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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

/

Honourable Chairman and Committee members, thank you for giving
me the opportunity to provide information to the Select Committee on the
Express Rail Link project. | would start off with an update on progress of
the project.

Subsequent to the Select Committee hearing on 15 July, we have
provided supplementary information requested by the Select Committee to the
best of our ability. To address members' concerns, the supplementary
information covers a wide range of issues, including project management and
monitoring, as well as details of the delay recovery measures.

With the continuous efforts of our project team, | am pleased to report
to members that as of today, the overall completion progress of the Express
Rail Link project is 74%. We have made significant progress in a number of
key areas. The 25-kilometre twin track underground tunnels are over 99%
bored through with only approximately 100 metres left to go. It is expected
that full tunnel breakthrough will be achieved before the end of the year.
The structural works for all 14 buildings in Shek Kong Stabling Sidings and
Emergency Rescue Siding have been completed and the architectural builder's
works are progressing steadily.

Progress has also been made at the West Kowloon Terminus. By
adopting blasting in parallel with mechanical methods, the overall excavation
of the terminus is 95% complete, whilst 63% of the concrete structure has
been cast. The pace of steelwork fabrication and erection has also been
improving. For the rooftop structures, fabrication of all temporary steel has
been completed, while fabrication of the permanent steel is 61% complete.
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The on-site erection of both is now well underway.

The electrical and mechanical, or E&M, works are also making good
progress with overall completion at 50%. About 75% of the track areas are
available for overhead line installation and track-laying with half the tracks
now laid. At West Kowloon Terminus, E&M contractors now have access to
about 95 000 square metres of work space and building services installation
has commenced in the platform areas on level B4.

As you are aware, the Express Rail Link is a large, complex and
challenging project. It is the world's first all-underground high-speed
railway project, which includes a fully underground terminus in the heart of
the city at West Kowloon. The West Kowloon Terminus site occupies
11 hectares of reclaimed land. It is bounded by Kowloon Station to the west,
Austin Station to the east and the West Kowloon Cultural District to the south.
The terminus is the largest deep excavation undertaking ever carried out in
Hong Kong. The presence of operating railway lines, high-rise buildings and
busy main roads nearby adds to the complexity of the engineering challenges.

The project also involves 25 kilometres of twin track underground
tunnels connecting West Kowloon Terminus with the boundary between Hong
Kong and Shenzhen. The degree of engineering difficulty is significant.

As previously reported, the key causes of the delay in the construction
of the Express Rail Link include tunnel boring machine issues, the fast-
tracked front end of the project and late site possessions. Furthermore,
unfavourable ground conditions, such as higher-than-expected rock head
levels, weak seams and the presence of cobbles and boulders, have also been a
significant cause of delay.

At the same time, overall labour shortage of about 20% has
significantly impacted the five railway projects which were being constructed
concurrently, including the Express Rail Link. Since the commencement of
construction, work sites have experienced difficulties in filling vacancies
across all skill sets. As mentioned in the Second Report by the Independent
Board Committee, a shortage of workers and supervisors has posed significant
challenges to the construction programme of the Express Rail Link.

Despite these challenges, we have taken our role and responsibility as
the project manager very seriously. The Corporation has all along acted in
accordance with the Entrustment Agreements, which require us to oversee the
design, construction and commissioning of the project. To this end, we have
used our best endeavours to bring the project forward and, at the same time,
provide regular updates and progress reports to the Government, as well as to
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the Legislative Council Subcommittee on Matters Relating to Railways.

While there are still challenges in the remaining construction works, as
the project manager, we continue to use our best endeavours to deliver the
project according to the revised timetable. We have submitted the latest
estimates of the cost-to-complete and programme-to-complete to the
Government at the end of June. The Government has since requested
additional information which we have provided accordingly.

Please be assured that the Corporation and the Government share the
same objective of delivering the project as quickly as possible in the most
cost-effective manner. Although the project may not have progressed as
originally planned, more than 7 000 women and men are working hard day
and night to push it forward. The MTR Corporation remains fully focused
on the important task of delivering a world-class high-speed rail to support
Hong Kong's continual development and growth.

Thank you very much, Chairman and members.
EE -
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Yes, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Honourable Member, for that question.

Firstly, on the cost estimate, as members are aware, there were many
experts involved, at the initial stages in 2008 and 2009 and 2010, in advising
on different aspects of cost, experts that were appointed by the Government
and ourselves. The migration of the cost estimates are well highlighted in
the IEP report. In fact, it is on page 61 of their report. As the Honourable
Member mentioned, back in April of 2009, there was a very initial estimate
that was close to HK$95 billion.

However, as well, also highlighted in the IEP report, from April to
September of 2009, there were reductions in scope of the project. As
members are aware, reduction in scope would also bring about reduction in
cost and cost estimate. The reduction in scope, which is highlighted on page
62 of the Government's IEP report, includes the reduction in the number of
tunnel boring machines from nine to six; it includes the deletion of Platform
Screen Doors; it includes a change of the Vent Building to an Emergency
Access Point.  These reductions in scope allow for a reduction of that cost
estimate down to $73.9 billion, as highlighted in the IEP report.

At the same time, the Government had their own independent
assessment of costs. They had Jacobs, as | understand, being their adviser on
the cost-to-complete.

What | would further like to highlight, and this is well highlighted in
the IEP report as well, is that, subsequent to the tendering of all contracts, in
fact, the contracts came in at a much lower amount than the original estimate,
and this is highlighted in paragraph 331. Indeed, regarding the 49 contracts
that were investigated and reviewed by the IEP, those 49 contracts came in at
an amount of $13.7 billion below the original estimates that were done back in
2009 and early 2010.

Thank you, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Honourable Member, thank you for that question.

Firstly, as members are aware, the Express Rail Link is a very large and
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very complex project, as we have highlighted before.  Difficulties
encountered during construction would be inevitable for a project of this
nature; and, of course, when the project team comes across these difficulties,
they do their utmost to overcome delays. There are a number of, many,
interfaces between contracts in the Express Rail Link. Some of these
interfaces are well highlighted in the IEP and the IBC reports. These
interfaces may result in certain contracts being, perhaps, slightly later tendered
out than originally estimated; but the team, as always, in their professional
manner, would use their utmost to catch up the original schedule by using
delay recovery measures and other measures.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you, Honourable Member, for that question.

The Honourable Member is absolutely correct to say that, generally,
there are two ways of assessing risk: one is a qualitative approach and the
other is a quantitative approach. In terms of looking at schedule risk and
timetable risk, MTR has, historically, used a qualitative approach. This
approach is in line with our project management systems. Now, this project
management system is a system that was reviewed by a number of experts
back in 2008 and 2009. In fact, those experts, both employed by the
Government and MTR, have noted the robustness and the good control and
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excellence of the project management system which uses a qualitative
assessment approach for programme.

| would also add, as highlighted in my written response to a similar
question from the last Select Committee meeting, that, from a cost-to-
complete perspective, we do use a quantitative approach. So we have,
historically, used a qualitative approach, in line with our project management
systems, for schedule, for timetable; and a quantitative approach for costs.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, | thank you for that question.

We, the MTR, have a very professional project management team. In
fact, today, that team has around 3 000 colleagues. Each of the projects that
we are undertaking is controlled and managed by a separate team, so there is a
separate project manager for each of the new rail projects, including the
Express Rail Link. Those project managers, of course, report to the Projects
Director. | truly believe that we have not just a very professional and highly-
qualified project management team in our projects division, but they are
industrious and they seek solutions to issues when they arise. And it is a
very professional team.

Thank you, Chairman.
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EE
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, in assessing the project management systems, | think the
IBC has also looked at this matter and commented that the project
management team is highly professional and has done its best to catch up with
schedule delays whenever those issues arose.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you for that question.

We share the same objective as the contractors. The contractors have
the same objective to complete the project, complete this project as quickly as
possible.  There is, as highlighted in the IBC report, very good and
significant project management over these contractors. So, the contractors
and ourselves have and share the same objective.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Honourable Member.

Firstly, I would start by saying that there was full disclosure of all
information to the Government, the Railway Development Office and other
departments. This is well highlighted, I believe, both in the IBC and the IEP
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reports. And I also believe that, when Mr K K LAU and Mr Henry CHAN
were giving evidence, they also said that whenever the Railway Development
Office asked for information or documents from MTR, MTR would provide
the information or documents to them. This full disclosure is, | believe, well
communicated or well highlighted in the reports by the Independent Board
Committee of MTR, as well as the Independent Expert Panel from the
Government. | think the IBC report goes on, in the same report that the
Honourable Member mentioned, to say that the Government, RDO and MTR
worked in a collaborative and co-operative manner.

| understand, and it is highlighted in the first IBC report, that the
information which Mr K K LAU and Mr Henry CHAN were referring to may
be information relating to events in November of 2013. Not forgetting, at
that period, our Projects Director and our project team were still trying to get
further information from the contractor of one key project, which was contract
number 810A, to understand in full the timetable for their activities. Without
having that understanding and that information from the contractor, it is very
difficult to, and it would be inappropriate to speculate at that time. So |
believe that the project team, at that time, was really waiting for the final
timetable from the 810A contractor, which was only available in early 2014.

So, in summary, Chairman, my view is that, and this view is supported
by the IBC and the IEP reports, there was disclosure in accordance with the
Entrustment Agreement. The disclosure was in a timely manner, and there
was adequate disclosure.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Honourable Member.

Firstly, I would say that at no time was there any intent or any thinking

3.11.2015 p.15



HEERES AR T ERESE TELERNERERZHEEZREY
Select Committee to Inquire into the Background of and Reasons for the Delay of the Construction of
the Hong Kong section of the Guangzhou-Shenzhen-Hong Kong Express Rail Link

of hiding or withholding any information from any parties. There was
significant disclosure of information as well as many, many meetings between
the Government, representatives of the Government, MTR, as well as the so-
called M&V consultant, Jacobs. As members are aware, Jacobs had
undertaken over 250 audits in that period, so there was constant exchange of
information as well as disclosure.

As | mentioned, and as highlighted in the IBC report, a collaborative
and co-operative manner was taken in the discussions between the
Government and MTR to resolve the problems that were coming up in the
project. So, this was working together to resolve the problems coming up.

We take our responsibility very seriously under the Entrustment
Agreement and we have acted, | believe, in accordance with our obligations
under the Entrustment Agreement. Once again, the matter, which
Honourable Member mentioned, relating to November 2013 was at a time
when we, or MTR, as highlighted in the IBC report, were still awaiting a
schedule, a timetable, from the 810A contractor to see whether this so-called
minimum operating approach was feasible or not.

Thank you, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Honourable Member, for that question.

Firstly, as the Honourable Member has mentioned, there is such an
integrated master plan and that integrated master plan is updated on a periodic
basis, and also updated using the so-called P6 Primavera software format.
This is in accordance with the MTR project management approach. On the
member's question on reporting to the Government, there was, as | mentioned,
and continues to be, very regular reporting to the Government. In fact,
among the monthly reports or the reports going to the Government, many of
them stretch over 200 pages. There was a lot of information in those reports.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, firstly, to confirm, there is this integrated master programme
and, in fact, in addition to the integrated master programme, we have this
thing called "Track Related Installation Programme" which also supplements
the integrated master programme to look at, amongst other things, the
installation of electrical and mechanical systems once or at the time the civil
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works are completed.

Once again, as | mentioned, there was regular reporting to the
Government and that included over 200 pages of reports on contracts as well
as on cost and other aspects. Those reports were very much made on a very
regular basis.

F/E
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, | am not in a position to answer that question. | will have
to revert to you on that. What we are very clear of is the reporting on the
regular basis that has been given to the Government, this 200-plus-page report
which looks at and talks about the overall programme, individual contracts, as
well as the cost aspects.

-3

WAH R fEcheckiE B 2 & Bl 2K H k& - [RIA M E R 2 K B
reportingsg reporting - 21 5 # {[# 1 & 2 3L H BV EE - BUF XA 558 (H
ETE] 2 R T 2 A KS BUR 2 B3R AN Ef reportingFl £ 43+ reporting
MER 77 R T 2% > IRBIRAplan@ BT RS - BERFARS
FLELERENETEREFRVRSERE EHEFREEN » HE
fix check5e 2 & B 2K &5 5 $k » 4 0% 2

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Can | revert, Chairman?
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Honourable Member, for that question.

| was not at the particular meeting that the Honourable Member
mentioned. However, the shortage of labour is a situation, as highlighted by
a number of parties, that prevalent across the whole construction industry. In
fact, | think, in the IEP report, there is a comment with regard to the labour
situation and that comment is that, even back in July 2013, the President of the
Hong Kong Construction Association has identified in a survey of his
organization that a vacancy rate, a shortage rate, of 15% is prevalent across
the industry, which equates, at that time, to 10 000 workers. So | would say
that the shortage of labour is an issue that has impacted both the programme
as well as, importantly, the cost of the Express Rail Link.

Once again, there is never any intent to withhold any information from
anyone. | think this labour shortage situation is well-known in the market.

We have, as a result of this labour shortage situation, done quite a bit to
try to encourage more workers to either join the industry or to encourage
workers to come back into the industry. These include participation in job
fairs, working with relevant government bureaux, enhancing the on-site
situation for our construction colleagues, which have covered aspects like life
insurance being provided, health checks, etc. So, we have done what we can
to try to encourage more people to come into the construction workforce.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you again for that question.

| think we have actually been quite open about the shortage of labour
and the impact of labour shortage on the projects, including the Express Rail
Link. In fact, | have in front of me a letter of 22 January 2014 from the
Transport and Housing Bureau to the Secretary General of the Legislative
Council Secretariat.  This must be in reference to the meeting on
22 November 2013.

In the annex to that letter, it is noted that, and | quote, "While the XRL
project requires around 10000 construction workers and technical
professional staff, contractors have so far employed around 8 500." And it
gives a breakdown of the shortage of 1500. So | think there has been
regular and full disclosure of the challenges which we were facing in labour
shortage.

We have done and we do what we can to overcome those challenges,
Chairman, and | have mentioned some of the items that we have taken to try
to overcome those challenges.
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B ZZ /2 "There was a lot of work done and that work was also aided by a

number of professional third parties in coming up with that programme.
There was an agreement and, based on the work done, there was an
assessment done, which was the schedule, the original programme", blah, blah,
blah, blah, blah. OK.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you, Honourable Member, for that question.

As the Honourable Member mentioned, there was a lot of work done
before the signing of the Entrustment Agreement and there were a number of
experts and third parties involved, both from the Government as well as from
ourselves. There was significant site investigation done prior to signing the
so-called EA2. As the Honourable Member mentioned, however, at Jordan
Road, we could not do site investigation there because of the volume of traffic
and it was inappropriate to close the road to do site investigation. On the
golf driving range, the golf driving range in West Kowloon, as the Honourable
Member mentioned, there was site investigation done after we took possession
of the site.

With large, complicated projects like the Express Rail Link, there is a
lot of work that needs to be done in the initial stages and there is, in the
assessment of the cost-to-complete, a contingency. There are matters which
would always impact the project that would not be known at the beginning of
the project. The contingency is there to take care and address those issues.

I would highlight once again that, after the tender contracts came back,
and this is well highlighted in the IEP report, because of the lower tender
prices, the amount of contingency actually increased very significantly. So,
the use of the contingency is to allow for unknown factors which may not
have been known at the time of entering into the project agreement.

| would further add, in terms of the granite, that the presence of the
granite is known. It is just the formation of that granite that was, perhaps,
less certain and the issue was that the granite can be removed. It is a
question of time to remove it.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Firstly, Chairman, perhaps, | could just comment on the site
investigation. There was significant site investigation done and, as | had
mentioned last time, the site investigation was in line with government
guidelines and, in fact, of a higher standard, or more ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, so, with the adequate site investigations that were done for
the project, with regard to the timetable, as members are aware and well
highlighted in the IEP report, there were a number of third parties that
reviewed and looked at the timetable and the programme-to-complete together
with MTR. And, all along, the views that we have from the third parties are
that the timetable is doable but tight.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Honourable Member, for that question.

Once again, it is my view, and from all the reports that we have seen,
that adequate site investigation had been done. That is ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

| thank you for that question, Chairman.

Not forgetting that the site investigation, and | apologize if | am
repeating myself here, the site investigation was of a standard that met
government guidelines and a higher standard than across the construction
industry. The West Kowloon Terminus is 11 hectares, and the Jordan Road
area is but one part of that, and | believe a relatively ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

... part of that. | do not have, Chairman, the ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, perhaps, ...
EE -
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

... | could also respond ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Firstly, the West Kowloon Terminus is a very large, 11 hectares, site.
There were 400 bore ... 600 bore holes drilled for site investigation on that
site, spaced 14.4 metres apart. | would also say that, in the Jordan Road area,
we have available existing data of the utilities situation under Jordan Road, so,
when the agreement, the second Entrustment Agreement, was signed with the
Government, we did have existing data with regard to the utilities situation
under Jordan Road as well as the site investigations we had done.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, | thank you for that question.

The golf driving range is, of course, in two components: there is a
driveway with a parking lot and there is the driving range itself. As I
understand, from the various reports, there was site investigation done in the
driveway and the parking lot, although, of course, we were not able to close
the driving range ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

... before taking ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, | do not have that information on hand and, perhaps, | can
respond ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, my understanding is, and this is also in the various reports
by the IBC and the IEP, my understanding is that there was adequate site
investigation done which includes the depth of the various holes in the bore
holes drilled. Those bore holes are drilled 14.4 metres apart. There could
be undulation of rocks or different core stones between those 14.4 metres.
So, there was significant site investigation done, which is in accordance with
government's guidelines and even of a higher standard than those used in the
industry.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

I think, Chairman, as | mentioned, although the ground investigation
done is in line with government guidelines and higher than industry standards,
with bore holes being 14.4 metres apart, there is, unfortunately, each time
when issues with rocks would be missed, that is just because of the rock
formation. | think, on the schedule, there was a lot of work done with regard
to the original schedule and the programme-to-complete. And, once again,
with the information at hand, the experts were of the view that the
programme-to-complete, with the knowledge of the site conditions, was
adequate, was doable but tight.

EE
Allright, OK. T HEF#EE -

Sk

3.11.2015 p.30



HEERES AR T ERESE TELERNERERZHEEZREY
Select Committee to Inquire into the Background of and Reasons for the Delay of the Construction of
the Hong Kong section of the Guangzhou-Shenzhen-Hong Kong Express Rail Link

Hon Claudia MO:
Thank you.

Mr LEONG, in your opening statement, you said the overall
completion progress of the project is now, as of today, 74%, i.e. just under
three quarters of completion. Now, this figure is hardly impressive, | would
say. And you did mention, towards the end of your statement, that there are
still challenges in the remaining construction works. | just wonder what
might be the largest challenge remaining. Question 1, that is.

And my question number 2 is, you keep, well, we keep getting
allegations, if not accusations, that the MTR had withheld information from
the Government, in particular, the Highways Department, and you kept telling
us previously that "No, no, no, whatever information they needed, we would
have disclosed”. But the problem is, we don't know what we don't know. |
mean, one cannot ask questions when one doesn't know what to ask, right?

So, on this information disclosure business, would you say, would you
acknowledge that the MTR had behaved somewhat improperly, if not
dishonestly? Question number 2.

And my third question is, previously, you have also acknowledged that,
when it comes to risk management, you use qualitative assessment for
timetables, and so on, measuring what you call "robustness”; and then, of
course, you use quantitative assessment for costs and things. Would you
now, with hindsight, acknowledge that there were so many incompatibilities
between the two, and your overly optimistic approach in the qualitative
assessment has ultimately led to your quantitative wrong assessments, right?

Three questions for the time being, thank you.
*/E

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you, Honourable Member, for those questions.

Firstly, on the challenges which the project continues to face, as the
Honourable Member rightly mentioned, the project is 74% complete. The
tunnel sections between the West Kowloon Terminus and the border with
Shenzhen are now over 99% dug through, excavated. We have only just
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around a hundred metres of tunnel left to go out of a 25-plus kilometres twin
track, twin bore tunnel.

On the challenges which the project will continue to face, once again,
the shortage of labour, particularly in the so-called electrical/mechanical, the
E&M, phase that the project is coming into, this will be a challenge. Then,
of course, we will have our measures to try to overcome that particular
challenge.

Secondly, the erection and construction of the so-called Station
Entrance Building which incorporates the atrium and roof of the structure, that
will also be a challenge for the project.

And thirdly, the productivity rate in physical building of the structure, |
have mentioned that there has been reasonable progress in terms of the
physical building of the structure, but that structure still needs to be completed.

So those are some of the challenges going forward with regard to this
particular project.

The second question, on information, once again, there was significant
information and an amount of information provided to the Government. This
is well highlighted in the IEP report, as well as the IBC report. There was
not just information provided. There were very regular meetings between
government officials and ourselves. On top of that, as highlighted in the IEP
and the IBC reports, the Government has the M&V consultant, Jacobs, who
was also looking at this whole project. And in fact, as | have mentioned
before, during this period, the M&V consultant had themselves undertaken
250 audits. Their findings were reported to the Government and there would
be follow-on and follow-up of such findings.

| think the third question really comes back to risk management, the
qualitative and the quantitative assessments. The qualitative assessment is a
methodology that has worked very well in the past. It has delivered a
number ... all our previous rail projects. It is a part of the project
management systems which we have to follow under the Entrustment
Agreements.

The project management systems, as members are aware, were
reviewed prior to the Government and MTR entering into the second
Entrustment Agreement. And, in fact, the various reviews come up with
words such as "robust", "good control”, "best of breed" and internal
assessments that would suggest that it is of a very high standard. It is based
on that that | understand the Government entered into the second Entrustment
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Agreement with the governance and processes that were also put into place.

So the qualitative assessment is an assessment which, firstly, has
worked well in the past. Secondly, it is part of the processes that we have
had and that we are supposed to follow. And thirdly, part of the processes
that had been reviewed prior to entering into the Entrustment Agreements and
had been well-commented on and, in fact, had been complimented by the
experts involved.

Hon Claudia MO:

Chairman, Mr Chairman, can | understand that Mr LEONG has
practically and categorically denied any improper or dishonest conduct when
it comes to information disclosure?

Chairman:
| think ...
Hon Claudia MO:
Is that what you are saying?
FE
mEdERkfER » ZhE?

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, | would say that at no time was there any intent, any intent
on the part of MTR, to hide or withhold any information. The information as
requested was provided. There was a collaborative, co-operative working
environment between government departments and ourselves. Those are
well borne out in the IBC and the IEP reports.

Ey i
2o
Hon Claudia MO:

OK.
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Hon Claudia MO:

Right. My very last question. There is no point to ask Mr LEONG
whether there is any negligence on the part of himself or the MTR, right?
That is, well, a futile question. But, again, with hindsight, you did say the
MTR had behaved somewhat overly optimistic over the entirety of the project,
something to that effect. What could have done better or how you could
have done better in any way, in what areas, or on what fronts, speaking as of
today?

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

And I thank you for that question, Honourable Member.

As | mentioned at the last meeting, the over-optimism of the project
team led to MTR reporting late the delay. The over-optimism did not lead to
the delay. It was the over-optimism that led to the late reporting of the delay.
The causes of the delay are well highlighted in the various reports and | will
not go into that again.

Hon Claudia MO:

With due respect, isn't that just a word game?
ZE

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Honourable Member, the work MTR has done, in answer to your
question, is, from the reports of the Independent Board Committee, there were
a number of recommendations made by the Independent Board Committee.
MTR has followed those recommendations and implemented virtually all of
the recommendations. Those recommendations, once again, well highlighted
in the reports, include first, the establishment of a Capital Works Committee.
The Capital Works Committee has now been operating for a number of
months.  Secondly, they include enhancements to the reporting mechanism.
Those enhancements include the use of so-called traffic lights as well as the
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use of milestones. Those have all been incorporated in our processes.

Hon Claudia MO:

I rest. | rest.
EE
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Chairman, for that question.

| think, first and foremost, MTR will take our responsibility under the
Entrustment very, very seriously, and we take all steps to ensure that we meet
our obligation under the Entrustment Agreement. As | mentioned last time,
and, | think, it is well highlighted in the IEP report, the Independent Expert
Panel report which is commissioned by the Government. It is well
highlighted in the Factual Annexure by PricewaterhouseCoopers on the basis
that the timetable-to-complete as well as the cost-to-complete are estimates in
the Entrustment Agreement and subject to change. In fact, the IEP report
very clearly sets out what the mechanisms are to adjust the timetable. In the
interests of time, Chairman, | will not read out the relevant paragraph.

Honourable member mentioned the meeting in November of 2013. |
was not personally at that meeting, so | do not know what was said at that
meeting. All | have is from our IBC report which has interviewed a number
of people who were present at that meeting. As | understand, at that
particular meeting, in November 2013, with the previous CEO, the comment
from the IBC report or the comment in the IBC report was that the previous
Projects Director and the previous CEO were of the view that, to keep
pressure on the contractors, it is important to keep to that 2015 opening date.
That is in accordance with the IBC report. Because | was not at that meeting,
| really cannot comment otherwise on what they have said.

EE
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

As | have mentioned, and this is well highlighted in the IEP report,
under the Entrustment Agreement, MTR, we, have to use our best endeavours,
which we have, under the Entrustment Agreement. The timetable and the
cost-to-complete are estimates which are subject to adjustments in accordance
with that Entrustment Agreement.

ET &
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

| thank you for the question, Honourable Member.
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Firstly, as | have highlighted, there was, at all times, full disclosure of
information to the Government and the various departments of the
Government. There were regular meetings, significant number of regular
meetings, as well as the Government's so-called M&V consultant, Jacobs,
were also auditing and doing a significant body of work based on the
information and in addition to the information which we have given.

This disclosure of information and following the requirements under
the Entrustment Agreement, | believe, are well highlighted in both the IBC
and the IEP reports. Once again, | understand that the statement which
Mr K K LAU and Mr Henry CHAN made was referring to an event back in
November of 2013. As | have responded to another Honourable Member's
question on this particular matter, at that time, the project team was still
awaiting a programme from the contractors, which was the 810A contractor,
on whether the Minimum Operating Requirement, the so-called MOR, was
achievable or not. This request for a programme from the contractor 810A,
as | understand it, was also a request from the various members of the
Government. So, at that time in November 2013, about the event that has
been highlighted, the project team was still awaiting for a programme from
the contractor to see whether the programme or the programme-to-complete
can be achieved or not.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you for that question.

As highlighted in the IEP report, this is in paragraph 104 of the IEP
report. That report does highlight that, as by June 2013, there were 13 513
revised drawings. As also highlighted in the IEP report and in our response
to a similar question last time, a number, many, of these amendments in
drawings would be of a minor nature. | would, firstly, perhaps, also say that
it is not uncommon for tenders for contracts to be tendered once they have
reached a certain maturity in design. In the case of 810A, the contract that
the Honourable Member mentioned, that particular contract had reached a
maturity of design that allowed it to be tendered.

It is also not uncommon, in these very complicated projects, for there to
be design adjustments, design adjustments after the contract has been tendered
out. The Honourable Member mentioned about 13 513 drawings, which
were part of these design adjustments. A number of these design
adjustments would have been relatively minor in nature. Some of these
design adjustments related to the construction difficulties which were being
faced, for instance, the ground conditions. As highlighted in paragraph 104
of the IEP report, some of these revised drawings would be additional H-piles.
Additional H-piles were required because of the difficult ground conditions
and, particularly, as they pertained, in one case, to a diaphragm wall on the
western part of the West Kowloon site.

A third cause of the design changes could be changes requested by third
parties.

So there are a number of causes for these design changes. | would,
however, say that many of these design changes, once again, were of a minor
nature. A number of these design changes were the result of difficulties
encountered during construction. And thirdly, some of these design changes
were also the result of third parties' requests.

Thank you, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

| would say that in a number of cases, the design changes were of a
minor nature. Other changes were the result of construction difficulties.
The construction difficulties may have caused the delays or changes in
schedule. But those construction difficulties then resulted and required
different and amended or adjusted designs. And, thirdly, there could have
been design changes from third parties.

So, it is actually a complicated interaction and interplay of many factors
when one looks at these design changes as well as the difficulties encountered
in construction.

F/E
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, firstly, | would say that at no time was there ever any
intention to withhold any information from the Government or the Legislative
Council. Once again, | was not at that meeting held in November 2013.

-3

o A [ RGE 0k - FE R E R ES - Jear e I
RirmEz= > WALEREAHTE - HEHEREE - 8 5
(7] 58 i 0= e 2

3.11.2015 p.40



HEERES AR T ERESE TELERNERERZHEEZREY
Select Committee to Inquire into the Background of and Reasons for the Delay of the Construction of
the Hong Kong section of the Guangzhou-Shenzhen-Hong Kong Express Rail Link

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, my response would be that it is never and would never be
MTR's intention to withhold any information from the Government or the
Legislative Council.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Yes, we will check and revert, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Chairman and Honourable Member, for that question.

As we have mentioned, there was a significant amount of work done
prior to entering into the second Entrustment Agreement, and there were a
number of third parties involved. Those third parties also looked at, amongst
other things, the timetable as well as the cost. At the end of the day, there
was a conclusion, at that time, that the timetable was doable but tight.

I would highlight for members a particular paragraph in the IEP report.
This is the Government's IEP report. This is paragraph 254 on page 65.
And, to answer the Honourable Member's question, if Chairman would
indulge me, | would quote that paragraph. This is from the
PricewaterhouseCoopers' Factual Annexure to the IEP report which, in
paragraph 254, said, and | quote: "We have not had sight of any evidence
during this study that indicates Government put pressure on MTRCL to
tighten the delivery schedule prior to EA2, although we understand from
MTRCL that Government was keen to complete the Hong Kong Section as
early as possible and discussions were held between Railway Development
Office and MTRCL on this topic." The timetable, as highlighted, was, at that
time, seemed to be doable but tight.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Honourable Member, Chairman, | would, once again, this is quoted
from the Government's own IEP report. In paragraph 255, they go on to say
that and this is factually that MTR had sought assurances from our design
consultants on the achievability of the timetable, the timeline in 2009, during
both the "Preliminary design" as well as the "Detailed design™ stages. It is
understood, from these studies, that the consultants were asked by MTR to
develop construction programmes for the contracts; and advise on the
construction methodologies.

| would further respond to the member's question on the basis that the
challenges that we have mentioned, a number of these challenges pertain
across the industry. Some of these challenges were recognized at the
beginning. Highlighted in both the IBC and the IEP reports were comments,
back in 2009, of the potential of not being able to get sufficient labour.
However, as we went through the construction phase, the extent of these
challenges was much more than that had originally been anticipated.

An example of that is, as highlighted in the IBC report, when, at the
beginning, back in 2009, using government indices, looking at construction
cost, there was an assumption that labour costs would only be increasing at
around 2% or 3%, construction costs at 2% or 3% per annum. In fact, over
that same period of time, construction costs were increasing significantly
more than that and, in some cases, double-digit per annum. So, the issues,
some of the challenges were recognized at the beginning; however, the extent
and magnitude of those challenges continued to develop over the course of the
project and were an industry-wide situation.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, of course, in addition to the consultants that were working
on this project, the contractors that were tendering the various contracts were
also, at that time, of the view that the timetable, the programme, was
achievable.

I would, however, highlight that, obviously, this is now with the benefit
of hindsight, the IBC report noted that, and | quote, "The negative impact of
unforeseen events on the schedule was not so much caused by any flaw in
engineering or project management as by a lack of adequate schedule
contingency." This is actually one of the conclusions from the IBC report.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, "lack of adequate schedule contingency" was their comment.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you, Honourable Member and Chairman, for that question.

If one looks back at the previous successes of the MTR projects, MTR
has, over the last 30-odd years, successfully delivered our projects on time and
on budget using the systems and processes which we use also for the Express
Rail Link, with certain adjustments. It is based on the previous successes
that | believe led the team and all of us to believe that, despite the fact that the
schedule was doable but tight, it was doable.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, once again, there is never, there is always been full
disclosure of information to the Government and the various departments of
the Government, and at no time was there ever any intent, nor would there
ever be any intent, to withhold any information. | think the comment from
Mr YAU Shing-mu, when he appeared in front of the Select Committee, also
refers to the IBC report and that same question which was answered by or
asked to Mr K K LAU and Mr Henry CHAN. This was in November 2013
when the project was obviously still ongoing, and this was during a period
when MTR was seeking from the contractor of a very important contract,
810A, the schedule to complete under this Minimum Operating Requirement
approach. And until we have, until MTR has that information, it is very
difficult to confirm or come up with final comments on the schedule. So, at
that time in November 2013, which, I believe, is what Mr YAU Shing-mu
was referring to, MTR and our project team were still awaiting the response
from the contractor of 810A on the programme.

With regard to the Honourable Member's second question, as members
are aware, and highlighted in our various reports, we have a clear process and
system in place in terms of our project management of the Express Rail Link.
We have regular reporting to the Government as well as other entities. Of
course, with the benefit of hindsight, the IBC report has come up with some
recommendations in terms of enhancement to our system and we have
implemented those recommendations. As | have mentioned before, those
recommendations include the establishment of a Capital Works Committee,
which is now well-established and operating, as well as enhancement to the
reporting structure which would include the use of so-called traffic lights as
well as milestones.  So these enhancements have already been implemented.
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Thank you, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

As we have highlighted in our responses to the Select Committee, the
way MTR operates like many companies, the Board is overall responsible for
the activities of MTR but delegates the management of day-to-day business to
the executive. The executive, furthermore, has particular directors that look
at particular aspects of the business. One of those aspects, of course, is,
importantly, the project aspects of the business. Within the project team,
there are many colleagues. There are 3 000 colleagues in the project team
and the structure and reporting of that project team, | understand, have been in
the various reports and have been reported to the Select Committee.

The Projects Director, ultimately, is responsible to the executive and to
the Board and, through that, to the Board looking at the progress of all the
projects that MTR is undertaking. As | have mentioned, now, with the
enhanced structure we have in addition, the Board has set up the Capital
Works Committee that would also have reports from the Projects Director and
the projects division.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

As | mentioned, the way MTR, the way the governance of the company
operates, the individual directors are responsible for their particular areas and
the individual directors report on a regular basis to the executive of MTR, and
the executive, in turn, reports to the Board. That is the method of reporting.
| would highlight, and this is highlighted in the IBC report, that perhaps
because of the over-optimism of the Projects Director and the project team, it
was not until April, until April of 2014, that the delay of the Express Rail Link
beyond 2015 was reported to the Executive Committee and to the Government.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

That is absolutely correct, Chairman, that it was only in April of 2014.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you for that question.

The Honourable Member mentioned the comments from the IBC report,
and the IBC report did note that in November, there were certain voices from
the project, within the project team that was questioning the doability of the
2015 schedule. But as | have mentioned before, at that time, that is in
November 2013, at that time, we, MTR, and the project team, as | understand
it, were still getting from the contractor, the 810A contractor, a programme.
Without that programme, it is very difficult to assess the effectiveness of the
overall programme to complete the project. So, at that time, and | think the
comment from Mr Henry CHAN was relating to that particular period when
the project team was still trying to get a final programme from the 810A
contractor.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Honourable Member, Chairman, as | have mentioned and as
highlighted in the various reports, we have provided information as required
by the Government. There was significant, very significant, dialogue,
interchange, discussions, meetings, with the Government and members of the
Government throughout the process. And as we have also mentioned, the
Government has appointed their M&V consultant, Jacobs, to review and audit
the work which MTR has done. So there was a significant exchange of
information during all this period.

As | commented earlier, the IBC report also noted that the Government
and MTR were working in a collaborative and co-operative manner.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, | cannot comment on other people's comments. However,
what | would like to do is, once again, to quote from the IBC report. The
IBC had reviewed and investigated this matter at length, including their
independent experts, and if Chairman would indulge me, just very quickly, ...
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i

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

... the IBC, in their report, and this is in paragraph 1.37 of the first IBC
report, on page 13 it says: "Delays against the Project programme have been
reported on a timely basis and accurately to Government in accordance with
the terms of the Entrustment Agreement.”

In fact, further on, on page 83, paragraph 5.32 of the first IBC report, it
sets out to say that, "The IBC does not find any attempt by the project team or
the Corporation to cover-up or hide the delays being experienced in the
various Project contracts."

Thank you, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Yes, once again, Chairman, in terms of disclosure of information, I
think we have discussed that already. There is a significant amount of
discussions, disclosure, as well as meetings with the Government and
government officials, as well as through the so-called M&V consultant,
Jacobs, in their audit and review of the status of the project and the progress of
the project. And, once again, and as the Honourable Member had mentioned,
in terms of the master programme, our IBC experts and ourselves would say
that there are master programmes which are updated on a periodic basis using
this P6 Primavera software, which is a requirement under our project
management processes.

HEE#HR -

TR RERWHER 26 R EHZ /N lEMFEE?
fRa LA EIZEREHE NFE -

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

| think, Chairman, we, MTR, had co-operated significantly with the IEP
and their experts. In general, we agree with the factual findings of the IEP
which are highlighted in the appendix to the IEP report. There are certain
aspects of the recommendations and the comments from the IEP which we
take a different view on.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

To my knowledge, Chairman, to my knowledge, all the information,
and this is to my knowledge, all the information that has been requested by the
Government and their M&V consultant has been provided accordingly. That
iIs my knowledge and understanding from reviewing all the various reports
that have been made available to the public.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, as the Honourable Member and as you are aware, | was not
directly involved in the project team at that time, so my knowledge is from
what is available, including the information available in the public domain,
which would suggest that all information had been provided.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, there are very clear processes in place at MTR to assess
projects and to monitor projects as they develop. Not forgetting that under
the Entrustment Agreement, we are to use our project management systems
and processes, which include, amongst others, the PIMS as well as our
financial controls, our procurement processes. These processes have been
reviewed and audited by a number of third parties and those reviews and
audits commend the effectiveness of that process. As | have said previously,
at MTR, we use the same process and procedures for all our projects, be they
service concession projects like this Express Rail Link or be they ownership
projects like the South Island Line (East). We use the same process in all our
assessment. That same process would be in accordance with our project
management, our financial management, our procurement, etc.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, member, for that question.
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Yes, there was, of course, significant review of the Entrustment
Agreement and the Board, as highlighted in the IEP report, also discussed the
Entrustment Agreement. At that point in time, back in 2009, | and others
were of the view that the Entrustment Agreement had a reasonable sharing of
risk and reward between MTR as the project manager and the Government as
the owner of the project.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Once again, the "doable but tight" in terms of timetable, that was based
on a significant amount of work also done with and by third parties looking at
the timetable, and it is based on that that the conclusion or the
recommendation of "doable but tight" arose. There was, as | have mentioned
and highlighted in the IEP report, discussion by the MTR Board on the
Entrustment Agreement also looks at the risk of the Entrustment Agreement.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:
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Chairman, as | mentioned, there is a due process in place to review all
our projects, including, importantly, the Express Rail Link. And, as |
mentioned, there were a number of discussions with the Government that
ultimately resulted in the programme-to-complete and the cost-to-complete.
Both the Government and ourselves had appointed third parties to look at
these matters. So, the risk assessment of the overall project was an ongoing
matter that over the course of the period prior to the signing of the
Entrustment Agreement.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

il

Thank you, Honourable Member, for that question.

As members are aware, the Express Rail Link is a highly complicated
project with a number of the construction contracts that are interlinked. One
contract could have an impact on another contract. Highlighted in the
various reports is the comment that, in particular, one contract, contract 810A,
was tendered out late, or later than originally proposed or originally
anticipated.

Also highlighted in the IEP report and the IBC report is that, when the
contract was tendered out, the contractors, in fact, there were a number of
contractors tendering for that contract. The contractors were of the view that
the timetable was doable despite the fact that the completion date, as the
Honourable Member said, the completion date was not shifted back, so there
was a compression of timetable to achieve the same completion date. When
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those contracts were, or that particular contract was, tendered out, the
contractors were of the view that the shorter timetable was doable.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Hmm.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, thank you for that question.

We have at MTR a very clear and time-tried system in assessing claims
as well as discussions with contractors on claims. Because of the
commercial sensitivity relating to claims, | am, at this time, not able to
comment more with regard to claims or individual claims.

The Honourable Member also asked a question with regard to delay
recovery measures, the so-called "DRMSs". Once again, there is a clear
process in place and that is highlighted in the reports. The process ultimately
would have those DRMs, the delay recover measures, going for approval in
what we call the Project Control Group, "PCG". This PCG, Project Control
Group, is an internal MTR group that assesses, amongst other things, changes,
DRMs, as well as claims. Government officials are invited and do sit as
observers in the PCG when matters relating to the Express Rail Link and the
Shatin to Central Link, the so-called entrustment projects, are being discussed,
and government members are invited to comment on matters relating to those
projects at the PCG.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, as members are aware, under the Entrustment Agreement,
MTR has to use our processes as adjusted in terms of governance and
communication with the Government. Very clearly, one of those processes
also highlighted in the Entrustment Agreements would be MTR's assessment
of claims as well as matters like delay recovery measures. The Government
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and government members have access to all the relevant PCG papers, the
papers that discuss and talk about either the Express Rail Link or the Shatin to
Central Link. And at the PCG meetings, they are invited, relating to those
matters, to give their views.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

As | understand, regarding these PCG papers relating to the delay
recovery measures, in addition to the discussion on the effectiveness of the
measures and the technical aspects of the measures, these papers will include
the financial impact of these delay recovery measures, as | understand it.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, once again, the ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, once again, the financial aspects are timing aspects and the
criticality of DRMs are all set out in the PCG papers which are made available
to the Government. These papers are then discussed at the particular PCG
meetings on all those aspects and, of course, government officials are invited
to comment on these delay recovery measures.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, in the regular, | believe, monthly reporting to the
Government, there is, in the papers, not just the technical aspects of the
Express Rail Link being discussed but also the financial aspects. The
financial aspects would look at the contingency remaining for the whole
project. That is provided in the monthly reports, the 200-plus-page report
which is given to the Government, | believe, in advance of their PSC?
meetings.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, can | come back to the Secretariat on that?
Y
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, as | mentioned, | myself was not personally involved at that
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time, ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

... and so, therefore, the information that we had or that was available
would be the information from the various reports. | understand that the
contractors and MTR have the same objective of completing the project as
quickly as possible and the contractors and MTR were always looking to
come up with solutions, the delay recovery measures to come, to try to catch
up with time.

-3

HF k1Y i &8 1R specific » ¢ 20104 b B & H L 12 — & Z
2014 HAR] - R EMAEEBEHEN r BEESE - BRHE
[E] HY R &E - Bl /2 B2 keephRf ] ~ timetablefy i &H 2

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, | do not have that information. | need to revert ...
Ey i
(G 1

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

... to the Secretariat.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, | am not an engineering expert. My project colleagues will
be appearing before the Select Committee in about a month's time and | would
have, if chairman would indulge me, I would have them respond to that
particular question.

F/E
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Yes.
F/E -
BB R -

Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Yes, Chairman.
EE
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

LI BERAEHMARE

Now, thank you for that question.

Once again, the over-optimism, unfortunately, led to a late reporting of
the delay. The optimism, over-optimism, really is with hindsight. 1 think,
at any point in time, the project team was working very professionally to try to
catch up with schedules. This is a comment which, to quote from the IEP
report again, says that our contract management was "exemplary”. The
project team always, and even today, would do their utmost to catch up with
schedules and to come up with solutions to catch up with the schedules. |
think, ultimately, the success of some of those earlier solutions and delay
recovery measures may, with hindsight, have led to the over-optimism of the
team and the previous Projects Director.

All throughout the process, the MTR project team has remained, in my
view, very professional. They have done whatever they can to catch up time,
they have worked hard, and they have done everything possible to reach the
objective of delivery based on a schedule and in the most cost-effective
manner.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Regarding the contractors, the contractors and ourselves have the same
objective. We work with the contractors and, of course, that working with
the contractors, at one point in time, would be giving them pressure, other
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points in time, collaborating, but it is working with the contractors to deliver
the project based on a schedule and in the most cost-effective manner. It is
working with the contractors on issues like delay recovery measures that had
allowed the project earlier on to mitigate some of the delays which could have
arisen because of the construction difficulties.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

As | understand it and as the Honourable Member mentioned, | am not
the construction expert but, as | understand it from the various reports, the
issue of ground conditions arose, actually, at quite an early stage in the
construction process. And based on all the reports available, the issues were
reported in the various reports to the Government and made available to the
M&V consultant.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, as | mentioned, the difficulties or the construction
difficulties and the ground conditions were known with site investigation, as
well as after the construction commenced. However, the situation with, for
instance, the site conditions or the ground conditions, was worse than one had
anticipated during the site investigation. The project team is a very
professional project team. When they come up with these problems, they
come up with solutions to address the problems. So, as highlighted in the
response to the Select Committee, in August of this year, there were a number
of instances, where ... on the West Kowloon Terminus site, because of
difficult ground conditions, there were delay recovery measures implemented.
A number of those delay recovery measures were successful after
implementation.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Now, | thank you for that question.

As mentioned, the 810A contract was tendered out later than originally
anticipated and part of that was due to some delays in 810B contract. When
810A was tendered out, there were a number of tenderers. The tenderers
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were very well aware of the programme-to-complete, in particular, the 810A
contract, and the tenderers were of the view that the programme was
achievable. So, it was not just MTR's view but the tenderers who were
tendering for those contracts were tendering on the basis of that particular
timetable.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

We were of the view that the 810A contract, in this particular case, can
be achieved or can be completed in that shortened timeframe and the tenderers,
not just the successful tenderer but all the tenderers that were tendering for
this particular contract, were also of the view that the timetable, as I
understand, that the timetable was achievable.

F/E
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, thank you for that question.

As members are aware, MTR, we are to use our processes, including
our conditions of contract. Our conditions of contract would have certain
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risk being retained by the owner of the project and certain risk passed on to
the contractor, in this case, for 810A. The contractors for 810A would be
given the ground investigations and ground report from the investigations that
have been done previously and they would tender based on that ground
investigations and that ground report.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

This is the site investigation report, Chairman. If the ground
conditions are shown to be worse than that base case report which they tender
on, then the risk rests with the owner of the project. This is the MTR's
standard contract terms.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, member, for that question.

| do not have and it is very difficult to assess the DRMs in that way.
Whenever a delaying issue or an issue arises, the project team, in their
professional manner, would look at methodologies to overcome those issues.
The important thing is to stop any further delay, for instance, in the
programme or further cost overruns. The important thing is to move a
particular contract back into the original contract duration, and these DRMs,
many of these DRMSs, were done for exactly that purpose. Some of these
DRMs were quite significant. For instance, in 810A, there was the shifting
of Jordan Road southwards as one of the temporary traffic measures before
shifted northwards. That was one of the delay recovery measures because of
the difficult ground conditions that led to the difficulties on the retaining wall
that was being built in that area.

There are many other examples of successful DRMs.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, now, thank you for that question.

As | mentioned to members and as highlighted in the reports, prior to
April 2014, the executive of MTR, except the then Projects Director, and the
Board of MTR were not aware of the delay beyond 2015.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

i THE 7R

Chairman, the Government's own IEP report also sets out very clearly
the responsibility of the various parties, including MTR and the Government
under the Entrustment Agreement. And it also sets out with regard to the
timetable and the cost-to-complete, the methodologies and the mechanisms
under which these timetable and the cost-to-complete can be adjusted. And
therefore, the August 2015 original programme-to-complete is, as highlighted
in the various reports, an estimate that can be subject to change. This is well
highlighted in the Government's own IEP report, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, firstly, 1 would highlight that, in fact, unfortunately, all our
existing rail projects are and have suffered some degree of delay. Apart from
the Express Rail Link, some of those have been not insignificant. As
members are aware, the Kwun Tong Line Extension and the South Island Line
(East), which are currently projects ongoing, have also suffered delays and
have also suffered from some of the common issues and common problems
across the industry, which include the shortage of labour. We have disclosed
and announced the latest estimates of the cost-to-complete and the
programme-to-complete for those other ownership projects. And | think
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members would find that, in terms of the cost-to-complete, there has also been,
unfortunately, some increases in costs which are of a magnitude that may not
be dissimilar to the increases that we are talking about for the Express Rail
Link. So, there have been some costs and programme implications because
of the common issues that pertain to the construction industry here in Hong
Kong.

| would, secondly, add that the Express Rail Link itself is, as members
are aware, a very complicated project. It is the first all-underground high-
speed rail project in the world, | believe, and the West Kowloon Terminus, it
expands on a floor plate of 11 hectares. We have, | believe, a construction
floor area of 380 000 square metres. It is a very, very large project which
adds to the complexity.

As for the member's second question with regard to the increase in
costs situation for the Express Rail Link, as highlighted in the various reports
and confirmed in all our reporting, up until March 2014, the Express Rail Link
budget was still showing a contingency amount. In fact, up until March
2014, the amount of contingency shown was around HK$3.75 billion. That
was on the basis of the project being able to meet its original timetable. In
April of 2014, a month after that, as members are aware, the executive of
MTR, apart from the Projects Director, and Board of MTR were made aware
of the delay in the schedule. As a result of that, our team was asked to do an
assessment of the cost-to-complete. A delay is going to increase costs. So,
therefore, up until March of 2014, the budget was still showing a contingency
based on the old timetable to complete in August 2015. With the delay, that
delay would increase costs and, therefore, it is because of that delay which has
increased the cost of the Express Rail Link beyond the original budget.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Thank you, Chairman.
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Under the Entrustment Agreement, which is well highlighted in the IEP
report, it does note that the programme-to-complete is an estimate that is
subject to and that can be changed under certain circumstances.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, we always use our best endeavours to complete the project
as quickly as possible under the Entrustment Agreement but the Entrustment
Agreement itself has the programme-to-complete as an estimate that is and
can be subject to change.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, you know, once again, the programme in the Entrustment
Agreement is an estimate and that estimate is subject to adjustments under
certain circumstances. We, as the project manager, always use our best
endeavours to complete the project in a shorter time as possible.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

The estimated programme under the Entrustment Agreement is subject
to adjustments in accordance with the Entrustment Agreement, Chairman.
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

Chairman, the Entrustment Agreement requires MTR to use its best
endeavours to ... in our project management and the ...
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Mr Lincoln LEONG Kwok-kuen, Chief Executive Officer, MTR
Corporation Limited:

As | think, under the IEP report, it very clearly sets out that there are
mechanisms to amend the Entrustment programme and those mechanisms are
very clear, Chairman.
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