner for Transport, Mr.
Footman is also a director of several transport-related companies, including KMB, Long Win
Bus, New World First Bus, New Lantao Bus, Citybus, The Star Ferry Company Limited, The
New Hong Kong Tunnel Company Limited, Western Harbour Tunnel Company Limited,
Tate’s Cairn Tunnel Company Limited and Route 3 (CPS) Company Limited.
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MEMBERS OF THE EXECUTIVE DIRECTORATE

The members of the Executive Directorate are senior full time employees of the
Company. The table below shows certain information relating to them:

Name Age Position

Jack So Chak Kwong........ccccceeiiiiiiiiiiiiiieeceeee, 55 Chairman and chief executive
Russell John Black...........ccuuveeeiiiiiiiiiiiiiieee, 53 Project director

William Chan Fu Keung .......cccccooviiiiiiiiiieeeneeeenn. 51 Human Resources director
Philip GaffNey ... 52 Operations director

Thomas Ho Hang Kwong........cccccoevviiiiiiiiicenennnn. 49 Property director

Clement Kwok King Man ..........cccouveieeiiiiiinnninnnns 40 Finance director

Leonard Bryan TUurk .........cceeeeeeieiieeeneniniiiiieeee, 51 Legal director and Secretary

Jack So Chak Kwong. Details relating to Mr. So are contained in the paragraph
headed “Members of the Board” in this section.

Russell John Black is the Company’s Project director, appointed to that post in 1992.
He is responsible for the planning and implementation of all major extension projects,
including the Airport Railway Project, the QBR Works and the TKE Project. He is also
responsible for undertaking feasibility studies into possible new extensions to the railway,
including the Shatin to Central Link, the NIL and the WIL. Mr. Black initially worked for the
Company on the construction of the Mass Transit Railway from 1976 to 1984. Prior to
rejoining the Company in 1992, Mr. Black was the Project Director for London Underground’s
Jubilee Line Extension project from 1990 to 1992 and, before that, he worked on Singapore’s
underground railway and on the Eastern Harbour Crossing. Mr. Black holds an honours
degree in civil engineering, and is a fellow of the Hong Kong Institution of Engineers, the
Institution of Professional Engineers, New Zealand and the Hong Kong Academy of
Engineering Science. He serves on the Vocational Training Council and had served
previously on the Construction Advisory Board. Mr. Black was awarded the Bronze Bauhinia
Star medal in 1999.

William Chan Fu Keung is the Human Resources director of the Company,
responsible for human resource management, operational and management training,
administration and security management. He joined the Company in 1989 as Human
Resources Manager. He joined the Executive Directorate of the Company in 1996 and
became Human Resources director in 1998. Prior to joining the Company, Mr. Chan held
senior managerial positions both in the commerce and in the utility sectors in Hong Kong,
including the Government, the Hong Kong Productivity Council, Hutchison Whampoa Limited
and Hong Kong Telecommunications Limited. Mr. Chan is a founding member of the Hong
Kong Institute of Human Resource Management. He has served on the Institute’s executive
council for many years and was elected Fellow Member in 1985. Mr. Chan graduated from
the University of Hong Kong in 1971, majoring in Economics.

Philip Gaffney became the Operations director of the Company in 1998. He is
responsible for all matters relating to the operations, safety and railway asset management
of the Mass Transit Railway. He also has responsibility for all transport planning-related
matters. Mr. Gaffney began his career in 1965 as an engineering student in the Signals and
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Telecomms Department of British Railways Scottish Region. He joined the Company in 1977
working on the design development, approval and testing of the railway’s automatic train
control system. He became Chief Engineer (Operations) in 1989 and Deputy director
(Operations Engineering) in 1995. Mr. Gaffney is a member of the Hong Kong Institution of
Engineers, a fellow of the Institution of Railway Signal Engineers and a member of the
Chartered Institute of Transport in Hong Kong.

Thomas Ho Hang Kwong has been the Property director since he joined the
Company in 1991. He is responsible for the development and management of all properties
above and adjacent to MTR Stations and depots. He leads a multi-disciplinary team of
managers involved in the planning, design, construction and management of large-scale
property developments. Mr. Ho qualified in 1974 as a chartered surveyor in Hong Kong. Until
he joined the Company, he worked for the Government specialising in land administration
and latterly held a directorate post in the Lands Department, responsible for formulating
policies and procedures to make land available for the Airport and the Airport Railway Project.
He is a member of the Executive Committee of the Hong Kong Housing Society and serves
on the Community Chest.

Clement Kwok King Man joined the Company as Finance director in 1996. He is
responsible for the financial management of all of the Company’s affairs, including financial
planning and control, budgeting, accounting and reporting and the treasury function. In
addition, he has responsibility for the Company’s information technology function and serves
as chairman of both Creative Star and the board of trustees of the Company’s retirement
scheme. Mr. Kwok obtained an honours degree in Economics from the London School of
Economics in 1980 and qualified as a chartered accountant in the United Kingdom. Prior to
joining the Company, he worked as an accountant with PriceWaterhouse in London and for
a number of years as an investment banker in both London and Hong Kong, latterly as Head
of Corporate Finance at Schroders Asia Limited. He is currently a member of the Takeovers
and Mergers Panel and of the Hang Seng Index Advisory Committee and had previously
served on the Listing Committee of the Stock Exchange.

Leonard Bryan Turk is the Legal director and Secretary to the Board of Directors of
the Company. He is responsible for legal advice, corporate secretarial services and the
procurement function within the Company. In particular, Mr. Turk’s responsibilities include
construction contracts, covering contract drafting and administration, cost control and dispute
resolution. Mr. Turk joined the Company in 1981 and became Legal director and Secretary in
1988. He is a solicitor admitted to practice in both Hong Kong and in England and Wales.
Before joining the Company, Mr. Turk worked in local government in England, concentrating
particularly on commercial property development and the financing of large projects.

COMMITTEES

The Company has established an audit committee, a remuneration committee and a
nominations committee in accordance with the Articles. Each of these committees comprises
entirely non-executive Directors.
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For as long as the Financial Secretary Incorporated controls 50% or more of the voting
power of the Company, it has the right to appoint and remove any non-executive Director as
a member of each of these three committees.

The chairman is entitled to be a member of any of these three committees so long as
he does not concurrently hold the office of chief executive officer or fulfil any other executive
function. If the chairman concurrently holds the office of the chief executive officer or fulfils
any other executive function, he is entitled to be in attendance only at meetings of any of
these three committees.

Audit committee

The audit committee will select and engage, on behalf of the Company, independent
public accountants to audit the Company’s annual financial statements, and will review and
approve the planned scope of the Company’s annual audit. The members of the audit
committee are David Wylie Gairns (chairman), Professor Cheung Yau Kai and the
Commissioner for Transport, Robert Charles Law Footman.

Remuneration committee

The remuneration committee makes recommendations to the Board on executive
remuneration and considers all matters relating to the Company’s remuneration policy and
the remuneration and incentives of the Directors and senior management with reference to
independent remuneration research and professional advice. The members of the
remuneration committee are Dr. The Honourable Raymond Ch'ien Kuo Fung (chairman),
Denise Yue Chung Yee and Edward Ho Sing Tin.

Nominations committee

The nominations committee makes recommendations to the Board of Directors on
candidates to fill vacancies on the Board of Directors. The members of the nominations
committee are David Gordon Eldon (chairman), Lo Chung Hing and the Secretary for
Transport, Nicholas Ng Wing Fui.

COMPENSATION TO MEMBERS OF THE BOARD AND MEMBERS OF THE EXECUTIVE
DIRECTORATE

The aggregate amount of the emoluments paid by the Company to the Members of
the Board and the Members of the Executive Directorate for the year ended 31st December,
1999 and the six months ended 30th June, 2000 were HK$37 million and HK$16 million,
respectively, including fees, salaries, allowances, benefits and retirement scheme
contributions.

The estimated aggregate amount of the emoluments payable to the Members of the
Board and the Members of the Executive Directorate in the year to 31st December, 2000
under the arrangements currently in force is HK$36 million.
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Under the Articles, if at any time when the Financial Secretary Incorporated holds 50%
or more of the voting power in the Company and the chairman concurrently holds the office
of chief executive officer or fulfils any other executive function, the Financial Secretary shall
determine his terms and conditions of appointment and his remuneration (whether as salary,
commission, profit share or any other form of remuneration), after receiving a
recommendation from the remuneration committee as approved by the Directors.

CHIEF EXECUTIVE OFFICER OF CREATIVE STAR

Robert Hewett Noble was appointed Chief Executive Officer of Creative Star on 1st
September, 1999. He joined the Company in 1976 and worked for the Company as Marketing
and Planning director with responsibility for advertising and promotional activities, transport
planning, railway-related commercial activities and the Octopus project. Mr. Noble holds a
masters degree in business administration. He is 51 years old.

SENIOR MANAGEMENT AND EMPLOYEES

Senior managers

Geoffrey David Avery is the Head of Procurement & Contracts for the Company. He
is qualified as a chartered quantity surveyor. He joined the Company in 1998 and reports to
the Legal director and Secretary. Mr. Avery is responsible for the procurement of contracts,
consultancies, services and materials for the Company and the provision of cost control,
estimating and contract administration services in support of major contracts and
consultancies. He is 54 years old.

Martin Charles Brown is the Head of Operations in the Operations Division of the
Company. He is a chartered civil engineer and a fellow of the Hong Kong Institution of
Engineers. He joined the Company in 1998 and reports to the Operations director. Mr. Brown
is responsible for the operation of the railway, the maintenance of station equipment and
facilities and for the safety of passengers. He provides internal operational advice to the
Company, particularly for railway projects and possible extensions of the railway. He is 49
years old.

Victor Chan Hin Fu is the Property Development Manager of the Company. He is a
chartered surveyor. He joined the Company in 1992 and reports to the Property director. Mr.
Chan’s principal responsibility is to maximise the development potential and thus revenue of
all land owned or held by the Company for development. He provides professional advice to
the Company and plays a lead role in the land grant and land development process from the
securing of land grants from the Government through to the identification of joint venture
developers and completion of sales and letting programmes. He is 47 years old.

Teresa Cheung Chi Ying is the Legal Manager General of the Company and reports
to the Legal director and Secretary. She obtained her law degree from the University of Hong
Kong in 1979. She worked as a solicitor in private practice and in-house, before joining the
Company in 1983. Ms. Cheung now manages the legal affairs of the Company and Creative
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Star in the areas of corporate and general business operations. She is also responsible for
the administration of land held for railway operations and for managing insurance cover on
completed non-railway properties. She is 43 years old.

Geoffrey Stuart Daniel is the Chief Electrical & Mechanical Engineer, reporting to the
Project director. He is responsible for the standards to which the railway is designed and built
and for the specifications of all projects. He has thirty years experience in the transportation
engineering industry and joined the Company in 1992. He is 52 years old.

Franco Fabbian is the Operations Engineering Services Manager of the Company. He
has worked in the international transport industry since 1974, and he is a professional railway
signalling engineer. He joined the Company in 1989 and reports to the Operations director. Mr.
Fabbian is responsible for the provision of engineering services for the Company’s railway
operations and is responsible for the safety of systems used on the railway. He is 51 years old.

Alan Malcolm Gibson is the Chief Design Manager within Project Division, reporting
to the Project director. He is a professional civil engineer and has been with the Company
for 16 years. Mr Gibson is responsible for the planning and initiation of new railway projects,
as well as the provision of specialist civil engineering design expertise and design
management staff resources to current committed projects. He is 46 years old.

Mingo Kwan Sze Ming is the Chief Estate Manager of the Company. He is a
professional property manager with over 26 years’' experience in the management of
commercial and residential developments. He joined the Company in 1981 and reports to the
Property director. Mr. Kwan is responsible for the overall control of all of the property
management activities of the Company, including leasing, management, maintenance and
renovation works for the Company’s investment and managed properties. He is 48 years old.

Daniel Lai is the Head of Information Technology (“IT"") of the Company. He has held
various senior IT management positions in Hong Kong and Australia. He joined the Company
in 1999 and reports to the Finance director. Mr. Lai is responsible for implementing the
Company’s IT strategy and for developing the IT organisation in line with the Company’s
business requirements. He manages the planning, development, implementation and
operation of information systems and information technology services. Mr. Lai is president of
the Hong Kong Computer Society. He is 53 years old.

Henry Lam Hing Cheung is the overall Project Manager of the TKE Project and the
QBR Works, reporting to the Project director. He is a chartered engineer and fellow of the
Hong Kong Institution of Engineers, the Institution of Electrical Engineers (UK) and the
Chartered Institution of Building Services Engineers (UK). He initially worked for the
Company between 1979 and 1986. He rejoined the Company in 1993 and was responsible
for the electrical & mechanical construction works on the Airport Railway Project. He is 51
years old.

Jimmy Lau Chiu Chung is the Head of Financial Control and Treasury of the
Company. Reporting to the Finance director, he is responsible for all activities relating to
accounting, budgeting, projects evaluation, borrowing and other financial control and treasury
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matters. He joined the Company in 1986 as Assistant Treasurer, left the Company in 1988
and rejoined in 1993. He was appointed Treasurer in 1994 and was appointed to the present
post in July this year. He holds an MBA degree and is a member of the Association of
Corporate Treasurers in the UK. He is 45 years old.

Adi Lau Tin Shing is the Infrastructure Manager of the Company. He is a chartered
civil engineer and corporate member of the Institution of Civil Engineers (UK) and the Hong
Kong Institute of Engineers. He joined the Company in 1982 and reports to the Operations
director. Mr. Lau is the head of the Infrastructure Maintenance Department, accountable for
the upkeep and improvement works of all civil, structural, trackwork, signalling &
telecommunications and power supply assets of the railway. He is 41 years old.

Miranda Leung Chan Che Ming is the Corporate Relations Manager of the Company,
reporting to the Chairman. She joined the Company in 1976. Mrs. Leung is responsible for the
public relations and external affairs functions of the Company. She is a Fellow of the Chartered
Institute of Transport and a Member of the Institute of Public Relations. She is 47 years old.

Lo Tak Ping is the Rolling Stock Manager of the Company. He is a mechanical
engineer with a higher degree in business administration. He joined the Company in 1980
and reports to the Operations director for the maintenance of trains. He manages train
maintenance operations and manages 800 maintenance personnel who maintain the train
fleet for safe, reliable and cost-effective operation. He is 46 years old.

Vincent Luk Kin Ping is the Human Resources Manager of the Company. He
graduated from the University of Hong Kong with a BSc Degree. Prior to joining the Company
in 1992, Mr. Luk had worked in large organisations in Hong Kong and Canada. Reporting to
the Human Resources director, he is responsible for the development and implementation of
human resource policies and practices, and advises senior and line management on issues
relating to recruitment and selection, compensation and benefits management, staff relations
and manpower planning. He is 49 years old.

Stephen Rigby Marshall is the Legal Manager (Secretarial) of the Company. He is a
solicitor admitted to practice in Hong Kong and in England and Wales. He joined the
Company in 1999 and reports to the Legal director and Secretary. Mr. Marshall is responsible
for the organisation of matters relating to the Board of Directors and Executive Directorate of
the Company. He provides internal legal advice to the Company, particularly in areas of
finance, railway projects and insurance. He is 41 years old.

Andrew McCusker is the Project Manager of the Operations Division. He joined the
Company in 1987 and reports to the Operations director. Mr. McCusker is responsible for the
supervision, control and completion of all improvement, modernisation and renewal projects
on the operating railway. Mr. McCusker is a chartered engineer. He is 55 years old.

Eric Tang Koon Hung is the Head of Internal Audit & Business Processes of the
Company. He qualified as a chartered accountant in Canada and is also a member of the
Hong Kong Society of Accountants. He joined the Company in 1984 as the Financial
Controller and was recently transferred to his current position and reports to the Chairman.
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In addition to responsibility for the Company’s internal audit function, Mr. Tang is also
responsible for the implementation of certain initiatives for improved corporate performance.
He is 55 years old.

Jeny Yeung Mei Chun is the Marketing Manager of the Company. She joined the
Company in 1999 and reports to the Chairman. Prior to joining the Company, Ms. Yeung
worked in various marketing posts at Standard Chartered Bank and Citibank. Ms. Yeung is
responsible for the marketing of the Company’s railway services as well as the generation of
related revenue from railway operations. She is 36 years old.

The business address of each of the senior managers is at MTR Tower, Telford Plaza,
Kowloon Bay, Kowloon.

The Company attributes its success to the quality and dedication of its staff. The table
below shows the number of employees in each of the Company’s divisions as at 30th June,
2000:

Division Employees (No.)
FINANCEW ... e s e e s e e s e e s 332
Human resources and adminiStration .............cuevveeiiieire e 563
Legal and PrOCUIMEIMENT ......cciiiii ettt e et et e e e e e e e s st e e e e eaaaeeeesaaannrnees 201
Operations

O ¢ 11 7= 110 o TP U TP TP OOPPPPPP 2,762

— Engineering and Maint@NaNCe ...........ooouuiiiiiiiiiiieee e 2,205
[ (0] 01T 11T TP P PP PURPRPPPPPTPPPIIN 448
[ (0] [T o TP PP PP PPPPPRPPN 747
HEAUAQUAITEIS. ...ttt ettt e e e e e e e e e s s bbb bt b e e eeaaaeeeeaeaannnnes 117
1o =L OO PP PP PT PP PPRPUPPP PRSP 7,375
Note:

(1) Includes six employees in the Company'’s office in Rugby, England.

The Company believes it has good relations with its employees. It has been operating
a number of schemes for its staff designed to stimulate and develop their potential.

Among the most notable schemes run by the Company are:

e the work improvement team scheme, which is designed to encourage staff to
identify and undertake work-related improvement projects. In 1999, over 2,000
employees patrticipated in this scheme and the Company has been awarded the
Hong Kong Quality Circle Award on three consecutive occasions;

e the “top 10” equipment reliability improvement scheme whereby multi-disciplinary
teams are formed and encouraged to improve the reliability of equipment used by
the Company; and

e the staff suggestion scheme, which is designed to encourage staff to put forward
their ideas in relation to business development and the improvement of operating
efficiency.
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The Company is also committed to employee training and development and has a
dedicated training centre located in Kowloon Bay. In 1999, over 53,000 man-days of training
and development activities took place. The Company has also established an accelerated
development programme for managers and has extended the programme to supervisory and
professional staff. In 1999, the Company was awarded, for the second consecutive year, the
American Society for Training and Development Award, and the Good People Management
Award, the first award of this kind to be made by the Government’s Labour Department.

The Company’s excellence in management and staff training and development were
recognised when it was awarded the Quality Award by the Hong Kong Management
Association.

During the past 16 years, the Company did not experience any strikes, work
stoppages, labour disputes or actions which have affected the operation of the Company’s
business. The Company consults employees when formulating staff policy and on corporate
strategies and major changes that affect employees’ careers. In addition to 30 Joint
Consultative Committees comprising over 500 elected representatives, the Company also
has a Staff Consultative Council, chaired by the Human Resources director, which consists
of representatives from Joint Consultative Committees and management delegates. The Staff
Consultative Council meets periodically to discuss various employee matters.

There are two unions of which the Company’s employees are members, one with
membership of approximately 500 train and station staff and another with membership of over
1,760 staff from various departments. No other trade unions claim to include any of the
Company’s employees as members and the Company is not aware of any other trade union
activity among its employees.

During 1999, a voluntary separation scheme was implemented under which some 750
employees chose to leave the Company with enhanced leaving benefits and were paid an
aggregate sum of HK$255 million. This contributed significantly to a reduction in the
Company'’s total number of employees from 8,786 at the end of 1998 to 7,537 at the end of
1999. During 1999 a number of other initiatives were also undertaken in order to streamline
operations and costs. The Company believes that, as a result of such initiatives, significant
gains in productivity and cost savings have been achieved.

RETIREMENT SCHEME AND RETENTION BONUS SCHEME

The Company operates the MTR Corporation Limited Retirement Scheme
(“Retirement Scheme”) and the MTR Corporation Limited Retention Bonus Scheme
(“Retention Bonus Scheme”). The assets of these schemes are held under the terms of
separate trust arrangements so that they are kept separate from the assets of the Company.

Retirement Scheme

The Retirement Scheme contains both defined benefit and defined contribution
elements. This original scheme was closed to new entrants on 31st March, 1999. Since then,
a new schedule of benefits, providing retirement and leaving benefits mainly on defined
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contribution has been offered to all new staff joining the Company. Membership is
compulsory for all employees of the Company engaged on continuous terms of service. As
at 30th June, 2000, there were 7,210 members participating in the Retirement Scheme.

Retention Bonus Scheme

The Company also operates the Retention Bonus Scheme which applies to all
employees classified by the Company as working on designated projects and who are not on
gratuity terms. The Retention Bonus Scheme is a defined benefits scheme and provides for
benefits to be payable only in the event of redundancy and in respect of service accrued up
to 31st December, 2002. It is non-contributory for members. As at 30th June, 2000, there
were approximately 800 members of the Retention Bonus Scheme.

Further details on the Retirement Scheme and the Retention Bonus Scheme are
contained in Note 33 to the financial statements in the Accountants’ Report contained in
Appendix 1.

SAVINGS UNION

In 1980, an employee savings union was registered by the Registrar of Credit Unions
under the Credit Unions Ordinance (Chapter 119 of the Laws of Hong Kong) under the name,
Metro Credit Union (the “MCU"). The MCU was established primarily to act as a co-operative,
non-profit association to provide a source of credit, and to make loans at low interest rates,
to its members. Some Members of the Executive Directorate have made savings
contributions to, but none have taken any loans from, the MCU. No Member of the Board has
made any savings contributions to, or taken any loans from, the MCU. Employees who are
members of the MCU can make savings contributions each month through the Company’s
payroll system and are able to borrow from the MCU at a fixed interest rate not exceeding
1% per month on the reducing balance. As at 30th June, 2000, the MCU had 5,761 members
and held funds of approximately HK$117 million.

PRE-GLOBAL OFFERING SHARE OPTION SCHEME

The Company has adopted the Pre-Global Offering Share Option Scheme details of
which are contained in the paragraph headed “Pre-Global Offering Share Option Scheme” in
Appendix IX.

EMPLOYEE SHARE GRANT

The Selling Shareholder has agreed to make free transfers of certain Shares to full
time employees of the Company, details of which are contained in the paragraph headed
“Employee Share Grant” in Appendix IX.

OTHER STAFF BENEFITS

The Company also provides other benefits to its staff or particular categories of staff,
including free travel on the MTR Lines, housing loans, uniforms, medical and education
allowances.
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SHARE CAPITAL

The table below shows details relating to the Company’s share capital as at the date
of this prospectus and immediately after the completion of the Global Offering:

HK$
Authorised share capital .........ccccoovii i e 6,500,000,000
Issued, fully paid or credited as fully paid..........cccoooiuvviiiiiiiiiiiee e 5,000,000,000

ASSUMPTIONS

The details shown in the table above assumes that the Global Offering becomes
unconditional and takes no account of any Shares which may be issued under the Pre-Global
Offering Share Option Scheme or which may be issued or repurchased pursuant to the Issue
Mandate or the Repurchase Mandate, as the case may be.

Details in relation to the Pre-Global Offering Share Option Scheme, the Repurchase
Mandate and the Issue Mandate are contained in Appendix IX.

RANKING

All Shares are ordinary shares in the share capital of the Company and rank equally
with all Shares now in issue or to be issued and qualify for all dividends or other distributions
declared, made or paid after the date of this prospectus.
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RELATIONSHIP WITH THE GOVERNMENT

THE GOVERNMENT AS SHAREHOLDER

The Government’s shareholding

As at the date of this prospectus, the entire issued share capital of the Company is
beneficially owned by the Government as follows:

Number of Voting
Name Shares Power (%)
The Financial Secretary Incorporated®...........coooiiiiiiiiiiiiiiiiie e 4,999,999,999 100
Denise Yue ChunNg YEEM) .....eiiiiiiiii ettt 1 0

Note:
(1) The Financial Secretary Incorporated and Denise Yue Chung Yee hold these Shares on trust for the Government.

The Government expects that, immediately following the completion of the Global
Offering (without adjustment), the only party interested in 10% or more of the voting power at
any of the Company shareholders’ general meetings of the Company will be:

If the Over-allotment Option is If the Over-allotment
exercised Option is not exercised
Number of Voting Number of Voting
Name Shares® Power (%) Shares® Power (%)
The Financial Secretary
Incorporated® ..........coocciiiiinneen. 3,849,999,999 77 3,999,999,999 80

Notes:

(1) The Financial Secretary Incorporated holds these Shares on trust for the Government.

(2) Includes 7,413,177 Shares which is the maximum number of Shares the Selling Shareholder has agreed to transfer to
employees of the Company, as described in the paragraph headed “Employee Share Grant” in Appendix IX.

In relation to Rule 8.08(1) of the Listing Rules, the Company has applied to the Stock
Exchange, and the Stock Exchange has accepted, that the prescribed minimum percentage
of Shares which must be in the hands of the public must not be less than 10% because the
Company has an expected market capitalisation at the time of listing of over HK$4,000 million
and the number of Shares concerned is expected to be sufficient to ensure that there is an
open market in the Shares.

Control at shareholder meetings

For as long as the Government is the beneficial owner of the majority of the issued
Shares, it will be able to pass ordinary resolutions on its own at general meetings of the
Company. Ordinary resolutions are passed by a simple majority of members entitled to vote,
and actually voting, at a meeting for which proper notice has been given in accordance with
the Articles. Under Hong Kong law, all matters for a company may be decided by the passing
of ordinary resolutions except those which, under the Companies Ordinance or a company’s
articles of association, specifically require the passing of a special resolution. Matters which,
under Hong Kong law, are to be decided by the passing of a special resolution include the
alteration of a company’s memorandum of association and articles of association, the change
of name of a company, a reduction of a company’s share capital, a resolution of a company
that it should be wound up by the court, the voluntary winding up of a company and approval
of a scheme of arrangement. A special resolution is one which requires not less than three
fourths of the votes cast by members, entitled to vote, who vote in person (or by proxy) at a
general meeting of which not less than 21 days’ notice specifying the intention to propose the
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resolution has been given. If the Government is the beneficial owner of at least 75% of the
issued Shares it will be able to pass special resolutions on its own at general meetings of
the Company.

Control of the Board of Directors

For as long as the Government is the beneficial owner of the majority of the issued
Shares, it will be able to appoint persons to the Board of Directors on its own and, in addition,
no other shareholder, or shareholders together, will be able to appoint persons to the Board
of Directors unless the Government fails to vote its Shares against the appointment of such
persons.

All of the Members of the Board as at the date of the prospectus, have been appointed
by the Government. In addition, under Section 8 of the new MTR Ordinance, the Chief
Executive may appoint, for a period he directs, not more than three persons to be “additional
directors” of the Company. Persons appointed in this way may be removed from office only
by the Chief Executive. In the event of any transaction, arrangement or other kind of proposal
being considered by the Board of Directors, in which any additional director has a material
interest including a material interest that arises as a result of the Government office which he
holds, such additional director shall abstain from voting at the relevant meeting of the Board
of Directors in accordance with the provisions of the Articles, as set out in Appendix VIII,
which apply to all Directors. As at the date of this prospectus, only the office of the Secretary
for Transport and the office of the Commissioner for Transport have been appointed as
“additional directors” under Section 8 of the new MTR Ordinance.

Under the Articles, for so long as the Government is the beneficial owner of the
majority of the issued Shares, it will be able to appoint the chairman of the Company. The
Government exercised this power in appointing Mr. Jack So as chairman of the Company.

In addition, under the Articles, for so long as the Financial Secretary Incorporated
controls 50% or more of the voting power of the Company, it has the right to appoint and
remove any non-executive Director as a member of each of the audit committee, nominations
committee and remuneration committee.

Government’s assurances

Government shareholding in the Company

The Government will remain the largest shareholder of the Company and will continue
to hold the legal and beneficial interest in not less than 50% of the ordinary share capital of
the Company (the “Minimum Shareholding’™) and not less than 50% of the voting rights at
general meetings of the Company for at least 20 years from the date of the listing. This
reflects the Government’s commitment to the continuous development of the railway system
and shows local and overseas investors as well as credit rating agencies that the
Government is determined to support the Company in its continuous provision of quality
railway services and expansion of transport infrastructures in Hong Kong. The Government'’s
support is an important factor in maintaining the Company'’s credit rating at a level which is
comparable to that of the Government, which will reduce the Company’s costs of borrowing.
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Further, the Government has acknowledged that a number of the Company’s existing
borrowings are reliant on the Government's position as the major shareholder of the
Company. Such being the case, the Government's unchanged position as the majority
shareholder of the Company is of importance to its credit.

As set out in the section headed “Underwriting” below, the Government has agreed
that it will not sell any further shares in the period of six months from the date on which
dealings in the Shares commence on the Stock Exchange. The Government does not intend
to sell any further Shares for at least 12 months from the date of the listing.

For fiscal planning purposes, the Government has assumed proceeds from the sale of
shares in the Company of HK$30 billion in 2000-02 and it is the Government’s intention to
dispose of all or part of its remaining shareholding above the Minimum Shareholding, subject
to market conditions, budgetary considerations and the state of the economy, in the financial
year 2001/2002.

Voting

The Company has commercial freedom to develop its business, including its railway
business within the regulatory framework of the new MTR Ordinance and the Operating
Agreement, and key commercial decisions will be approved by the Board of Directors acting
in consultation with the Executive Directorate. The Government does not intend to use its
rights as a shareholder to intervene in the commercial decisions of the Company. The
Government does not intend to vote its shareholding in opposition to a resolution supported
by a majority of the Board of Directors, although it retains the power to do so.

Support

The Government recognises the importance of the continued ability of the Company
to raise finance to fund its activities. Without derogating from the Government’s powers and
duties as the regulatory authority or otherwise under the law, the Government would like to
see that the Company’s credit ratings are maintained at a level which is comparable to that
of the Government, which will reduce the Company’s costs of borrowing and it is possible that
future major railway projects will be financed by a mixture of debt and equity. There are no
specific proposals at present which require additional equity financing. However, if the
Company were to seek to raise equity finance from shareholders, the Selling Shareholder on
behalf of the Government would provide equity capital to the Company pro-rata to its
shareholding in the Company where the Government considers it appropriate.

Transport policy

In the context of the Government’s overall transport policy as articulated in its Railway
Development Strategy 2000 and “Hong Kong Moving Ahead — A Transport Strategy for the
Future”, the Government acknowledges that it will take active measures to achieve the policy
objectives set out therein. In particular, it recognises:

e the need to rely on railways as the backbone of Hong Kong’s transport system and
for railways to be given priority in the Government's plans for infrastructure
development;

138



RELATIONSHIP WITH THE GOVERNMENT

® the need for balanced competition within the transport market in Hong Kong and a
level playing field for different forms of transport; and

e the need for, and will facilitate the provision of, feeder services to railway stations.

As a result, the Company expects that it will continue to benefit from a supportive
relationship with the Government.

THE GOVERNMENT AS REGULATOR

The railway operations carried on by the Company are principally regulated under the
new MTR Ordinance and the Operating Agreement. A detailed description of each of the new
MTR Ordinance and the Operating Agreement is contained in Appendix VII and a copy of
each is available for inspection, as described in the paragraph headed “Documents Available
for Inspection” in Appendix X.

THE GOVERNMENT'S RELATIONSHIP WITH COMPETITORS

General

The Government has interests in a number of transport providers in Hong Kong.

In the case of KCRC, the Government has a beneficial shareholding interest and the
ability to appoint all of the members to KCRC’s board of directors. KCRC is a statutory
corporation and a separate legal entity from the Government. It owns and operates the KCR.
At present, KCRC does not compete directly with the Company in the provision of railway
services. In certain respects, the KCR operates as a feeder service to the Mass Transit
Railway. However, as stated in the Government’'s Railway Development Strategy 2000, the
proposed Shatin to Central Link and the proposed Regional Express Line will be awarded by
the Government following competitive bidding processes involving the Company, KCRC and,
potentially, other bidders. In this event, the Company and KCRC may be in competition. The
Government has no intention to inject KCRC or the KCR into the Company. Further details
in relation to KCRC are contained elsewhere in this prospectus, including in the section
headed “Industry Background” and in Appendix VII.

By virtue of its representation on their respective boards of directors, the Government
also has interests in a number of bus and ferry operators, including Kowloon Motor Bus, New
World First Bus, Citybus and Star Ferry. The Government has no shareholding interest in any
of these companies and each of them is a separate legal entity from the Government. Each
of these companies operates transport services within the catchment area of the Mass
Transit Railway. Further details in relation to these companies is contained in the section
headed “Industry Background”, in the paragraph headed “Competition” in the section headed
“Business” and in Appendix VII.

Shareholding

The Government beneficially owns KCRC as to 100% through the Selling Shareholder.
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Board representation

All of the members of the board of directors of KCRC are appointed by the
Government. The Secretary for Transport, Mr. Nicholas Ng Wing Fui and the Secretary for
the Treasury, Miss Denise Yue Chung Yee are both members of the board of directors of
KCRC. The Government has appointed the Commissioner for Transport, Mr. Robert Charles
Law Footman and the Deputy Secretary for Transport, Ms. Linda Lai as directors of each of
Kowloon Motor Bus, New World First Bus, Citybus, Long Win Bus and Star Ferry. The
Government also regulates the Company’s competitors in the manner described in the
paragraph headed “Administrative framework” in Appendix VII.

THE GOVERNMENT AS CONTRACTING PARTY

In this paragraph the terms “associates”, “Connected Person” and “Connected
Transactions” have the meaning ascribed to them in the Listing Rules.

The Company and its subsidiaries have entered into a range of transactions with the
Government, the Selling Shareholder and associates thereof and it is expected that the
Company will enter into similar transactions in the future. There is no assurance that, in
relation to these transactions, the Company’s interests or those of its subsidiaries will not
conflict with the interests of the Government, the Selling Shareholder or any associates
thereof. These transactions can be categorised as follows:

® Transactions with the Government entered into as a matter of law or
regulation. These transactions have been entered into in the usual course of its
business and on normal commercial terms and include rates, rent, taxes and fees
payable to the Government. This category also includes activities carried out in
compliance with legislative and regulatory requirements, including under the new
MTR Ordinance and the Operating Agreement;

® Project agreements. Prior to the construction of a new railway line or an
extension to an existing railway line, the Company has typically entered into a
project agreement with the Government (“Project Agreements”). The Company
entered into a Project Agreement in respect of the Airport Railway Project, further
details of which are contained in the paragraph headed “Property developments
related to the Airport Railway Project” in the section headed “Business”. The
Company also entered into Project Agreements in respect of each of the TKE
Extension and the QBR Works, further details of which are contained in paragraph
4(A)(iv) (Summary of material contracts) in Appendix IX;

® Operation agreements. The Company has entered into agreements with the
Government relating to the operation of the railway and ancillary facilities
(“Operation Agreements”™). The Company has entered into the following
Operation Agreements: (i) the Operating Agreement (a summary of which is
contained in Appendix VII); (i) the Memorandum of Understanding relating to the
Eastern Harbour Crossing (further details of which are contained in paragraph
4(A)(iv) (Summary of material contracts) in Appendix IX; and (iii) the Airport
Railway Operating and Maintenance Terms (further details of which are contained
in paragraph 4(A)(iv) (Summary of material contracts) in Appendix 1X;
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Transactions involving land and interests in land. The Company has entered
into numerous agreements and transactions with the Government involving land
and interests in land, including running line leases, land grants and leases (“Land
Transactions”), further details of which are contained in the paragraph headed
“Interests in land” in the section headed “Business”;

Entrustment agreements. The Company has entered into various entrustment
agreements with the Government and its associates (including the Airport Authority
in respect of works at Chek Lap Kok and KCRC in respect of works at Nam Cheong)
pursuant to which one party, as entrustor, has appointed the other party, as
entrustee, to construct specific types of infrastructure works (“Entrustment
Agreements”). Generally, the Entrustment Agreements provide that the entrustor
will reimburse the entrustee for the works carried out by the entrustee. Further
details are contained in Note 22 to the financial statements in the Accountants’
Report in Appendix I;

Treasury services. The Company has entered into various agreements with the HKMA
in relation to treasury-related arrangements (“Treasury Services Agreements™);

Purchasing agreements. The Company has entered into various purchasing
agreements with the Government and its associates pursuant to which one party
purchases goods or services from the other party, such as the purchase of books
and other Government publications (“Purchasing Agreements”). All of these
agreements have been entered into in the ordinary and usual course of business
of the Company and on normal commercial terms;

Having reviewed the information and documents provided by the Company to
them relating to the purchasing agreements described above, and in reliance upon
confirmation made by the Executive Directorate that they are fair and reasonable
so far as the Company’s shareholders are concerned, the Joint Sponsors are of
the view that such connected transactions are fair and reasonable so far as the
Company’s shareholders are concerned. In reaching such view, the Joint
Sponsors have assumed and relied upon, without independent verification, the
accuracy and completeness of the information and documents provided by the
Company;

Other agreements, transactions, arrangements and settlement. From time to
time, the Company and its subsidiaries may enter into other types of agreements,
transactions, arrangements or settlements with Government and its associates,
such as settlement arrangements in relation to any possible dispute that could
arise between the Company or its subsidiaries and the Government or its
associates (“Other Transactions™);

Transactions between the Company and Creative Star. In June 1994, MTRC
entered into an agreement with a number of transport providers, including KCRC
(which is beneficially-owned by the Government) in relation to Creative Star. In
addition, the Company has agreed to provide certain services to Creative Star
pursuant to a residual services agreement, and Creative Star, from time to time,
provides certain services to the Company (as described in the paragraph headed
“Creative Star” in the section headed “Business”); and
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® Transactions between KCRC and Creative Star. In June 1994, KCRC also
entered into the Creative Star Agreement. In addition, arrangements have also
been entered into between Creative Star and KCRC, such as the management by
Creative Star of the installation of equipment related to the Octopus system and
transaction and interchange services provided by Creative Star for handling
Octopus card usage.

Further details in relation to Connected Transactions are contained in Note 36 to the
financial statements in the Accountants’ Report in Appendix I.

TREATMENT OF CONNECTED TRANSACTIONS

The Members of the Board, Members of the Executive Directorate and the Joint
Sponsors recognise the unique circumstances in relation to Connected Transactions
involving the Company, the Government, the Selling Shareholder and their respective
associates and have confirmed to the Stock Exchange that, in each case, they believe it
would not be meaningful for any person to express any opinion as to the fairness and
reasonableness of Connected Transactions (other than Purchasing Agreements) entered into
by the Company or its subsidiaries prior to the date of this prospectus and which are ongoing.
However, for these transactions, the Stock Exchange has required the Company to disclose
details of the relevant Connected Transactions in this prospectus and for certain ongoing
contracts to be made available for inspection as described in the paragraph headed
“Documents Available for Inspection” in Appendix X.

Given the unique circumstances in relation to Connected Transactions involving the
Company, the Government, the Selling Shareholder and their respective associates, the
Company has made an application to the Stock Exchange for a waiver to be granted from
strict compliance with Chapter 14 of the Listing Rules insofar as it relates to Connected
Transactions. These unique circumstances result from the fact that the Company has been a
public sector transport provider, beneficially-owned as to 100% by the Government and
MTRC, the predecessor of the Corporation was a statutory corporation. Recognising these
unique circumstances, the Stock Exchange has agreed to treat the Connected Transactions
entered into and to be entered into in the manner described below:

° Transactions entered into as a matter of law or regulation and Operation
Agreements

The Stock Exchange has granted a waiver from strict compliance with the
Listing Rules that relate to Connected Transactions;

° Project Agreements, Operation Agreements, Land Transactions,
Entrustment Agreements, Treasury Services Agreements, Purchasing
Agreements and Other Transactions

The Stock Exchange has granted a waiver from strict compliance with the
Listing Rules that relate to Connected Transactions, subject to the following
conditions:

(i) for transactions for which the Company would be required to publish a
press notice containing brief details of the transaction and to include
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prescribed details in its next published annual report and accounts following
such transactions, the Stock Exchange has granted a waiver from the
requirement for the publication of a press notice. However, the Company
will be required to include prescribed details in its next published annual
report and accounts following such transactions. This will cover each
transaction whose total consideration or value is: (a) equal to or greater
than the higher of either HK$1 million or 0.03% of the book value of the net
tangible assets of the Company (as disclosed in its latest published audited
accounts); and (b) less than the higher of either HK$10 million or 3% of the
book value of the net tangible assets of the Company (as disclosed in its
latest published audited accounts); and

(i) for transactions for which the Company would be required to issue a circular
to its shareholders, provide an opinion from an independent expert as to
whether the transaction is fair and reasonable so far as the shareholders are
concerned and make the transaction conditional on the approval by the
shareholders in general meeting (with any Connected Person interested in
the transaction abstaining from voting), the Stock Exchange has granted a
waiver from these requirements although Connected Transactions of this
kind will be subject to: (a) the Company being required to issue a press
notice containing details of the transaction and to include prescribed details
of the transaction in the next annual report and accounts following such
transactions; and (b) the approval of the Board of Directors (with the
Directors who are appointed by Government under Section 8 of the new
MTR Ordinance, and any Director who holds a position in the Government,
being required to abstain from voting). This will cover each transaction
whose total consideration or value is equal to or higher than HK$10 million
or 3% of the book value of the net tangible assets of the Company (as
disclosed in its latest published audited accounts);

Transactions between the Company and Creative Star

The Stock Exchange has granted a waiver from strict compliance with the
Listing Rules that relate to: (i) Connected Transactions entered into prior to the
date of this prospectus and which continue in effect following completion of the
Global Offering provided that, in respect of the periods during which such
transactions continue in effect, the Company will be required to include
prescribed details in its annual reports and accounts; and (ii) Connected
Transactions to be entered into between the Company and Creative Star
following the completion of the Global Offering, provided, in the latter case, that
the Company confirms in its next annual report and accounts following the
entering into of such transactions that:

() the relevant transactions have been entered into by the Company in the
ordinary and usual course of its business;

(i) the relevant transactions have been entered into either: (a) on normal
commercial terms (by reference to transactions of a similar nature made by
similar entities within Hong Kong); or (b) (where there is no available
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comparison) on terms that are, in the opinion of the Board of Directors, fair
and reasonable so far as the shareholders of the Company are concerned;
and

(iii) the relevant transactions have been entered into on terms no less favourable
than terms available to the other shareholders of Creative Star; and

° Transactions between KCRC and Creative Star

The Stock Exchange has agreed to treat these transactions in the same manner
as described in the paragraph headed “Project Agreements, Operation
Agreements, Land Transactions, Entrustment Agreements, Treasury Services
Agreements, Purchasing Agreements and Other Transactions” in this section.

All other Connected Transactions would otherwise be treated in accordance, and be
required to comply, with Chapter 14 of the Listing Rules.
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OVERVIEW

The discussion below should be read in conjunction with the selected financial data
and financial statements of the Company which appear elsewhere in this prospectus.

The Company’s principal sources of revenue are its railway and related operations and
include fare revenue, advertising, kiosk rental and miscellaneous business revenue, property
ownership and management income, and property development profits.

The Company’s results of railway operations have generally been affected by,
amongst other factors, patronage, fare levels, competition, the state of the Hong Kong
economy (which affects fare levels, consumer preferences amongst transportation modes
and frequency of travel) and demographic trends. The contribution to fare revenue from the
Airport Express Line is principally driven by tourist arrivals and departures. Between 1990
and 1997, economic and population growth contributed to patronage and fare revenue
growth. During 1997, the Western Harbour Tunnel opened and has since contributed to a
decline in passenger patronage for the Company. During 1998, the continued effect of the
Western Harbour Tunnel, road improvements in west Kowloon, the economic downturn in
Hong Kong and the significant fall in tourist numbers, contributed to a decline in patronage
and fare revenue. In 1999, patronage increases on buses and the continuing economic
downturn in Hong Kong caused a further decrease in patronage on the Mass Transit Railway.
Despite this decrease, however, total fare revenue in 1999 increased as compared to 1998.
This was primarily a result of the full year revenue contribution by the Tung Chung and Airport
Express Lines in 1999, as compared to approximately six months in 1998. For the six months
ended 30th June, 2000, patronage on the Tung Chung and Airport Express Lines continued
to grow, which partly offset the impact of a reduction in patronage on the Tsuen Wan, Kwun
Tong and Island Lines. Together with the effects of the removal of the staggered hour
discount since July 1999, the Company generated a 1.8% increase in fare revenue compared
with the same period in 1999.

Substantially all of the Company’s depreciation charges are attributable to its railway
operations. As a result, following the implementation of new railway projects, the Company’s
operating profit from railway and related operations after depreciation and the operating
margin from railway and related operations are typically adversely affected by the significantly
higher depreciation charges. In addition, the Company’s net results are typically affected by
the significant amount of interest and finance charges on its indebtedness arising from the
financing of such railway projects. The implementation of new railway projects involves
substantial capital expenditure and requires long periods of time to generate the necessary
returns. The Company’s interest and finance charges and depreciation charges have
increased significantly as a result of the commencement of operations of the Tung Chung and
Airport Express Lines in 1998. The Company expects the planned commencement of
operations of the TKE in late 2002 to increase its depreciation and interest charges.

The Company’s operating expenses before depreciation relate to costs and expenses
relating to: (i) railway operations; (ii) advertising, kiosk rental and miscellaneous businesses;
and (iii) property ownership and management. The principal costs of railway operations are
staff and related expenses, energy and utilities costs and repairs and maintenance costs. As
a result of the economic downturn in Hong Kong during 1998 and continuing during 1999,
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the Company has adopted a comprehensive cost control programme to control its costs and
expenses, increase employee productivity and improve asset efficiency. A review of the
operating expenses of the Company is set out in the paragraph headed “Review of operating
expenses” in this section.

In conjunction with its railway construction activities, the Company has been involved
in the development of residential and commercial properties above and adjacent to MTR
Stations and depots under agreements with various property developers. Property
development has historically produced significant profits for the Company which it has used
to supplement associated railway returns, thereby contributing to an improved rate of return
on the investment cost of constructing new railway projects. The amount and timing of
property development profits have been largely driven by the scale and progress of various
property developments associated with new railway projects with which the Company has
been involved as well as the state of the property market in Hong Kong. Further details in
relation to the Company’s involvement with property development and the manner in which it
recognises profits derived from property development are contained in the paragraph headed
“Property Development” in the section headed “Business” and in Note 1(f) to the financial
statements in the Accountants’ Report in Appendix .

The Company has historically relied on equity injections from the Government as well
as debt financing to finance the construction and operation of the Mass Transit Railway and
it is possible that future major railway projects will be financed by a mixture of debt and
equity. There are no specific proposals at present which require additional equity financing.
However, if the Company were to seek to raise equity finance from shareholders, the Selling
Shareholder on behalf of the Government would provide equity capital to the Company pro-
rata to its shareholding in the Company where the Government considers it appropriate. The
level of the Company’s indebtedness reflects a decision by the Government and the
Company as to an appropriate ratio of debt to shareholder funds, which takes into account
the Company’s cash requirements and the impact of additional indebtedness on the
Company'’s credit ratings and cost of debt financing. Due to the capital intensive nature of the
Company’s business and its significant financing requirements, the Company has developed
a financing strategy to assist in balancing its debt profile. Details of the Company’s financing
strategy are set out in the paragraph headed “Financing” in this section.

No provision for profits tax has been made in the Company’s profit and loss account
for each of the three years ended 31st December, 1999 and the six months ended 30th June,
2000. As at 30th June, 2000, the Company had substantial accumulated tax losses carried
forward amounting to approximately HK$33 billion which are available for set-off against
future assessable profits.

Under paragraph 31(3) (‘‘Paragraph 31(3)") of the Third Schedule to the
Companies Ordinance and Paragraph 32 of Part A of Appendix 1 to the Listing Rules
(“Paragraph 32"), the Company is required to include in this prospectus certain
financial information on a consolidated basis. The Company has applied to the
Securities and Futures Commission for an exemption under Section 38A of the
Companies Ordinance from strict compliance with the requirements under Paragraph
31(3) and to the Stock Exchange for a waiver from strict compliance with the
requirements under Paragraph 32. The grounds for these applications are that group
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accounts of the Company and its subsidiaries are not prepared, in view of the
Company having no effective control over the board of one of its subsidiaries, Creative
Star, and the relatively insignificant amounts involved in the other subsidiaries (see
Note 1(a) to the financial statements in the Accountants’ Report contained in
Appendix 1). For these reasons, the Securities and Futures Commission has granted
an exemption under Section 38A of the Companies Ordinance from strict compliance
with the requirements under Paragraph 31(3); and the Stock Exchange has granted a
waiver from strict compliance with the requirements under Paragraph 32 for the
reporting accountants to report on the consolidated or combined financial history of
results and the consolidated or combined statement of assets and liabilities of the
Company and its subsidiaries. Accordingly, the financial statements included in the
Accountants’ Report in Appendix | are the non-consolidated financial statements of
the Company with appropriate disclosures of information relating to its subsidiaries.

TRADING RECORD

The tables below show the Company’s summary historical profit and loss account
data, cash flow statement data and selected financial ratios for each of the five years ended
31st December, 1999 and the six months ended 30th June, 1999 and 2000, the Company’s
summary historical balance sheet data as of 31st December, 1995, 1996, 1997, 1998 and
1999 and 30th June, 1999 and 2000 and selected historical information by segment for each
of the five years ended 31st December, 1999 and the six months ended 30th June, 2000.
The summary historical profit and loss account data, cash flow statement data, selected
financial ratios and selected historical financial information by segment for each of the three
years ended 31st December, 1999 and the six months ended 30th June, 2000 and the
summary historical balance sheet data as of 31st December, 1997, 1998 and 1999 and 30th
June, 2000 are based on information included in the Accountants’ Report contained in
Appendix |. The summary historical profit and loss account data (except for basic earnings
per Share data), cash flow statement data, selected financial ratios and selected historical
information by segment for each of the two years ended 31st December, 1996 and the
summary historical balance sheet data as of 31st December, 1995 and 1996 have been
derived from the audited financial statements included in the Company’s 1995 and 1996
annual reports. Certain figures in the 1995 and 1996 audited financial statements have been
reclassified to conform with the present presentation. These financial statements and
information relate to historical results of operations and financial position of the Company.
The selected railway operations financial data for each of the five years ended 31st
December, 1999 are based on information included in the Company’s 1995, 1996, 1997,
1998 and 1999 annual reports and operating data supplied by the Company. The selected
railway operations financial data for the six months ended 30th June, 2000 is based on
financial information included in the Accountants’ Report contained in Appendix | and railway
operational data supplied by the Company. Figures and data stated in this prospectus as
at and for the six months ended 30th June, 1999 are derived from the unaudited
management accounts of the Company and are included for the purpose of
comparison.
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Profit and Loss Account Data:

Six months
ended
Year ended 31st December, 30th June,

1995 1996 1997 1998 1999 2000 1999

(HK$ million, except for basic earnings per Share)

TUMNOVET c.eeee et 5737 6,253 6,574 6,981 7,252 3,655 3,471
Operating profit from railway and related operations before

depreciation@).............cccoviviveieeeeeece e 3,144 3,340 3,529 3,301 3,493 1,957 1,647
Profit/(costs) on property developments..........cccccveeeeiieeerinnenn. 1) 2 276 1,419 2,030 746 1,026
Depreciation (658) (850)  (927) (1,426) (2,039) (1,052) (995)
Interest and finance Charges ........cccccvvvviiiiieiicnc e (1,289) (957) (95) (475) (1,104) (600) (528)
Staff separation PaYMENtS .........cccceeiiiiiieiiiieeriee e — — — — (264) — 2)
Profit for the period ... 1,196 1,535 2,783 2,819 2,116 1,051 1,148
[T 1= oo SRR —  (647) (1,252) — — — —
Retained profit for the period 1,196 888 1531 2,819 2,116 1,051 1,148
Basic earnings per Share®@ (in HK$).........ccccovvveviiiercnecnnene. 024 031 0.56 0.56 0.42 021 0.23

Notes:

(1) Includes operating profit from railway operations, advertising, kiosk rental and miscellaneous businesses and property
ownership and management income.

(2) Basic earnings per Share is calculated based on the profit for each period and assuming that the total number of
5,000,000,000 Shares in issue on 25th September, 2000 were in issue throughout the relevant period, taking no account of
any Shares which may be issued or repurchased under the Issue Mandate or the Repurchase Mandate, as the case may
be, referred to in the paragraph headed “Written resolutions of all the shareholders of the Company” in Appendix IX.

Balance Sheet Data:

At 31st December, At 30th June,
1995 1996 1997 1998 1999 2000 1999
(HK$ million)
TOtAl ASSELS ..ottt 45,356 64,644 75,422 82,104 87,250 90,816 86,887
Loans, obligations under finance leases and bank
OVErdraftS ......coociiiiiie e 14,736 12,696 10,875 16,897 23,177 25,591 22,602
Deferred iNCOMEM ........ccovviieeiiie e 1,056 9,094 16,705 15970 13,776 13,028 15,040
Shareholder funds ..........cccoeeveiiiiiiiieeee e 25,261 35,473 41,815 42,601 45,115 47,239 43,749
Note:

(1) Represents the balance of up-front payments received from developers in excess of the related costs incurred by the
Company for property development projects, not yet recognised as profit by the Company.

Cash Flow Statement Data:

Six months
ended
Year ended 31st December, 30th June,
1995 1996 1997 1998 1999 2000 1999
(HK$ million)
Net cash inflow from operating activities ..........cccocceveennes 3,259 3,488 3,377 3,915 3,311 1,926 1,741
Net cash outflow from servicing of finance and returns
ON INVESTMENTS ...oiiiiiiiiiiiiie et (1,145) (883) (877) (2,107) (1,387) (947) (660)
INVEStiNG ACHIVItIES ..c..oiiiiiiieiiic e
— Capital expenditure
— Airport Railway Project...........cccuvuvieinieieniiieiiieeens (6,880) (8,266) (10,177) (5,103) (1,847) (74) (1,189)
— TKE PrOJECE ..c.viiiieiieeceeeeeeee e — — (272)  (885) (2,816) (1,560) (1,024)
— Other capital projects .........ccoceeveeiiieniiniiesiesneen. (1,562) (2,828) (3,272) (3,710) (3,415) (1,263) (1,674)
— Property development projects....... (1,069) (1,619) (1,776) (1,992) (1,568) (519) (771)
— Receipts from property developers 910 10,119 9,440 — 613 120 613
— Other cash inflow/(outflow) from investing activities..... 1 (543) (896)  (185) 96 (86) 5
Net cash inflow from financing ........cccocccevviieiiiieniee s 8,206 5,934 2,192 5,988 6,270 2,401 5,717
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Selected Financial Ratios:

Six months
ended
Year ended 31st December, 30th June,

1995 1996 1997 1998 1999 2000 1999

Operating profit from railway and related operations before

depreciation® as a percentage of turnover (%0)........ccccceeevveeeriiieeenns 54.8 534 537 473 482 535 475
Non-fare revenue® as a percentage of turnover (%)............... . 178 188 21.0 221 222 243 217
Net debt/equity ratio (net of cash and cash equivalents)(%) ................ 515 156 144 37.8 512 540 435
Net debt/equity ratio (net of cash and cash equivalents) (excluding

revaluation reSEIVES)(J0) «..cciveeiuieriieieeaieesieeaiee st 648 19.2 173 429 583 627 493
Net interest cover (iN tIMES).......coouiiiiiiiiiie e 2.9 40 157 5.1 3.7 2.9 4.0

Notes:

(1) Includes operating profit from railway operations, advertising, kiosk rental and miscellaneous businesses and property
ownership and management.
(2) Includes advertising, kiosk rental and miscellaneous business revenue and property ownership and management income.

Selected Historical Information by Segment:

Six months
ended
Year ended 31st December, 30th June,
1995 1996 1997 1998™ 1999@ 2000
(HK$ million, except percentages)
Operating profit from
railway and related
operations before
depreciation
Railway ................. 2,298 73.1% 2,363 70.8% 2,393 67.8% 2,058 62.3% 2,185 62.5% 1,198 61.2%
Advertising, kiosk
rental and
miscellaneous
businesses ........ 403 128% 532 159% 621 176% 665 20.2% 673 19.3% 397 20.3%
Property
ownership and
management ..... 443  141% 445 133% 515 146% 578 175% 635 182% 362 18.5%

3,144 100.0% 3,340 100.0% 3,529 100.0% 3,301 100.0% 3,493 100.0% 1,957 100.0%
Operating profit after
depreciation and
before interest and
finance charges
Railway ................. 1,648 66.3% 1,545 62.0% 1,537 53.4% 703 21.3% 232 6.6% 189 11.4%
Advertising, kiosk
rental and
miscellaneous

businesses ........ 395 15.9% 500 20.0% 550 19.1% 594 18.0% 589 16.9% 355 21.5%

Property
ownership and
management ..... 443 17.8% 445 17.9% 515 17.9% 578 17.6% 633 18.2% 361 21.9%

Property
development...... (1) — 2 0.1% 276 9.6% 1,419 43.1% 2,030 583% 746 45.2%

2,485 100.0% 2,492 100.0% 2,878 100.0% 3,294 100.0% 3,484 100.0% 1,651 100.0%

Notes:

(1) Includes results derived from the operation of the Tung Chung and Airport Express Lines which commenced operations on
22nd June, 1998 and 6th July, 1998, respectively.

(2) Includes results from the operation of the Tung Chung and Airport Express Lines for the full year.
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Selected Railway Operations Financial Data:

Six months
ended
Year ended 31st December, 30th June,

1995 1996 1997 1998 1999 2000 1999

Revenue car km operated® (thousands)

MTR LINES ..ot 82,472 83,769 84,258 94,260 94,704 45,542 48,397

Airport EXpress LiNe.......cooviiieiieiiiiiieee e — — — 9,011 19,394 9,746 9,633
HK$ per car km operated (all lines)

Fare revenue® ...........cccccceiiiieiieiiiiiee e 57.2 60.6 61.6 52.7 49.4 50.0 46.8

Railway operating COStS .........cccceveeeviiiiieeeeeinnnes 37.2 42.2 43.4 45.9 47.4 46.6 45.7

Railway EBITDA®)..........ccevvieieiiceecieceeeee e 27.9 28.2 28.4 19.9 19.2 21.7 17.7
HK$ per passenger carried (all lines)

Fare revenuUe ... 5.80 6.22 6.39 6.82 7.14 7.26 6.96

Railway operating COStS .........cccueeeeiiiiiiieeeenniines 3.77 4.33 4.50 5.94 6.85 6.77 6.80

Railway EBITDA®).........ccceeveiicieieee e 2.83 2.89 2.95 2.58 2.77 3.15 2.62
Notes:

(1) Revenue car km operated means the sum of the kilometres travelled by each passenger train car when in operation for
passenger use.

(2) Fare revenue per car km operated means the total fare revenue generated by the Company divided by the sum of the
kilometres travelled by each passenger train car when in operation for passenger use.

(3) Railway EBITDA means earnings from railway operations before interest, tax, depreciation and amortisation.

RESULTS OF OPERATIONS

Six months ended 30th June, 2000 compared to six months ended 30th June, 1999

Turnover for the six months ended 30th June, 2000 was HK$3,655 million, a 5.3%
increase from HK$3,471 million for the same period in 1999. Total fare revenue increased by
1.8% from HK$2,718 million for the six months ended 30th June, 1999 to HK$2,766 million
for the same period in 2000. This increase was principally due to increased patronage levels
on the Tung Chung and Airport Express Lines as a result of population growth in the
catchment area for those lines, the removal of the staggered hour discount since July 1999,
improved economic conditions in Hong Kong since the beginning of 2000 and the levelling
out of competition from franchised bus operators.

Revenue from advertising, kiosk rental and miscellaneous businesses increased by
18.2% from HK$390 million for the six months ended 30th June, 1999 to HK$461 million for
the same period in 2000. This increase was primarily due to higher income generated from
advertising activities, kiosk rental and sales of souvenir tickets. The increase in advertising
activities was partly due to an increase in demand for advertising from the information
technology sector in the first quarter of the year and various mandatory provident fund
schemes providers since the beginning of the year. It was also partly due to the introduction
of additional advertising panels, track-side motion advertising panels, infopanels and
advertising stickers on the bodies of the rolling stock and on pillars in MTR Stations.

Revenue from property ownership and management rose by 17.9% from HK$363
million for the first six months ended 30th June, 1999 to HK$428 million for the same period
in 2000, primarily due to a full six months of rental income contribution from the Maritime
Square retail shopping complex which commenced operations in April 1999, as well as
increased rental income from other properties and higher property management income.
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Total operating expenses decreased by 6.9% from HK$1,824 million for the six months
ended 30th June, 1999 to HK$1,698 million for the same period in 2000. This was principally due
to a reduction in: (i) total staff costs and related expenses of 12.8% due to the introduction of staff
reduction programmes, reduction of housing allowances for senior staff and the introduction of the
Voluntary Separation Scheme in 1999; (ii) energy and utilites costs of 2.9% due to the
implementation of energy control measures on the environmental control system and auxiliaries in
headquarters and stations, as well as the full period effect of reduced train frequency during off-
peak hours since April 1999; and (i) repairs and maintenance of 8.0% as a result of the
management review on cost efficiency of non-routine repairs and maintenance projects, with fewer
non-routine repairs and maintenance projects carried out in 2000 compared to 1999. Such
reduction was partly offset by a 17.8% increase in other expenses. As a result, operating profit from
railway and related operations before depreciation increased by 18.8% from HK$1,647 million for
the six months ended 30th June, 1999 to HK$1,957 million for the same period in 2000.

Operating profit before depreciation increased by 1.1% from HK$2,673 million in 1999
to HK$2,703 million in 2000. Within this, the operating margin from railway and related
operations (being the operating profit from railway and related operations before depreciation
divided by turnover) increased from 47.5% in 1999 to 53.5% in 2000.

The Company recognised property development profits of HK$746 million for the six
months ended 30th June, 2000 compared to HK$1,026 million for the same period in 1999.
The decrease was primarily due to the slowdown by the developers on construction and sales
programmes as a result of the sluggish property market.

Depreciation increased by 5.7% from HK$995 million for the first six months ended
30th June, 1999 to HK$1,052 million for the same period in 2000. All of the depreciation
charges were attributable to the Company’s railway and related operations.

Interest and finance charges (net of interest income) increased from HK$528 million
for the six months ended 30th June, 1999 to HK$600 million for the same period in 2000,
primarily due to a significant decrease in interest income in respect of deposits with financial
institutions. Deposits with financial institutions decreased in the first six months of 2000
compared to the same period in 1999 as funds were used to settle payments in relation to
the construction of the Tung Chung and Airport Express Lines and other capital expenditures.

As a result of the foregoing, the Company generated a profit after interest and finance
charges of HK$1,051 million for the six months ended 30th June, 2000 compared to
HK$1,150 million for the same period in 1999. As there were no staff separation payments
during the first six months ended 30th June, 2000, the Company’s profit for the period was
HK$1,051 million compared to HK$1,148 million for the same period in 1999.

No provision for profits tax has been made in the profit and loss account for the six
months ended 30th June, 2000 and 1999 because the Company sustained a loss for tax
purposes during these periods. As at 30th June, 2000, the Company had substantial
accumulated tax losses carried forward amounting to approximately HK$33 billion available
for set off against future assessable profits.

The Company did not pay any dividend during the first six months ended 30th June,
2000.
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Year ended 31st December, 1999 compared to year ended 31st December, 1998

Turnover was HK$7,252 million in 1999, a 3.9% increase from HK$6,981 million in 1998.
Total fare revenue increased by 3.6% from HK$5,441 million in 1998 to HK$5,639 million in
1999. This increase was primarily a result of the full-year revenue contributions from the Tung
Chung and Airport Express Lines in 1999, as compared to approximately half-year revenue
contributions in 1998, which more than offset the lower fare revenue attributable to the Tsuen
Wan, Kwun Tong and Island Lines resulting from the increased competition from bus operators,
the continued economic downturn and the deflationary environment in Hong Kong.

Revenue from advertising, kiosk rental and miscellaneous businesses decreased by
2.4% from HK$843 million in 1998 to HK$823 million in 1999. This decrease was primarily
due to a substantial reduction in income from the sale of souvenir tickets, as well as the
deflationary environment prevailing in Hong Kong during this period, which resulted in
reduced revenues from advertising which more than offset the increase in revenues from
kiosk rental and the provision of telecommunications facilities.

Property ownership and management income rose by 13.3% from HK$697 million in
1998 to HK$790 million in 1999, primarily due to the rental income contribution from the
Maritime Square retail shopping complex, which commenced operations in April 1999,
together with increased property rental income from other properties and higher property
management income, partially offset by lower property rental income from Telford Plaza and
Heng Fa Chuen shopping centre.

Operating expenses before depreciation increased by only 2.1% from HK$3,680
million in 1998 to HK$3,759 million in 1999 despite a full year of operations on the Tung
Chung and Airport Express Lines. This resulted principally from the Company’s significant
efforts to control costs, which were partially offset by an 11% increase in energy and utility
costs and repair and maintenance expenses resulting from a full year of operations of the
Tung Chung and Airport Express Lines in 1999 as compared to approximately half a year in
1998 and an increase of approximately 30% in property ownership and management
expenses resulting principally from the opening of Maritime Square. As a result, operating
profit from railway and related operations before depreciation increased 5.8% from HK$3,301
million in 1998 to HK$3,493 million in 1999.

Operating profit before depreciation increased by 17.0% from HK$4,720 million in
1998 to HK$5,523 million in 1999. Within this, the operating margin from railway and related
operations (being the operating profit from railway and related operations before depreciation
divided by turnover) increased from 47.3% in 1998 to 48.2% in 1999.

The Company recognised property development profits of HK$2,030 million in 1999,
as compared to property development profits of HK$1,419 million in 1998. The substantial
increase in property development profits was due primarily to the recognition as profit of a
proportion of the up-front payments received from developers in connection with the property
development projects associated with the Airport Railway Project. In accordance with the
Company’s accounting policies, these profits are recognised by the Company in line with the
progress of construction of the relevant development projects.
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Depreciation increased substantially in 1999 to HK$2,039 million, a 43.0% increase
from HK$1,426 million in 1998. This was as a result of a full year of depreciation charges for
the Tung Chung and Airport Express Lines in 1999 as compared to approximately half a year
in 1998 following the commencement of operations of the Tung Chung and Airport Express
Lines in mid-1998. All of the depreciation charges were attributable to the Company’s railway
and related operations.

Total operating profit in 1999 after depreciation and before interest and finance
charges was HK$3,484 million compared to HK$3,294 million in 1998.

Interest and finance charges (net of interest income) increased significantly from
HK$475 million in 1998 to HK$1,104 million in 1999, primarily due to the discontinuation of
interest capitalisation on the Tung Chung and Airport Express Lines development projects
upon their completion in mid-1998. The substantial increase in total borrowings reflects
additional indebtedness incurred in connection with, and the substantial decrease in deposits
was primarily due to the utilisation of such deposits for, the construction of the TKE and other
capital expenditures.

As a result of the foregoing, the Company’s profit after interest and finance charges
was HK$2,380 million in 1999 compared to HK$2,819 million in 1998. After taking into
account the one-off staff separation payments totalling HK$264 million, the Company’s profit
for the year was HK$2,116 million in 1999. Due to the Company’s significant funding needs
related to the construction of the TKE, it did not pay a dividend to the Government for 1999.

No provision for profits tax was made in the profit and loss account in 1999 and 1998
because the Company sustained a loss for tax purposes during these years. At 31st
December, 1999, the Company had substantial accumulated tax losses carried forward and
available for set off against future assessable profits.

Year ended 31st December, 1998 compared to year ended 31st December, 1997

Turnover was HK$6,981 million in 1998, a 6.2% increase from HK$6,574 million in
1997. Total fare revenue increased by 4.8% from HK$5,191 million in 1997 to HK$5,441
million in 1998. This increase was primarily a result of the additional revenue attributable to
the operation of the Tung Chung Line since its opening on 22nd June, 1998 and the Airport
Express Line since its opening on 6th July, 1998, which more than offset the lower fare
revenue from the Tsuen Wan, Kwun Tong and Island Lines resulting from the increased
patronage on buses, the opening of the Western Harbour Tunnel, road improvements in west
Kowloon and the economic downturn in Hong Kong.

Revenue from advertising, kiosk rental and miscellaneous businesses grew by 9.9%
from HK$767 million in 1997 to HK$843 million in 1998. This resulted from the commissioning
of the Tung Chung and Airport Express Lines and the sale of souvenir tickets, which was
partially offset by lower advertising and kiosk rental revenue resulting from the slowdown in
retail activity in Hong Kong during 1998 and by lower service fees from the use of
telecommunications facilities within the Mass Transit Railway.

Property ownership and management income rose by 13.1% from HK$616 million in
1997 to HK$697 million in 1998, primarily due to an increase in rental income from Telford
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Plaza Il which was completed in 1997 and Telford Plaza I, the renovations of which were
completed in 1997, and an increase in the number of properties under management.

Due to the commencement of operations of the Tung Chung and Airport Express Lines
in mid-1998, operating expenses before depreciation rose 20.9% from HK$3,045 million in
1997 to HK$3,680 million in 1998. The increase in operating expenses before depreciation
was principally due to increases in staff costs and related expenses (16.7%), energy and
utility costs (32.8%) and other expenses, including payments to Creative Star for Octopus
and related services, promotional and operating expenses relating to the Tung Chung and
Airport Express Lines and costs associated with the preparations for the year 2000. The
increase in staff costs and related expenses was due to a 25.7% increase in the number of
employees from 6,106 as of year end 1997 to 7,675 as of year end 1998, of which most of
the additional employees were employed to serve the newly commissioned Tung Chung and
Airport Express Lines. As a result, operating profit from railway and related operations before
depreciation declined by 6.5%, from HK$3,529 million in 1997 to HK$3,301 million in 1998.

Operating profit before depreciation increased by 24.0% from HK$3,805 million in
1997 to HK$4,720 million in 1998. Within this, the operating margin from railway and related
operations (being the operating profit from railway and related operations before depreciation
divided by turnover) decreased from 53.7% in 1997 to 47.3% in 1998.

The Company recognised property development profits of HK$1,419 million in 1998,
as compared to property development profits of HK$276 million in 1997. The substantial
increase in property development profits was due primarily to the Company taking possession
of Maritime Square retail shopping complex which constituted the Company’s share of assets
in kind under the development agreement. The Company also recognised as profit in 1998 a
small amount of up-front payments received from developers in connection with the property
development projects.

Depreciation increased substantially by 53.8% from HK$927 million in 1997 to
HK$1,426 million in 1998. This was principally due to the commissioning and subsequent
operation of the Tung Chung and Airport Express Lines during the second half of 1998. All of
the depreciation charges were attributable to the Company’s railway and related operations.

Interest and finance charges (net of interest income) increased significantly from
HK$95 million in 1997 to HK$475 million in 1998, primarily due to the discontinuation of
interest capitalisation on the development projects associated with the Tung Chung and
Airport Express Lines upon their completion in mid-1998. The substantial increase in total
borrowings reflects additional indebtedness incurred in connection with, and the substantial
decrease in deposits was primarily due to the utilisation of such deposits for, the construction
of the Tung Chung and Airport Express Lines and other capital expenditures.

As a result of the foregoing, the Company’s profit after interest and finance charges
was HK$2,819 million in 1998 compared to HK$2,783 million in 1997. Due to the Company’s
significant funding needs related to the construction of the TKE, it did not pay a dividend to
the Government for 1998. The Company paid a dividend to the Government of HK$1,252
million in 1997.

154



FINANCIAL INFORMATION

No provision for profits tax was made in the profit and loss account in 1998 and 1997
because the Company sustained a loss for tax purposes during these years. At 31st
December, 1998, the Company had substantial accumulated tax losses carried forward and
available for set off against future assessable profits.

REVIEW OF OPERATING EXPENSES

The table below contains details on the Company’s operating expenses for the railway
and related operations and the percentages of turnover they represent for the periods
indicated:

Six months ended
Year ended 31st December, 30th June,

1995 1996 1997 1998M 1999@ 2000 1999
HK$ % HK$ % HK$ % HK$ % HK$S % HK$S % HK$S %

(million, except percentages)
Staff costs and related expenses ..... 1,434 25.0 1,536 24.6 1,610 245 1,879 26.9 1,911 26.4 847 23.2 971 28.0

Energy and utilities...........c.cceveerneen. 292 51 321 51 348 53 462 6.6 513 7.1 235 64 242 7.0
Operational rent and rates® ............ 47 08 48 08 68 10 59 08 63 09 29 08 36 1.0
Stores and spares consumed........... 130 23 128 20 122 19 133 19 136 1.9 55 1.5 59 1.7
Repairs and maintenance® ............. 317 55 457 7.3 446 6.8 433 6.2 482 6.6 184 50 200 58

Expenses relating to advertising,
kiosk rental and miscellaneous

businesses........cccceeiieiiiciieens 100 18 116 19 146 22 178 26 150 2.1 64 1.7 64 1.8
Property ownership and

management exXpenses ................ 76 1.3 82 13 101 15 119 17 155 21 66 1.8 67 1.9
Other expenses®) ..........cccccceeevennene. 197 3.4 225 36 204 31 417 6.0 349 48 218 6.0 185 5.3
Sub-total ..o 2,593 45.2 2,913 46.6 3,045 46.3 3,680 52.7 3,759 51.9 1,698 46.4 1,824 52.5
Depreciation 658 11.5 850 13.6 927 14.1 1,426 20.4 2,039 28.1 1,052 28.8 995 28.7
Total operating expenses of railway

and related operations.................. 3,251 56.7 3,763 60.2 3,972 60.4 5,106 73.1 5,798 80.0 2,750 75.2 2,819 81.2
Notes:

(1) Includes operating costs relating to the operation of the Tung Chung Line which commenced on 22nd June, 1998 and the
Airport Express Line which commenced on 6th July, 1998.

(2) Includes operating costs and operating revenues derived from the operation of the Tung Chung and Airport Express Lines
for the full year.

(3) Similar to property taxes in respect of the Company’s occupation of the land on which the railway is situated. Reduction of
operational rates in 1998 was mainly due to the rate refund in respect of the second quarter of 1998.

(4) Includes mainly repairs and maintenance costs paid to outside contractors and revenue works.

(5) Includes marketing costs, payments to Creative Star for Octopus and related services, promotional expenses, consultants’
fees, conference and training expenses, insurance and uninsured claims and, since the opening of the Airport Express Line
in 1998, expenses in relation to shuttle-bus and in-town check-in facilities.

Staff costs and related expenses

Staff costs and related expenses consist primarily of staff salaries and benefits which
are principally influenced by the number of staff employed by the Company, inflation, labour
productivity and the supply and demand for labour in Hong Kong. The number of staff
increased from 1996 up to and including 1998 as a result of additional staff required to
implement new safety procedures, as well as hirings related to the Tung Chung and Airport
Express Lines. In 1999, staff levels decreased due to the introduction of staff reduction
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programmes which involved the layoff of approximately 80 employees. In the same year, the
Company also initiated a hiring freeze, non-replacement of vacated posts, reduction of
housing allowances for senior staff and the introduction of a staff voluntary separation
scheme, offering enhanced benefits to those who chose to leave the employment of the
Company voluntarily. Under this scheme, approximately 750 staff members vacated their
posts and were paid an aggregate sum of HK$255 million. Before 1998, the absolute level of
staff costs and related expenses increased rapidly, primarily due to rising wages resulting from
inflation and a tight labour market. More recently, wages have generally decreased due to the
economic downturn and the comparatively higher level of unemployment. In 1999, staff costs
increased slightly as compared to 1998, in spite of the inclusion of staff costs associated with
the operation of the Tung Chung and Airport Express Lines for their first full year of operation,
as compared to approximately six months in 1998. For the six months ended 30th June,
2000, staff costs have decreased by 12.8% from the equivalent period in 1999 due to a
reduction in the number of operations staff.

Energy and utilities costs

The Company’s energy and utilities costs consist primarily of electricity costs which are
principally influenced by car kilometres operated, asset efficiency, electricity tariffs and other
factors. Electricity tariffs are regulated by the Government and are affected principally by
international fuel prices for gas, coal and, to a lesser extent, for oil. Over the past five years,
electricity tariffs and the Company’s energy and utilities costs have increased. However, during
that period, the Company has introduced energy efficient “chopper” control equipment on trains
and adopted other energy saving measures. In 1998, energy and utilities costs increased by
32.8% from HK$348 million in 1997 to HK$462 million in 1998, principally as a result of higher
electricity tariffs and the commencement of operations of the Tung Chung and Airport Express
Lines. For the six months ended 30th June, 2000, energy and utilities costs decreased by 2.9%
from the equivalent period in 1999. This was principally as a result of the implementation of
energy control measures on the environment control system and auxiliaries in the Company’s
headquarters and MTR Stations and the full year effect of the reduction in train frequency in off-
peak periods which started in April 1999.

Operational rent and rates

Operational rent and rates are payments by the Company to the Government, similar
to property taxes, in respect of its occupation of the land on which the railway is situated.

Stores and spares consumed

Stores and spares consumed consist mainly of costs for certain spare parts and other
items used primarily for repairs and maintenance. The Company uses inventory management
and purchasing economies to maintain an optimal level of stores and spares on hand.

Repairs and maintenance costs

Repairs and maintenance costs primarily include amounts paid to outside contractors
and the costs of revenue works. Although the Company undertakes most of its repairs and
maintenance using its own employees, it uses outside contractors for, amongst other things,
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its ongoing programme of repairs to tunnel linings, certain repairs and maintenance of
escalators and elevators and certain station cleaning. Revenue works are undertaken
principally by the Company’s employees and are works that are not of a capital nature. In
recent years, the Company has increased the level of both in-house and contracted repairs
and maintenance to improve passenger service and reliability.

Expenses relating to advertising, kiosk rental and miscellaneous businesses

These expenses consist principally of agency commissions in respect of advertising
and energy costs for illuminated advertising panels.

Property ownership and management expenses

The expenses consist principally of costs associated with the ownership and
management of properties. These costs have increased steadily over the past five years due
mainly to the greater number of properties comprised in the Company’s property portfolio.

Other expenses

Other expenses include marketing costs, payments to Creative Star for Octopus and
related services, promotional expenses, consultants’ fees, conference and training expenses,
insurance, uninsured claims and, since the opening of the Airport Express Line in 1998,
expenses in relation to shuttle-bus and in-town check-in facilities. The 17.8% increase in
other expenses for the six months ended 30th June, 2000 compared to the equivalent period
in 1999 was due to an increase in usage of the in-town-check-in facilities associated with the
Airport Express Line, loss on disposal of assets and higher insurance expenses which
resulted from lower insurance rebates.

FINANCING

The Company has historically relied on equity injections from the Government, debt
financings, funds from railway and related operations and property development profits to
finance both its operating and capital requirements.

The Company believes it is a premier Asian corporate borrower and is an active issuer
in the local and international debt capital markets. Since being first rated in 1984, the
Company has continued to be one of the few companies in Hong Kong which has credit
ratings on par with the Hong Kong sovereign level and believes it is widely recognised as a
leading benchmark for Asian corporate borrowers.

Its credit ratings at present are shown in the table below:

Long-
Commercial term
Credit rating agency paper ratings@®
StANAAId & POOI'S ....vviiiiiiiiiiie ettt e s st bee e e s s b e e e e enees A-1 A+/A
1Y/ Yo 1o YA OSSR P-1 Aa3/A3
Rating and Investment Information, INC. ..........oooiiiiiiiiiiie e — AA/AA—

Note:
(1) Long-term ratings for Hong Kong dollar denominated debt and foreign currency denominated debt, respectively.
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In June 2000, following the finalisation of discussions between the Company and the
Government on the Operating Agreement, Standard & Poor’s confirmed that the Operating
Agreement and the new MTR Ordinance established a clear regulatory framework and a
favourable operating environment for the Company and revised its long-term ratings outlook
for the Company from “developing” to “stable”. On 31st August, 2000, Moody’s upgraded the
Company’s short-term and long-term local currency ratings from P-2 and Al to P-1 and Aa3,
respectively.

The Company enters into and uses a wide range of financing and hedging transactions
and instruments, including listed and unlisted debt securities, syndicated and bilateral loans,
export credits and derivative instruments. It maintains a policy of using derivative instruments
for the purposes of risk management only and believes it has developed a comprehensive
framework and prudent guidelines and procedures to control its derivatives activities. These
activities include entering into interest rate and currency derivatives transactions to hedge
against exposures arising from borrowings and from foreign currency denominated contracts.
Further details in relation to the off-balance sheet derivative instruments used by the
Company are contained in Appendix Ill and Note 25 to the financial statements in the
Accountants’ Report in Appendix I.

In raising and managing its finances, and given its significant borrowings, the
Company has developed a model, the “Preferred Financing Model” which seeks to
diversify risk by specifying a preferred mix of fixed and floating rate debt, a permitted currency
exposure, a balanced spread of maturity, the use of different types of financing instruments
and an adequate length of financing horizon. The Company believes that it has a balanced
debt profile with adequate risk diversification and forward coverage consistent with its
Preferred Financing Model.

The diagram below shows information in relation to the Preferred Financing Model and
the Company’s actual debt position as at 30th June, 2000:

Note:
(1) SIT = short term
O/D = overdrafts
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The list below contains some of the principal milestones in relation to the Company’s
financing arrangements:

1976
1984
1985
1988

1993

1995

1997
1998
1999

Issued Hong Kong dollar denominated fixed rate bond (HK$400 million).
Established US commercial paper facilities.

Issued ECU denominated bonds (€50 million).

Issued Samurai bonds (¥10 billion) in the Japanese bond market.

Established multi-currency Euro medium-term note programme (HK$3
billion).

Privately placed US dollar bond (US$150 million) under Rule 144A of the
US Securities Act in the United States.

Established a debt issuance programme, listed on the London Stock
Exchange, for the issue of up to US$1 billion notes with maturities up to 30
years (the ““Listed Debt Issuance Programme”).

Established a note issuance programme (HK$10 billion) arranged by the
HKMA with features similar to the Government's exchange fund notes
programme.

Issued debut Yankee bond (US$300 million) in the US public bond market.
Arranged a HK$5 billion 5-year revolving credit facility.
Issued a 20-year fixed rate note for US$60 million.

Issued US$750 million global bond.

Increased size of its Listed Debt Issuance Programme to US$2 billion and
listed the Programme on the Stock Exchange.

Issued a public Hong Kong dollar fixed rate note (HK$1 billion).

Arranged two export credit facilities of US$72.5 million and US$16.1 million
with the Export-Import Bank of Korea and the Japan Bank for International
Co-operation, respectively.
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CAPITALISATION AND INDEBTEDNESS

The table below shows the indebtedness and capitalisation of the Company as at 31st
July, 2000:
At 31st July,
2000

(HK$ million)
Short-term Debt, including current portion of long-term debt

Finance lease in Hong Kong dollars, current portion..........ccccccceeeviiiiiiinineineeeee e eeeeans 127
Loans in Hong Kong dollars, current Portion ..........ccccuveeeeiieeeeeiiiiiiiiiiieeeeeee e e e e e ses e 667
USS$ private placement notes due 2000 .........cceeviuiiireiiiiiieeeeiiiee e e e eeees 1,168
Note issuance programme notes due 2000 and 2001.........ccceeeeeeiiiiiiiininiieeeeeeeee e 1,000
Samurai Yen bonds (4th series) due 2001 .........cccciiiiiiiieee e 1,121
Total Short-term debt .........ooiiii e 4,083
Long-term Debt, less current portion
Finance lease in HoNg Kong dOIlars ...........coevieiiiiiiiiiiiiiieee et 818
Loans in HoNg KoNg dOIIArs ...........ccuuiiiiiiiiicc et e e e e e e eannes 4,900
Loans in Other CUMMENCIESM) .........uuiiiiiiiiie et 466
US$ Yankee Notes due 2005 ........ciiiiiieiiieeiiieeeieeesieeesseeestae e staeesntae e e sseeeensaeeesnnees 2,324
USS$ global notes due 2009M@) ... .....iciiieeiieeeiieeesie e e sieeesaee e steeesteeestaeesseeesteeeennnes 5,834
Debt issuance programme notes due 2001 t0 2018M@) ... ....ccccoviiiiiiiiiiniiieeeeeee e 5,284
Note issuance programme notes due 2001 t0 2003........cceiiieeeeeiiiiiiiiiiinirieeeeeeeeee e 1,000
LI 1= | PRSP 20,626

Shareholder Funds
Share capital 3 billion Shares issued and fully paid (authorised 33 billion Shares of

[ 3 00 = Tod ) PSSR 3,000
(O Vo1 = LI (== Y= OO PERRR 29,188
Investment property revaluation FESEIVE ...........eiiiiiiiiiee it 6,394
Fixed asset reValUAtion FESEIVE ...........eiiiiiiieiiiee et e e et s e e e e e e e e e e e s eevaaas 161
== 1 1= To [ o] o) 11 £SO PUEERR 8,947
o] ez L] a T T =] aTo] [0 [T 10 g To N 47,690
Total CAPItAlISALION .....eciiiiiiii et 68,316
Notes:

(1) Maijor foreign currency debts were translated at the following approximate exchange rates, which are the weighted averages
of forward exchange contracts and currency swaps under transactions entered into by the Company and the spot rates
prevailing on 31st July, 2000: HK$7.7688 = US$1 and HK$1 = ¥13.87.

(2) The Programme is listed on the Stock Exchange and on the London Stock Exchange.

(3) The US$ global notes due 2009 are listed on the Stock Exchange and on the Luxembourg Stock Exchange.

Total short-term and long-term debt of HK$24,709 million as at 31st July, 2000 did not
include amounts outstanding under overdraft and short-term loan facilities totalling HK$1,261
million. The aggregate amount of HK$25,970 million represents the total borrowings of the
Company as at 31st July, 2000. None of the Company’s subsidiaries had any external
borrowings as at 31st July, 2000. There were no material contingent liabilities or guarantees
outstanding as at 31st July, 2000.

Except as disclosed elsewhere in this prospectus (see, in particular: (i) the paragraph
headed “Changes in share capital” in Appendix IX which describes the changes to the
Company’s authorised and issued share capital since the date of its incorporation; and (ii) the
paragraph headed “Written resolutions of all the shareholders of the Company” in
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Appendix IX which describes, amongst other things, details in relation to the Company’s
capital reserve), there has been no material change to the capitalisation and indebtedness or
contingent liabilities and guarantees of the Company since 31st July, 2000 other than loans
drawndown and repaid, apart from short-term loan facilities and bank overdraft, totalling
approximately HK$1,114 million and approximately HK$396 million, respectively during the
period between 1st August and 19th September, 2000.

The Company’s outstanding indebtedness, as at 31st July, 2000, was HK$25.97
billion. For the seven months ended 31st July, 2000, the Company'’s principal repayments of
outstanding indebtedness amounted to HK$1.77 billion. Principal repayment obligations with
respect to indebtedness outstanding as at 31st July, 2000 in each year up to and including
2003 and thereafter are shown below:

2000 2001 2002 2003 Thereafter

(HK$ billion)
Principal repayment obligations as of 31st July, 2000.................. 3.33 296 4.74 4.24 10.70

Security

As at 31st July, 2000, none of the Company’s borrowings were secured nor were any
of the Company’s borrowings guaranteed by the Government or any third party.

CAPITAL EXPENDITURE, CAPITAL REQUIREMENTS AND LIQUIDITY
Capital expenditure

The table below contains information in relation to certain capital expenditure incurred
by the Company for the periods shown:

Year ended 31st December, Six months ended 30th June,
% Increase/ % Increase/
1998 1999 (Decrease) 2000 1999 (Decrease)
(HK$ million)
Airport Railway Project..........ccccceeevvieeiiiieennes 5,103 1,847 (63.8) 74 1,189 (93.8)
TKE PrOJECt ..o 885 2,816 218.2 1,560 1,024 52.3
Other capital Projects ..........cccvvevevcieenincicnienns 3,710 3,415 (8.0) 1,263 1,674 (24.6)
Property development projects..........ccccveevnes 1,992 1,568 (21.3) 519 771 (32.7)
Total capital expenditure ..........cccceevevveeiieeennen 11,690 9,646 (17.5) 3,416 4,658 (26.7)

Capital requirements

The Company expects to have a total capital expenditure of HK$24.3 billion between
2000 and 2002 covering requirements for the Airport Railway Project, TKE Project, the QBR
Works, other capital projects, property development and the operations of the Mass Transit
Railway. The financing of this expenditure is expected to be provided by funds generated
from railway and related operations, property development profits and debt financing.

The Company raised a total of approximately HK$3.1 billion of debt financing in the six
months ended 30th June, 2000 and expects to raise a further HK$4.9 billion in the second half
of 2000, inclusive of refinancing borrowings. The Company expects to raise total debt financing
of approximately HK$22.4 billion between August 2000 and the end of 2002, of which
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approximately HK$11.4 billion and HK$11.0 billion are expected to be for meeting the
Company’s capital expenditure requirements and refinancing of loan repayments,
respectively. The amount of borrowings that the Company will incur will depend upon the
actual amount of its capital expenditure requirements, the results of its operations, the
amount of receipts related to its property development business, factors affecting its interest
expense, the initiation of new capital investment programmes and other factors. The
Company may incur certain borrowings in advance of when funds are required, in order to
facilitate a more orderly phased and cost-effective capital raising programme. The Company
expects it would use the proceeds of any such indebtedness to purchase investments which
would be liquidated as funds are required. Such investments would be substantially limited
to short-term bank deposits, high quality corporate instruments and government debt
instruments, primarily denominated in Hong Kong dollars.

As at 31st July, 2000, the Company had undrawn committed facilities of HK$9.84
billion which are available for its anticipated capital expenditure requirements and debt
refinancing requirements up to mid-2001.

Railway and related operations

The Company expects to obtain a portion of its capital requirements from funds
provided by its operations. For the year ended 31st December, 1999 and the six months
ended 30th June, 2000, funds provided by railway and related operations before interest and
finance charges were HK$3,311 million and HK$1,926 million, respectively. The amount of
funds provided by the Company’s operations in the future will depend upon the Company’s
operating profit from railway and related operations before depreciation and changes in
working capital.

Property developments

The Company may obtain a portion of its capital requirements from funds provided by
its property development activities, including up-front payments from property developers and
profit distributions from the disposal of developed properties. The amount of funds provided
by its property development activities will be heavily dependent upon the prevailing conditions
in the Hong Kong property market. During 1999 and the first six months of 2000, the
Company received up-front payments totalling HK$0.6 billion and HK$0.1 billion, respectively
from property developers, but did not share with developers in any proceeds from the
disposal of properties.

Liquidity

The Company’s liquidity is dependent upon its results of operations as well as the
factors discussed under the paragraph headed “Capital requirements” in this section. In
addition, the Company’s liquidity is subject to a variety of other factors, including those
relating to interest rates and rates of currency exchange discussed below. The Company

anticipates that a portion of its future borrowings will bear interest at floating rates. Changes
in prevailing market rates of interest may therefore affect the Company’s liquidity.
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For the year ended 31st December, 1999, the Company had interest and finance
charges (net of interest income and amounts capitalised) of HK$1,104 million, which was
primarily due to a discontinuation of capitalisation of interest with respect to the Tung Chung
and Airport Express Lines upon their completion. The weighted average interest rate on
outstanding indebtedness (excluding obligations under finance leases) for 1999 was 7.6%.
For the six months ended 30th June, 2000, the Company’s weighted average interest rate
on outstanding indebtedness was 7.8% as compared to 7.5% for the corresponding period in
1999. As of 31st December, 1999, HK$13,928 million, or 63% of the Company’s outstanding
debt (excluding obligations under finance leases) bore interest at fixed rates or bore interest
at floating rates, but was covered by interest rate swap agreements which fixed the interest
cost to the Company. The remaining HK$8,244 million or 37% of the Company’s outstanding
debt (excluding obligations under finance leases) bore interest at floating rates. As of 30th
June, 2000, the Company had available undrawn committed and uncommitted credit facilities
totalling HK$29.8 billion, including debt/note programmes, commercial paper programmes,
bank loans and other credit facilities. Due to effective management of its interest rate
exposures, the Company’s interest cost has not been adversely affected by the increase in
interest rates during 2000. Since 1st July, 2000 to the date of this prospectus, there have
been no significant changes to the weighted average interest rate in respect of the
Company’s outstanding indebtedness, the Company’s mix of outstanding debt bearing
interest at fixed and floating rates, nor the Company’s total amount of available undrawn
committed and uncommitted credit facilities.

For the six months ended 30th June, 2000, net cash inflow from operating activities
was HK$1,926 million, as compared to HK$1,741 million for the six months ended 30th June,
1999. This increase was principally due to higher fare revenue as well as lower operating
expenses.

For the six months ended 30th June, 2000, net cash outflow from investing activities was
HK$3,382 million, as compared to HK$4,040 million for the six months ended 30th June, 1999.
This decrease was principally due to a substantial reduction in project payments in respect of
the Airport Railway Project as most of the construction contracts were finalised in 1999.

For the six months ended 30th June, 2000, net cash inflow from financing was
HK$2,401 million, as compared to HK$5,717 million for the six months ended 30th June,
1999. This decrease was principally due to a reduction in the amount of loans drawn down.

Disclaimer

Save as aforesaid or as otherwise disclosed in this prospectus, the Company did not
have, at the close of business on 31st July, 2000, outstanding liabilities or any mortgages,
charges, debentures or other loan capital, bank overdrafts, loans, liabilities under acceptance
or other similar indebtedness, hire purchase and finance lease commitments or any
guarantees or other material contingent liabilities. The Members of the Board and the
Members of the Executive Directorate have confirmed that there has not been any material
change in the indebtedness or contingent liabilities of the Company since 31st July, 2000.
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Practice Note 19 to the Listing Rules

The Members of the Board and the Members of the Executive Directorate have
confirmed that they were not aware of any circumstances which, had the Company been
required to comply with Practice Note 19 of the Listing Rules, would give rise to a disclosure
requirement under that Practice Note.

WORKING CAPITAL

Taking into account the financing available to the Company and expected net
operating cash inflow, the Members of the Board and the Members of the Executive
Directorate are of the opinion that the Company and its subsidiaries have sufficient working
capital for their present requirements.

US GAAP RECONCILIATION

The Company’'s financial statements are prepared in accordance with Hong Kong
GAAP, which differ in certain material respects from US GAAP. The following table sets forth
a comparison of the Company’s profit (equivalent to “net income” under US GAAP) and
shareholder funds (equivalent to “shareholder equity” under US GAAP) in accordance with
Hong Kong GAAP and US GAAP:

Six months ended

Year ended 31st December, 30th June,
1997 1998 1999 2000 1999
(HK$ million)
Net income in accordance with:
Hong Kong GAAP ........oo ot 2,783 2,819 2,116 1,051 1,148
US GAAP .. e 3,335 1556 2,449 1,446 717
Shareholder funds in accordance with:
Hong Kong GAAP ...t 41,815 42,601 45,115 47,239 43,749
US GAAP .. e 35,126 35,430 37,879 39,325 36,147

See Appendix Il for a discussion of the significant differences between Hong Kong
GAAP and US GAAP as they relate to the Company.

YEAR 2000

Under the supervision of the Company’s information technology and operations teams,
the transition to the year 2000 went seamlessly.

PROFIT FORECAST AND DIVIDENDS

Profit forecast

The Members of the Board and the Members of the Executive Directorate believe that,
on the bases and the assumptions contained in the paragraph headed “Bases and
assumptions” in Appendix IV and in the absence of unforeseen circumstances, the
Company’s profit after taxation but before extraordinary items for the year ending
31st December, 2000 will be not less than HK$3,600 million. The Members of the Board and

164



FINANCIAL INFORMATION

the Members of the Executive Directorate are currently unaware of any extraordinary items
which have arisen or are likely to arise in respect of the year ending 31st December, 2000.
On the basis of the forecast profit of HK$3,600 million for the year ending 31st December,
2000 and assuming that the 5,000,000,000 Shares in issue prior to the Global Offering were
in issue throughout the year ending 31st December, 2000, the forecast basic earnings per
Share would be approximately HK$0.72. On the assumption that all the Shares in respect of
which options may be granted under the Pre-Global Offering Share Option Scheme described
in Appendix IX were granted on 20th September, 2000, that all options were exercised in
respect of all such underlying Shares on the same day and that the fair value of the Shares
for the year ending 31st December, 2000 was within the range of the minimum and maximum
Offer Prices of HK$8.00 and HK$9.38, the forecast diluted earnings per Share would be
approximately HK$0.72.

The texts of the letters from KPMG, the Company’'s independent reporting
accountants, and from the Joint Sponsors in respect of the profit forecast are contained in
Appendix V.

Dividends

The Corporation was incorporated on 26th April, 2000 and has not declared or paid
any dividends since its incorporation. The new MTR Ordinance contains a provision which
enables the Company to distribute a dividend during the financial year of the Company which
includes the Appointed Day or at any time before its accounts are laid or filed in respect of
that year, based on accounts prepared by MTRC. The Company may pay dividends out of
its distributable profits in accordance with Hong Kong law generally and its Articles. Further
details are contained in Appendix VIl and Appendix VIII.

The declaration of dividends is subject to the discretion of the Board of Directors and
any final dividend for the year is subject to shareholders’ approval. The amounts of dividends
actually paid to holders of the Shares will depend upon a number of factors, including the
Company’s earnings, capital requirements, general financial condition and any factors
considered relevant by the Board of Directors.

Dividends will be declared in Hong Kong dollars. Cash dividends receivable by holders
of ADSs will be paid in US dollars, net of conversion expenses of the Depositary.

In the absence of unforeseen circumstances, the Board of Directors intends to
recommend a final dividend in respect of the year ending 31st December, 2000, payable in
or around June 2001. The Board of Directors expects that such final dividend will represent
a per annum dividend vyield of approximately 4.5% (based on the final Offer Price) which,
given that the Company will not have been listed for the whole of the year ending 31st
December, 2000, will be pro-rated accordingly.

For subsequent financial years, the Board of Directors anticipates that, subject to the
financial performance of the Company, the Company will pay two dividends in respect of
each financial year with interim and final dividends payable in October and June respectively,
with the interim dividend representing approximately one third of the total dividends to be paid
for the entire year.
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The Company intends that a scrip dividend election will be offered to all shareholders
and holders of ADSs (subject to applicable securities laws) in respect of future dividends for
the financial year ending 31st December, 2000 and for each of the three financial years
ending 31st December, 2003. The Selling Shareholder has agreed that, in respect of the final
dividend for the financial year ending 31st December, 2000 and any dividends declared in
respect of each of the three financial years ending 31st December, 2003, it will elect to
receive all or part of its entitlement to dividends in the form of Shares to the extent necessary
to ensure that a maximum of 50% of the total dividend paid by the Company in respect of
the relevant financial year will be in the form of cash.

DISTRIBUTABLE RESERVES
Distributable reserves of the Company attributable to shareholders as at 30th June,
2000 were HK$8,496 million.

ADJUSTED NET TANGIBLE ASSETS

The following statement of adjusted net tangible assets is based on the Company’s net
assets as at 30th June, 2000, contained in the Accountants’ Report in Appendix I, as adjusted
as described below:

HK$ million
Net assets as at 30th June, 2000 as set out in the Accountants’ Report in Appendix | ..... 47,239
Unaudited net profit of the Company for the month ended 31st July, 2000 based on
MANAJEMENT ACCOUNTS......uuuiiiiiieii i e e e e e e e r e e e e e e e e e e e 451
Surplus arising on valuation of the Company’s Development Properties at
LSt JUIY, 20000)......cceeeeeeieieeeeiiee ettt et e et e et e e e be e e e ehe e e et e e e e eabe e e enee e e anbe e e enee e e anreeeaneean 31,687
Adjusted net tangible ASSETS ... s 79,377
Adjusted net tangible assets per Share®) ... HK$ 15.88
Notes: -

(1) Railway Properties of the Company are stated in the Company’s financial statements on a historical cost
basis and depreciated at rates sufficient to write off their costs over their estimated useful lives, except for
the initial cost on rails and tunnel excavation and boring. Railway Properties of the Company were not
revalued in the “Property Valuation Report” contained in Appendix V. Further details on the exemption from
valuation of Railway Properties is contained in the paragraph headed “Interests in land” in the “Business”
section of the prospectus.

(2) Brooke International (China) Limited, an independent property valuer, has confirmed that there would have
been no material difference in the valuation amounts as at 31st July, 2000 and 30th June, 2000 of the
Investment Properties and Owner Occupied Properties. The valuation at 31st July, 2000 of the Investment
Properties and Owner Occupied Properties has therefore been adopted in the financial statements of the
Company for the six months ended 30th June, 2000 with any revaluation surpluses or deficits dealt with in
those financial statements accordingly.

The surplus arising on the valuation of the Company’s Development Properties as at 31st July, 2000 is based
on the property valuation as set out in the “Property Valuation Report” in Appendix V after adjusting for the
balance as at 31st July, 2000 of the amounts of up-front payments received or receivable by the Company less
the related costs incurred or to be incurred by the Company in respect of the awarded packages and Kowloon
Station Development Packages Five, Six and Seven (which were awarded on 6th September, 2000) of the
Development Properties, to the extent these have not already been recognised as profits.The surplus will not
be incorporated in the financial statements of the Company for the year ending 31st December, 2000. The
Company’s Development Properties and profits arising therefrom are accounted for in accordance with the
accounting policies stated in Note 1(f) to the financial statements in the Accountants’ Report in Appendix I.

(3) The adjusted net tangible assets per Share has been based on 5,000,000,000 Shares in issue immediately
following the Global Offering without taking into account any Shares which may be issued or repurchased
under the Issue Mandate or the Repurchase Mandate as the case may be.
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USE OF PROCEEDS

The Company will receive none of the net proceeds of the Global Offering. The Selling
Shareholder will receive all of the net proceeds of the Global Offering (after deduction of
commissions and estimated expenses in connection with the Global Offering, assuming the
Over-allotment Option is not exercised and assuming an Offer Price of HK$9.38 per Offer
Share being the maximum Offer Price), which are estimated to be approximately HK$8,982
million (or approximately HK$10,361 million, if the Over-allotment Option is exercised in full).
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HONG KONG UNDERWRITERS

Goldman Sachs (Asia) L.L.C.

HSBC Investment Bank Asia Limited
UBS Warburg, a business group of UBS AG
BOCI Asia Limited

Jardine Fleming Securities Limited
Celestial Capital Limited

Corporate Brokers Ltd

Dao Heng Securities Limited

Get Nice Investment Limited

Hang Seng Securities Limited

Indosuez W.I. Carr Securities Limited
ING Barings Asia Limited

Ka Wah Capital Limited

Kim Eng Securities (Hong Kong) Limited
Kleinwort Benson Limited

Lippo Securities Limited

Morgan Stanley Dean Witter Asia Limited
Prudential-Bache Securities (Hong Kong) Limited
Roctec Securities Company Limited
Sanfull Securities Limited

SG Securities (HK) Limited

Shenyin Wanguo Capital (H.K.) Limited
South China Securities Limited

Sun Hung Kai International Limited

Tai Fook Securities Company Limited
The Bank of East Asia, Limited

Vickers Ballas Capital Limited

UNDERWRITING ARRANGEMENTS AND EXPENSES

Hong Kong Public Offering

Hong Kong Underwriting Agreement

Pursuant to the Hong Kong Underwriting Agreement, the Selling Shareholder is initially
offering 200,000,000 Offer Shares for sale to the public in Hong Kong on and subject to the
terms and conditions of this prospectus and the Application Forms. Subject to the Listing
Committee of the Stock Exchange granting listing of, and permission to deal in, the Shares
to be offered pursuant to the Global Offering and to certain other conditions set out in the
Hong Kong Underwriting Agreement, the Hong Kong Underwriters have agreed severally and
not jointly, to purchase or procure purchasers for the Hong Kong Offer Shares being offered
under the Hong Kong Public Offering, on the terms and conditions of this prospectus and the

Application Forms.
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Right of termination by the Selling Shareholder

The Selling Shareholder shall have the right to terminate the Global Offering by notice
to the Joint Global Coordinators at any time at or prior to the signing of the Price

Determination

Agreement if the Selling Shareholder considers it expedient in the public

interest to do so.

Grounds for termination by the Hong Kong Underwriters

The Joint Global Coordinators (for each of themselves and on behalf of the Hong Kong
Underwriters) may in their absolute discretion (after consultation with the Selling Shareholder
to the extent practicable) terminate the Hong Kong Underwriting Agreement, by notice to the
Selling Shareholder and the Company, if at any time at or prior to 6.00 am on the date on
which dealings in the Shares on the Stock Exchange commence:

(a) there shall develop, occur, exist or come into effect:

(i)

(ii)

(iii)

(iv)

v)

(vi)

any material adverse change, or development involving a prospective material
adverse change, in the condition, financial or otherwise, or in the earnings,
business affairs or business prospects of the Company and its subsidiaries
(taken as a whole), whether or not arising in the ordinary course of business;
or

any change or any development involving a prospective change or any crisis
in local, national, regional or international monetary, financial, economic,
taxation or political conditions (including without limitation, conditions in the
stock market, in the foreign exchange market, inter-bank market, money
market and conditions with respect to interest rates in Hong Kong or
otherwise) or any occurrence of a combination of any such changes or
developments or crisis or any deterioration of any such conditions; or

any local, national, regional or international occurrence, outbreak or escalation
of hostilities, whether war had been declared or not, or insurrection or armed
conflict (whether or not involving financial markets); or

any new law or regulation in Hong Kong, the People’s Republic of China, the
United Kingdom or the United States, or any change in existing laws or
regulations in Hong Kong, the People’'s Republic of China, the United
Kingdom or the United States, or any change in the interpretation or
application thereof by any court or other competent authority in Hong Kong,
the People’s Republic of China, the United Kingdom and the United States; or

the imposition of any suspension or limitation on trading in shares or securities
generally on the Stock Exchange, the New York Stock Exchange or the
London Stock Exchange; or

if a banking moratorium or moratorium in foreign exchange trading has been
declared by either Hong Kong, United States federal or New York authorities;
or
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(b)

(€)

(d)

(viiyany change, or official announcement by a competent authority of a
prospective change, in Hong Kong, the European Community (or any member
thereof) or United States taxation adversely affecting the Company, the
Shares or the ADSs or the transfer thereof,

in each case, which has resulted or may in the reasonable judgment of the Joint
Global Coordinators be likely to result in:

(i) the successful completion of the Global Offering being prejudiced; or

(i) it becoming impracticable or inadvisable to proceed with the Global Offering
or the delivery of the Shares and/or ADSs on the terms and in the manner
contemplated in this prospectus and the international offering circular; or

(iii) the business or prospects of the Company or the Company and its
subsidiaries being materially and adversely affected; or

there comes to the knowledge of the Joint Global Coordinators any matter or event
showing any of the representations and warranties made by the Selling
Shareholder or the Company contained in the Hong Kong Underwriting Agreement
to be untrue or misleading in any material respect or as having been breached in
any material respect, or any material breach on the part of the Selling Shareholder
or the Company of any provisions of the Hong Kong Underwriting Agreement the
effect of which, in the reasonable judgement of the Joint Global Coordinators,
would jeopardise the successful completion of the Global Offering; or

any statement contained in this prospectus has become or been discovered to be
untrue, incorrect or misleading in any material respect the effect of which, in the
reasonable judgement of the Joint Global Coordinators, would jeopardise the
successful completion of the Global Offering; or

matters have arisen or have been discovered which would, if this prospectus or
the international offering circular was to be issued at that time, constitute a
material omission therefrom.

Undertakings

During the period of six months from the date on which dealings in the Shares
commence on the Stock Exchange, the Company shall not, and the Selling Shareholder
undertakes with the Hong Kong Underwriters to procure that the Company will not, and the
Selling Shareholder shall not, in each case directly or indirectly:

(@)

dispose of (including without limitation, issue, agree to issue, offer, pledge, lend,
sell, contract to sell, sell any option or contract to purchase, purchase any option
or contract to sell, grant any option, right or warrant to purchase or otherwise
transfer or dispose of, either conditionally or unconditionally, or directly or
indirectly, or otherwise) any Shares or ADSs (in each case, issued or to be issued)
or any other security that constitutes the right to receive Shares or ADSs or any
securities convertible into or exercisable or exchangeable for or repayable with
Shares or ADSs or file any registration statement under the US Securities Act with
respect to any of the foregoing; or
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(b) enter into any swap agreement or any other agreement or any transaction that
transfers, in whole or in part, directly or indirectly, the economic consequence of
ownership of the Shares or ADSs, whether any such swap agreement or other
agreement or transaction is to be settled by delivery of Shares or ADSs or such
other securities, in cash or otherwise; or

(c) agree (conditionally or unconditionally) to enter into or effect any such transaction
with the same economic effect as any of the foregoing transactions or announce
any intention to enter into or effect any such foregoing transaction.

The above undertaking shall not apply to the Shares or ADSs to be sold or transferred
in compliance with the requirements of the Listing Rules: (i) under the Hong Kong
Underwriting Agreement, the International Underwriting Agreement or any stock borrowing
arrangement entered into between the Selling Shareholder and the Joint Global Coordinators
in connection with the Global Offering; or (ii) under any options to purchase Shares granted
pursuant to a duly adopted stock option plan of the Company, provided that such options
shall not be exercisable during such six-month period; or (iii) in relation to any Shares issued
pursuant to the general mandate granted to the Directors to issue Shares as set out in
Appendix IX; or (iv) in relation to any transaction by the Company or the Selling Shareholder,
as the case may be, with the prior written consent of the Joint Global Coordinators.

The Company has undertaken to the Stock Exchange that: (i) except pursuant to the
Global Offering or the Over-allotment Option, at any time during the period of six months from
the date on which dealings in the Shares commence on the Stock Exchange (the “First Six-
month Period”), it will not without the prior consent of the Stock Exchange and unless in
compliance with the requirements of the Listing Rules, allot or issue or agree to allot or issue
any Shares or other securities of the Company (including warrants or other convertible
securities) or grant or agree to grant any options or rights over any Shares or other securities
of the Company or enter into any swap or other arrangements that transfers, in whole or in
part, any of the economic consequence of ownership of any Shares or offer to or agree to do
any of the foregoing or have any intention to do so; and (ii) within a period of six months
commencing from the expiry of the First Six-month Period (the “Second Six-month
Period”), it will not allot or issue any Shares or other securities of the Company (including
warrants or other convertible securities) or grant or agree to grant any options or rights over
any Shares or other securities of the Company or enter into any swap or other arrangement
that transfers, in whole or in part, any of the economic consequence of ownership of any
Shares or offer to or agree to do any of the foregoing or announce any intention to do so to
the extent that such action would result in the Selling Shareholder ceasing to be controlling
shareholder (as defined in the Listing Rules) of the Company.

The Selling Shareholder has undertaken to the Stock Exchange that except pursuant
to the Global Offering or the Over-allotment Option: (i) it will not, unless in compliance with
the requirements of the Listing Rules, during the First Six-month Period, dispose of any of
the Shares in respect of which the Selling Shareholder is shown by this prospectus to be the
registered owner (the “FSI Shares”); and (ii) it will not, in the Second Six-month Period,
dispose of any of the FSI Shares if, immediately following such disposal, the Selling
Shareholder would cease to be a controlling shareholder (as defined in the Listing Rules) of
the Company.
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The Selling Shareholder has further undertaken to the Stock Exchange and the
Company that it will, at any time after the date of this prospectus up to and including the date
falling 12 months after the date on which dealings in the Shares commence on the Stock
Exchange: (i) immediately inform the Company of any pledges or charges of any Shares or
other securities in respect of which it is the registered owner and the number of such Shares
or other securities so pledged or charged; and (i) immediately inform the Company of any
indication received by it, either verbal or written, from any pledgee or chargee of any Shares or
other securities pledged or charged that such Shares or other securities will be disposed of.

Indemnities

The Selling Shareholder has agreed to indemnify the Hong Kong Underwriters and
certain other persons against certain liabilities, including liabilities under the US Securities
Act. In addition, the Company has agreed to indemnify the Hong Kong Underwriters and
certain other persons against liabilities for any breach of the warranties given by the
Company in the Hong Kong Underwriting Agreement or of its obligations under the Hong
Kong Underwriting Agreement.

Commission

The Hong Kong Underwriters will receive a gross commission of 2.5% on the Offer
Price of all the Hong Kong Offer Shares.

Hong Kong Underwriters’ interest in the Company

The Hong Kong Underwriters have no shareholding interests in the Company.

The International Offering

In connection with the International Offering, it is expected that the Company and the
Selling Shareholder will enter into the International Underwriting Agreement with the
International Underwriters. Under the International Underwriting Agreement, the International
Underwriters would severally agree to procure purchasers for, or failing which to purchase
themselves, the 800,000,000 Offer Shares initially being offered pursuant to the International
Offering.

Under the International Underwriting Agreement, the Selling Shareholder intends to
grant to the International Underwriters the Over-allotment Option, exercisable by the Joint
Global Coordinators, on behalf of the International Underwriters, within 30 days after the date
on which dealings in the Shares commence on the Stock Exchange, to require the Selling
Shareholder to sell up to an aggregate of 150,000,000 additional Shares at the Offer Price
solely to cover over-allocations in the International Offering, if any.

In the event that the number of Shares comprised in the Global Offering is reduced,
the Over-allotment Option will be correspondingly reduced such that it shall be in respect of
Offer Shares of an amount no more than 15% of such reduced number of Shares comprised
in the Global Offering.

172



UNDERWRITING

Total Expenses

The aggregate commissions and estimated expenses payable by the Selling
Shareholder in relation to the Global Offering are estimated to amount to approximately
HK$454 million (assuming the Over-allotment Option is not exercised and assuming an Offer
Price of HK$9.38 per Offer Share being the maximum Offer Price). The Joint Global
Coordinators and the Underwriters have agreed to pay an aggregate of approximately HK$56
million of the expenses of the Selling Shareholder in connection with the Global Offering.
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THE GLOBAL OFFERING

This prospectus is published in connection with the Hong Kong Public Offering as part
of the Global Offering. The Global Offering consists of:

(i) the Hong Kong Public Offering of an initial 200,000,000 Offer Shares (subject to
adjustment as mentioned below) in Hong Kong as described below; and

(i) the International Offering of an initial 800,000,000 Offer Shares (which may, at the
option of investors, be delivered in the form of ADSs) (subject to adjustment as
mentioned below): (a) in the United States to qualified institutional buyers (as
defined in Rule 144A) in reliance on Rule 144A under the US Securities Act; and
(b) outside the United States in accordance with Regulation S under the US
Securities Act.

PRICING AND ALLOCATION

The International Underwriters will be soliciting from prospective investors indications
of interest in acquiring Shares or ADSs in the International Offering. Prospective investors will
be required to specify the number of Shares or ADSs they would be prepared to acquire
either at different prices or at a particular price. This process, known as “book-building”, is
expected to continue up to, and to cease on or about, 29th September, 2000.

The Offer Price is expected to be fixed by agreement between the Joint Global
Coordinators, on behalf of the Underwriters and the Selling Shareholder, after consultation
with the Company, on the Price Determination Date, when market demand for the Offer
Shares and ADSs will be determined. The Price Determination Date is expected to be on or
about 1st October, 2000.

The Offer Price will be not more than HK$9.38 per Offer Share and is currently
expected to be not less than HK$8.00 per Offer Share, unless otherwise announced by no
later than the morning of the last day for lodging applications under the Hong Kong Public
Offering as further explained below. Prospective investors should be aware that the Offer
Price to be determined on the Price Determination Date may be, but is not expected to
be, lower than the indicative Offer Price range stated in this prospectus.

If, based on the level of interest expressed by prospective professional and
international investors during the book-building process, the Joint Global Coordinators (on
behalf of the Underwriters and with the consent of the Selling Shareholder) think it
appropriate, the number of Shares being offered in the Global Offering and/or the indicative
Offer Price range may be reduced below that stated in this prospectus at any time prior to
the morning of the last day for lodging applications under the Hong Kong Public Offering. In
such a case, the Selling Shareholder and the Company will jointly, as soon as practicable
following the decision to make such reduction, and in any event not later than the morning of
the day which is the last day for lodging applications under the Hong Kong Public Offering,
cause to be published in the South China Morning Post and the Hong Kong Economic Times
a notice of the reduction. Before submitting applications for Hong Kong Offer Shares,
applicants should have regard to the possibility that any announcement of a reduction
in the number of Shares being offered in the Global Offering and/or the indicative Offer
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Price range may not be made and published until the day which is the last day for
lodging applications under the Hong Kong Public Offering. Such notice will also include
confirmation or revision, as appropriate, of the offer statistics as currently set out in the
section headed “Summary” and any other financial information which may change as a result
of any such reduction. Applicants under the Hong Kong Public Offering should note that
in no circumstances can applications be withdrawn once submitted, even if the
number of Shares being offered in the Global Offering and/or the Offer Price range is
so reduced. The Offer Price, if agreed upon, will be fixed within such revised Offer Price
range. In the absence of any notice being published of a reduction in the indicative Offer
Price range stated in this prospectus on or before the day which is the last day for lodging
applications under the Hong Kong Public Offering, the Offer Price, if agreed upon, will under
no circumstances be set outside the Offer Price range as stated in this prospectus. In the
absence of such notice, the number of Offer Shares will not be reduced.

In the event of a reduction in the number of Shares being offered under the Global
Offering, the Joint Global Coordinators may at their discretion reallocate the number of Shares
to be offered under the Hong Kong Public Offering and the International Offering, provided that
the number of Offer Shares comprised in the Hong Kong Public Offering shall not be less than
10% of the total number of Offer Shares in the Global Offering. The Shares and the ADSs to
be offered in the International Offering and the Shares to be offered in the Hong Kong Public
Offering may, in certain circumstances, be reallocated as between these offerings at the
discretion of the Joint Global Coordinators.

The Hong Kong Public Offering is open to members of the public in Hong Kong. The
International Offering will include selective marketing of Shares or ADSs by the International
Underwriters to international and professional investors anticipated to have a sizeable
demand for the Shares or the ADSs. Professional investors generally include brokers, dealers
and companies (including fund managers) whose ordinary business involves dealing in
shares and other securities and corporate entities which regularly invest in shares and other
securities. Allocation of the Shares or the ADSs pursuant to the International Offering (further
details of which are contained in the paragraph headed “The International Offering” in this
section) will be based on a number of factors, including the level and timing of demand and
whether or not it is expected that the relevant investor is likely to buy further, and/or hold or
sell its Shares or the ADSs, after the listing of the Shares on the Stock Exchange. Such
allocation is intended to result in a distribution of the Shares or the ADSs on a basis which
would lead to the establishment of a solid international and professional shareholder base to
the benefit of the Company and its shareholders as a whole.

CONDITIONS OF THE GLOBAL OFFERING

Acceptance of all applications for the Offer Shares pursuant to the Global Offering will
be conditional on, inter alia:

() the Listing Committee of the Stock Exchange granting listing of, and permission to
deal in, the Shares (including the additional Shares which may be made available
pursuant to the exercise of the Over-allotment Option and any Shares which may
be issued pursuant to the exercise of options granted under the Pre-Global
Offering Share Option Scheme); and
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(i) the obligations of the Underwriters under each of the Hong Kong Underwriting
Agreement and the International Underwriting Agreement becoming and remaining
unconditional which requires, amongst other things, that the Offer Price be agreed
and the Price Determination Agreement be entered into and becoming
unconditional (including, if relevant, following the waiver of any conditions by the
Joint Global Coordinators on behalf of the Underwriters) and such obligations not
having been terminated in accordance with the terms of the respective
agreements prior to 6.00 am on the date on which dealings in the Shares in the
Stock Exchange are to commence,

in each case on or before the dates and times specified in such underwriting agreements
(unless and to the extent such conditions are validly waived on or before such dates and
times) and in any event not later than 24th October, 2000.

If, for any reason, the Price Determination Agreement is not entered into, the
Global Offering will not proceed.

The consummation of each of the International Offering and the Hong Kong Public
Offering is conditional upon, amongst other things, the other offering becoming unconditional
and not having been terminated in accordance with their respective terms.

If the above conditions are not fulfilled or waived prior to the times and dates specified,
the Global Offering will lapse and the Stock Exchange will be notified immediately. Notice of
the lapse of the Hong Kong Public Offering will be caused to be published by the Selling
Shareholder in the South China Morning Post and the Hong Kong Economic Times on the
next day following such lapse. In such eventuality, all application monies, if received, will be
returned, without interest, on the terms set out in the section headed “Terms and Conditions
of the Hong Kong Public Offering”. In the meantime, all application monies received will be
held in a separate bank account(s) with the receiving bankers or other licensed bank(s) in
Hong Kong.

THE HONG KONG PUBLIC OFFERING

Under the Hong Kong Public Offering, the Selling Shareholder is initially offering
200,000,000 Offer Shares at the Offer Price, representing 20% of the 1,000,000,000 Offer
Shares initially available under the Global Offering, for sale to the public in Hong Kong.
Subject to adjustment as mentioned below, the number of Offer Shares initially offered under
the Hong Kong Public Offering will represent 4% of the Company’s total issued share capital
immediately after completion of the Global Offering, assuming the Over-allotment Option is
not exercised. In Hong Kong, individual retail investors must apply for Offer Shares through
the Hong Kong Public Offering and individual retail investors, including individual investors in
Hong Kong, applying through banks and other institutions, seeking Shares and/or ADSs in
the International Offering will not be allotted Shares (or a corresponding number of ADSS) in
the International Offering.

For allocation purposes only, of the 200,000,000 Offer Shares initially being offered for
purchase under the Hong Kong Public Offering:

() 20,000,000 Hong Kong Offer Shares (representing 10% of the total number of Hong
Kong Offer Shares initially being offered under the Hong Kong Public Offering) will
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be available for applications by full time employees of the Company (other than
Members of the Board, Members of the Executive Directorate and their respective
associates (as defined in the Listing Rules)); and

(i) no less than 180,000,000 Hong Kong Offer Shares (representing 90% of the total
number of Hong Kong Offer Shares initially being offered under the Hong Kong
Public Offering) will be available for purchase by the public.

Paragraph 3 of Practice Note 18 of the Listing Rules, entitled “Initial Public Offer of
Securities”, requires the total number of Hong Kong Offer Shares pursuant to (ii) above to be
divided equally into pools: Pool A and Pool B. Each valid application (other than made
pursuant to (i) above) that has been received for Hong Kong Offer Shares to a value
(excluding brokerage and Stock Exchange transaction levy payable thereon) of HK$5 million
or less will fall into Pool A and each valid application (other than made pursuant to (i) above)
that has been received for Hong Kong Offer Shares to a value (excluding brokerage and
Stock Exchange transaction levy payable thereon) of more than HK$5 million will fall into
Pool B.

The Stock Exchange has granted a waiver from strict compliance with paragraph 3 of
Practice Note 18 of the Listing Rules such that the Joint Global Coordinators and the Selling
Shareholder, after consultation with the Company, shall have absolute discretion in
determining the number of Hong Kong Offer Shares which shall comprise of each of Pool A
and Pool B. The number of Hong Kong Offer Shares comprised in each of Pool A and Pool
B will initially be divided equally between the two pools. However, if demand for Hong Kong
Offer Shares falling within Pool A is significant or otherwise justified, and irrespective of
whether Pool B is undersubscribed or not, it is expected that the number of Hong Kong Offer
Shares comprising Pool A will be increased in order to increase the allocation ratio of Pool
A, with a view to allowing more Pool A applicants to receive allocations of Hong Kong Offer
Shares.

In accordance with Practice Note 18 of the Listing Rules, Hong Kong Offer Shares in
each of Pool A and Pool B are available on an equitable basis to applicants falling within each
pool.

Applicants should be aware that applications in Pool B are likely to receive different
allocation ratios than applications in Pool A. Where either of the pools is undersubscribed,
the surplus Hong Kong Offer Shares will be transferred to satisfy demand in the other pool
and be allocated accordingly. Applicants can only receive an allocation of Hong Kong Offer
Shares from Pool A or Pool B but not from both pools. Multiple or suspected multiple
applications are liable to be rejected.

Applications for more than the total number of Hong Kong Offer Shares originally
allocated to each pool may not be accepted. On the basis that the number of Hong Kong
Offer Shares originally allocated to Pool B will not be more than 50% of the Offer Shares
initially comprised in the Hong Kong Public Offering, excluding those offered pursuant to (i)
above (that is 90,000,000 Offer Shares), any application for over 90,000,000 Hong Kong
Offer Shares is liable to be rejected.
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In addition, the number of Hong Kong Offer Shares comprised in Pool A and Pool B
will not be determined until after applications have been made. Following such determination,
applications in excess of the number of Hong Kong Offer Shares finally determined to be
comprised in Pool B (but not more than the initial maximum number) will be deemed to have
been made at the number of Hong Kong Offer Shares finally determined to be in Pool B.

Paragraph 4.2 of Practice Note 18 of the Listing Rules, entitled “Initial Public Offer of
Securities”, requires a clawback mechanism to be put in place which would have the effect
of increasing the number of Hong Kong Offer Shares to certain percentages of the total
number of Offer Shares offered in the Global Offering if certain prescribed total demand levels
are reached. The Stock Exchange has granted a waiver from strict compliance with
paragraph 4.2 of Practice Note 18 of the Listing Rules such that, in the event of over-
applications, the Selling Shareholder and the Joint Global Coordinators, after consultation
with the Company, shall apply a clawback mechanism following closing of the application lists
on the basis of factors including, inter alia, total demand in the Hong Kong Public Offering,
with a view to ensuring that applicants under the Hong Kong Public Offering are treated no
less favourably than they would otherwise have been under the clawback requirements set
out in Practice Note 18 of the Listing Rules.

The final number of Hong Kong Offer Shares comprised in the Hong Kong
Public Offering, Pool A and Pool B, respectively, will, following the determination by
the Selling Shareholder and the Joint Global Coordinators, after consultation with the
Company, be published on Tuesday, 3rd October, 2000 with the announcement of the
Offer Price, the level of indications of interest in the International Offering, the level of
applications in the Hong Kong Public Offering and the basis of allocations of the Hong
Kong Offer Shares.

The results of allocations of the Hong Kong Offer Shares will be available
through a variety of channels from Wednesday, 4th October, 2000. Further details are
contained in the section headed ‘‘Prospectus, Application Forms and Results of
Allocations”.

In the event that a clawback mechanism is applied, the number of Offer Shares
allocated in the International Offering will be correspondingly reduced, in such manner as the
Joint Global Coordinators deem appropriate, and such additional Offer Shares will be
allocated to the Hong Kong Public Offering.

Each applicant under the Hong Kong Public Offering will also be required to give an
undertaking and confirmation in the Application Form submitted by him that he and any
person(s) for whose benefit he is making the application have not indicated and will not
indicate an interest for any Shares or ADSs under the International Offering, and such
applicant’s application is liable to be rejected if such undertaking and/or confirmation is
breached and/or untrue (as the case may be).

The Offer Price will not be more than HK$9.38 per Offer Share and is currently
expected to be not less than HK$8.00 per Offer Share. Applicants for Hong Kong Offer
Shares under the Hong Kong Public Offering are required to pay, on application, the
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maximum Offer Price of HK$9.38 per Hong Kong Offer Share, plus brokerage of 1%
and Stock Exchange transaction levy of 0.01%. If the Offer Price as finally determined
in the manner described above is less than HK$9.38 per Offer Share, appropriate
refund payments (including the brokerage and Stock Exchange transaction levy
attributable to the surplus application monies) will be made to successful applicants.
Further details are contained in the section headed ‘“Terms and Conditions of the
Hong Kong Public Offering”.

References in this prospectus to applications, Application Forms, application monies
or to the procedure for application relate solely to the Hong Kong Public Offering.

THE INTERNATIONAL OFFERING

The International Offering will consist of an offering of an initial 800,000,000 Offer
Shares (which may at the option of investors be delivered in the form of ADSs): (i) in the
United States to qualified institutional buyers (as defined in Rule 144A) in reliance on Rule
144A under the US Securities Act; and (i) outside the United States in accordance with
Regulation S under the US Securities Act.

Subject to the reallocation of Offer Shares between the International Offering and the
Hong Kong Public Offering, the Offer Shares to be offered under the International Offering
will represent 16% of the Company’s issued share capital immediately after completion of the
Global Offering (before any exercise of the Over-allotment Option).

Allocations of the Offer Shares to investors pursuant to the International Offering will
be effected in accordance with the “book-building” process described in the paragraph
headed “Pricing and Allocation” in this section.

The International Offering is subject to the same conditions as set out in the paragraph
headed “Conditions of the Global Offering” in this section.

PREFERENTIAL OFFERING TO EMPLOYEES

20,000,000 Offer Shares (representing 10% of the Hong Kong Offer Shares initially
available under the Hong Kong Public Offering) are available for purchase by full time
employees of the Company (other than Members of the Board, Members of the Executive
Directorate and their respective associates (as defined in the Listing Rules)).

Each eligible employee will be entitled to purchase a certain number of Hong Kong
Offer Shares with assured entitlement. The assured entitlement of Hong Kong Offer Shares
for each eligible employee is equal to 90% of one month’'s base salary for such employee
divided by the minimum Offer Price of HK$8.00, rounded up to the nearest board lot of 500
Shares. Eligible employees can apply for more than their assured entittement and may
receive such additional Hong Kong Offer Shares depending upon the aggregate level of
applications by other eligible employees. If the sum of the assured entitlements of those
eligible employees who apply under the preferential offering to employees is less than 10%
of the Hong Kong Offer Shares that are available to eligible employees, any such excess
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Hong Kong Offer Shares will be allocated among those eligible employees who apply for
more than their assured entitlement on a pro rata basis (based on the number of Hong Kong
Offer Shares in excess of their assured entitlement applied for by each such employee) with
any remaining such excess Hong Kong Offer Shares being allocated by ballot. Any Shares
not purchased by eligible employees in connection with the preferential offering to employees
will be available for purchase by the public under the Hong Kong Public Offering.

UNDERWRITING ARRANGEMENTS

The Hong Kong Public Offering is fully underwritten by the Hong Kong Underwriters
under the terms of the Hong Kong Underwriting Agreement.

The Selling Shareholder and the Company expect on or about 1st October, 2000,
shortly after determination of the Offer Price, to enter into the International Underwriting
Agreement.

These underwriting arrangements and the Hong Kong Underwriting Agreement and the
International Underwriting Agreement are summarised in the section headed “Underwriting”.

OVER-ALLOTMENT OPTION

Under the International Underwriting Agreement, the Selling Shareholder intends to
grant to the International Underwriters the Over-allotment Option, exercisable by the Joint
Global Coordinators on behalf of the International Underwriters, within 30 days after the date
on which dealings in the Shares commence on the Stock Exchange, to require the Selling
Shareholder to sell up to an aggregate of 150,000,000 additional Shares at the Offer Price
solely to cover over-allocations in the International Offering, if any. The Joint Global
Coordinators may also cover over-allocations in accordance with stock arrangements
described in the paragraph headed “Stabilisation” in the section headed “Information about
this Prospectus and the Global Offering”. In the event that the number of Shares comprised
in the Global Offering is reduced, the Over-allotment Option will be correspondingly reduced
such that it shall be in respect of Offer Shares of an amount no more than 15% of such
reduced number of Shares comprised in the Global Offering.

STABILISATION

In connection with the Global Offering, the Joint Global Coordinators may, on behalf
of the Underwriters, over-allocate and cover such over-allocations by exercising the Over-
allotment Option, stock borrowing or by making purchases in the secondary market. Any such
purchase will be made in compliance with all applicable laws and regulatory requirements.
The number of Shares which can be over-allocated will not exceed the number of Shares
which may be sold by the Selling Shareholder under the Over-allotment Option which is 15%
of the Shares initially available under the Global Offering.

In particular, for the purpose of covering any such over-allocations, the Joint Global
Coordinators and/or their respective affiliates may borrow up to 150,000,000 Shares from the
Selling Shareholder, equivalent to the maximum number of Shares to be sold on a full
exercise of the Over-allotment Option, under stock borrowing arrangements to be entered
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into between the Selling Shareholder and any of the Joint Global Coordinator(s). The Stock
Exchange has granted a waiver to the Selling Shareholder from strict compliance with Rule
10.07(2) of the Listing Rules which restricts the disposal of shares by controlling shareholders
following a new listing, in order to allow the Selling Shareholder to enter into such stock
borrowing arrangements and the Over-allotment Option, on the following conditions:

® the Selling Shareholder will not receive any payment or other benefit in respect of
such stock borrowing arrangements and that the stock borrowing arrangements
will be conducted in accordance with applicable laws and regulations; and

® any Shares which may be made available to the relevant Joint Global
Coordinator(s) and/or its/their respective affiliate(s) under the stock borrowing
arrangements will be made available on terms that the same number of Shares
so borrowed must be returned to the Selling Shareholder within five business days
of the exercise in full of the Over-allotment Option or the expiry of the Over-
allotment Option, whichever is earlier.

In connection with the Global Offering, the Joint Global Coordinators and/or their
respective affiliates may also, on behalf of the Underwriters, effect transactions which
stabilise or maintain the market price of the Shares or the ADSs at levels above those which
might otherwise prevail in the open market. Such transactions may be effected in all
jurisdictions where it is permissible to do so, in each case in compliance with all applicable
laws and regulatory requirements. Such transactions, if commenced, may be discontinued at
any time. Should stabilising transactions be effected in connection with the Global Offering,
they will be done at the absolute discretion of the Joint Global Coordinators.

Stabilisation is a practice used by underwriters in some markets to facilitate the
distribution of securities. To stabilise, the underwriters may bid for, or purchase, the securities
in the secondary market, during a specified period of time, to retard and, if possible, prevent
a decline in the initial public offer prices of the securities. In Hong Kong and other
jurisdictions, the stabilisation price will not exceed the Offer Price.

Stabilisation is not a practice commonly associated with the distribution of securities in
Hong Kong. In Hong Kong, such stabilisation activities on the Stock Exchange are restricted
to cases where underwriters genuinely purchase securities on the secondary market solely
for the purpose of covering over-allocations in an offering. The relevant provisions of the
Securities Ordinance prohibit market manipulation in the form of pegging or stabilising the
price of securities in certain circumstances.

DEALING ARRANGEMENTS

Assuming that the Hong Kong Public Offering becomes unconditional at or before
6.00 am on 5th October, 2000, it is expected that dealings in the Shares on the Stock
Exchange will commence at 10.00 am on 5th October, 2000.
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Introduction

Certain individuals who satisfy the Eligibility Conditions below who duly apply for Hong
Kong Offer Shares in the Hong Kong Public Offering will be eligible to receive the Retail
Incentives.

The Retail Incentives in the form of the Retail Discount and Bonus Shares are
only available in respect of the first HK$5 million (excluding brokerage and Stock
Exchange transaction levy and before applying the Retail Discount) worth of Hong
Kong Offer Shares allocated in a successful application, rounded down to the nearest
board lot.

The Retail Discount will be available only in connection with Hong Kong Offer Shares
purchased in the Hong Kong Public Offering and under the terms and conditions of the Retalil
Discount specified below. The Loyalty Share Bonus will be available only in connection with
Hong Kong Offer Shares purchased in the Hong Kong Public Offering and under the terms
and conditions of the Loyalty Share Bonus specified below.

Retail Discount

Under the Retail Discount, individuals who satisfy the Eligibility Conditions will be
entitled to a 5.25% discount to the Offer Price (excluding brokerage and Stock Exchange
transaction levy). When applying for Hong Kong Offer Shares, individuals who satisfy the
Eligibility Conditions are required to pay the maximum Offer Price, plus brokerage and Stock
Exchange transaction levy. A refund cheque in respect of the Retail Discount on the Hong
Kong Offer Shares (if any) allocated to you, together with the surplus application monies (if
any) representing Hong Kong Offer Shares applied for but not allocated to you and
representing the difference (if any) between the final Offer Price and the maximum Offer Price
(including any brokerage and Stock Exchange transaction levy attributable thereto), is
expected to be sent to you (or to the first-named applicant in the case of joint applicants) at
your own risk to the address stated on your Application Form or in your instructions to your
ESP on or before Monday, 9th October, 2000.

The Retail Discount is available to individuals who satisfy the Eligibility Conditions in
respect of the first HK$5 million (excluding brokerage and Stock Exchange transaction levy
and before applying the Retail Discount) worth of Hong Kong Offer Shares allocated in a
successful application, rounded down to the nearest board lot.

Individuals who are determined by the Selling Shareholder not to satisfy the Eligibility
Conditions or who have submitted application monies on the basis of the Retail Discount
(rather than the maximum Offer Price) may not receive any allocations of Hong Kong Offer
Shares.

Loyalty Share Bonus

Bonus Shares will be allocated in two tranches. Under the first tranche, individuals who
satisfy the Eligibility Conditions will be entitled to receive one Bonus Share for every 20 Hong
Kong Offer Shares which they purchase in the Hong Kong Public Offering using WHITE or
PINK Application Forms or using an ESP to apply and hold continuously until 5th October,
2001 (or if not a business day the next following business day) (the “First Bonus Date”).
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Under the second tranche, individuals who satisfy the Eligibility Conditions will be entitled to
receive one Bonus Share for every 15 Hong Kong Offer Shares which they purchase in the
Hong Kong Public Offering using WHITE or PINK Application Forms or using an ESP to apply
and hold continuously until 5th October, 2002 (or if not a business day the next following
business day) (the “Second Bonus Date”). Fractions of Bonus Shares will be rounded down
to the nearest whole Share.

Any such Bonus Shares will be transferred to such individuals as soon as reasonably
practicable after the First Bonus Date and the Second Bonus Date, as the case may be
(together with all rights attaching to those Shares at such date(s)).

All stamp duty (if any) which may otherwise be payable by the eligible shareholder on
the transfer to him or her of Bonus Shares will be met by the Selling Shareholder. In addition,
any associated charges imposed by the Share Registrar on the Selling Shareholder or the
eligible shareholder will also be met by the Selling Shareholder. All costs incurred in verifying
applicants’ eligibility (further details of which are contained in the paragraph headed
“Eligibility Conditions” in this section) will also be met by the Selling Shareholder.

The Loyalty Share Bonus is available to individuals who satisfy the Eligibility
Conditions in respect of the first HK$5 million (excluding brokerage and Stock Exchange
transaction levy and before applying the Retail Discount) worth of Hong Kong Offer Shares
allocated in a successful application, rounded down to the nearest board lot.

Bonus Shares may be allocated to individuals in odd lots (of fewer than 500 Shares).
No special dealing arrangements will be put in place to facilitate the trading or disposal of
Bonus Shares in odd lots. Individuals should be aware that odd lots usually trade at a
discount to the price of board lots.

Eligibility Conditions

Only applicants who have validly completed a WHITE or a PINK Application
Form or validly applied by instructing an ESP and meet the Eligibility Conditions set
out below will be eligible to receive any of the Retail Incentives. The number of Bonus
Shares transferred will be based only on those Shares which are held continuously in
the same shareholder’(s’) name for the period specified below. No Bonus Shares will
be transferred in respect of Shares deposited in CCASS (either under the Hong Kong
Public Offering or subsequently) or to applicants who complete a BLUE or YELLOW
Application Form. For further details, see the section headed ‘““How to Apply for Hong
Kong Offer Shares’'.

To be eligible to receive any of the Retail Incentives, each applicant, at the time of his
or her application for Hong Kong Offer Shares, must:

® be a Hong Kong identity card holder;
® have an address in Hong Kong;
® Dbe 18 years of age or over;

® Dbe an individual investing for his or her own benefit (or investing jointly with not
more than one other individual, solely for their joint benefit); and
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e complete a WHITE or PINK Application Form which is accepted, or successfully
apply by instructing an ESP.

An individual who applies for Hong Kong Offer Shares by instructing an ESP
and who wishes to participate in the Retail Incentives must apply for Shares to be
registered in his/her own name or, in the case of joint applicants, solely for their joint
benefit.

In order to qualify for the first tranche of the Loyalty Share Bonus:

e the Shares must have been registered in the name of the same shareholder (and
if joint shareholders, in both of their names) continuously until the start of business
on the First Bonus Date; and

® throughout the period until the start of business on the First Bonus Date, the
address of the shareholder (and that of any joint shareholder) appearing in the
register of shareholders must be a Hong Kong address.

In order t