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This Export Project Plan proposes to establish an Export cluster comprising Small and Medium
Enterprises (S M E 6fren the rail supply and services industry in Australia. It is proposed that
companies join together to develop business opportunities in the Hong Kong rail construction
market.

The Hong Kong Metro Rail Cluster (HKMRC) is an export initiative of the Australian Rail Industry
Corporation ARIC with Austrade. Whilst it is supported by the State Government of Victoria
through the Department of Innovation Industry and Regional Development (DIIRD), the State
Government of Queensland through the Department of Employment and Economic Development
and Innovation through the Industry, Investment and Development Group and is also supported by
ICN Victoria, it is still primarily an Austrade / ARIC initiative for ARIC members.

The support of the other State agencies is welcomed but to date these agencies are not driving or
participating in the initiative to date and hopefully once this report is distributed, their support and
involvement will be negotiated.

The preparation of this Export Project Plan symbolises the interest and capability of rail industry
manufacturers and service providers to get behind well organised initiatives to promote the export
of Australian products and services.

This Export Project Plan reviews the scope, timing and extent of rail construction project
opportunities in the Hong Kong rail construction market, sets an export strategy, business plan
agenda and action plan complete with metrics and provides preliminary budget information. The
Plan also includes a Technical overview of the Hong Kong rail system and a review of specific
project opportunities.

In the preparation of this Export Project Plan, we have established firm expressions of interest
from an initial cluster consisting of 8 companies drawn from a broad range of rail industry suppliers
backed by reputations in the Australian Rail industry and in export markets.

Some of the proposed foundation members of the cluster are already experienced in carrying out
business in Hong Kong, with MTR and with other major contractors engaged by MTR in
construction of rail projects.

If this report is accepted by both ARIC & Austrade it is recommended that this report be distributed
to the agreed current cluster member companies, a meeting be convened by early August 2010 to
implement the recommendations in this report and kick off to commence.
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The following recommendations were made in the preparation of the Export Project Plan:

111 Steering Committee Formation - It is recommended / proposed a steering committee be

formed consisting of key representatives from the cluster membership companies to provide

direction to the cluster leader (who will be agreed / nominated by the steering committee), to monitor
progress against agreed performance criteria and to review and adjust the HKMRC strategy regularly.

The nominated Cluster leader will be an individual who has the required commercial, business
development and rail industry skills to impartially deal with the cluster companies and Hong
Kong clients to ensure the best overall outcomes are achieved for the combined good of the
HKMRC members.

1.1.2 FocusGroup -ltisthecur ent i ntention / recommendation to d
companies that may join the HKMRC, subject to the identification of gaps and opportunities.

1.1.3 SWOQOT - Itis recommended that the cluster participants collaborate to review and tailor the
SWOTtomat ch the clusterds experience.

1.14 Funding - Itis recommended that upon acceptance of the Export Project plan, the cluster
leader immediately seeks advice from the support agencies on funding options and timing of
applications.

115 Governance - Itis recommende d that the cluster adopts the ISO 9001 governance model.

1.1.6 Review of Action Plan _ - It is recommended the Action Plan be reviewed at the first cluster
meeting and either revised or be accepted for implementation

1.1.7 Metrics - The Metricsinthe Table Section2 s houl d be reviewed and set
needs and customer requirements.
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The Hong Kong rail system has been growing strongly sinc
Governments controlling Hong Kong (the Special Administration Region SAR of China) have committed considerable

Capital to public transportation and in particular rail. Currently Hong Kong has underway, in development or at design

stage over 10 multi Million dollar projects extending and expanding the rail system in Hong Kong and connecting

through to mainland China from the SAR.

This Export Project Plan proposes to establish an Export
join together to develop business opportunities in Hong Kong. Some of the proposed foundation members of the

cluster are already experienced in carrying out business in Hong Kong, with MTR and other major contractors

engaged by MTR in construction of rail projects.

The Hong Kong Metro Rail Cluster (HKMRC) is an export initiative of ARIC with Austrade and is supported by the
State Government of Victoria, through the Department of Innovation Industry and Regional Development (DIIRD), and
the Queensland Government through the Department of Employment Economic Development and Innovation. It is
also supported by ICN Victoria. The cluster consists of a broad range of rail industry suppliers committed to design
innovation and manufacturing excellence backed by reputations in the Australian Rail industry and in export markets.

221 Financial
It is the objective of the HKMRC to generate overseas sales revenue within the first year of its operation.

It is also the objective of the HKMRC to minimise market entry expenditure through the appointment of an in country
leadership team, supported by Austrade and the Victorian Government

222 Sales

The HKMRC expects to assist Australian rail supply chain businesses to access opportunities within the current rail
redevelopment projects in Hong Kong. The HKMRC will establish a set of measurable metrics to measure progress
and success in the Hong Kong rail supply market. The proposed metrics for this plan can be found at the end of this
Section 2.

2.2.3 Relationship/ partnership

It is a key goal to establish relationship s wi t h MTRCL project, technical and prc
contractors and design consultants in Hong Kong, and to establish their specific user requirements and preferred
approach to doing business.

224 Learning

The establishment of this cluster will set the pattern for further rail clusters from Australia aimed towards other
markets. The objective is to transfer the Hong Kong rail
they are formed.

2.25 Cluster Operations

The HKMRC will establish a leadership team that will be responsible for managing day-to-day cluster plans,
implementing the HKMRC strategy, maintaining and monitoring the budget and making arrangements for visits, trade
missions and accessing funds from Government agencies.

It is proposed a steering committee be formed to provide direction to the cluster leader, monitor progress against
agreed performance criteria and to review and adjust the HKMRC strategy regularly.
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Recommendation: Steering Committee Formation - It is recommended / proposed a steering
committee be formed consisting of key representatives from the cluster membership companies to
provide direction to the cluster leader (who will be agreed / nominated by the steering committee),
to monitor progress against agreed performance criteria and to review and adjust the HKMRC
strategy regularly.

The nominated Cluster leader will be an individual who has the required commercial, business development
and rail industry skills to impartially deal with the cluster companies and Hong Kong clients to ensure the
best overall outcomes are achieved for the combined good of the HKMRC members.

2.2.6 Target outcomes

The HKMRC will set achievable targets to promote Australian industry rail products and services. The outcome is
business creation in Hong Kong, primarily aimed at MTRCL and identified projects.

The Proposed Metrics for this plan are set out at the end of this Section 2.

Market Opportunities

This Export Project Plan has identified and ranked strategic market opportunities in Hong Kong. There are 5 new
railway projects, namely West Island Line, South Island Line (East), Kwun Tong Line Extension, Shatin to Central Link
and the Express Rail Link. A detailed summary of the opportunities, timelines and key points of focus is set out in
Section 3 Hong Kong Project Summary and Appendices to this plan.

These opportunities amount to over $100bn HK in construction activities already underway and expected to be in
construction up until 2019.

An Action Plan has been prepared to outline the key activities of the cluster in its first 12 months of operation, the
outputs expected and the timing of those actions. The Action Plan is located in this Section 2.

Once the HKMRC kicks off, among the first actions recommended, will be to audit the current state of projects to
ensure initial market knowledge is current and up to date, the key contacts in MTRCL are established and a visit is
arranged to meet and assess market entry requirements.

There has been ongoing interest from industry in becoming new or more effective Exporters of rail products and
services. ARIC members participated in lead up events held by ARIC and Austrade to canvass interest in undertaking
a cooperative or dentfiedexp@tmarkess m 2a0DamctMeay 2080. iCompanies have continued to
express interest in joining a cluster and have indicated their interest in becoming members of the HKMRC.

The current participants are listed in Appendix C Cluster Participants. Members of the cluster have been drawn from

the membership base of ARIC, companies know by ICN and other companies that have membership in ARIN. The
HKMRC has already attracted commitment from 8 companies and in the preparation of this Export Strategy plan.

Other companies have been canvassed for their interest in becoming cluster participants. It is the current intention to
develop a fifocus groupo oHKMR® supjecttd thee sdentifibatian ofgepyand oi n t he
opportunities.

Recommendation: Focus Group. It is the current intention / recommendation to develop a
ffrocus Groupo of ¢ omp aHKMRG subjdctaathe identification of gaps ahde
opportunities. This Focus Group is the current HKMRC companies and Austrade / ARIC will assist
to expand / increase this cluster membership as considered desirable
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The ICN was consulted in the preparation of this plan, and it is expected that upon completion of the Export Project
Plan, considerable effort in identifying cluster participants through ARIC, ICN and Austrade and discussing the
opportunities in Hong Kong will commence in earnest. The HKMRC is comprised of companies from around Australia
and are not limited to any State or Region.

The authors recognise that this cluster initiative into the Hong Kong Rail market is new and will take some time to
become established and credible in lIleading SMEb&6s to part
of Clustering and the Hong Kong Rail Cluster is contained in Appendix A.

The HKMRC is comprised of companies generally operating in 5 areas of expertise,
0 Track and below rall
U  Power, signalling and communications
U  Asset Management (Maintenance)
U  Training
0 Rolling stock
offering both products and services for the construction of Capital Projects.
Specific opportunities and initiatives that have been identified through then preparation of this Plan have been
discussed in Appendix F Project Specific Opportunities.

Australia is strong in non-commoditised rail services such as high-level specialist services and project delivery.

For example, niche manufactured system components, project management and front end planning, specialised
engineering expertise, heavy haulage railways, collaborative research and development, and leading edge
technologies are features of our rail industry.
1 Initial visits to Hong Kong to visit key managers in MTRCL will provide valuable direction towards options for
mar ket entry, MTRCLOGs urgent emgagendeat and preferred meth
1 HKMRC participants will be helped to forge alliances and cluster relationships to cover points of weakness
and assist rapid market entry, and will need to identify domestic partners early in the business process; and,
1 Participants will need to demonstrate unity of its member clusters to leverage Austrade funding for further
business development.

The Hong Kong rail market is sophisticated, based on quality products and is performing well. The Australian HKMRC
will need to demonstrate a quality approach that will be well supported and represented and that will continue to
deliver benefits to MTRCL.

An initial SWOT analysis was carried out by the Authors to capture top level characteristics. The SWOT needs to
become areflection of clusterpart i ci pant s knowl edge and experience of t he
clusters kick off occurs.

Strengths Weaknesses Opportunities Threats/ Risks
Rail industry Lack of permanent To generate new business and open Poor leadership
knowledge presence in Hong doors into the mainland Chinese rail

Kong market
Reputation of rail Price competition Identify what is not being done well or is | Lack of Funding
suppliers from low cost performing poorly

producer countries

Background in Hong Strong supplier To identify needs and match to Lack of cluster
Kong of some presence already Australian participants (Refer to participant input
participants established Appendix F)
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Relationships already Learn lessons for further export clusters | Not reviewing the
established with Strategic plan
MTRCL and major

suppliers

Support from State and Establish local supply/ technology Not communicating
Commonwealth transfer opportunities the Strategic Plan
Agencies

Recommendation: SWOT - It is recommended that the cluster participants collaborate to review
and tailor the SWOT to match the clusterodés expe

There are a number of informed trade and business agencies within State and Commonwealth Governments willing to
assist and support the efforts of exporters. The HKMRC has already enlisted support and will continue to tap into the
following organisations and establish partnerships in the development of business opportunities in Hong Kong.

In preparation of this Plan, discussion was held with supporters of this HKMRC initiative and potential agencies
prepared to provide funding support for the cluster.

Recommendation: Funding It is recommended that upon acceptance of the Export Project plan,
the cluster leader immediately seeks advice from the support agencies on funding options and
timing of applications.

Seed funding for the cluster has already come from Austrade via the Global Opportunities program, matched dollar for
dollar by cluster members.

However this does not preclude the cluster seeking additional complementary funding (i.e no double dipping) from
other programs and these are :

Austrade

Phillip Bourke Senior Industry Advisor Rail

Level 31/140 William st

Melbourne Vic 3000 3205 or PO Box 310 MDC South Melbourne Vic 3205
Austrade Hong Kong

Phil Ingram Senior Trade Commissioner

Emesa Yeung, Business Development Manager, Rail Industry
Australian Trade Commission, Hong Kong SAR

Room 2404, 24 F Harbour Centre

25 Harbour Road

Wanchai, Hong Kong

Tel: +852 2588 5300 (switchboard)

Fax: +852 2827 4145
Web: www.austrade.gov.au or www.austrade.hk
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DIISR

Bruce Griffiths Rail Supplier Advocate
10 Binara st

Canberra City 2601

Ph 02 6213 7507

Victorian Government

DIIRD

Mr John Donaldson Program Manager ,
Transportation industry and Trade Division
121 Exhibition st

Melbourne 3000

Hong Kong Business Office

Mr Allen Kwok (Investment Manager)

Hong Kong, China

2108 Harbour Centre

25 Harbour Road, Wanchai

Hong Kong SAR

Ph: +852 2587 1133 Fax: +852 2802 9675

Queensland Government
Geoff Adams Manager Industry

Chris Burns Project Manager Office of Advanced Manufacturing
Department Employment Economic Development and Innovation (DTRDI)

Hong Kong Business office
Mr Simon Lee

Room 508, 5/F, Sun Hung Kai Centre
30 Harbour Road

Wanchai

Hong Kong SAR

Industry Capability Network ICN

Michael Fairbairn International Program Manager
11/10 Queens Rd
Melbourne 3004

Ph +61 3 9864 6744 Fax: +61 3 9866 6304
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It is the intention that the cluster operates on an Australian Business like basis, establishes a governance process that
reflects the principles and laws of business in Australia. The cluster will for all intents and purposes adopt an ISO 9001
business process in terms of maintenance of records, accounts.

The setup of the HKMRC is included in the attached Action Plan contained in this Section 2

Recommendation: Governance - It is recommended that the cluster adopts the ISO 9001

governance model.

Examples of the governance / quality system proposed are : (taken from ISO 9001)

il

A quality policywould be developed for the clusters operatiors fmsmal statement frorie
clustersmanagement, closely linked to thesmess and marketing plan and to customer ndéuis.
quality policy would provideneasurable objectives to work towards.

Thequality systemwould be regularly audited and evaluated for conformance and effectiveness.

Records maintained should show how argére raw materials and products were processed, to
allow products and problems to be traced to the source.

Customer requirements are determined and systems created for communication with customers ak
product information, inquiries, contracts, ordéegdback and complaints.

For newservicesthe clusteneedto plan the stages of development, with appropakeat
engagement / confirmatiaat each stag&€€ustomer Confirmatiors carried out and documentation
produced as to wheth#re proposed seice or opportunitymeets design requirements, regulatory
requirements and user needs.

Regular performance reviews through internal audits and meetings are a prerequisite of ISO
9001:2008. These determine whether the quality system is working and whatemgints can be
made whilst dealing with past problems and potential problems. Records of audit and meeting
activities and the resultant decisions are kept and their effectiveness monitored. Note that a
documented procedure for internal audits is required

Documented procedures for dealing with actual and potential nonconformances (problems involvin
suppliers or customers, or internal problems) are required by the standard. Systems and processes
should ensure that no inferior product is used whilst detemgimhat to do with bad product. The

root cause of the problem should be dealt with and records kept as tools used to improve the syste

The intent of the cluster is to establish a realistic strategy, act tactically wherever possible to identify existing
relationships and quick wins in the market place, but to also establish a credible presence in Hong Kong representing
Australian S ME 6 s

This will include setting out

il

Realistic timelines

The projects identified in the Export Project Plan will become the focus of the Cluster. The timelines for the
expected commencement of the projects is well understood and outlined in Appendix E to this Plan.
Resource requirements

The identification and appointment of strong, informed cluster leadership is to be set as a priority.

The HKMRC will need to establish a realistic budget to provide funds for the operation and management of the cluster.
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1 InFY2010 Q1 and Q2 the estimated Budget for visits to Hong Kong, cluster setup, management and
administration, initial tenders and marketing is in the order of $190,000AUD

1 InFY2011 Q3 and Q4 the estimated budget (including for a Trade mission in March) is in the order of
$225,000AUD

It should be noted that GO funding is seed funding only, program guidelines limit funding to in-market activities such
as trade mission ground transport, marketing collateral. Participant travel and accommodation are excluded.

Agreement on the cluster budget will be an initial priority for cluster members and will provide direction as to the
requirement for funds from other sources to support the market entry into Hong Kong. A preliminary budget has been
prepared as part of the development of this Export Project plan and can be located in Appendix G

The cluster participants will target key Industry events such as the Asia Pacific Rail conference and exhibition in Hong
Kong, 8-10 March 2011 in Hong Kong.

Further events, conferences and Hong Kong based presentations will be identified and will be targeted and attended
by representatives of the HKMRC as part of the marketing plan.

It is envisaged that arrangements be made at an early stage to have representatives from MTRCL visit the HKMRC
Australian bases and review completed work and projects. This may be possible from within the MTM (MTRCL)
franchise team already in Australia from Hong Kong.
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The HKMRC Action Plan has been prepared following the phases of development of the Hong Kong Export

Mar ket .

The

i mus-t

dgetber tAeckeyiactions fRoin each ppasd, links it with a specific output

and approximates timing for completion over the first 12 months, assuming a robust kick off and early
commitment of cluster participants and external funding support.

Phase

Required Action

Output

Timing

Market Entry

Meeting of cluster companies and
appointment of lead and support roles

Establish initial seed funding Budget

Statement of
Commitment and Intent

Budget funding (as
required)

August 2010

August 2010

Target Market
Visit

Plan for Target market Visit in August
2010

Carry out Market Analysis and verify
targets, competitors and barriers to entry

Visit to clients and
marketplace

Market Profile and target
analysis

July 2010

August 2010

Products and
Services
Portfolio

Establish a preliminary Capability and
Capacity statement

Explore cluster participation with other
companies upon the launch of the cluster

Products and services
database

Cluster iFocu

July 2010

September 2010

Marketing and
Events

Register for Trade Mission Funding for
Hong Kong Rail Asia March 2011

Establish key events calendar for
2010/2011

Prepare Web portal for suppliers

Prepare HKMRC literature

Trade Mission

Events Calender
Web site

Literature prepared

July 2010

September 2010
November 2010

January 2010

Business and
Communications

Register HKMRC as a Business Entity

Establish Business location/ postal and
contact details

Establish HKMRC Bank Account

Establish legal and other assistance (focal
point) for SMEO®6s

Registration complete
Establish office / portal
Bank Account

Legal advisory in place

August 2010

September 2010
August 2010

October 2010

Staffing

Appoint Cluster coordinator

Coordinator in place

August 2010

Financial

Apply for SAMP Funding (new round
commences 1* July 2010)

Funding application

September 2010

Recommendation: Review of Action Plan

the first cluster meeting and either revised or be accepted for implementation.

It is recommended the Action Plan be reviewed at
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It is planned that the HKMRC commitment is matched by performance in the Hong Kong Rail market and the export
initiative will be monitored and measured for success and progress. The following table of likely metrics is designed
match the plan and its elements and provide realistic feedback on a regular basis to participants and supports.

Phase Output Participa Comment / Timing
i no
Understanding Statement of Intent Commitment August 2010
Commitment Statement Initial market
budget set
Capability Areas of impact identified (to meet | Assessment of September 2010
new market demands) Capability and
Capacity
Capabilities and needs statement
Market Market analysis and profile Market November 2010
assessment
Target market/ projects
Market approach
Competitor analysis
Market
SWOT assessment
Market
assessment
Objectives Goals Targets December 2010
Budgets
Strategy Strategy set and articulated Strategy February 2011
commitment

Organisational chart
Staff allocation
Staffing Roles and responsibilities
Budget allocation

Action Plan Action Plan completed Business March 2011
readyo
Achieve participant buy in
AAsi aPaci

AsiaPacificRail Participation 8-10 Conference and
March 2011 trade mission,
HK, March 2011
attendance
Delivery Order Intake Contract award May 2011

Recommendation: Metrics - The Metrics in the above table should be reviewed and set to match
participantdés needs and customer requirements.
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3.1.1 Overview

Hong Kong, with a land area of only 1,104 sq km, has a population of approximately 7million. Every day, over 11
million passenger | our ne publicaansportrsystdnewhizhinclkdestwo highocapgoiys
railway systems franchised and non-franchised buses, trams, public light buses, ferries and taxis. 80% of trips in Hong
Kong are made on public transport.

Massive growth in Hong Kong's importance as a trade and business centre has brought many problems for the
island's existing infrastructure. This, in turn, has slowed down the rate of potential growth, at a time when the territory
was keen to exploit its position as a force on the world trading scene.

Hong Kong has four different rail systems: the heavily-used MTR network (incorporating the Kowloon Canton
Railway), the modern light transit (LRT) system, and a traditional street tramway and The Peak funicular railway. Each
operates independently, but there is considerable interchange between them.

312 Rail

MTR and KCRC merged in 2007. The Hong Kong rail system comprises over 84 stations in a 174km rail system. The
MTR also operates the 35km Airport Express line from downtown Kowloon to Chep lap Kok airport.

The MTRC Rail way, which commenced mepapalitartrailway. & comprises ther 9 |
MTR Lines which includes:

0 the Kwun Tong Line,

Tsuen Wane Line,

Island Line,

Tung Chung Line,

Tsuen Kwan O Line and

Disneyland Resort Line.

[t et el et enr i«

and serves parts of Hong Kong Island, Kowloon, the New Territories and Lantau Island including the Hong Kong
Airport via the Airport Express Line.

The old KCRC Railway comprised East Rail, MOS Rail, Light Rail and West Rail.

EastRail provides services from Tsim Sha Tsui through the New Territories to the Lo Wu and Lok Ma Chau
boundary crossings to the Mainland.

Ma on Shan MOS Rail, which commenced operations in 2004, serves between Wu Ka Sha and Tai Wai in the
eastern New Territories, having an interchange with East Rail at Tai Wai. This line also includes the Disneyland
line.

Light Rail, which commenced operations in 1988, is a localized transport system 36km long operating
between 84 stations and operates in the North-west New Territories in the new towns of Tuen Mun and Yuen
Long.

West Rail, which commenced operations in 2003, is the direct rail link between the Northwest New Territories
and urban Kowloon.

Further information on MTR can be found in Appendix B MTR
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3.1.3 Tramways
In addition, there are two tramway systems in Hong Kong, Hongkong Tramways and the Peak Tramways. These
operate on the northern shore of Hong Kong Island and between Central and the Peak.

3.14 Roads and Buses

Public road passenger transport is provided by franchised and non-franchised buses, red and green public light buses
and taxis. These accounted for approximately 60% of all public transport journeys in Hong Kong in 2006, 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. At the end of 2006, there were 18,031
taxis in Hong Kong, carrying an estimated daily average of approximately 1.0 million passengers. Their fares are
charged according to approved fare scales.

3.1.5 Ferries

Ferries are essential for travelling t dnaddiiah, tieyavzelma cer t ai n
supplementary mode of transport to buses and the MTRC 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 79,700 passengers daily on its four routes in 2006.

New World First Ferry and other licensed ferries provide services to Mui Wo and Discovery bay on Lantau Island and

to Peng Chau, Cheung Chau and other outlying islands.

Ferries carried an estimated daily average of approximately 154,200 passengers in 2006

3.2.1 Technical Information

Technical information on the rail system can be found in Appendix D Technical Summary.

3.2.2  Economic Outlook
Hong Kong is strategically located at the hub of North Asian markets. Some outstanding characteristics of Hong
Kongbs economic and financi al climate make it an ideal d

Ref: Department of Foreign Affairs and Trade country economic fact sheet.

3.2.3 Political Environment
On 1 July 1997, the territory of Hong Kong reverted to Chinese sovereignty, resulting in the creation of the Hong

Kong Special Administration Region (HKSAR). As such, Hong Kong:

i Resides under a 6one country, two systemsd arrangen
i Has a politically stable environment.

i Remains a stable and safe country for Australians to do business.

i Continues to operate autonomously and from a business and cultural environment perspective little

has changed.

1 Welcomes new business and investment and continues to provide an open and free market.

i Has its own system of law, and the judicial system remains essentially the same.
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http://www.dfat.gov.au/geo/fs/hong.pdf

The HKSAR Government comprises the Chief Executive, the Executive Council, the Administration, the

Legislative Council and the Judiciary.

3.24 Trade and Legal Implications
Historically, Hong Kong has prospered as both a conduit of goods in and out of China, and as a provider of
services, such as financial, logistics and management services into the mainland. While direct exports into China
are increasing, Hong Kong's position and infrastructure make it a major gateway to China, especially the
prosperous southern provinces. Hong Kong remains the biggest foreign investor into mainland China, and so the
connections and networks into China by Hong Kong interests are second to none. Combine this with Hong Kong's
well-established and transparent financial and legal frameworks and Hong Kong firms remain a viable and logical
choice as partners for business into mainland China. Hong Kong's economic development has always been
linked to trade with its regional neighbours, in particular mainland China. Now, as a Special Administrative Region
of the People's Republic of China, its relationship is closer to China than it has ever been. Hong Kong governs
itself autonomously, but China is responsible for all matters pertaining to foreign affairs and security. According to
t he Department of Foreign Affairs and Trade, Australia f

profile. Hong Kong is rated as high in the area of Governance and has a low corruption rating.

Ref: Department of Foreign Affairs and Trade country economic fact sheet

3.2.5 Cultural / Social Environment

The Cultural and Social environment in Hong Kong is conducive to the carrying out of business in a familiar style to
that in Australia. Further advice for visitors is available on the DFAT website.

3.2.6  Logistics and Distribution

There are established, well defined processes for shipping of products to Hong Kong.

Rail projects in Hong Kong have taken a number of forms, and reflect a flexible approach and methodology subject to
risk, construction, project timing, capital availability and MTR resources.

The following different approaches affect the procurement, packaging and private sector involvement:
1 The West Island Line takes the capital Grant Model with claw back mechanism.

1 The Express Rail Link (HK Section) is a concession approach under which construction will be funded by the
Government under the Public Works programme.

1 The South Island Line and Kwun Tong Line Extension projects are still in detailed design stage, however a
funding mechanism using the MTR ARail and Propertyodo &
property development rights in lieu of capital Grants.

1 The Shatin to Central Link will adopt the Service Concession model. The Government will pay the Capital cost
for operations, maintenance and asset renewals and replacement.
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3.3.1 Competitive Conditions

Competition from suppliers within the SAR and China is strong however; the MTRCL has an internationally open
system for procurement, recognising quality and reputation. Assessment of HKMRC targets will consider the extent
and performance of the competition in market.

3.3.2 Local issues and Performance
Local issues experienced in approval and rollout of projects over the past 5 years include:

1 Construction price movements

1 Cost benefit disagreements

1 Managing public consultation

1 Careful planning consistent with land use planning needs

1 Toilets at MTRC stations

1 Safety on platforms

1 Reliability of K Stock trains

1 Reliability of signaling systems
In order to compare itself to other metro systems around the world and to create a collective that links some of the
worl dés biggest and most famous urban rail ways, MJdgo.crea
MTR were instrumental in forming in the early 1990s, a b
I't is called The Community of Metros (CoMET), and is run

of the big metros, in terms of patronage numbers, including Moscow, London, Berlin, Mexico City, Sao Paulo use this
benchmarking to measure their performance by key perform
maintenance costs and fares.

Theobject i ves of this consortium, which currently includes
measures to establish metro best practice, to provide comparative information both for the metro board and the

government, to introduce a system of measures for management and to prioritise areas for improvement. From the
results being produced by this benchmarking programme, M
are being benchmarked. MTR are also the leader in terms of service reliability and safety.

MTR were the originators of this benchmarking system and big supporters of it. It gave MTR the ability to monitor
performance against peers.
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3.4 THE HONG KONG RAIL SYSTEM
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New projects either underway or ready for commencement are detailed below:
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35.1 The Guangzhou - Shenzhen -Hong Kong Express Rail Link (XRL) - (Hong Kong Shenzhen
Airport Railway)

XRL is a cross boundary transport infrastructure project which will provide high speed rail services between Hong

Kong and Guangzhou, and a connection to the National High-Speed Passenger Rail Network serving major Mainland
cities outside of Guangdong Province.

The Hong Kong section of XRL will run from the terminus in West Kowloon, via an emergency rescue station east of
Shek Kong, to the boundary at Huanggang through a 26km dedicated underground rail tunnel. It is proposed that
short-haul "shuttle trains" would be run between Hong Kong, Shenzhen and Guangzhou, and long-haul trains to major
cities in China such as Beijing and Shanghai. The terminus would serve trains with speed up to 350km/h, and they
run through a direct tunnel to Shenzhen without any intermediate station in Hong Kong. After crossing the SAR
boundary, the XRL China section will run north for another 116km to the terminus at Shibi (New Guangzhou), with
intermediate stations at Futian, Longhua and Humen.

Guangzhou South
(New Guangzhou, Shibi)

Humen

Dongchong
Guangming

Shenzhen North

(New Shenzhen, Longhua)

Futian

Key

Existing Kowloon-

Canton Railway
Guangzhou-Shenzhen-
Hong Kong Express
Rail Link
s NMainland Section
m Hong Kong Section

Route of Guangzhou-

e

West Kowloon

Shenzhen-Hong Kong
Express Rail Link

The works of the Hong Kong section started in January 2010 and will be completed in 2015. Upon completion, it will
be operated by the Corporation under a service concession agreement.

The line has also been gazetted and construction starts later this year. The link is expected to open in 2015, which is
about 4-5 years later than the mainland section of the line.

The project delivery has been broken up into
1. West Kowloon Terminus Construction project
2. ERL Tunnel Construction - HK Section project
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3.5.2 Island Line Extensions

MTR is proposing to build the West Island Line (from Sheung Wan to Kennedy Town) and a South Island Line (from
Admiralty to Ocean Park) at an estimated cost of HK$20 billion.

Subject to approvals, these new lines will be completed by 2014.

353 Westlsland Line (WIL) i Construction Underway

The West Island Line is an underground extension of the existing MTR Island Line from Sheung Wan to Kennedy
Town with intermediate stations at Sai Ying Pun and University. Kennedy Town Station will be constructed using the
cut and cover method while Sai Ying Pun Station and University Station will both be constructed using the drill and
blast method. The total route length is approximately 3km, with the Sheung Wan to Sai Ying Pun section being a soft
ground tunnel section constructed by using the compressed air / tunnel boring machine method, while the tunnel
section between Sai Ying Pun Station and Kennedy Town Station will be constructed using the drill and blast method.

A feature of the cavern stations will be the long entrance and deep entrance shafts, many of which will incorporate
high capacity lifts as the main means of access for the first time on MTR stations.

There are 4 main design consultancy agreements and 12 main works contracts. The detailed design (Maunsell
Consultants Asia) commenced in early 2008 and construction commenced July 2009, with the completion of the West
Island Line due in 2014.

The estimated cost of the WIL is HK$7- 15.4 billion.
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