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Securities & Exchange Commission
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450 Fifth Street N.W. 04046891

Washington, D.C. 20549

US.A. CE Wl
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Hongkong Electric Holdings Limited
Rule 12g3-2(b) Materials
File No. 82-4086

The following materials are enclosed pursuant to Rule 12g3-2(b)(1)(iii)
under the Securities Exchange Act of 1934 (the "Exchange Act"), in connection with the
exemption from reporting under that Rule by Hongkong Electric Holdings Limited:

1. Announcement published in the newspapers on 26th November 2004
regarding the Company's Notice of Extraordinary General Meeting;
and

2. A printed copy of our Company's Circular on Discloseable and
Connected Transactions - Acquisition of Alpha Central Profits Limited
dated 26th November 2004.

Pursuant to Rule 12g3-2(b)(4) and (5), the enclosed materials shall not be
deemed "filed" with the Commission or otherwise subject to the liabilities of Section 18 of
the Exchange Act, and the furnishing of such materials shall not constitute an admission for
any purpose that Hongkong Electric Holdings Limited is subject to the Exchange Act.

Yours faithfully,

ot

Lillian Wong
COMPANY SECRETARY
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Hongkong Electric Holdings Ltd.

(Incorporated in Hong Kong with limited liability)
(Stock code: 006)

NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an extraordinary general meeting of Hongkong
Electric Holdings Limited {the “Company™) will be held at the Ballroom, st Floor,
Harbour Plaza Hong Kong, 20 Tak Fung Street, Hung Hom, Kowloon, Hong Kong on
Tuesday, 14 December 2004 at 11:30 a.m. for the purposes of considering and, if
thought fit, passing with or without modification the following resolution as an
ORDINARY RESOLUTION:

“THAT the acquisition by the Company of the entire issued share capital of Alpha
Central Profits Limited (the “Alpha Acquisition™) on the terms and subject to the
conditions of the agreement made between the Company and Cheung Kong
Infrastructure Holdings Limited dated 10 September 2004 (the “Alpha Acquisition
Agreement”), a copy of which has been produced to this meeting marked “A” and
signed by the Chairman hereof for the purpose of identification, and the entering into
by the Company of certain associated transactions (“Ancillary Transactions™), details
of which are set out in the circular to the shareholders of the Company dated 26
November 2004 (the “Circular™) of which this notice of meeting forms part, and the
implementation, exercise or enforcement of any of the rights, and performance of
any of the obligations, under the Alpha Acquisition Agreement and/or the Ancillary
Transactions, including entering into and/or performing any agreement, undertaking
or other-obligation associated with them be and are hereby approved; and any two
executive Directors be and are hereby authorised to execute all such documents and
deeds and do and authorise all such acts, matters and things as they may in their
discretion consider necessary or desirable on behalf of the Company for the purpose
of implementing, and otherwise in connection with; the Alpha Acquisition and the
Anciliary Transactions or the implementation, exercise or enforcement of any of the
rights, and performance of any of the obligations, under the Alpha Acquisition
Agreement and/or any deed, document, undertaking or obligation entered into or
associated with the Alpha Acquisition and/or the Ancillary Transactions, including
agreeing any modifications, amendments, waivers, variations or extensions of the
Alpha Acquisition Agreement and/or any deed, document, undertaking or obligation
entered into or associated with the Alpha Acquisition and/or the Ancillary Transactions,
as such Directors may deem fit.”

- By order of the Board
Hongkong Electric Holdings Limited
Lillian Wong

. Company Secretary
Hong Kong, 26 November 2004

Notes:
(1) The above resolution will be put to the vote at the meeting by way of a poll.

(2) A member of the Company entitled to attend and vote at the meeting is entitled to appoint a
proxy to attend and vote for him. (The number of proxies appointed by any member who is
a holder of two or more shares shall not exceed two). A proxy need not be a member of the
Company. To be valid, all proxies must be deposited at the registered office of the Company.
44 Kennedy Road, Hong Kong not later than 48 hours before the time for holding the
meeting (or any adjournment lhereof}

{3)  The Register of Members of the Company will be closed from Thursday 9 December 2004
to Tuesday, |4 December 2004, both days inclusive, during .which period no transfer of
shares will be effected. In order to be entitled to attend and vote at the above meeting (or
any adjournment thereof), all share transfers accompanied by the relevant share certificates
must be lodged with the Company’s Registrars, Computershare Hong Kong Investor Services
Limited, Rooms [712-1716, t7th Floor, Hopewell Centre, 183 Queen's Road East, Hong
Kong no later than 4:00 p.m. on Wednesday, 8 December 2004.

_ (4)  Shareholders are advised 1o read the circular to sharecholders of the Company dated 26
November 2004 which contains information concerning the resolution to be proposed at the
above meeting (or any adjournment thereof).

As at the date of this notice, the Company’s Board comprises Mr. Gearge C. Magnus,

Mr. Canning Fok Kin-ning, Mr. Tso Kai-sum, Mr. Andrew Hunter, Mr. Kam Hing-lam,

Mr. Francis Lee Lan-yee; Mr. Victor Li Tzar-kuoi and Mr. Frank J. Sixt, being the

exgcutive directors) Mr. Ronald J. Arculli, Mrs. Susan M.F. Chow and Mr. Ewan Yee

Lup-yuen, being the non-executive directors, Mr. Holger Kluge, Mr. Ralph Shea and

Mr. Wong Chung-hin, being the independent non-executive directors.
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action to be taken, you should
consult a stockbroker or other registered dealer in securities, bank manager, solicitor, professional
accountant or other professional adviser.

If you have sold or transferred all your shares in Hongkong Electric Holdings Limited, you
should at once hand this circular and the enclosed form of proxy to the purchaser or transferee or to
the bank, stockbroker or other agent through whom the sale or transfer was effected for transmission
to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this circutar,
makes no representation as to its accuracy or completeness and expressly disclaims any liability
whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the
contents of this circular.

This circular is solely for the purpose of providing shareholders with certain information in connection
with an extraordinary general meeting of the Company and does not constitute an invitation or offer to
acquire or subscribe for securities.

| <\QL<Q
SEme

=2 =

EEERKEEERAT
Hongkong Electric Holdings Ltd.

{Incorporated in Hong Kong with limited liability) ”7
(Stock Code: 006) -

DISCLOSEABLE AND CONNECTED TRANSACTIONS
ACQUISITION OF ALPHA CENTRAL PROFITS LIMITED

Independent Financial Adviser to the Independent Board Committee
and the Independent Shareholders

CLSA

ASIA - PACIFIC MARKETS !

A letter from the Board is set out on pages 8 to 25 of this circular and a letter from the Independent
Board Committee is set out on page 26 of this circular.

The text of a letter of advice from the Independent Financial Adviser containing its advice to the
Independent Board Committee and the Independent Shareholders is set out on pages 27 to 39 of this
circular.

The Resolution will be proposed at the EGM to be held at 11:30 a.m. on 14 December 2004
(Tuesday) at the Ballroom, 1st Floor, Harbour Plaza Hong Kong, 20 Tak Fung Street, Hung Hom,
Kowloon, Hong Kong to approve the matters referred to in this circular.

A notice dated 26 November 2004 convening the EGM is set out on pages 48 to 49 of this circular.

Whether or not you are able to attend the EGM or any adjourned meeting, you are requested to
complete the enclosed form of proxy in accordance with the instructions printed on it and return it to
the registered office of the Company, 44 Kennedy Road, Hong Kong as soon as practicable and in
any event not less than 48 hours before the time appointed for holding the EGM or any adjournment
of it. Completion and return of the enclosed form of proxy will not preclude you from attending and
voting in person at the EGM or at any adjourned meeting should you so wish.

26 November 2004

6<-4086
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DEFINITIONS

In this circular, the following expressions have the following meanings unless the context

requires otherwise:

“9.9% Buyers”

"9.9% Sale”

“0.9% Sale Agreement”

“9.9% Sale Shares”

“Able Venture”

“Alpha”

“Alpha Acquisition”

”

“Alpha Acquisition Agreement

“Alpha Acquisition
Announcement”

the buyers of the 9.9% Sale Shares, being Chalienger
(as to the portion of the 9.9% Sale Shares
representing 5.8% of the issued share capital of Gas
Network) and STC (as to the portion of the 9.9%
Sale Shares representing 4.1% of the issued share
capital of Gas Network), both of whom are
independent third parties unconnected with the
Company and are not connected persons of the
Company

the sale of the 9.9% Sale Shares by Able Venture to
the 9.9% Buyers pursuant to the 9.9% Sale
Agreement

the agreement dated 12 November 2004 between
CKI, Able Venture and the 9.9% Buyers relating to
the sale and purchase of the 9.9% Sale Shares and
the transaction documents to be entered into under
such agreement

99 ordinary shares of £1 each in the share capital of
Gas Network, being 9.9% of the issued share capital
of Gas Network as at the date of the 9.9% Sale
Agreement

Able Venture Profits Limited, a company incorporated
in the British Virgin Islands with limited liability under
number 602782 and a wholly-owned indirect
subsidiary of CKl

Alpha Central Profits Limited, a company incorporated
in the British Virgin Islands with limited liability under
number 607423 and which, until Aipha Completion,
is a wholly-owned indirect subsidiary of CKI

the acqguisition by the Company or its nominee, and
the sale to be procured by CKI, of the Alpha Share
pursuant to the Alpha Acquisition Agreement

the agreement dated 10 September 2004 between
CKI and the Company relating to the sale and
purchase of the Alpha Share and the transaction
documents to be entered into under such agreement

the joint announcement of HWL, CKI and the
Company dated and published on 10 and 13
September 2004 respectively, relating to, amongst
other things, the Alpha Acquisition

—1—




“Alpha Completion”

“Alpha Conditions”

“Alpha Share”

“Ancillary Transactions”

“associate”

“Associated Corporations”

“Authority”

“Blackwater”

“Blackwater Acquisition”

“Blackwater Acquisition

Agreement”

“Blackwater Completion”

“Blackwater Conditions”

“Blackwater Consideration”

‘DEFINITIONS

completion of the Alpha Acquisition Agreement in
accordance with its terms

the condition precedents to Alpha Completion as set
out in the Alpha Acquisition Agreement

1 ordinary share of US$1 in the share capital of Alpha,
being the entire issued share capital of Alpha as at
the date of the Alpha Acquisition Agreement

means the transactions associated with the Alpha
Acquisition described in section 2.2, and the entering
into by the Company of the Restated Gas Network
Shareholders Agreement described in section 4, of
the letter from the Board in this circular

has the meaning ascribed to it in the Listing Rules

has the meaning ascribed to it under Part XV of the
SFO

the Gas and Electricity Markets Authority for the
United Kingdom

Blackwater F Limited, a company incorporated in
England and Wales with limited liability under number
5167070

the acquisition of the Blackwater Shares by Gas
Network pursuant to the Blackwater Acquisition
Agreement

the agreement dated 31 August 2004 between Gas
Network, Transco and Blackwater relating to the sale
and purchase of the Blackwater Shares and the
transaction documents to be entered into under such
agreement

completion of the Blackwater Acquisition Agreement
in accordance with its terms

the conditions to Blackwater Completion as set out
in the Blackwater Acquisition Agreement

the consideration (after deducting the Intra-Group
Indebtedness) for the Blackwater Shares which is
expected to be approximately £524,000,000
(HK$7,336,000,000) at Blackwater Completion




“Blackwater Shares

“Board”

“‘Challenger”

“circular”

“Circular Despatch
Announcement”

“CKI”

“‘CKI Announcement”

“CKI Circular”

“CKI SGM”

“CKI Shareholders”

“CLSA”

“Company”

DEFINITIONS-

100 ordinary shares of £1 each in the share capital
of Blackwater, being the entire issued share capital
of Blackwater as at the date of the Blackwater
Acguisition Agreement

the board of Directors of the Company

Challenger Life No. 2 Limited, a company
incorporated in Australia under number
ABN44072486938

this circular, including the appendix to it

the joint announcement of HWL, CKI and the
Company dated and published on 21 and 22
September 2004 respectively, relating to, amongst
other things, the extension of the date for the
despatch of this circular

Cheung Kong Infrastructure Holdings Limited, a
company incorporated in Bermuda with limited liability
under number EC21980, the shares of which are
listed on the Stock Exchange (Stock Code: 1038)

the announcement published by CKI on 1 September
2004 relating to the Blackwater Acquisition

the circular of CK!I dated 26 November 2004 sent to
the CKI Shareholders relating to the Blackwater
Acquisition, the Alpha Acquisition and the 9.9% Sale

a special general meeting of CKl to be held to
approve, inter alia, the Blackwater Acquisition, the
sale of the Alpha Share under the Alpha Acquisition
Agreement, and certain associated transactions

the shareholders of CKI

CLSA Equity Capital Markets Limited, a deemed
licensed corporation under the SFQO, licensed to
conduct Types 4, 6 and 9 regulated activities under
the SFO, being the Independent Financial Adviser to
the Independent Board Committee and the
Independent Shareholders in relation to the Alpha
Acquisition and the Ancillary Transactions

Hongkong Electric Holdings Limited, a company
incorporated in Hong Kong with limited liability under
number 46996, the shares of which are listed on the
Stock Exchange (Stock Code: 006}

-3




- "DEFINITIONS

“‘DeAM” Deutsche Asset Management (Australia) Limited, a
company incorporated in Australia under number ABN
44072486938

“Directors” the directors of the Company

“EGM” an extraordinary general meeting of the Company to

be held to approve the Alpha Acquisition, related
transactions and matters contemplated under the
Alpha Acquisition Agreement, the Gas Network
Shareholders Agreement, the Restated Gas Network
Shareholders Agreement and the Ancillary
Transactions

“EGM Notice” a notice, which is set out at the end of this circular,
convening the EGM

“Foundation” Li Ka Shing (Overseas) Foundation, a company limited
by guarantee incorporated in the Cayman Islands for
charitable purposes

“Gas Network” Gas Network Limited, a company incorporated in
England and Wales with limited liability under number
5213525, in which CKI indirectly holds a 69.8%
interest as at the date of this circular

“Gas Network Shareholiders the shareholders agreement dated 31 August 2004
Agreement” between Alpha, Able Venture, Goldia, CKIl, the
Foundation, UUO and UUCS relating to their interests
in, and management of, Gas Network, which shall
be replaced and superseded by the Restated Gas

Network Shareholders Agreement

“Gas Network's Cost the sum of £13,980,000 (HK$195,720,000), being
Contribution” the contribution to be made by Gas Network in
respect of costs and expenses suffered or incurred

by Transco in connection with the transactions

contemplated by and/or in connection with the

Blackwater Acquisition Agreement, as agreed

between Transco, Blackwater and Gas Network in

the Blackwater Acquisition Agreement

“Goldia” Goldia Resources Limited, a company incorporated
in the British Virgin Islands and a wholly-owned
subsidiary of Foundation

“Group” the Company and its subsidiaries

“GS(M)R” the Gas Safety (Management) Regulations 1996 of
the United Kingdom




DEFINITIONS' -

“Hive Down Agreement

*Hong Kong”

MHSEH

“HwWL”

“Independent Board Committeg’

“Independent Financial Adviser”

“Independent Shareholders”

“Intra-Group Indebtedness”

“Latest Practicable Date”

“Listing Rules”

“Model Code”

“Network Business”

the agreement dated 31 August 2004 between
Transco and Blackwater relating to the acquisition
by Blackwater of the Network Business

Hong Kong Speciat Administrative Region of the PRC

the Health and Safety Executive of the United
Kingdom

Hutchison Whampoa Limited, a company
incorporated in Hong Kong with limited liability under
number 54532, the shares of which are listed on the
Stock Exchange (Stock Code: 013)

an independent committee of the Board, consisting
of Mr. Ralph R. Shea, formed to advise the
Independent Shareholders in respect of the Alpha
Acquisition and the Ancillary Transactions

the independent financial adviser to the Independent
Board Committee and the Independent Shareholders
in relation to the Alpha Acquisition and the Ancillary
Transactions

Shareholders other than CKI and its associates

the intra-group debt owed by Blackwater to Transco,
which is expected to be approximately £870,000,000
(HK$12,180,000,000) at Blackwater Completion, that
Blackwater is obliged to repay to Transco at
Blackwater Completion

19 November 2004, being the latest practicable date
prior to the printing of this circular for ascertaining
certain information in this circular

The Rules Governing the Listing of Securities on the
Stock Exchange

Model Code for Securities Transactions by Directors
of Listed Issuers

the Assets and Business, as defined in the Hive Down
Agreement, comprising, inter alia:

(@) the pipeline infrastructure required to transport
the gas from the national gas transmission
network in the United Kingdom to consumers’
premises within the network's region,
comprising approximately 36,000 kilometres of
distribution gas mains;

-5 —




DEFINITIONS

‘NGT”

“Option Exercise Notice”

“Ordinary Shares”

‘PRC”

“Resolution”

“Restated Gas Network
Shareholders Agreement”

“SFO”

(b)  the property, warehouses and fleet utilised in
the network's operations;

(c) the contracts, intellectual property rights,
policies and procedures and licences necessary
to operate the network;

(d} a network management team with significant
knowledge of the gas transportation industry
and extensive experience in running gas
distribution networks in the United Kingdom;
and

(e) the business of the conveyance of gas carried
on by Transco in the region between the
Scottish border and South Yorkshire
immediately prior to the completion of the Hive
Down Agreement

Naticnal Grid Transco plc, a company incorporated
in England and Wales with limited liability under
number 4031152, the shares of which are listed on
the London Stock Exchange and the New York Stock
Exchange

the call option exercise notice or put option exercise
notice, as the case may be, relating to the sale and
purchase of the Blackwater Shares, to be given in
accordance with the terms of the Blackwater
Acquisition Agreement

ordinary shares of HK$1 each in the share capital of
the Company

The People’'s Republic of China

the ordinary resolution to be proposed at the EGM
as set out in the Notice of Extraordinary General
Meeting which is set out at the end of this circular

the Amended and Restated Shareholders’ Agreement
relating to Gas Network to be entered into between
the Company, Alpha, Able Venture, Goldia, CKI, the
Foundation, UUO, UUCS, the 9.9% Buyers and
DeAM, referred to in section 4 of the letter from the
Board in this circular

the Securities and Futures Ordinance (Cap.571 of
the Laws of Hong Kong)




DEFINITIONS

“Shareholders” shareholders of the Company

“STC” SAS Trustee Corporation, a statutory corporation
incorporated in New South Wales, the trustee of an
overseas government pension fund and a client of

DeAM
“Stock Exchange” The Stock Exchange of Hong Keng Limited
“Transco” Transco plc, a company incorporated in England and

Wales with limited liability under number 2006000
and a wholly-owned subsidiary of NGT

“United Utilities” United Utilities plc, a company incorporated under
the laws of England and Wales with limited liability
under number 2366616, the shares of which are listed
on the London Stock Exchange

“UUCS” United Utilities Contract Sclutions Limited, a company
incorporated under the laws of England and Wales
and a wholly-owned subsidiary of United Utilities

“Uuo” United Utilities Operations Limited, a company
incorporated under the laws of England and Wales
and a wholly-owned subsidiary of United Utilities

“UsS$” United States dollars, the law currency of the United
States of America

“er pounds sterling, the lawful currency of the United
Kingdom

“HKS” Hong Kong dollars, the lawful currency of Hong Kong

“AS” Australian dollars, the lawfut currency of Australia

Note: The figures in £ are converted into HK$ at the rate of £1 = HK$14 throughout this circular for
indication purposes only.
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(Incorporated in Hong Kong with limited fiability)
(Stock Code: 006)

Executive Directors: Registered Office:
Mr. George Colin MAGNUS (Chairman) 44 Kennedy Road
Mr. FOK Kin Ning, Canning (Deputy Chairman) Hong Kong

Mr. TSO Kai Sum (Group Managing Director)

Mr.
Mr.
Mr.
Mr.
Mr.

Andrew J. HUNTER
KAM Hing Lam

LEE Lan Yee, Francis
LI Tzar Kuoi, Victor
Frank John SIXT

Non-Executive Directors:

Mr.

Ronald Joseph ARCULLI

Mrs. CHOW WOO Mo Fong, Susan

Mr.
Mr.
Mr.
Mr.

+

Holger KLUGE"

Ralph Raymond SHEA*
WONG Chung Hin*
YEE Lup Yuen, Ewan

Independent Non-Executive Directors

26 November 2004

To the Independent Shareholder(s) and, for information only, CKI and its associates

Dear Sir or Madam,

DISCLOSEABLE AND CONNECTED TRANSACTIONS
ACQUISITION OF ALPHA CENTRAL PROFITS LIMITED
INTRODUCTION

On 13 September 2004, in the Alpha Acquisition Announcement, the Company
announced that it had entered into the Alpha Acquisition Agreement with CKI,
under which CKI agreed to procure the sale, and the Company agreed to purchase,
or procure the purchase by its wholly-owned subsidiary, of the Alpha Share, being
the entire issued share capital of Alpha as at the date of the Alpha Acquisition
Agreement.




LETTER FROM THE BOARD

Alpha is a newly formed wholly-owned indirect subsidiary of CKI that owns 19.9%
of the entire issued share capital of Gas Network. Under the Blackwater Acquisition
Agreement, Gas Network has conditionally agreed to acquire the Biackwater
Shares, being the entire issued share capital of Blackwater. Blackwater is a newly
formed wholly-owned subsidiary of Transco that will, at completion of the Hive
Down Agreement, own the Network Business presently carried on by Transco.

The Alpha Acquisition constitutes a discloseable and connected transaction for
the Company under the Listing Rules and is, therefore, subject to, inter alia, the
approval by the Independent Shareholders.

Upon Alpha Completion, the Company will assume certain of the obligations of
CKl in connection with the Blackwater Acquisition, including, among other things,
certain indemnity obligations in respect of Gas Network’s and CKl's liabilities.
Further detalls of all of the Ancillary Transactions are set out in sections 2.2 and 4
below.

The Independent Board Committee has been formed to advise the Independent
Shareholders in respect of the Alpha Acquisition and the Ancillary Transactions.
CLSA has been appointed as the Independent Financial Adviser to advise the
Independent Board Committee and the Independent Shareholders in respect of
the Alpha Acquisition and the Ancillary Transactions.

As stated in the Circular Despatch Announcement, under Rules 14.38 and 14A.49
of the Listing Rules, a circular in relation to the Alpha Acquisition was required to
be sent to the Shareholders within 21 days of the date of publication of the Alpha
Acquisition Announcement, being in this case on or before 4 October 2004,

The Blackwater Acquisition and the Alpha Acqguisition constitute Very Substantial
Acquisition (as defined in the Listing Rules) and Very Substantial Disposal (as
defined in the Listing Rules) respectively of CKI. Under the Listing Rules, CKl is
required to despatch a circular to the CKI Shareholders including, amongst other
things, an accountants’ report on the Network Business.

Given the fact that the Blackwater Acquisition and the Alpha Acquisition are
closely linked, the Directors consider it appropriate that information contained in
the CKI Circular be available to the Shareholders. The Directors therefore decided
to extend the period for posting of this circular to coincide with that of the CKI
Circular in order that the Shareholders can have access to the additional
information.

Accordingly, an application was made by the Company to the Stock Exchange
for, and the Stock Exchange has granted to the Company, a waiver from strict
compliance with the Listing Rules by extending the despatch date of this circular
to no later than 3 December 2004,
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The purpose of this circular is (i) to provide you with further information in respect
of the Alpha Acauisition Agreement and the Ancillary Transactions; (ii) to set out
the opinions and recommendations of the Independent Board Committee and
CLSA in relation to the Alpha Acquisition and the Ancillary Transactions; and (iii) to
give you notice of the EGM at which the Resolution will be proposed as an
ordinary resolution to seek the Independent Shareholders’ approval for the Alpha
Acquisition and the Ancillary Transactions.

A copy of the CKI Circular is enclosed for your information only. In particular,
Appendix Il of the CKI Circular sets out certain financial information in respect of
the Network Business.

Except to the extent that information contained in the CKI Circular is also contained
in this circular, the Directors take no responsibility for the content of the CKi
Circular, make no representation as to its accuracy or completeness and expressly
disclaim any liability whatsoever for any loss howsoever arising from or in reliance
upon the whole or any part of the CKI Circular.

DETAILS OF THE ALPHA ACQUISITION AND THE ANCILLARY
TRANSACTIONS

2.1 Overview

The Alpha Acquisition Agreement was entered into between CKI and the
Company on 10 September 2004, under which CKI agreed to procure the
sale, and the Company agreed to purchase, or procure the purchase by its
wholly-owned subsidiary, of the Alpha Share, being the entire issued share
capital of Alpha.

Alpha is a wholly-owned indirect subsidiary of CKI that owns 19.9% of the
issued share capital of Gas Network. Under the Blackwater Acquisition
Agreement, Gas Network has agreed to acquire the entire issued share
capital of Blackwater, a newly formed wholly-owned subsidiary of Transco
that will, at completion of the Hive Down Agreement, own the Network
Business presently carried on by Transco. Further details of the Blackwater
Acquisition and the Hive Down Agreement are set out in section 3 below.

Upon completion of both the Alpha Acquisition Agreement and the Blackwater
Acquisition Agreement:

(a) the Company shall own, indirectly through Alpha, a 19.9% interest in
Gas Network and Blackwater, and, therefore, a 19.9% interest in the
Network Business; and

(b)  Alpha shall become a wholly-owned indirect subsidiary of the Company.
After completion of the Alpha Acquisition and the Blackwater Acquisition,
since the Company’s interest in Gas Network will be less than 20%,

Blackwater will be treated as an investment in the Company’s financial
statements.
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2.2

If the 9.9% Sale Agreement (detalls of which are set out in section 4 below)
were 10 proceed to completion, upon completion of each of the Alpha
Acquisition Agreement, the Blackwater Acquisition Agreement, the 9.9%
Sale Agreement and the Hive Down Agreement, the Company, CKl and the
9.9% Buyers between them, will own, directly or indirectly (as the case may
be), a 19.9%, 40% and 9.9% interest respectively in Gas Network.

Consideration and the Ancillary Transactions

The consideration for the Alpha Share, which will be payable in cash on
Alpha Completion, is HK$1.

Alpha is required to fund its pro rata share of the Blackwater Consideration
payable by Gas Network on Blackwater Completion. Therefore, prior to
Blackwater Completion, Alpha will subscribe approximately £104,276,000
(HK$1,459,864,000) for new share capital in Gas Network, which will
represent 18.9% of the Blackwater Consideration payable by Gas Network
on Blackwater Completion. This will be met from the Company’s internal
cash resources and/or bank borrowing.

Under the Gas Network Shareholders Agreement, CKI undertook to procure
compliance by Alpha with its obligation to subscribe for shares in Gas
Network, as described above.

On or before Alpha Completion, the Company will enter into such agreements
as may be necessary to, amongst other things, assume all liabilities of CKI
under the Gas Network Shareholders Agreement in respect of the obligations
and commitments of Alpha. This will include the assumption of the
undertaking to subscribe for shares in Gas network as referred to in the
preceding paragraphs. Amongst other things, the Company will enter into
the Restated Gas Network Shareholders Agreement with Alpha, Able Venture,
Goldia, CKI, the Foundation, UUO, UUCS, the 9.9% Buyers and DeAM.
Goldia is a wholly-owned subsidiary of the Foundation. Both UUO and UUCS
are wholly-owned subsidiaries of United Utilities.

To the best of the knowledge, information and belief of the Directors having
made all reasonable enquiries, none of NGT, Transco, Blackwater, Goldia,
the Foundation and United Utilities is a connected person of the Company.
None of the connected persons of the Company has control over the
Foundation nor has any beneficial interest in the Foundation. The Directors
are not aware of any of NGT, Transco, Blackwater and United Utilities having
any interest in the Company. Further details of the Restated Gas Network
Shareholders Agreement are set out in section 4 below.

During the period between the date of the Alpha Acquisition Agreement and
Blackwater Completion, the Company will provide additional undertakings
and enter into such commitments as may be reasonably required in
connection with the financing of Gas Network and its acquisition of the
entire issued share capital of Blackwater provided that all the other
shareholders of Gas Network have also agreed to give similar undertakings
or enter into similar commitments. The Company's proportionate share of

— 11 —




LETTER FROM THE BOARD

any such undertakings or commitments will not exceed 19.8% of the relevant
total monetary amount that is the subject of such undertakings and
commitments.

The undertakings and commitments which, as at the Latest Practicable
Date, the Company is required to give or enter into are disclosed in this
circular. If in due course the Company is required to provide additional
undertakings and/or enter into additional commitments as described in the
preceding paragraph, the Company will take such steps as are required to
comply with the Listing Rules.

Termination of the Blackwater Acquisition Agreement will, in the
circumstances described in section 3.3 below, give rise to a break fee of
£13,980,000 (HK$195,720,000) payable by Gas Network to Transco. Alpha
has undertaken in the Gas Network Shareholders Agreement to contribute
19.9% of this amount through a subscription of shares in Gas Network in
the event of termination, for the purpose of enabling Gas Network to pay
‘the break fee. CKl has also undertaken in the Gas Network Shareholders
Agreement to procure compliance by Alpha with this obligation. This
undertaking of CKI will also be assumed by the Company on Alpha
Completicn.

On or before Alpha Completion, the Company will execute an undertaking
letter to be addressed to Transco (the “Transco Undertaking Letter”). In
that letter, the Company will undertake to Transco to procure Alpha to
subscribe in cash at par for shares of £1 (HK$14) each of Gas Network in
an aggregate amount of £2,782,020 (HK$38,948,280), to enable Gas Network
to pay the break fee in the sum of £13,980,000 (HK$195,720,000) referred
to in the last paragraph, if the Blackwater Acquisition Agreement is terminated
in circumstances giving rise to an obligation on Gas Network to pay Gas
Network's Cost Contribution under the Blackwater Acquisition Agreement.
However, the Company will not be obliged to procure Alpha to subscribe for
shares in Gas Network for that purpose if the termination of the Blackwater
Acquisition Agreement is a result of the failure of CKI to obtain the requisite
approval of its shareholders.

In addition, upon Alpha Completion, the Company will also assume the
following obligations in connection with the Blackwater Acquisition:

(a) Gas Network and CKI have incurred certain costs and expenses in
connection with the Blackwater Acquisition. The Company has agreed
(i) to assume responsibility for a proportion of these costs and expenses;
and (i) to give an indemnity to CKI in respect of these costs and
expenses. As at the Latest Practicable Date, these costs and expenses
to be assumed by the Company are estimated to be approximately
HK$12,000,000.

(b) Barclays Capital (the investment banking division of Barclays Bank
PLC), J.P. Morgan plc, Royal Bank of Canada (acting through RBC
Capital Markets), Barclays Bank PLC, JPMorgan Chase Bank, Royal
Bank of Canada, Goldia, UUCS and CKI (or some of them) were
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parties to a number of agreements and side-letters dated 30 August
2004 (collectively, the “Finance Agreements”), under which certain
finance facilities in connection with the Network Business will be
provided to Blackwater. Upon Alpha Completion, the Company will
assume CKI's obligations under the Finance Agreements to the extent
that it arises from the indirect ownership by CKI of the Alpha Share
and the resulting indirect interest in 19.9% of Gas Network by executing
an undertaking letter addressed to the banks. Under the Finance
Agreements, Goldia, UUCS and CKI have agreed to indemnify certain
other parties to the Finance Agreements against any reascnable loss,
cost, claim, liability or expense as they may incur or suffer in connection
with such finance facilities or the Finance Agreements, up to a maximum
of £15,000,000 (HK$210,000,000). The Company has agreed to
assume such obligation of CKI to the extent that it arises from CKl’s
indirect interest in 192.9% of Gas Network.

To the best of the knowledge, information and belief of the Directors
having made all reasonable enguiries, Barclays Capital, J.P. Morgan
plc, Royal Bank of Canada, Barclays Bank PLC and JPMorgan Chase
Bank are not connected persons of the Company.

2.3 Condition precedents

2.4

Alpha Completion is conditional on the satisfaction of the following conditions:

(@)

the CKI Shareholders approving at the CKI SGM (i) the transactions
contemplated by the Blackwater Acquisition Agreement and the Gas
Network Sharehoiders Agreement; and (ii) the sale of the Alpha Share
as contemplated by the Alpha Acquisition Agreement; and

the Independent Shareholders approving at the EGM (i) the Alpha
Acquisition; and (ii) the related transactions and matters contemplated
under the Alpha Acquisition Agreement and the Gas Network
Shareholders Agreement.

Neither of the Alpha Conditions may be waived by either party. As at the
Latest Practicable Date, neither of the Alpha Conditions had been satisfied.

Completion

Subject to the satisfaction of the Alpha Conditions, Alpha Completion is
expected to take place shortly after the conciusion of the CKl's SGM and
the EGM and is required to occur on the date which is three business days
following the date on which the Alpha Conditions are satisfied.
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If (i) at the CKI SGM, the CKI Shareholders fail to give the approvals
contemplated in Alpha Condition (a) referred to above; or (i) at the EGM, the
Independent Shareholders fail to give the approval contemplated in Alpha
Condition (b} referred to above, then the Alpha Acquisition Agreement shall
automatically terminate and the Alpha Acquisition will not proceed.

The Alpha Acquisition Agreement will automatically terminate if the Alpha
Conditions have not been satisfied before 30 August 2005.

3. DETAILS OF THE BLACKWATER ACQUISITION

3.1

Overview

NGT, through its wholly-owned subsidiary, Transco, owns, operates and
develops the substantial majority of the natural gas transmission and
distribution system in the United Kingdom. It publicly announced in December
2003 that it was seeking indicative offers for five of its eight regional gas
distribution networks in the United Kingdom.

Gas Network is a consortium vehicle, the shareholders of which comprise
wholly-owned subsidiaries of the Foundation and United Utilities (namely
Goldia and UUQ respectively), and Alpha and Able Venture, both wholly-
owned indirect subsidiaries of CKl. Gas Network is an associate of CKI, a
substantial shareholder (as defined in the Listing Rules) of the Company,
and is therefore a connected person (as defined in the Listing Rules) of the
Company.

The Gas Network Shareholders Agreement was entered into between, inter
alia, each of Alpha and Able Venture, and the wholly-owned subsidiaries of
the Foundation and United Utilities on 30 August 2004 to govern their
relationship as shareholders of Gas Network.

Following a successful bidding process, Gas Network was chosen as the
preferred bidder for the Network Business. As a result, the Blackwater
Acquisition Agreement was entered into between Gas Network, Transco
and Blackwater on 31 August 2004, under which Gas Network has an
option to require Transco to sell to it, and Transco has an option to require
Gas Network to purchase from it, the Blackwater Shares, being the entire
issued share capital of Blackwater.

On the same date, the Hive Down Agreement was executed between Transco
and Blackwater by which Blackwater agreed to acquire the Network Business
from Transco. On or prior to Blackwater Completion, the Netwaork Business
will be sold to Blackwater in accordance with the terms of the Hive Down
Agreement. On Blackwater Completion, Gas Network will acquire Blackwater,
and will, therefore, own the Network Business through its shareholding in
Blackwater.
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3.2

Blackwater Completion is subject to the satisfaction or, where permitted,
waiver of certain conditions precedent. These include the Authority having
given its consent to the sale of the Blackwater Shares to Gas Network
under Blackwater’s gas transporter licence. The terms of Blackwater’s gas
transporter licence have not yet been finalised. However, assuming that the
terms of such licence are similar to those set out in Transco's gas transporter
licence, such terms may indirectly restrict the persons to whom shares in
Blackwater may be transferred. However, such restrictions will not affect the
Blackwater Acqguisition, the Alpha Acquisition and the 9.9% Sale.

Consideration

The Blackwater Consideration is £1,3983,700,000 (HK$19,511,800,000) less
the Intra-Group Indebtedness. The Intra-Group Indebtedness, which Gas
Network will procure Blackwater to pay to Transco at Blackwater Compiletion,
is expected to be approximately £870,000,000 (HK$12,180,000,000).
Blackwater will fund the repayment of the Intra-Group Indebtedness through
an external bank facility effected by the Finance Agreements.

The Blackwater Consideration payable by Gas Network to Transco in cash
on Blackwater Completion is therefore expected to be approximately
£524,000,000 (HK$7,336,000,000), being the difference of £1,333,700,000
(HK$19,511,800,000) and the Intra-Group Indebtedness.

Both the cash consideration and the repayment of the Intra-Group
Indebtedness to Transco referred to in the last paragraph will be subject to
adjustment following the preparation of completion accounts. The adjustment
Is not subject to a cap. The Blackwater Consideration will be funded by
shareholders’ equity of Gas Network in proportion to their respective
shareholdings in Gas Network and by external bank borrowings.

Upon Alpha Completion, the Company will assume CKi’s obligations under
the Finance Agreements to the extent that it arises from the indirect ownership
by CKI of the Alpha Share and the resulting indirect interest in 19.9% of Gas
Network by executing an undertaking letter to be addressed to JPMorgan
Chase Bank, Barclays Bank PLC and Royal Bank of Canada. The facility is
non-recourse to the shareholders of Gas Network.

CKI has undertaken to Transco that it will procure that Aloha and Able
Venture, its subsidiaries, will subscribe, prior to Blackwater Completion or
the date on which any break fee is payable by Gas Network to Transco
(whichever is earlier), in cash at par for not less than:

(@ 13,980,000 shares of £1 (HK$14) each of Gas Network (equal to
100% of the entire issued share capital of Gas Network), if Gas Network
is obliged to pay a break fee to Transco as a result of a failure by Gas
Network to satisfy the Blackwater Condition (d) referred to below; or

(b) 9,758,040 shares of £1 (HK$14) each of Gas Network (equal to 69.8%
of the entire issued share capital of Gas Network), in all other
circumstances.
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3.3

The reason for this is that if a break fee becomes payable by Gas Network
as a result of the Blackwater Condition (d) referred to below not being
satisfied, CKl agrees to pay the proportion of such fee which would otherwise
be attributable to the Foundation and United Utilities. Under the Alpha
Acquisition Agreement, these obligations of CKI in relation to Alpha will be
assumed by the Company from Alpha Completion — see section 2.2 above.

The Blackwater Consideration was arrived at following a competitive auction
process conducted by NGT, of which Transco is a wholly owned subsidiary,
and after arm’s length negotiations between CKI and Transco.

Condition precedents

Blackwater Completion is conditional upon the satisfaction or, where
permitted, waiver of the following conditions:

(a) completion of the Hive Down Agreement in accordance with its terms;

(b)  HSE having confirmed in writing its acceptance of the amended safety
cases of each of Transco and Blackwater in accordance with GS(M)R;

(c) the Authority having given its consent to the sale of the Blackwater
Shares to Gas Network under Blackwater's gas transporter licence;

(d) the approval of the transactions contemplated by the Blackwater
Acquisition Agreement by the CKI Shareholders or, if permitted under
the Listing Rules, obtaining a written consent or approval of the
transactions contemplated by the Blackwater Acquisition Agreement
by a CKI Shareholder or group of CKI Shareholders together holding
over 50% of CKlI’s issued share capital; and

{e) notification, if any, of the Blackwater Acquisition to the European
Commission under Council Regulation (EC) 139/2004 concerning
control of concentrations between undertakings being dealt with by
the Commission in accordance with the Blackwater Acquisition
Agreement.

None of the Blackwater Conditions referred to above may be waived save
with the express written agreement of both Transco and Gas Network. As at
the Latest Practicable Date, none of the Blackwater Conditions has been
satisfied.

If the Blackwater Acquisition Agreement is terminated as a result of Transco
failing to use all reasonable endeavours to procure the satisfaction of the
Blackwater Conditions (a), (b) and (c) referred to above, Transco will pay to
Gas Network a break fee of £13,980,000 (HK$195,720,000).
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Gas Network will be obliged to pay to Transco a break fee of £13,980,000
(HK$195,720,000) if:

(a) Gas Network fails to pay the Blackwater Consideration or procure the
repayment by Blackwater of the Intra-Group Indebtedness at Blackwater
Completion;

(b}  the Blackwater Acquisition Agreement is terminated as a result of Gas
Network failing to use all reasonable endeavours to procure the
satisfaction of the Blackwater Conditions (b), (¢}, (d) and (e) referred to
above;

(c) the Blackwater Condition (c) referred to above is not satisfied as a
result of Gas Network being the propcsed owner of the Network
Business or as a result of the proposed financing structure adopted
by Gas Network; or

(d)  the Blackwater Condition (d) referred to above is not satisfied.

If the break fee becomes payable by Gas Network as a result of the
Blackwater Condition (d) referred to above not being satisfied, CKl has
agreed to pay the proportion of such fee which would otherwise be
attributable to the Foundation and United Utilities.

If prior to Blackwater Completion, a fundamental adverse change under the
terms of the Blackwater Acquisition Agreement occurs which Transco fails
to remedy, Gas Network shall be entitled to terminate the Blackwater
Acquisition Agreement and no break fee will be payable by either Transco or
Gas Network in such circumstances.

Prior to Blackwater Completion, Transco may terminate the Blackwater
Acquisition Agreement if:

{a)  the Authority indicates that it will require Transco to place its retained
gas distribution business into separate legal entities;

{b)  the Authority decides that any income received by Transco in respect
of services to be provided to Blackwater is not permissible revenue
under the terms of Transco’s gas transporter licence;

(c) there is a change in applicable pensions legislation in the United
Kingdom which has the effect of reguiring an employer to make a
payment on ceasing to participate in an occupational pension scheme;

(d) there is a reasonable likelihood that Transco will be required to make
any payment on the cessation of the participation of the employees of
Blackwater in the Transco’s occupational pension scheme in respect
of the period prior to the hive down of the Network Business to
Blackwater; or
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{e) Transco’s occupational pension scheme is terminated between the
date of the hive down of the Network Business to Blackwater and
Blackwater Completion.

If Transco exercises its right to terminate the Blackwater Acguisition
Agreement on any of the bases referred to above, it shall pay to Gas Network
a break fee of £183,980,000 (HK$195,720,000).

3.4 Completion

Subject to the fulfilment of the Blackwater Conditions and to the termination
rights referred to in section 3.3 above not having been exercised, Blackwater
Completion shall take place on the first day of the month following service of
the first (in time) Option Exercise Notice to be served or at such other time
as Transco and Gas Network shall agree.

If the Blackwater Conditions are not satisfied or waived by 1 July 2005 (or
such later date as Transco and Gas Network, each acting reasonably, may
agree), or it is agreed between Transco and Gas Network (acting reasonably)
that a Blackwater Condition is incapable of being satisfied, the Blackwater
Acquisition Agreement shall automatically terminate and the Blackwater
Acquisition will not proceed.

The Blackwater Acquisition Agreement shall terminate if Blackwater
Completion has not taken place on or before 29 August 2005, unless such
failure to complete by such date is as a result of the parties being unable to
agree on the occurrence of a fundamental adverse change and an
independent expert subsequently determines that no fundamental adverse
change has occurred.

DETAILS OF THE 9.9% SALE

On 12 November 2004, after the execution of the Alpha Acquisition Agreement,
CKIl, Able Venture and the 8.89% Buyers entered into the 9.9% Sale Agreement
under which Able Venture agreed to sell, and the 9.9% Buyers agreed to purchase
between them, the 9.9% Sale Shares.

Upon completion of each of the Alpha Acquisition Agreement, the Blackwater
Acquisition Agreement, the 9.9% Sale Agreement and the Hive Down Agreement,
the Company, CKI and, the 9.9% Buyers between them, will own, directly or
indirectly (as the case may be), a 19.9%, 40% and 9.9% interest respectively in
Gas Network.

On or before Alpha Completion, the Company shall enter into the Restated Gas
Network Shareholders Agreement with Alpha, Able Venture, Goldia, CKI, the
Foundation, UUO, UUCS, the 9.9% Buyers and DeAM. The Restated Gas Network
Shareholders Agreement will set out the terms on which Alpha, Able Venture,
Goldia, UUO and the 9.8% Buyers will agree to subscribe for shares of Gas
Network. It also sets out the manner in which parties to that agreement will agree
to regulate the operation and management of Gas Netwaork and its subsidiaries
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and the relationship between Alpha, Able Venture, Goldia, UUO and the 9.9%
Buyers. In particular, the Restated Gas Network Shareholders Agreement contains
provisions governing, amongst other things, the composition of the board of
directors of Gas Netweork, the conduct of the board and meeting of shareholders
of Gas Network and a general prohibition in respect of transfers of shares in Gas
Network.,

To the best of the knowledge, information and belief of the Directors having made
all reasonable enquiries, the 9.9% Buyers, DeAM and their ultimate beneficial
owners are independent third parties unconnected with the Company and are not
connected persons of the Company.

The Alpha Acguisition and the 9.9% Sale are not conditional upon one another.
Accordingly, it is possible that either one or both of the Alpha Acquisition and the
9.9% Sale may not complete.

CORPORATE STRUCTURE AND OWNERSHIP CHART

The following are the shareholding structures of Gas Network and Blackwater
before the Alpha Acquisition, following completion of the Alpha Acquisition and
the Blackwater Acquisition, and following completion of the Alpha Acquisition, the
Blackwater Acquisition and the 9.9% Sale:

Before the Alpha Acquisition

NGT United Utilities ‘ Foundation —\ CKI ‘
100% 100% 100% 100% 100%
Transco . uuo l Goldia ‘ Able Venture i Alpha
) Blackwater T { q
Acquisition 15% 15.2% 49.9% 19.9%
Agreement . } } }
Network
Business Blackwater Gas Network

Network
Business
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Following completion of the Alpha Acquisition and the Blackwater

Acquisition

United Utilities

100%

uuo

15%

Foundation CKI
100% 100%
Goldia Able Venture
15.2% 49.9%

The Company

100%

Alpha

19.9%

Gas Network

100%
|

Blackwater

J

Network Business

Following completion of the Alpha Acquisition, the Blackwater Acquisition
and the 9.9% Sale

United Utilities Foundation CKI Challenger STC The Company
100% 100% 100% 100%
uuo Goldia Able Venture Alpha
15% 15.2% 40% 5.8% 41% 19.9%

Gas Network

|

100%
|

Blackwater

|

Network Business l
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REASONS AND BENEFITS

The principal activity of the Group is the generation of electricity and its transmission
and distribution to Hong Kong Island. The Company has, for some time, been
looking for opportunities to expand its activities outside Hong Kong. The Company
has been studying the British energy market for some time and the Alpha Acquisition
represents an opportunity for the Company to gain entry to this market for the
first time.

It is currently {and was at the time the Blackwater Acquisition Agreement was
entered into) CKl’s intention, prior to Blackwater Completion, to on-sell part of its
interest in Blackwater so that its interest in Blackwater will be less than 50%. CKI
and the Company have worked together on a number of joint venture projects in
the past and this previous experience of working together successfully made the
Company the most suitable purchaser of the Alpha Share. Following completion
of both the Alpha Acquisition and the Blackwater Acquisition, the Company will
hold an indirect 12.9% interest in Blackwater whilst CKI will retain an indirect
49.9% interest in Blackwater. Following completion of the Alpha Acquisition, the
Blackwater Acquisition and the 9.9% Sale, the Company will hold an indirect
19.9%, CKI an indirect 40% and the 9.9% Buyers an indirect 9.9%, interest in
Blackwater.

We believe that the Alpha Acquisition is in the interests of the Company and the
Shareholders as a whole, and that the terms of the Alpha Acquisition Agreement
are fair and reasonable so far as the Shareholders as a whole are concerned.

INFORMATION ON THE COMPANY

The Company is incorporated in Hong Kong with limited liability and its shares are
listed on the Stock Exchange. Its principal activity is the generation, transmission
and distribution to Hong Kong Island of electricity.

For the year ended 31 December 2003, the audited consolidated turnover, audited
consolidated profit before taxation, audited consolidated profit after taxation and
audited consolidated profit attributable to shareholders were approximately
HK$11,250,000,000, HK$7,635,000,000, HK$5,924,000,000 and
HK$6,057,000,000, respectively. The comparative figures for the year ended 31
December 2002 were approximately HK$11,605,000,000, HK$7,840,000,000,
HK$6,636,000,000 and HK$6,624,000,000, respectively.

For the six months ended 30 June 2004, the unaudited consolidated turnover,
unaudited consolidated profit before taxation, unaudited consolidated profit after
taxation and unaudited consolidated profit attributable to shareholders were
approximately HK$5,327,000,000, HK$3,335,000,000, HK$2,709,000,000 and
HK$2,228,000,000, respectively.

As at the date of this circular, the Company’'s Board comprises Mr. George C.
Magnus, Mr. Canning Fok Kin-ning, Mr. Tso Kai-sum, Mr. Andrew Hunter, Mr.
Kam Hing-lam, Mr. Francis Lee Lan-yee, Mr. Victor Li Tzar-kuoi and Mr. Frank J.
Sixt, being the executive directors, Mr. Ronald J. Arculli, Mrs. Susan M.F. Chow
and Mr. Ewan Yee Lup-yuen, being the non-executive directors, Mr. Holger Kluge,
Mr. Ralph Shea and Mr. Wong Chung-hin, being the independent non-executive
directors.
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INFORMATION ON CKi

CKI is a diversified infrastructure investment company with a focus in the
development, investment and operation of infrastructure businesses. Currently it
has investments in Hong Kong, Mainland China, Australia, the United Kingdom,
Canada and the Philippines. It holds approximately 38.87% of the issued share
capital of the Company.

CKl is also a subsidiary of HWL, which holds approximately 84.6% of the issued
share capital of CKI. HWL and its subsidiaries operate and invest in five core
businesses: ports and related services; telecommunications; property and hotels;
retail and manufacturing; and energy, infrastructure, finance and investments.

INFORMATION ON ALPHA, BLACKWATER AND THE NETWORK BUSINESS

Following Aipha Completion, the Company or its nominee will own the Alpha
Share, being the entire issued share capital of Alpha. Alpha is a newly formed
wholly-owned indirect subsidiary of CKI that owns 19.9% of the issued share
capital of Gas Network. Following Blackwater Completion, Blackwater will become
a wholly-owned subsidiary of Gas Network.

The assets included in the Network Business include:

(a) the pipeline infrastructure required to transport the gas from the national
gas transmission network in the United Kingdom to consumers’ premises
within the network’s region, comprising approximately 36,000 kilometres of
distribution gas mains;

(b) the property, warehouses and fleet utilised in the network’s operations;

{c) the contracts, intellectual property rights, policies and procedures and
licences necessary to operate the network; and

{d) a network management team with significant knowledge of the gas
transportation industry and extensive experience in running gas distribution
networks in the United Kingdom.

The region serviced by the Network Business extends south from the Scottish
border to South Yorkshire and has coastlines on both the east and west sides of
the region. The region contains a mixture of large cities (Newcastle, Middlesbrough,
Leeds and Bradford) and a significant rural area including North Yorkshire and
Cumbria, and has a total population of approximately 6.7 million.

The region benefits from Leeds’ growing position as an important regional financial
and commercial centre, the rapid expansion of development along the River Tyne,
and a number of large industrial consumers based along the North Sea coastline.

For the financial year ended 31 March 2004, the operating profit, before taxation
and interest (adjusted to accounting principles generally accepted in Hong Kong),
of the Network Business was £137,600,000 (HK$1,926,400,000). The
corresponding figure for the year ended 31 March 2003 was £104,800,000
(HK$1,467,200,000).

— 20 _




LETTER FROM THE BOARD

10.

11.

As at 31 March 2004, the regulated assets value of the Network Business was
£1,207,000,000 (HK$16,898,000,000).

NGT, of which Transco is a wholly owned subsidiary, whose shares are listed on
the London Stock Exchange and New York Stock Exchange, is an international
energy delivery business, whose principal activities are in the regulated electricity
and gas industries. In the United Kingdom, NGT cwns and operates the high-
voltage electricity transmission network in England and Wales, and the United
Kingdom's natural gas transportation system. To the best of the knowledge,
information and belief of the Directors having made all reasonable enquiries:

(@) Transco and NGT and their respective ultimate beneficial owners are third
parties independent of the Company and connected persons (as defined
under the Listing Rules) of the Company; and

(b)  Transco and NGT and their respective ultimate beneficial owners are not
connected persons (as defined under the Listing Rules) cf the Company.

Further details, including financial information, in respect of the Network Business
can be found in the CKI Circular.

FINANCIAL EFFECTS OF THE ALPHA ACQUISITION

Since the consideration for the Alpha Acquisition and Alpha’s pro rata share of
the consideration payable for the Blackwater Acquisition will be met from the
Company's internal cash resources and/or bank borrowing, the Directors are of
the opinion that there will be no effect on the Company’s net tangible asset value
per share, but there will be a slight increase in the gearing ratio of the Group after
completion of the acquisitions. After the Blackwater Acquisition, the earnings of
the Group will be enhanced upon receipt of dividends from Blackwater.

GENERAL

The Alpha Acquisition and the Ancillary Transactions constitute discloseable and
connected transactions for the Company under the Listing Rules and will be
subject to, inter alia, approval by the Independent Shareholders at the EGM.

Any connected person with a material interest in the Alpha Acquisition and the
Ancillary Transactions, and any other Shareholders and their respective associates
with a material interest in the Alpha Acquisition and the Ancillary Transactions,
shall abstain from voting in respect of the Resolution.

CKI holds approximately 38.87% of the entire issued share capital of the Company.
By virtue of this shareholding interest, CKl is a substantial shareholder (as defined
in the Listing Rules) of the Company and is accordingly regarded as a connected
person (as defined in the Listing Rules) of the Company. CKI and its associates
will abstain from voting in respect of the Resolution. To the best of the knowledge,
information and belief of the Directors, having made all reasonable enquiries, as at
the Latest Practicable Date, each of CKl and those associates is entitled to
exercise control over the voting rights in respect of its shares in the Company.
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The following Directors, namely, Mr. George C. Magnus, Mr. Fok Kin Ning, Canning,
Mr. Tso Kai Sum, Mrs. Chow Woo Mo Fong, Susan, Mr. Kam Hing Lam, Mr. Li
Tzar Kuoi, Victor and Mr. Frank J. Sixt, who are also directors of CKl, and their
associates will also abstain from voting in respect of the Resolution.

Since Mr. Wong Chung Hin and Mr. Holger Kluge, two of the three independent
non-executive Directors, are also independent non-executive directors of HWL of
which CKl is a subsidiary, they will not be appointed as members of the Independent
Board Committee.

As a result, ocnly Mr. Ralph R. Shea has been appointed as the sole member of
the Independent Board Committee to advise the Independent Shareholders in
respect of the Resolution.

RECOMMENDATION

We believe that the Alpha Acquisition and the Ancillary Transactions are in the
interests of the Company and the Shareholders as a whole, and that the terms of
the Alpha Acquisition Agreement and the Ancillary Transactions are fair and
reasonable so far as the Shareholders as a whole are concerned.

Accordingly, we recommend the Shareholders to vote in favour of the Resolution,
which will be proposed as an ordinary resolution at the EGM.

The Independent Board Committee is required under the Listing Rules to advise
the Independent Shareholders in relation to the Alpha Acquisition and the Ancillary
Transactions. CLSA has been appointed as the Independent Financial Adviser to
the Independent Beard Committee and the Independent Shareholders in this regard.
Accordingly, your attention is drawn to the letter from the Independent Board
Committee set out on page 26 of this circular, which contains its recommendation
to the Independent Shareholders, and the text of a letter of advice from CLSA set
out on pages 27 to 39 of this circular, which contains its advice to the Independent
Board Committee and the Independent Shareholders.

The Independent Board Committee, after taking into account the advice of CLSA,
is of the opinion that the Alpha Acquisition and the Ancillary Transactions are in
the interests of the Company and the Independent Shareholders as a whole, and
the terms of the Alpha Acquisition Agreement are fair and reasonable so far as the
Independent Shareholders as a whole are concerned. Accordingly, the Independent
Board Committee recommends the Independent Shareholders to vote in favour of
the Resolution to be proposed at the EGM.

EXTRAORDINARY GENERAL MEETING

Set out on pages 48 to 49 is a notice convening the EGM to be held at
11:30 a.m. on 14 December 2004 (Tuesday) at the Ballroom, 1st Floor, Harbour
Plaza Hong Kong, 20 Tak Fung Street, Hung Hom, Kowloon, Hong Kong for the
purpose of considering and, if thought fit, passing the Resolution as an ordinary
resolution.
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A form of proxy for use at the EGM is enclosed. Whether or not you are able to
attend the EGM or any adjourned meeting, you are requested to complete the
enclosed form of proxy in accordance with the instructions printed thereon and
return it to the registered office of the Company, 44 Kennedy Road, Hong Kong
as soon as practicable and in any event not less than 48 hours before the time
appointed for holding the EGM or any adjournment thereof. Completion and return
of the enclosed form of proxy will not preclude you from attending and voting in
person at the EGM or at any adjourned meeting should you so wish.

FURTHER INFORMATION

Your attention is drawn to the additional information set out in the appendix to
this circular.

By Order of the Board
Hongkong Electric Holdings Limited
George C. Magnus
Chairman
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LETTER FROM THE INDEPENDENT BOARD COMMITTEE
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Hongkong Electric Holdings Ltd.

{Incorporated in Hong Kong with limited liability)
{Stock Code: 006)

Independent Board Committee: Registered Office:
Mr. Ralph Raymond SHEA 44 Kennedy Road
Hong Kong

26 November 2004
To the Independent Shareholder(s)
Dear Sir or Madam,
DISCLOSEABLE AND CONNECTED TRANSACTIONS
ACQUISITION OF ALPHA CENTRAL PROFITS LIMITED

| refer to the circular of which this letter forms part. Terms defined in the circular shall
have the same meanings when used herein unless the context otherwise requires.

The Independent Board Committee has been formed to advise the Independent
Shareholders as to whether, in its opinion, the Aipha Acquisition and the Ancillary
Transactions are in the interests of the Company and the Independent Shareholders as
a whole, and the terms of the Alpha Acquisition Agreement and the Ancillary Transactions
are fair and reasonable so far as the Independent Shareholders as a whole are concerned.
CLSA has been appointed as the Independent Financial Adviser to the Independent
Board Committee and the Independent Shareholders.

| wish to draw your attention to the letter from the Board, as set out on pages 8 to 25 of
this circular and the text of a letter of advice from CLSA, as set out on pages 27 to 39
of this circular, both of which provide details of the Alpha Acquisition and the Alpha
Acquisition Agreement and the Ancillary Transactions.

Having considered the Alpha Acquisition and the Ancillary Transactions, the Alpha
Acquisition Agreement, the Gas Network Shareholders Agreement, the Restated Gas
Network Shareholders Agreement, the advice of CLSA and the relevant information
contained in the tetter from the Board, | am of the opinion that the Alpha Acquisition
and the Ancillary Transactions are in the interests of the Company and the Independent
Shareholders as a whole, and the terms of the Alpha Acquisition Agreement, the Gas
Network Shareholders Agreement and the Restated Gas Network Shareholders
Agreement are fair and reasonable so far as the Independent Shareholders as a whole
are concerned.

Accordingly, | recommend the Independent Shareholders to vote in favour of the
Resolution, which will be proposed as an ordinary resolution at the EGM.

Yours faithfully,
The Independent Board Committee
of Hongkong Eiectric Holdings Limited
Ralph Raymond SHEA
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LETTER FROM CLSA

The following is the text of the letter from CLSA, the Independent Financial Adviser to
the Independent Board Committee and the Independent Shareholders, in relation to the
Alpha Acquisition pursuant to the Alpha Acquisition Agreement, the Ancillary Transactions,
the Gas Network Shareholders Agreement and the Restated Gas Network Shareholders
Agreement, which has been prepared for th