
LegCo Panel on Transport and Panel on Financial Affairs 
 

Follow-up to joint meeting on 23 May 2006 
 
 
We have discussed with MTRCL Members’ request for more information 
about the property package and emphasised to MTRCL that we should 
give LegCo as much information as possible.  All the information 
contained in this reply is given with consent from MTRCL.1 
 
(a) Detailed breakdown of individual property development 

including valuation details, site area, plot ratio, gross floor area 
for the residential and commercial development, number of flats 
that could be built, expected completion date, etc. 
 

 MTRCL will pay $4.91 billion for the rights over the eight property 
development sites.  The amount is for the rights over these sites, 
being the share of property development profits which the 
post-merger corporation may realise from co-development of these 
eight sites with property developer partners. 
  
The rights over the foregoing property development sites are valued 
based on the post-merger corporation’s expected share of the 
assessed development profits for the sites.  The development profit 
from each site is the independently and professionally assessed 
value of the market sales proceeds after deducting (1) land 
premium; (2) construction costs; (3) project enabling works costs; 
(4) tax; and (5) financing costs, professional fees, marketing costs, 
etc.  As the sites are expected to be developed over a number of 
years, the assessed development profits are discounted to give a 
present value.  Furthermore, the sites will be developed in 
conjunction with developer partners, hence the assessed 
development profits will also need to be shared with such partners. 
  
The risks of these property developments, including market risk, 
land premium/construction cost increase risks, etc., will rest with 

                                                 
1 According to MTRCL, the disclosure of information to its minority shareholders will be 
discussed with the Hong Kong Stock Exchange nearer the time of the Rail Merger.  This 
discussion will be on the basis of the whole package of information that is to be provided on 
the Rail Merger transaction. 
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MTRCL.  Furthermore, the risks will also be affected by the fact 
that it will take a number of years to fully develop these eight sites 
and realise any profit. 
 
The key information relevant to Government’s valuation of these 
eight sites is set out at Annex A. 
 

(b) Detailed breakdown of individual investment properties 
including valuation details, current rents received, gross floor 
area for the commercial and residential properties, etc. 
 

 The rental income from the eight investment properties in the 
investment properties portfolio of the Property Package amounted 
to $142.6 million for the year ended 31 December 2005 (it should 
be noted that the Pierhead Plaza was under renovation for 9 months 
in 2005.)  The other details of the eight investment properties are 
set out at Annex B. 
 
 

(c) Detailed breakdown of management businesses and rights 
relating to properties at the 33 sites including valuation details, 
gross floor area for the property sites, revenue derived from 
such businesses, etc 
 

 In addition to the right to manage the eight investment properties 
noted in (b) above, MTRCL will acquire KCRC’s property 
management business for five existing properties owned by third 
parties, namely, Pierhead Garden, Sun Tuen Mun Centre, Hanford 
Garden, Royal Ascot and the Metropolis.  The net income earned 
in 2005 relating to management for these five properties owned by 
third parties was $4.5 million.  MTRCL will also acquire the initial 
rights to manage properties to be built along West Rail.  Such 
properties have yet to be constructed and would take a number of 
years to complete. 
 
MTRCL takes on substantial contract renewal risk in assuming 
KCRC’s property management business in respect of the residential 
properties.  The duration of such contracts usually ranges from one 
to three years, after which the owners of the properties have 
absolute discretion to appoint another party to manage the property. 



 3

Given that property management operations can be easily assumed 
by a third party upon contract expiry, there is no assurance that 
future property management profits will continue to accrue to 
MTRCL. 
 

(d) Justifications for including the purchase of KCRC’s property 
management business by MTR Corporation Limited as an 
integral part of the deal. 
 

 The inclusion of KCRC’s property management business as an 
integral part of the merger transaction is essential in order to ensure 
the long term sustainability of the connection and integration 
benefits between railway and property.  If rail and property were 
managed separately, there would be less incentive for the respective 
parties to align their interests and ensure the optimal integration of 
the two, thus leading to the loss of connection and integration 
benefits.  For example, essential links between station and 
properties (such as pedestrian footbridges and subways) may not be 
constructed or could be poorly managed even if built.  
 
Another critical reason for properties above or adjacent to stations 
to be managed by the rail operator is to secure a safe and efficient 
environment for rail operation.  If the properties above or adjacent 
to stations are not properly managed, there could be adverse effects 
on the station such as water ingress or blockage of evacuation 
routes.  In addition, some stations and adjacent property 
developments share services or access through each other’s areas. 
Such situations require an integrated management approach to 
ensure smooth operation. 
 
In summary, MTRCL, in taking on the property management 
business, will be best placed to ensure optimal management of both 
railway and property to the benefit of both sets of users. 
 

(e) Whether the disposal of KCRC’s properties without going 
through a public tender would be in the best interest of the 
general public, and whether and how the general public could 
benefit from the proposed property package, bearing in mind 
KCRC’s assets were owned by Hong Kong people. 
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 The rail-property model has been creating tremendous value for the 

people of Hong Kong.  An indication of this is at Annex C based 
on information provided by MTRCL. 
 
Government believes that the current proposal regarding the 
property package is in the best interest of the general public, in that 
the technical-engineering interface issues could be properly 
addressed by integrating the construction and operation of railways 
with the construction and management of the relevant properties, as 
set out in our answer to (d) above.  Our intention is to sell the 
property package to MTRCL on market terms, and Government’s 
professional property valuation consultant has confirmed that the 
pricing of the property package is fair and reasonable.  
 

(f) Whether Government would consider putting out for tender 
KCRC’s properties and using the proceeds for the purpose of 
subsidizing railway operations and fare reductions, and hence 
avoiding the disposal of KCRC’s assets at a severely diminished 
value. 
 

 As the property package forms an integral part of the proposed 
merger, we would not consider putting KCRC’s properties up for 
auction or tender.  The proceeds from the property package are 
intended for servicing KCRC’s existing financial obligations and 
the day-to-day administrative functions after the merger.  In any 
event, it is not Government’s policy to subsidise railway operations 
and fare reductions.  We would also reiterate that there is no 
question of disposal of KCRC’s assets at a severely diminished 
value, as our professional property valuation consultant has adopted 
a methodology for property valuation which is commonly accepted 
in the market, and confirmed that the pricing of the property 
package is fair and reasonable. 
 

(g) Whether and how the rail merger and the proposed property 
package could achieve synergy. 
 

 According to MTRCL, synergies of the rail merger will amount to 
$450 million per annum, which will take the post-merger 
corporation a few years to realise.  The majority of such synergies 
will come from the following three areas – 
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• Transfer of best practice; 
• Procurement; and 
• Support functions. 
 
As for KCRC’s properties, there is synergy in the current model 
where KCRC is involved in the construction and operation of the 
railways and also the construction and management of properties. 
The post-merger corporation could continue to enjoy such synergy 
through the property package proposal. 
 

(i) Basis of calculation of the amount of payments for the service 
concession. 
 

 Under the service concession arrangement, MTRCL has agreed to 
pay the Government an upfront payment of $4.25 billion plus fixed 
annual payments of $750 million up to 2056.  In considering the 
overall terms and structure of the transaction, the principal 
consideration was on the evaluation of the future cash flow of the 
KCR system taking into account the operating costs and 
commitments on maintenance and renewal of the KCR system 
during the 50-year concession period.  Other factors that have been 
considered include the risks associated with fluctuations in 
patronage in respect of the KCR System, future debt obligations of 
KCRC and affordability of MTRCL while striking an appropriate 
balance between the interests of the parties involved. 
 
The Government would share in the potential out-performance of 
KCR system above a revenue threshold in form of an "earn-out" 
structure with variable annual payments being made by the 
post-merger corporation based on revenues attained by KCRC. 
This would ensure a fair valuation for Government, if the 
performance of the KCR system improves. 
 

(j) Rationale for setting the duration of the concession agreement 
to 50 years and whether consideration would be given to 
shortening the concession period to 20 or 30 years, with an 
option to extend for a further period subject to an interim 
review. 
 

 Under the service concession arrangement, the post-merger 
corporation is responsible for carrying out and paying for all 
maintenance, improvement and replacement of assets.  These 
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would be long-term capital investments, which warrant sufficient 
time for the corporation to earn a return.  During the 50-year 
concession period, the corporation would need to meet established 
service standards, and Government would continue to monitor its 
operation.  The 50-year term, which ties in with the franchise 
period of the post-merger corporation, is therefore appropriate. 
 
If there is an additional requirement of periodic reviews whereby 
Government or KCRC can unilaterally change the concession 
conditions or period, the uncertainties to the post-merger 
corporation would increase, and the deal terms for KCRC and 
Government would naturally be detrimentally affected.  This will 
not be in the interest of Government or KCRC. 
 

 
 



Annex A 
 

Property Development∗ 
 
(1) Ho Tung Lau 
Location: Sha Tin Town Lot No. 470 

(Adjacent to East Rail Fo Tan Station) 
Site Area: 2.67 hectares 
Description: • Residential GFA 

• Commercial GFA 
• Total GFA 
• 1,351 flats 
• 246 parking spaces 

1,301,368 square feet
 21,528 square feet

1,322,896 square feet

Market sale 
prices assumed in 
valuation: 

The information is commercially sensitive as the site has already been 
tendered and construction by a developer is underway. 

Additional 
Information: 

• Land premium $1,393.37 million 
• Land grant document enclosed  

 
(2) Wu Kai Sha Station 
Location: Sha Tin Town Lot No. 530 

(South of Ma On Shan Rail Wu Kai Sha Station) 
Site Area: 3.41 hectares 
Description: • Residential GFA 

• Commercial GFA 
• Kindergarten GFA 
• Total GFA 
• 2,528 flats 
• 362 parking spaces 

1,815,349 square feet
32,292 square feet
10,764 square feet

1,858,405 square feet

Market sale 
prices assumed in 
valuation: 

The information is commercially sensitive as the site has already been 
tendered and construction by a developer is underway. 

Additional 
Information: 

• Land premium $5,391.19 million 
• Land grant document enclosed  

 
 
(3) Che Kung Temple Station 
Location: Lot no. not yet assigned 

                                                 
∗ Sites Plans of all eight sites enclosed. 
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(North of Ma On Shan Rail Che Kung Temple Station) 
Site Area: 1.81 hectares 
Description: • Residential GFA 

• Commercial GFA 
• Kindergarten GFA 
• Total GFA 
• 1,240 flats 
• 208 parking spaces 

966,521 square feet
2,077 square feet
7,212 square feet

975,810 square feet

Market sale 
prices assumed in 
valuation: 

• Residential  
• Commercial 
• Kindergarten 
• Parking spaces 

About $6,040 per square foot
About $6,000 per square foot
About $1,750 per square foot

About $300,000 each
 
(4) Tai Wai Maintenance Centre 
Location: To be known as Sha Tin Town Lot No. 529 

(South-west of East Rail Tai Wai Station) 
Site Area: 7.06 hectares 
Description: • Residential GFA 

• Total GFA 
• 4,304 flats 
• 718 parking spaces 

3,379,411 square feet
3,379,411 square feet

Market sale 
prices assumed in 
valuation: 

The information is commercially sensitive as the site has already been 
tendered. 

 
(5) Tai Wai Station 
Location: To be known as Sha Tin Town Lot No. 520 

(Adjoining to East Rail Tai Wai Station) 
Site Area: 4.85 hectares 
Description: • Residential GFA 

• Commercial GFA 
• Kindergarten GFA 
• Total GFA 
• 2,900 flats 
• 713 parking spaces 

2,050,327 square feet
667,368 square feet

11,948 square feet
2,729,643 square feet

Market sale 
prices assumed in 
valuation: 

• Residential  
• Commercial 
• Kindergarten 

About $6,330 per square foot
About $7,200 per square foot
About $1,750 per square foot
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• Parking spaces About $300,000 each
 
(6) & (7) West Kowloon Station (Site C and Site D), Kowloon Southern Link 
Location: Lot no. not yet assigned 

(Bounded by (i) Jordan Road, Canton Road and Wui Cheung Road; 
and (ii) Wui Cheung Road, Canton Road and Austin Road) 

Site Area: 2.09 hectares 
Description: • Residential GFA 

• Commercial GFA 
• Total GFA 
• 321 parking spaces 

1,128,013 square feet
225,603 square feet

1,353,616 square feet

Market sale 
prices assumed in 
valuation: 

• Residential  
• Commercial 
• Parking spaces 

About $9,780 per square foot
About $4,500 per square foot

About $450,000 each
Note: Preliminary development plan only  
 
 
(8) Tin Shui Wai Light Rail Transit Terminus 
Location: To be known as Tin Shui Wai Town Lot No. 23  

(Bounded by Tin Wing Road, Tin Shing Road and Tin Yan Road) 
Site Area: 1.82 hectares 
Description: • Residential GFA 

• Commercial GFA 
• Total GFA 
• 1,600 flats 
• 267 parking spaces 

980,073 square feet
2,207 square feet

982,280 square feet

Market sale 
prices assumed in 
valuation: 

• Residential  
• Commercial 
• Parking spaces 

About $3,450 per square foot
About $6,000 per square foot

About $220,000 each
 



Annex B 
 

Investment Property 
 
(1) Royal Ascot 
Location: No. 1, Tsun King Road, Shatin 
Description: • 20 residential units (GFA 29,964 square feet) 

• 20 parking spaces 
 
(2) Royal Ascot 
Location: No. 1, Tsun King Road, Shatin 
Description: • Commercial Accommodation + Kindergarten (GFA 

107,606 square feet) 
 
(3) Hanford Plaza 
Location: No. 333, Castle Peak Road, Tuen Mun  
Description: • Reserved Commercial Accommodation (GFA 34,415 

square feet) 
• 22 parking spaces 

 
(4) Sun Tuen Mun Shopping Centre and Sun Tuen Mun Centre 
Location: Nos. 55-65, Lung Mun Road, Tuen Mun 
Description: • Reserved Commercial Accommodation + Kindergarten 

(GFA 170,696 square feet) 
• 421 parking spaces 

 
(5) Pierhead Garden 
Location: Nos. 168-236, Wu Chui Road, Tuen Mun 
Description: • Commercial Accommodation (GFA 107,117 square feet) 

• 32 parking spaces 
 
(6) Trackside Villas 
Location: No. 4105, Tai Po Road, Tai Po Kau, Tai Po. 
Description: • 252 residential units (GFA 120,600 square feet) 

• 60 parking spaces 
 
(7) KCRC Hung Hom Building 
Location: No. 8, Cheong Wan Road, Hung Hom 
Description: • 7 units (GFA 21,096 square feet) 
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(8) Citylink Plaza   
Location: No. 1, Sha Tin Station Circuit, Shatin 
Description: • 7 storeys, including the Retail Floor and 1/F to 6/F (GFA 

170,431 square feet) 
 
 



Annex C 

Rail and Property model 
 
According to MTRCL, with the Rail and Property model, Hong Kong has been 
able to benefit from a world-class metro system.  At the same time, the 
Government has benefited by $136.1 billion in value - 

  
    ($billion) 
     
Value to Government / Hong Kong   
 Land premium  75.8 
 Market capitalisation as at 29/5/2006  79.7 
 Cash dividends  2.3 
 IPO proceeds  10.5 
     
Cost to Government    
 Government equity injection  (32.2)
     
Value creation   136.1 
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