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Gentlemen

1. INTRODUCTION

This Report has been prepared by Ernst & Young as an approved company auditor, for inclusion in the
Prospectus of PLUS Expressways Berhad (“PLUS Expressways” or “The Company”) to be dated 10
June 2002 in connection with the proposed listing and quotation (“Flotation Scheme”) of the entire
issued and paid up ordinary share capital of PLUS Expressways on the Main Board of the Kuala
Lumpur Stock Exchange.

PLUS Expressways was incorporated on 29 January 2002 and identified as the listing vehicle for
Projek Lebuhraya Utara-Selatan Berhad (“PLUS”). The completion on 31 May 2002 of PLUS’ Debt
Restructuring has resulted in a business combination between PLUS Expressways and PLUS through
an exchange of shares. As the combination meets the relevant criteria set out in Malaysian Accounting
Standards Board (MASB) Standard 21 “Business Combinations”, the consolidated financial statements
of PLUS Expressways Group thereafter will account for and present the combination by using the
merger method. The merger method will be applied with retrospective effects such that comparative
consolidated financial statements of PLUS Expressways Group in respect of all relevant prior financial
periods will also be presented in a manner depicting the combination of these entities as if they had
been in combination for the entire period.

The latest audited financial statements presented in this Report are based on the audited financial
statements for the three month period ended 31 March 2002. Therefore, the consolidated income
statements and balance sheets of PLUS Expressways Group to 31 March 2002 together with relevant
notes thereon have been presented on a proforma basis in such manner as to depict the merger between
PLUS and PLUS Expressways (as described above) assuming it was completed on 31 March 2002.
The proforma consolidated income statements and balance sheets of PLUS Expressways Group in
respect of the prior periods have been presented in a manner that accounts for the combination with
retrospective effects. '

The historical financial information to 31 March 2002 included in this Report does not incorporate any
effects of the Debt Restructuring. However, its completion has had significant effects on the financial
position of PLUS and accordingly the PLUS Expressways Group and on their debt and equity
structures. Details of the Debt Restructuring and Flotation Scheme are more fully described in Section
9 of this Prospectus — Debt Restructuring and Flotation Scheme.

A Member of Ernst & Young Global
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GENERAL INFORMATION
Incorporation of PLUS Expressways Berhad (“PLUS Expressways” or “The Company”)

PLUS Expressways was incorporated in Malaysia on 29 January 2002, as a public limited company
under the Companies Act, 1965 with an authorised share capital of RM100,000 comprising 400,000
ordinary shares of RM0.25 each and an issued and paid up capital of RM0.50 comprising 2 ordinary
shares of RM0.25 each. Upon compietion of PLUS’ Debt Restructuring, PLUS Expressways has
become the holding company of PLUS. Besides being the holding company of PLUS, PLUS
Expressways does not carry on any other activities.

Incorporation of Projek Lebuhraya Utara-Selatan Berhad (“PLUS”)

PLUS was incorporated in Malaysia on 27 June 1986, as a public limited company under the
Companies Act, 1965, in the name of Highway Concessionaires Berhad. It changed its name to Projek
Lebuhraya Utara-Selatan Berhad on 13 May 1988.

Information on the changes in share capital of PLUS is presented in Section 2.5 of this Report.

The Concession

On 18 March 1988, the Government of Malaysia (“Government”) entered into a Concession
Agreement with United Engineers (Malaysia) Berhad (“UEM”) in connection with the North-South
Expressway, the New Klang Valley Expressway, and the Federal Highway Route 2 projects. On 20
July 1988, UEM and PLUS entered into a Novation Agreement with the Government whereby, with
the approval of the Government, UEM assigned its rights and transferred its liabilities and obligations
under the Concession Agreement to PLUS.

Under the terms of the Concession, PLUS completed in 1994 the construction of 462.2 kilometres of
the North-South Expressway, 35 kilometres of the New Klang Valley Expressway, and undertook
improvements to 16 kilometres of the Federal Highway Route 2 between Subang and Klang, in the
state of Selangor Darul Ehsan, Malaysia. As required by the terms of the Concession, PLUS financed
the construction of these works.

In accordance with the terms of the Concession, PLUS designs, constructs, finances, operates and
maintains the tolled Expressways and provides related facilities. The initial concession period granted
under the Concession Agreement was 30 years, which was to expire on 31 May 2018. On 8 July 1999,
PLUS entered into a Supplemental Concession Agreement with the Government for a revision in toll
rate structures and an extension of the concession period from 31 May 2018 to 31 May 2030,
Additionally, toll revenue sharing arrangements were established between the parties.
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The Concession (Cont’d.)

Pursuant to the Supplemental Concession Agreement, PLUS was entitled to increase the toll rate for
Class 1 Vehicles from 11.24 sen/ km to 15.01 sen/ km with effect from 1 January 2002 for a period up
to 31 December 2005, and thereafter to effect periodic increases subject to a maximum toll rate of
30.02 sen/ km for Class 1 Vehicles from 2016 up to the expiry of the Concession Period. Under the
terms of the Supplemental Concession Agreement, if the Government imposes Toll for any class of
vehicle for a Concession Year which is lower than the Agreed Toll Rate for that class of vehicle for
that Concession Year, the Government shall compensate PLUS in respect of each such relevant
Concession Year for the difference between the Agreed Toll Rate and the imposed actual toll rate
applicable for Class 1 vehicles, an amount to be determined by multiplying the traffic volume
expressed in pcu/ kilometre.

On 11 May 2002, PLUS entered into a Second Supplemental Concession Agreement with the
Government whereby toll rate structures were revised for the remaining period of the Concession
Agreement and toll compensation and set-off arrangements were established between the parties. The
new toll rate structures are as follows: -

i) increase of Class 1 toll rate by 10% from 11.24 sen/ km to 12.36 sen/ km, which will be in force
from 1 January 2002 until 31 December 2004; and

(1)  scheduled increases of Class 1 toll rate by 10% every 3 years thereafter. Toll rates for other
classes of vehicles are determined based on pre-set factors by reference to rates applicable to
Class 1 vehicles.

Details of the compensation and set-off arrangement and other relevant matters in relation to PLUS
agreeing to the lower toll structures are set out in Note 2.4 of this Report.

Significant Events - Toll Rate Structure, Compensation and Related Matters
(a) Revised Toll Rate Structure

In consideration of PLUS agreeing to the toll rate structures as referred to in Note 2.3 above,
the Government has agreed to the following: -

(i) to address the manner in which the Government discharges its liability in respect of the
amount of compensation due that would arise in each of the remaining Concession
Years (the “Agreed Compensation™) as the new toll rates with effect from 1 January
2002 are and will be lower than the toll rates contemplated in the Supplemental
Concession Agreement. This has been done through the Second Supplemental
Concession Agreement referred to in Note 2.3 above and in the manner described in (c)
below, “Toll Compensation Arrangements’;

(ii) to waive PLUS’ obligation to pay the interest accrued to 1 January 2002 amounting to
RM1,729.22 million on the Government Support Loan; and

(iii) to waive PLLUS’ obligation to pay interest on the remaining principal amount of RM750
million on the Government Support Loan, after (ii}) above.

PLUS has entered into a Third Supplemental Support Loan Agreement with the Government

on 23 May 2002 in respect of being waived from the payment of interest on the Government
Support Loan, as described in (ii) and (iii) above.
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24 Significant Events - Toll Rate Structure, Compensation and Related Matters (Cont’d.)

(b)

(©)

Tax Exempt Status

Additionally, and in conjunction with the Flotation Scheme, referred to Section 9 of this
Prospectus - Debt Restructuring and Flotation Scheme, the Government has agreed in writing
to grant PLUS tax exempt status for the period of five consecutive years from 2002 to 2006.
The exemption is to apply to PLUS” *Adjusted Income’ from all sources. PLUS expects to
receive in due course, the Ministerial Order to formalise the exemption. In the meanwhile,
PLUS has sought and received legal advice that the Government’s agreement to grant tax
exempt status is legal, valid, binding and enforceable, and pending the required Ministerial
Order, PLUS would have a legal and valid defence against any income tax that may be
assessed upon it for income in respect of the tax exempt period.

Toll Compensation Arrangements

Under the compensation arrangements pursuant to the Second Supplemental Concession
Agreement, the Agreed Compensation shall be adjusted for the following: -

(1) deduction for the notional tax on dividends that PLUS will declare and pay (if any) from
the tax exempt profits earned during the five year tax exempt from 2002 to 2006
referred 1o in (b) above;

(i1) deduction for all interest payable to the Government on the Government Support Loan,
had the Government not waived PLUS from its obligation to pay such interest;

(iii) set-off of PLUS’ income tax liabilities against such compensation due to PLUS after the
deductions referred to in (i) and (ii); and

(iv) set-off of any Toll Sharing Amount due to the Government against the resultant from
(iii) above.

The toll compensation amount to be recognised as revenue in the income statement for any
given period represents the Agreed Compensation net of (i) and (ii) above. However, the
recognition of toll compensation as revenue in this manner is only to the extent it can be set-
off against income tax and Toli Sharing liabilities.

Under the Second Supplemental Concession Agreement, in any Concession Year after the tax
exempt period, if there is any tax amount owing by PLUS to the Government after taking into
consideration the adjustments referred to in (i), (ii) and (iii) above, PLUS shall pay such tax
amount owed by it to the Government in cash on the due date.

The Second Supplemental Concession Agreement provides that the payment of such tax
amount shall not include any toll sharing to be paid to the Government (if applicable), which
shall continue to be carried forward for utilization against future toll compensation amounts.
However, upon expiry of the Concession Period, any amounts of tax payable and toll sharing
amounts which have not been utilized under the compensation arrangements referred to above
are to be paid by PLUS to the Government. However, if there are any amounts due from the
Government upon expiry of the Concession Period, such amounts are to be unconditionally
waived by PLUS.

In the event that the Government imposes a toll rate which is lower than the Agreed Toll Rate
referred in Note 2.3 for any Concession Year, the Second Supplemental Concession
Agreement provides that the amount of further compensation arising will be paid in full.
Notwithstanding such further compensation, the other toll compensation arrangement pursuant
to the Second Supplemental Concession Agreement will remain in effect.
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2.5 Share Capital (Cont’d.)
Details of the changes in the authorised share capital of PLUS since incorporation are as follows: -

i) Ordinary Shares of RM1.00 each

Date of creation No. of shares Cumulative total
RM

27 June 1986 25,000 25,000

25 February 1987 49,975 ,000% 50,000,000
14 November 1991 600,000,000 650,000,000
21 May 1993 400,000,000 1,050,000,000

21 May 2002 990,000,000 2,040,000,000

*{nclusive of 1 Special Share of RM1.00 (See below)

ir) 0.0001% Non-Cumaulative Convertible Preference Shares (“NCCPS”) of RM1.00 each

Date of creation No. of shares Cumulative total
RM
450,000,000 450,000,000

25 February 1987

i) Redeemable Convertible Cumulative Preference Shares (“RCCPS”) of RM0.10 each

Tranche Date of creation No. of shares Cumulative total
RM

A 21 May 1993 50,000,000
B 21 May 1993 50,000,000 10,000,000
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2.5 Share Capital (Cont’d.)

Details of the changes in the issued and paid up capital of PLUS since incorporation are as follows: -

i) Ordinary shares of RM1.00 each

Date of allotment

27 June 1986

25 May 1988

10 October 1988
10 November 1988
29 August 1992

12 December 1992
1 July 1993

31 May 2002

31 May 2002

31 May 2002

*Special Share of RM1.00

No. of shares

allotted

2

25,000,000
24,999,997
1*
200,000,000
200,000,000
200,000,000
316,250,000

214,031,403

368,552,941

Consideration

Subscribers’
shares

Other than Cash

Other than Cash

Other than Cash

Cash

Cash

Cash

Cash

Conversion of Debt

Conversion of
NCCPS

Cumulative total

RM

2
25,000,002
49,999,999
50,000,000
250,000,000
450,000,000
650,000,000
966,250,000

1,180,281,403

1,548,834,344

*  The Special Share was issued subject to terms that it would be held only by UEM or any
wholly owned subsidiary of UEM. The Special Share carried a special right, as
previously provided by the PLUS’ Articles of Association, to the effect that no resolution
put to vote at any General Meeting, whether on a show of hands or on a poll, would be
carried unless the special shareholder either voted in favour of that resolution or abstained

from casting its vote on that resolution; and

*  Under the Articles and Association, directors nominated by UEM had the majority votes
in the proceedings of the Board, and UEM being the Special Shareholder, was entitled
under the Articles of Association, to appoint up to five Directors or up to that number of
Directors nearest to, but in excess of, half the maximum number of Directors.

The rights attaching to the Special Share referred to above were extinguished upon the Debt
Restructuring of PLUS and in conjunction with the Flotation Scheme as deseribed in Section 9
of this Prospectus — Debt Restructuring and Flotation Scheme.
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2.5 Share Capital (Cont’d.)
i) 0.0001% NCCPS of RM1.00 each

Details of the allotments since incorporation are as follows: -

Year of allotment No. of shares allotted Cumulative total
RM

1989 6,385,932 6,385,932
1990 36,993,473 43,379,405
1991 80,105,192 123,484,597
1992 128,336,830 251,821,427
1993 77,040,814 328,862,241
1994 13,775,479 342,637,720
1995 3,607,273 346,244,993
1996 21,806,633 368,051,626
1997 501,315 368,552,941

*31 May 2002 *368,552,941 -

* Conversion to ordinary shares of RM1 each

These preference shares which were originally issued pursuant 1o Subscription and Option
Agreements between PLUS, UEM and certain construction contractors severally, as part-
settlement of amounts payable on construction contracts were entirely transferred to UEM.
The holders of the NCCPS had the option to convert each NCCPS of RM1.00 to 1 fully paid
ordinary share of RM1.04}, as follows: -

= Upon the flotation of the PLUS’ shares on the Kuala Lumpur Stock Exchange;

= 60 days after the appointment of a substituted entity to operate the Concession during
the Concession Period; or

= 60 days after the termination date, should the Concession be terminated either by the
Government, PLUS or upon the expiry of the Concession Agreement.

The holders of the NCCPS had also had the option to similarly convert the NCCPS to fully
paid ordinary shares during a period commencing 120 days after the issue of the final
certificate for the Construction Works for all sections, and ending 90 days thereafter.
However, none of the options were exercised.

The NCCPS ranked in priority to the Ordinary Shares in respect of payment: -

(i) of any dividend; and
(ii) on a winding up or other return of capital.

The NCCPS were subsequently converted to ordinary shares in conjunction with the Debt
Restructuring, as referred to in Section 9 of this Prospectus - Debt Restructuring and Flotation
Scheme.
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Share Capital (Cont’d.)
(i)  RCCPS of RM0.10 each

The RCCPS of RMO0.10 each issued in 1993 at an issue price of RM10.00 for cash comprised
two tranches, 'A' and 'B' shares. The RCCPS were to mature in 2005 and would have been
redeemable on that date at RM34.29 and RM32.72 for each Tranche A and Tranche B share
respectively.  The premium arising upon the issue of the RCCPS, amounting to
RM990,000,000, had been taken to the Share Premium account.

Pursuant to a previous debt restructuring undertaken by PLUS in 1999, the RCCPS were
redeemed as follows: -

= 45 million 'A' RCCPS redeemed for a consideration satisfied by the issue of Redeemable
Secured Bonds (“PLUS Bonds”) of RM1,072.80 million (in present day value on the
issue date of the PLUS Bonds); and

* 5 million 'A' RCCPS and 50 million 'B' RCCPS redeemed for respective considerations
of RM132.50 million and RM1,256.50 million satisfied by the issue of Redeemable
Convertible Secured Bonds (“RCBs”) in the aggregate of RM1,389.00 million (in
present day value on the issue date of the RCBs).

The premium upon redemption of 'A' and 'B' RCCPS was met from the Share Premium
account, and an amount of RM1,461,800,000 from the Revenue Reserves of PLUS. A further
RM10,000,000 being the aggregate nominal amount of RCCPS redeemed, was transferred
from Revenue Reserves to the Capital Redemption Reserve account upon the redemption (see
Section 5.28 of this Report).

Investment in Renong Debt Management Sdn. Bhd.

In 1999, PLUS acquired 1 Special Share in Renong Debt Management Sdn. Bhd. (“RDMSB”) for a
consideration of RM1.00.

According to the Articles of Association of RDMSB, the one Special Share was to be issued to and
held only by PLUS. The Special Share confers upon PLUS the ability to control the composition of
the Board of Directors of RDMSB. The Articles also specify that no resolution put to vote at any
general meeting of RDMSB, whether on a show of hands or on a poll, shall be carried unless the
special shareholder either votes in favour of that resolution or abstains from casting its vote on that
resolution.

As PLUS had the ability to control the composition of the Board of Directors of RDMSB through the
one Special Ordinary Share, RDMSB was considered a subsidiary of PLUS. However, by virtue of the
exemption provided in Section 5(9) of the Ninth Schedule of the Malaysian Companies Act, 1965,
PLUS need not prepare consolidated financial statements to include the financial statements of
RDMSB.

In conjunction with the Debt Restructuring, the Special Share was transferred to UEM in conjunction
with the disposal of the Renong SPV Bonds by PLUS (refer Section 5.15 of this Report).
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3. FINANCIAL STATEMENTS AND AUDITORS

The financial statements included in this Report, which are the responsibility of the Directors of
PLUS, have been prepared in accordance with applicable approved accounting standards in Malaysia.

We have acted as auditors of PLUS for the entire period under review and the financial statements
have been reported on by us without any qualification. In forming our opinion on the financials
statements of PLUS for the three month period ended 31March 2002, we have considered the
adequacy of the disclosures set out in Section 5, Notes 5.1(a), 5.1(b) and 5.1(i), and Section 6,
concerning:

(i) the Directors having considered legal, valid, binding and enforceable the Government’s
agreement on PLUS’ tax-exempt status pending the required Ministerial Order, that PLUS
would have a legal and valid defence against any income tax that may assessed upon it for
income in respect of the tax-exempt period; and

(i1)  the changes in accounting policies of PLUS and the presentation of these financial statements
on a restated basis incorporating these changes.

In view of their significance, we believe these disclosures should be brought to your attention. Qur
opinion is not qualified in these respects.

We are the first auditors of PLUS Expressways. The first financial statements which are prepared in
respect of PLUS Expressways were as of 31 March 2002. These financial statements which are the
responsibility of the Directors of PLUS Expressways, were prepared in accordance with applicable
approved accounting standards in Malaysia, and have been reported on by us without qualification.
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4. FINANCIAL STATEMENTS

PLUS Expressways was incorporated on 29 January 2002. On a proforma basis, the consolidated
income statements and balance sheets of PLUS Expressways Group for the years ended 31 December
1997 to 31 December 2001 and for the three month periods ended 31 March 2001 and 31 March 2002
have been presented in this Report in a manner depicting the merger between PLUS and PLUS
Expressways (as described in Section 1 of this Report and in Section 9 of this Prospectus — Debt
Restructuring and Flotation Scheme) as having been completed on 31 March 2002 with retrospective
effects. The proforma consolidated income statements and balance sheets of PLUS Expressways are
primarily in respect of PLUS and are presented together with notes thereon in Sections 4.1 to 4.3 of
this Report. In Sections 4.4 to 6.2 of this Report are presented the detailed financial statements of
PLUS.

PLUS has adopted the requirements of MASB Standard 27, “Borrowing Costs” with effect from the
financial year 2002 with the first financial statements incorporating the new Standard drawn up to 31
March 2002. The most significant impact of this adoption is the write-off of “post-construction
interest”. Post-construction interest refers to interest charges incurred after completion of construction
of the Expressways on the borrowing facilities obtained for their construction. Such post-construction
interest had previously been capitalised in an “Interest Equalisation” Account, and amortised to the
Income Statement in each period by the ‘unit of production’ method. MASB 27 disallows such
capitalisation and amortisation. The write-off of unamortised Interest Equalisation, and as a
consequence, adjustments to Deferred Taxation, have been effected as a change in accounting policy
with retrospective effects, and has resulted in the restatement of PLUS” historical financial statements.

In addition, PLUS has changed its accounting policy on Deferred Income to reflect more appropriately
the measurement and recognition of the economic benefits to be derived from the three components
previously classified as Deferred Income which were license fees, advances from third parties and
reimbursements from the Government for Additional Works. This change has been in response to the
MASB’s proposed framework of accounting, and has been effected as a change in accounting policy
with retrospective effects incorporating restatement of PLUS’ historical financial statements.

The financial statements presented in Sections 4.4 to 6.2 of this Report are the audited restated
financial statements of PLUS incorporating the effects of the changes in accounting policies mentioned
above. However, as the changes in accounting policies referred to above have had no cash flow
effects, the reported cash flows of PLUS as included in its past audited financial statements have not
been restated other than for consequential changes in respect of the reconciling items, and presentation
changes.

Section 6 of this Report provides reconciliations on significant items between the historical and
restated financial statements of PLUS, arising from the effects of the changes in accounting policies.
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4.3 Basis of Preparation of Financial Information on the Proforma PLUS Expressways Group

The financial information presented in Notes 4.1 and 4.2 of this Report represents the consolidated
income statements and balance sheets of PLUS Expressways Group prepared on a proforma basis,
using similar accounting policies adopted by PLUS, as set out in Section 5 of this Report, to account
for the business combination between PLUS and PLUS Expressways on 31 March 2002, using the
merger method. The proforma consolidated income statements and consolidated balance sheets of the
PLUS Expressways Group have been prepared using the merger method as the combination meets the
relevant criteria set out in Malaysian Accounting Standards Board (MASB) Standard 21 “Business
Combinations”, thus depicting the combination of these entities as if they had been in combination for
the entire period.

The following key matters have been accounted for and dealt with in arriving at the proforma PLUS
Expressways Group consolidated income statements and consolidated balance sheets for the purposes
of this Report: -

(a) PLUS Expressways acquisition of the entire issued and paid up capital of PLUS as at 31 March
2002 of RM1,018.6 million, and in exchange issuing 4,999.99 million shares of RM0.25 each in
PLUS Expressways; and

(b) Upon consolidation, on a proforma basis, the merger has resulted in inter alia, capital and
merger reserves arising in each respective period presented, taking into account actual
movements in reserves of PLUS during the respective periods.

As referred to in Section 1 of this Report, PLUS Expressways is a newly incorporated company with
no historical financial information. Other than the matters accounted for and dealt with as described in
(a) and (b) above, upon consolidation, the components of the consolidated income statements and
balance sheets of the PLUS Expressways Group is in respect of PLUS. Accordingly, Notes 4.1 to 4.3
in respect of the financial information on the proforma PLUS Expressways Group should be read in
conjunction with the financial statements of PLUS presented in Notes 4.4 to 4.6 and Sections 5 and 6
of this Report. Relevant notes pertaining to the proforma PLUS Expressways Group is set out in Notes
43.1t04.3.4.
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