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ITEM  FOR  FINANCE  COMMITTEE








CAPITAL  INVESTMENT  FUND


NEW HEAD “KOWLOON-CANTON  RAILWAY  CORPORATION”


New Subhead “West Rail Phase I”








Members are invited to approve, subject to the enactment of the Kowloon-Canton Railway Corporation (Amendment) Bill 1998, a commitment to inject equity of $29,000 million from the Capital Investment Fund into the Kowloon-Canton Railway Corporation, to allow major works on West Rail Phase I to proceed.











PROBLEM





		We need to inject equity into the Kowloon-Canton Railway Corporation (KCRC) to enable it to begin construction of West Rail Phase I (WR).








PROPOSAL





2.		We propose that Members approve a commitment of $29,000 million from the Capital Investment Fund to be injected as equity into KCRC.  This approval will be subject to the enactment of the KCRC (Amendment) Bill 1998 which was introduced into the Provisional Legislative Council on 11 February 1998 and which provides, inter alia, for the Corporation to have a proper share capital structure and the powers to undertake authorised new railway projects.











/JUSTIFICATION .....


�



JUSTIFICATION





KCRC’s Business Plan





3.		To help Members assess the nature of the proposed investment in the WR project, KCRC has prepared a Business Plan for WR covering the following matters –





(a)	Project Costs





(b)	Property Development





(c)	Financial Projection





(d)	Corporation Financial Plan





(e)	Financing Strategy





A copy of the Business Plan had been distributed to each Member before we consulted the Panel on Financial Affairs and Panel on Transport on 12 February.  Additional copies have also been deposited with the Provisional Legislative Council Secretariat for Members' perusal if necessary.  Major issues in the Business Plan are highlighted as follows.








Cost Estimate for WR





4.		KCRC’s latest total project cost estimate is $64 billion, broken down as follows –





									$ billion


								(money of the day)





			Capital costs					   51.0





			Land acquisition costs			     7.9





			Financing costs				     5.1





					      Total			   64.0











/Government’s .....


�



Government’s assessment





5.		Government’s consultants have independently assessed KCRC’s capital cost estimates and confirmed that the overall cost estimates are within an acceptable range.  The Lands Department has also advised that KCRC’s base estimate for the land acquisition costs, from which the above money of the day figure is derived, is not unreasonable.  These figures do not however take into account additional costs that may arise due to development of the airspace above any locations along the WR alignment (please refer to paragraphs 12 and 13 below).








Financing Arrangements





6.		As with other public transport systems in Hong Kong, the KCRC operates on a commercial basis free of Government subsidy, thus avoiding an unnecessary burden on the taxpayer and ensuring the application of commercial disciplines to enhance and extend the systems for the benefit of passengers.  With this in mind, we and the KCRC have sought to ensure that optimal financing arrangements are in place which allow KCRC to service its capital in the most cost-effective manner.  The total project costs are intended to be financed as follows –





									$ billion





			Borrowings					    24.9





			Internal resources				    10.1





			Government equity				    29.0





					Total				    64.0








KCRC’s borrowings





7.		Government’s financial consultants have advised that KCRC has the ability to raise commercial loans of $24.9 billion at a corporate level and the estimated financing costs are reasonable.  The cornerstones of the assessment are KCRC’s high international credit ratings, its strong financial record, the acceptable rate of return of the WR project itself and the backing of Government as its sole shareholder.  The above, coupled with the current proposal to inject equity of $29 billion in KCRC upfront, will enable the Corporation to tap both the local and international financial markets.  Moreover, the proposed debt level will�


/result .....


�



result in a minimum Debt Service Coverage ratio of 1.25 and a minimum Equity/Debt ratio of 2.3 to 1.  Such financial indicators clearly demonstrate that KCRC will be able to raise the proposed debt cost-effectively and support it comfortably.








KCRC’s internal resources





8.		KCRC’s internal resources will come from its East Rail and Light Rail property development profits and from interest earnings.  KCRC estimates for these property development profits were made on a conservative basis prior to the sharp rise in property prices in the first half of 1997.  Despite the recent cyclical adjustments in the property market, therefore, these estimates should still be prudent.








Equity





9.		The remaining financing requirement for WR, which is roughly equal to half of the total project cost estimate, will need to be funded by Government in the form of equity.  This amount should provide KCRC with a reasonably strong equity base in comparison with the loans to be raised and also let KCRC have sufficient flexibility in arranging its finances.  The amount also gives a clear signal to the financial market about the extent of Government commitment to the project, which should further strengthen the confidence of lenders in providing loans at competitive rates to KCRC.  It will not be appropriate to provide more Government equity than optimally required under the financing proposal, as, over time, equity is generally a more expensive means of financing than commercial borrowing.  This is because the risk of an equity investment is higher than the risk of debt and so commercial principles dictate a higher return.  From the KCRC’s perspective, debt financing is also more�tax-efficient than equity.  For Government as the shareholder to accept a lower return than the cost of borrowing would be tantamount to providing a subsidy and this would undermine the basis on which the KCRC operates. Less government equity also means more opportunities for private sector participation in the financing of the railway project.








Project Evaluation





10.		KCRC’s latest estimate for the project internal rate of return (IRR) of West Rail is 8.9%.  For the purposes of calculating the project IRR, KCRC developed independently a preliminary fare structure, based on existing railway fares in Hong Kong, which was used to project the operating cash flows of WR.  (Please refer to paragraph 17 below.)  The project IRR was then calculated -�


/without .....


�



without regard to potential sources of project finance - by equating the present value of the operating cash flow to the initial investment to be made.  Since the project IRR is derived independently of the financing costs, the composition of the financing package, i.e. the mix of equity, loans or other funding sources, will not directly affect it.  The project IRR is also itself a derivative of an independently developed preliminary fare structure.  Therefore, it is not the project IRR that influences the fare level but vice versa.








11.		KCRC and our financial consultants have also run some sensitivity tests to examine various upside and downside scenarios.  These result in project IRR estimates ranging from 8.2% to 11%, which are comparable with the projected 10% for the Airport Railway and Mass Transit Railway Corporation’s estimate of 8.5% for the Tseung Kwan O Extension.  On the basis of these figures, we are reasonably confident that West Rail will be a commercially viable project.  The proposed equity injection of $29 billion into KCRC should therefore be a prudent investment.








Property Development





12.		For WR financing purposes, KCRC will continue to be allowed to make use of the development potential along its East Rail and Light Rail alignments so that profits can be applied towards meeting project costs.  In respect of property developments along WR, KCRC will be allowed to undertake these developments so as to ensure the timely delivery of housing supply, better integration with the neighbourhood and smooth interface with railway operations.  However, as these developments will go beyond the time frame for the WR project, profits in their respect will not be generated in time to help finance the construction of WR.  As such and because KCRC can achieve a reasonable project IRR without the stream of profits from WR developments, KCRC will not require the profits to finance the project nor to improve the project return.








13.		As to whether KCRC should be allowed to keep the WR property development profits, KCRC has, in fact, made adequate provision in its current and future financial plans, both to service WR debt and to meet the cost of keeping its railway networks efficient, modern and competitive.  Therefore, no WR property development profits have been factored into the cash flow projections of WR, as there is no need to do so.  KCRC, as a prudent railway operator, must also pay regard to the basic financial principle that capital revenue, due to its one-off nature, should not be applied to meet recurrent operating expenditures.  KCRC also accepts that such resources as it does not immediately require should be channelled to the General Revenue for other public purposes.





/14. .....


�



14.		We and KCRC have therefore agreed that it should pass on the net WR property development profits (i.e. exclusive of KCRC’s contingent expenses and, if necessary, any additional development-related costs) to Government directly as soon as they are realised, rather than treating them as windfall profits, for which no specific use has been identified.  KCRC’s preliminary estimates are that West Rail properties could have a development potential of 46 million square feet, and could yield net profits to Government of up to $20 billion from 2004 onwards.  KCRC will nevertheless retain an interest in the completed developments, e.g. retail podia, carparks, etc.  Government and KCRC are currently in discussion on the principles and mechanisms for giving effect to this arrangement to ensure that it is equitable and will optimise the developments in question.  For example, as an incentive for KCRC to maximise profits from such developments, Government may allow KCRC to retain a part of the profits for financing future capital expenditure.  That said, KCRC will in future depend heavily on Government equity for the capital financing of other new railway projects and extensions.  We will assess these on their individual merits with KCRC, and revert to this Committee for any funding approvals that may be required, as the need arises.








Draft Project Agreement




















Encl. 1�
15.		On the basis of the Business Plan and our assessment above, a draft Project Agreement was drawn up between KCRC and Government.  The draft Project Agreement sets out how the WR project will be undertaken and the respective obligations of both parties in terms of the financing, design, construction and operation of WR.  A clause by clause explanation of the draft Project Agreement is at Enclosure 1.�
�






Upfront Equity Injection





16.		In order to complete WR in a timely and cost-effective manner, KCRC needs substantial resources to continue to take forward the project.  As KCRC has steadily invested its existing resources to advance the technical studies for the project and the project outlays in 1998 and 1999 are estimated to be some $2 billion and $13.9 billion respectively, we have agreed to inject equity into the KCRC upfront so as to alleviate its resource constraints and help take forward the project according to the tight implementation time-table.  The upfront injection of equity, together with KCRC’s internal resources, will also enable KCRC to defer its commercial borrowings to a later stage of the project, around the year 2000, thereby minimising its financing costs.  We will begin to inject equity following the enactment of the KCRC (Amendment) Bill 1998.








/Impact .....


�



Impact of WR on Fare Levels for Existing Lines





17.		KCRC has indicated that the fare policy for WR will be developed independently of its existing businesses on the basis of prudent commercial principles, having regard to such factors as operating costs, improvement costs, passenger affordability and competition with other transport modes.  Thus, KCRC would not adjust fares for passengers using its existing lines to subsidise the operations of WR.








FINANCIAL  IMPLICATIONS





18.		Subject to Members’ approval, we will inject the equity in question into KCRC by two equal instalments of $14,500 million each, with the first early in 1998-99 and the second approximately a year later.








19.		We will also need to carry out some essential public infrastructure works throughout the construction period of WR of the order of $3,135 million in 1997 prices to enable West Rail to be open to the public.  Such works include the provision of feeder roads, construction of public transport interchanges, reclamation etc.  They will be entrusted to KCRC and their costs will be reimbursed by Government, through funding from the Capital Works Reserve Fund.  Funding approval for these works will be sought separately from the legislature in due course.








ENVIRONMENTAL  IMPLICATIONS





20.		KCRC completed an Initial Environmental Impact Assessment (IEIA) on WR in August 1997.  The study indicated that operational train noise and ecological impact at Kam Tin Valley were the major environmental concerns and concluded that with the implementation of mitigation measures the impacts would not be insurmountable.  The IEIA was endorsed by the Advisory Council on the Environment (ACE) in September 1997.  KCRC is now finalising the EIA study and will consult ACE again on the findings in due course.  KCRC has agreed that work will not commence until ACE is fully consulted.  KCRC is committed to implementing all the mitigation measures and environmental monitoring and audit programme recommended in the EIA study.











/CONSULTATION .....


�



CONSULTATION





21.		During the joint briefing of the Financial Affairs Panel and Transport Panel on these proposals on 12 February, Members requested more information on a number of aspects.  In response, we have -








Encl. 2�
(a)	provided the key financial and economic assumptions for the financial appraisal in Enclosure 2 and explained in detail how the project IRR was calculated in paragraph 10 above;�
�



(b)	further elaborated the basis of our consultants’ assessment on KCRC’s ability to raise the proposed level of commercial borrowings in paragraph 7 above; and





(c)	further explained the arrangement for disposal of WR property development profits in paragraphs 12 to 14 above.








BACKGROUND  INFORMATION





22.		West Rail (previously known as the Western Corridor Railway) is one of the three priority railway projects recommended in the 1994 Railway Development Strategy.  On 13 December 1996, we briefed the former Legislative Council on the then Governor in Council’s decision that –





(a)	the route proposed by KCRC should be adopted;





(b)	the construction should proceed in two phases – with Phase I, comprising the domestic passenger line from West Kowloon via Tsuen Wan, Kam Tin, Yuen Long and Tin Shui Wai to Tuen Mun built first, leaving cross boundary passenger and freight services (Phase II) to a later date;





(c)	the issues of cross boundary passenger and freight services should be discussed with the Mainland authorities concerned; and





(d)	KCRC should continue technical studies, with a view to drawing up a project agreement.











/23. .....


�



23.		In accordance with the project programme and under the Railways Ordinance, we gazetted Phase I of West Rail in two stages, on 25 July 1997 and 3 October 1997 respectively.  Slightly over 200 objections have been received.  The majority of these objections relate to land matters and compensation issues.  Under the Railways Ordinance, these objections will be handled within a period of nine months upon the expiry of the 60 days objection period.  The relevant railway schemes and any unwithdrawn objections will then be submitted to the Executive Council for consideration by September 1998.  Following the authorisation of the schemes by the Executive Council, the WR Project Agreement will be executed.  KCRC will design and complete the construction of WR in order to bring the railway into operation by the Scheduled Operating Date, targeted at December 2003, and thereafter will operate and maintain the railway for 50 years.














---------------------------------------








Finance Bureau


February 1998




















�
Enclosure 1 to FCR(97-98)97








Draft Project Agreement


for the


Financing, Design, Construction and Operation of


West Rail


between


The Government of the Hong Kong Special


Administrative Region


and


The Kowloon-Canton Railway Corporation 

















Clause by Clause Explanation


�
Introduction





1.		The Project Agreement is divided into eleven parts with four appendices.  The eleven parts cover interpretation, financing, property developments, scope of works, planning, design and construction, programme and progress, operation and maintenance, land matters, environmental protection, transport, project monitoring and accounts and miscellaneous provisions.  The Project Agreement is intended to form a binding contract between Government and the Corporation.  It sets out clearly, and also delimits, the precise obligations of Government to the Corporation and vice versa.





Recitals





2.	The recitals set out the general scope and purpose of the Project Agreement.  They refer to matters addressed prior to the date of the Project Agreement.  Such matters include :





(a)	the amendment of the Kowloon-Canton Railway Corporation Ordinance (Cap. 372 of the Laws of Hong Kong) pursuant to the enactment of the Kowloon-Canton Railway Corporation (Amendment) Ordinance 1998 (No. [ ] of 1998 of the Laws of Hong Kong) (the “KCRC Ordinance”);





(b)	the authorisation of the scheme in respect of West Rail in accordance with the Railways Ordinance (Cap. 519 of the Laws of Hong Kong); and





(c)	the agreement between Government and the Corporation to enter into the Project Agreement to provide for the financing, design, construction and operation of West Rail and related services and facilities.





Part I - Interpretation





3.	The interpretation section sets out definitions of specialised terms used in the Project Agreement.  These ensure precision and consistency in the terms used with a view to ensuring that there is no misunderstanding as to the duties and obligations of the parties.





"Baseline Programme" means the programme defining the Scope of Works to be executed, the timing, sequence and capital budgets and contingencies required to effect the completion of West Rail, as may be amended from time to time in accordance with the provisions of Clause 19.





�
"Capital Cost" means the aggregate of the costs which are payable by the Corporation for feasibility studies, technical studies, land acquisition and related costs (including (i) any amount payable to Government as licence fees for the Works Areas, (ii) land premium payable by the Corporation in respect of West Rail Depot and (iii) all costs and amounts referred to in Clause 21 (which deals with land acquisition and related costs), design, engineering, procurement, construction, testing, commissioning and completion of the Railway Construction Works and the Reprovisioning, Remedial and Improvement Works.





"Commercial Operations" means the operation of West Rail on a revenue earning basis providing scheduled transport for the public.





"Essential Public Infrastructure Works" means any item of work associated with West Rail described as such in Appendix 1, as may be amended or varied from time to time in accordance with Clause 11.4, which is deemed or to be deemed by Government or a public body to be necessary to enable West Rail to be opened for Commercial Operations, the terms of design, construction and finishes of which are to be executed by the Corporation to the satisfaction of Government or, as the case may be, such public body and following completion of which shall be handed over to Government or, as the case may be, such public body, and which Government or, as the case may be, such public body shall own, manage, maintain and control.





"Operating Date" means the actual date on which West Rail commences Commercial Operations.





"Railway Construction Works" means the architectural, civil, electrical and mechanical engineering works, trackwork, signalling and control systems, rolling stock and maintenance equipment which are necessary for the construction and/or operation of West Rail.





"Reprovisioning, Remedial and Improvement Works" means the replacement, modification or improvement of existing privately owned facilities and facilities owned by Government or public bodies affected by, or required as a consequence of, the construction of West Rail, a non-exhaustive list of which is described as such in Appendix 1, as may be amended or varied from time to time in accordance with Clause 11.4, and following completion of which shall be owned, managed, maintained and controlled by such private owner, Government or, as the case may be, such public body.





�
"Scheduled Operating Date" means the date on which West Rail is scheduled to commence Commercial Operations as set out in the Baseline Programme.





"Scope of Works" means the West Rail Works, the Essential Public Infrastructure Works and the Reprovisioning, Remedial and Improvement Works.





"West Rail Works" means the Railway Construction Works together with such additional provisions and works as are required to facilitate the integration of West Rail with the Light Rail, the proposed developments integrated with West Rail Stations and the future extension of West Rail, as detailed in Appendix 1, as may be amended from time to time in accordance with Clause 11.4.





Part II - Financing of West Rail





	This section sets out the financial support to be provided by Government to the Corporation.  The main provisions are as follows :





Clause 2.1 - The Corporation will finance the full amount of the Capital Cost.





Clause 2.2 - The Capital Cost Estimate and the Financial Projections set out in Appendices 3 and 4 respectively to the Project Agreement are for illustrative purposes only and are not binding.





Clause 2.3 - Government will provide full cooperation to the Corporation in respect of all reasonable requirements for information or assistance of a non-financial nature to enable the Corporation to finance the completion of West Rail.





Clause 3 provides that the Corporation will apply its internal funds towards meeting the Capital Cost.  Such internal funds include the property development profits accrued in respect of the East Rail and the Light Rail for the developments but exclude accumulated operational profits.  Government will procure that the required approval is given under the Ordinance for such application.





Clause 4 states that the Corporation will, when it thinks fit, raise and maintain commercial financing to finance the balance of the total costs of works required to complete West Rail which are not met by internal funds and the total equity contributions made or to be made by Government.�





�
Government will not, for as long as there remain  outstanding any  amounts 


in respect of such commercial financing, give any direction to the Corporation under the Ordinance to carry its profits to any reserve funds.





Clause 5 sets out that Government will inject equity of $29 billion for West Rail in two stages before 31 March 2000 and receive shares in return.  All equity will be fully paid up.  The KCRC Ordinance provides for shares of $100,000 each.  The $29 billion new capital to be paid for new shares is required to be paid on the date of allotment of the relevant shares.





Part III - Property Developments





	This section sets out the arrangements for dealing with property development rights along the East Rail, the Light Rail and West Rail.





Clause 6 provides that Government shall use reasonable endeavours to enable the Corporation to undertake, at its own cost, proposed commercial or residential property developments at locations along the East Rail and the Light Rail subject to basic terms and conditions set out in the Project Agreement and the approval of the Chief Executive in Council or the Director of Lands under delegated authority, as appropriate.  This Clause also sets out Government's understanding that the Corporation intends to apply accrued property development profits in respect of the East Rail and the Light Rail property developments to the extent reflected in the Financial Projections annexed to the Project Agreement as an appendix in and towards the financing of West Rail.





Clause 7 provides that property developments to be undertaken above or adjacent to West Rail stations, West Rail depot, facilities or railway premises shall be in such manner and upon such terms as may be agreed between Government and the Corporation.





Clause 8 specifies that property developments to be undertaken by the Corporation at locations along the East Rail, the Light Rail and West Rail shall be granted by private treaty and subject to the conditions set out therein.





Clause 9 provides that the private treaty grants to be issued in respect of the property development sites to the Corporation will provide that the Corporation manages and maintains the completed developments subject to a deed of mutual covenant incorporating a management agreement to be approved by the Director of Lands and subject to the Building Management Ordinance (Cap.344 of the Laws of Hong Kong).





�
Part IV - Scope of Works, Planning, Design and Construction





	This section deals with the obligations of the Corporation and Government in respect of the design, construction, completion, testing, commissioning, operation and maintenance of West Rail.  These obligations need to be clearly set out to enable financiers to make a proper evaluation of the Corporation's creditworthiness.





Clause 10 provides that the design and construction of West Rail shall reflect the Corporation's responsibilities and duties under the KCRC Ordinance, the Project Agreement and the Buildings Ordinance (Cap.123 of the Laws of Hong Kong).





Clause 11 sets out the respective responsibilities of Government and the Corporation for the design, construction, completion, testing and commissioning of the different aspects of the Scope of Works and the manner in which such works may be amended or varied or added to from time to time.  The Corporation is required to design, construct and complete the Essential Public Infrastructure Works at Government’s cost (subject to the necessary approvals having been obtained) or, as the case may be, the relevant public body’s cost and to design, construct and complete the Reprovisioning, Remedial and Improvement Works at the Corporation’s cost.  Clause 11 further sets out the Corporation's obligations to remedy any defects of construction contractors during the defects liability period in the relevant construction contracts in respect of the Essential Public Infrastructure Works and the Reprovisioning, Remedial and Improvement Works and to procure direct collateral warranties to Government on such works and on designs of such works from the date of expiry of the relevant defects liability period.  This ensures that Government receives warranties and undertakings in respect of the Essential Public Infrastructure Works and the Reprovisioning, Remedial and Improvement Works direct from the relevant construction contractors and design consultants.





Clause 12 requires the design of West Rail to be based upon the Corporation's forecast of patronage of, and demand for, West Rail as agreed with Government.





Clause 13 sets out the Corporation's warranty to Government in respect of the Essential Public Infrastructure Works and the Reprovisioning, Remedial and Improvement Works.











�
Clause 14 sets out Government's obligation to carry out activities and tasks it has undertaken under the Project Agreement in a timely manner to the extent as necessary to enable the Corporation to carry out the planning, design and construction of West Rail.





Clause 15 sets out that the Corporation will obtain appropriate insurance to protect its own and Government's interest.





Clause 16 deals with entrustment arrangements under which Government and the Corporation may request the other to carry out works on its behalf.





Clause 17 sets out the requirements for safety plan and safety audit procedures to be incorporated by the Corporation in all of its construction contracts and to provide details of such measures and their ongoing implementation in any report to be provided to the monitoring committee that may be appointed by the Secretary for Transport.





Clause 18 requires the Corporation to make allowance in its design and construction of West Rail for possible future extensions of the railway.





Part V - Programme and Progress





	This part deals with the obligation of the Corporation to complete West Rail in accordance with the Baseline Programme and to commence Commercial Operations by the Scheduled Operating Date.  It demonstrates Government’s involvement in the programme timing and ability to monitor the progress of the Scope of Works against the Baseline Programme.





Clause 19 requires the Corporation to prepare the Baseline Programme to demonstrate the Corporation's proposal to carry out and budget for the Scope of Works up to the Operating Date.  The Clause also sets out how the Baseline Programme could be amended and the obligations of Government and the Corporation with regard to making land available for the project and the completion of the project respectively.





Part VI - Operation and Maintenance





	This part deals with the obligations of the Corporation for the operation and maintenance of West Rail.





Clause 20 provides that the Corporation will have the right to own and operate West Rail for the period of 50 years from the date of vesting of land in the Corporation.  Government and the Corporation will enter into an�


�
operating agreement which will set out the Corporation's rights and obligations upon opening of West Rail upon similar terms applicable to the East Rail and the Light Rail.





Part VII - Land





	The arrangements regarding land to be entered into between Government and the Corporation, the land rights to be granted by Government to the Corporation and the commercial activities at West Rail stations are set out in this part.  It demonstrates Government’s commitment to make the West Rail project viable.





Clause 21 sets out the obligations of the Corporation to bear all land acquisition and related costs.





Clause 22 deals with land to be made available to the Corporation for construction purposes.





Clause 23 deals with land to be vested or, as the case may be, granted by private treaty to the Corporation for operational purposes.  The conditions upon which a site for West Rail depot will be granted, subject to the approval of the Chief Executive in Council, by private treaty to the Corporation are also set out.





Clause 24 provides that the Corporation is permitted to carry out commercial activities inside West Rail stations consistent with the practice currently adopted by the Corporation in respect of its East Rail stations.





Part VIII - Environmental Protection





	This part sets out the environmental protection matters applicable to the West Rail project.





Clause 25 requires the Corporation to carry out environmental impact assessment studies in connection with West Rail and its associated developments and to implement all the mitigation measures, environmental monitoring and audit programmes and all environmental impact assessment recommendations in respect of such studies at its all costs.  The Corporation will not be responsible for providing environmental protection measures on premises outside the Rail Area if these arise from subsequent changes in Government policies and statutory requirements which are additional to those envisaged in such environmental impact assessment studies.





�
Part IX - Transport





	This part deals with the commitment of Government and the Corporation to encourage use of West Rail.





Clause 26 requires Government to encourage use of West Rail by the public and to use reasonable endeavours to facilitate reasonable access by the public to West Rail stations.





Clause 27 requires the Corporation to consult with all relevant transport operators and Government for the design and construction of public transport interchanges at West Rail stations.





Part X - Project Monitoring and Accounts





	This part sets out the right of Government to appoint a monitoring committee in relation to the West Rail project and deals with the obligations of the Corporation to cooperate with such committee and to maintain and submit to Government upon request books, accounts and records in connection with the West Rail project.





Clause 28 permits the Secretary for Transport at any time to appoint a committee to monitor the design, construction, completion and financing of West Rail, the progress of such works according to the Baseline Programme and the project costs according to the Capital Cost Estimate.  Membership and terms of reference of such committee shall be decided upon by the Secretary for Transport and the Corporation is required to cooperate with Government in all aspects of the monitoring procedure.





Clause 29 requires the Corporation to keep proper books and accounts, records and information in connection with West Rail and to provide such accounts, records and information to Government upon request.  The Clause also sets out the Corporation's obligations to prepare its annual report and maintain its accounts such that separate costs in connection with West Rail are readily identifiable.  Government may require financial statements to be prepared by the Corporation to be audited by a certified public accountant or a public accountant registered under the Professional Accountants Ordinance (Cap.50 of the Laws of Hong Kong).  





Part XI - Miscellaneous





13.	This section covers other matters of essential legal detail obtained in contracts.�


�
Clause 30 clarifies that the development of West Rail under the Project Agreement is to be consistent with the KCRC Ordinance.





Clause 31 clarifies that any provision or part of the Project Agreement which may become invalid in law would not cause any other provision or part of the Project Agreement to become invalid.





Clause 32 makes it clear that the Project Agreement is not to be interpreted as changing the essential relationship between the Corporation and Government.  





Clause 33 requires the parties to furnish any subsidiary documentation necessary to implement the Project Agreement.





Clause 34 states that the obligations of the parties do not extend beyond the specific provisions set out in the Project Agreement.





Clause 35 sets out in a manner in which the Project Agreement may be amended, waived, discharged or terminated by the parties.





Clause 36 provides that any failure to exercise or delay in the exercising of any right or remedy by any party will not operate as a waiver of such right or remedy or any other right or remedy.





Clause 37 clarifies that the KCRC Ordinance has precedence over the Project Agreement.





Clause 38 sets out the obligations concerning the payments made by one party to the other, including timing of payments and interest payable on overdue payments.





Clause 39 requires each party to obtain the other party's prior consent before the disclosure of any confidential information.





Clause 40 sets out how any notices required to be passed between the parties should be transmitted.





Clause 41 states that the law governing the Project Agreement is the law of Hong Kong.





Clause 42 states that the resolution of disputes or differences is to be referred to a sub-committee of the Railway Development Steering Committee of Government ("RDSCOM") and, failing resolution thereunder, to RDSCOM itself for determination.


�
Appendix 1 - Scope of Works





	This sets out the elements of the Scope of Works for the West Rail project which are the Essential Public Infrastructure Works, the Reprovisioning, Remedial and Improvement Works and the West Rail Works.





Appendix 2 - Summary of the Baseline Programme





	This sets out a summary of the Baseline Programme which will form the basis for the preparation by the Corporation of the Baseline Programme itself.





Appendix 3 - Capital Cost Estimate





	This sets out the estimate of the Capital Cost by the Corporation for the West Rail project for illustrative purposes only.





Appendix 4 - Financial Projections





	This sets out the financial projections of the Corporation for the West Rail project for illustrative purposes only.








�
Enclsoure 2 to FCR(97-98)97








Key Assumptions to Financial Projection








The key assumptions appended below form the basis of the cashflow and financial projections relating to West Rail, Phase I.





Economic and Financial





1.	Inflation





�
1998-2000�
2001-2005�
2006-2010�
2011-2015�
2016-2020�
�
General Inflation


      (% p.a.)�
8.30�
7.00�
6.70�
6.30�
6.10�
�



2.	Interest Rate





	Interest rate for borrowings			8.5% 	p.a.





3.	Exchange Gain or Loss





	No exchange gain or loss is assumed in the projections for the following reasons (





	(a)	All major contracts are awarded in Hong Kong Dollars.


(b)	Forward contracts and swaps are used to hedge exchange exposure arising from contract payments and borrowings.





4.	Fare Policy 





For the purpose of calculating revenue for financial projections, KCRC has assumed a base fare of $21 (1996 prices) from Yen Chow Street to Tuen Mun Centre.  This fare level is comparable to the fare over a similar distance from Tung Chung to Central assumed by MTRC for the purpose of its financial projections for the Airport Railway.  In determining the actual fare for West Rail, the following essential factors will be taken into consideration (





(a)	operating costs


(b)	annual rates of inflation


(c)	affordability of passengers


(d)	distances travelled and fares relative to other modes of transport.





/5. .....


�
5.	Passenger Traffic Projection





�
2004�
2005�
2006�
2007�
2008�
2009�
2010�
�
Daily patronage


 (thousand)�
342�
388�
411�
426�
450�
476


�
493�
�
�
2011�
2012�
2013�
2014�
2015�
2016�
�
�
�
510�
526�
542�
558�
575�
582*


�
�
�
*	assumed to increase at 1% per annum thereafter 





Dividends





6.	The following represents a working assumption for the purpose of calculating the total potential return to Government from its investment and does not reflect the dividend policy of KCRC.





1998-2003		Suspended during construction of West Rail.





2004 onwards	Before West Rail debt retirement, 40% of net profit and 60% of net profit thereafter.





Property Development





7.	Existing Business





	Income generated from  property development activities from East Rail and Light Rail will be applied towards West Rail, Phase I capital expenditure before West Rail commences operations.





8.	West Rail





	Property development income for West Rail is not included in the financial projection.





Future Extensions





9.	The financial projections relate only to West Rail, Phase I and have not taken other future extension projects into account.
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