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1 Introduction

11

1.2

Octopus - Making everyday life easier

Octopus is an electronic payment system using #&ctless smart card known as
“Octopus$ which includes Octopus cards and produ€istopuscan be used to make
payments on public transport and at a wide rangeetaiilers and facilities. Users
simply hold theirOctopusover a reader, and the correct amount will be ciedh
from their Octopusautomatically without the hassle of cash. For soesidential
and commercial building€)ctopusis also used as access control.

The birth and growth of an innovative idea

Hong Kong is one of the world's most dynamic conuiarand financial centres. It
also boasts one of the world's best public trarispgstems. Every day, over 11
million passenger journeys are made throughoutitiyeon a wide variety of public
transport modes. The Hong Kong public transporivagt was already highly
regarded in the international arena in the 1996d, & a further enhancement the
transport operators intended to introduce a nemprehensive ticketing system.

The MTR Corporation Limited (MTR) had been opergtia fully automatic fare
collection system since its inception in 1979. Taed media of the system was
principally recirculated magnetic plastic cards cdu$er single journey and stored
value tickets, operating in an entry/exit contrdl{er closed) environment.

In 1993, the MTR took the lead in reviewing itsefacollection technology and
devising a future development strategy for the miedade. Contactless smart card
technology was subsequently recognised as the appsopriate platform for future
systems.

In 1994, five major public transport operators, ehmthe MTR, KCRC, KMB,
Citybus and the Hongkong and Yaumati Ferry (HYtablished a joint venture,
Creative Star Limited (renamed as Octopus Cardstédnn 2002), to oversee the
contactless smart card system's development arldnmeptation.

After three years of system development and trisils,Octopus smart card system
was finally launched in September 1997, allowingnomters to travel across
multiple public transport modes using one singlelcand eliminating the hassle of
finding exact change for individual journeys.
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The system is innovative in its application of teclogy in a commercial
environment:

= Co-operation within competition
Developed, managed and owned by five transportabger which, despite
competing for passengers, have all worked togethtre interests of the public
to ensure a seamless payment system.

= A gglobal leader
The world’s pioneering and most extensive contastimart card system.

= Multi-application
Designed to accommodate multiple service provitters both the transport and
non-transport sectors, allowing multi-applicatioevelopments to provide even
greater convenience to the public.

Realising the card’s vast commercial potential,dpas applied for and obtained
Deposit-taking Company authorisation from the H&wmng Monetary Authority in
April 2000 to expand its use to a wider base ofedént applications, especially in
the retail sector.

In January 2001, a new agreement was signed anmamgh®lders and the shares of
HYF were transferred to New World First Bus Sersit¢emited and New World
First Ferry Services Limited.

In October 2005, Octopus Holdings Limited was ipowated to cover wholly-
owned Octopus Cards Limited and subsidiaries resptanfor the non-payment
business of Octopus, including Octopus Rewardsteuni

Octopus services are now available for virtuallyHdng Kong's public transport
modes. Octopus applications also encompass cas,ppakking meters, fast food
outlets, bakeries and cake shops, conveniencesstaupermarkets, household and
personal care stores, boutiques, photo finishingaes, telecommunications shops,
vending machines, self-service kiosks, photocopieneto booths, cinemas, school
campuses and recreational facilities, as well azs®c control for residential and
commercial premises.

The Octopus Rewards programme, launched in Nove2Q5, allows customers to
earn and redeem Reward$ with their regist@®etbpusregardless of their payment
means. With this common platform, participating of@nts can offer tailor-made
discounts or special offers to their customers authhaving to introduce any new
rewards system. There are over 2.6 million reggst@ctopusunder the programme,
and members can enjoy the benefits at around 7068t®wf some 20 participating
merchants.

Leveraging the success of Octopus in Hong Kongofat China Investments

Limited and Octopus International Projects Limiteave been established to tap into
business opportunities that can utilise Octopugeettse in smart card systems in
mainland China and other countries.
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Octopus began exporting its unique technology aqukrence to The Netherlands
and Dubai in 2003 and 2007 respectively. The Duydohlic transport e-ticketing

system, developed and supported by Octopus, waschad in Rotterdam and

Amsterdam in 2009, and is being rolled out on aonat scale. The Dubai

contactless smart card payment system for multjpblic transport services

developed by Octopus was successfully launche®@9.20ctopus also announced
in 2009 its participation in the development of evnpublic transport e-ticketing

system in Auckland, New Zealand. Its base functipnes expected to be launched
in 2012.

With the support of the authorities in Hong Kongl @&henzhen, Octopus made its
debut in Shenzhen in 2006. Currengtopusis accepted at over 50 retail outlets in
Shenzhen, including outlets of Café de Coral, Faidvand Shenzhen Dutyfree
Group at all Shenzhen ports.

In 2010, Octopus established a joint venture witgitBl China Software Limited to
develop application solutions and operational sewifor smart cards in mainland
China. In April 2011, the joint venture signed mtdgic cooperation agreement with
Wuhan City Smart Card Co Ltd to participate inoperations and development.

Company profile
Octopus Cards Limited is wholly owned by Octopusldias Limited whose
shareholders are the major transport operators oangHKong. Octopus Cards

Limited is the operator of the Octopus system arttie issuer oDctopus

The shareholding structure of Octopus Holdings Lechis as follows:

Company Shares
MTR Corporation Limited 57.4%
Kowloon-Canton Railway Corporation 22.1%
KMB Public Bus Services Holdings Limited 12.4%
Citybus Limited 5.0%
New World First Bus Services Limited 3.1%

Mission

Making everyday life easier by applying innovatideas through secure and robust
technology.
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2 Types, features and technology dDctopus

2.1

2.2

E e J
Types ofOctopus '_'_E%" 4

There are three types oDctopus On-Loan Octopus(Child, Adult, Elder,
Personalisedsold OctopusindBank Issued Octopus

An On-Loan Octopuss anOctopusthe company lends to a customer who needs to
pay a refundable deposit that covers the card asdcated costs as well as the
negative value provision. /ASold Octopusis a specially designe@®ctopus the
company sells to a customer. It holds no deposBaAk Issued Octopus a card or
product with Octopus function issued by an autlatibank or financial services
company.

Features of Octopus

= Convenient and fast
Eliminates the need to carry cash or exact farashEansaction is carried out in
as little as 0.3 seconds.

= Secure and reliable
High reliability and accuracy with comprehensiveasw#es in place to safeguard
the integrity and security of the system.

= Efficient and accurate
Simplifies day-end cash counting activities, redgchuman counting errors as
well as time required for bank reconciliations.

= Cost saving
Lowers cash handling cost.

= Contactless
Convenience of operation, without withdrawi@gtopusfrom wallets/purses.

= Multi-usage with one single card/product
A wide range of applications, including public tsport, parking, retail, self-
service, leisure facilities, schools and acces$robn

= Easy reloading
An Octopuscan be reloaded at thousands of convenient logtiand the
OctopusAutomatic Add Value Service links the holde@xtopuswith credit
card/bank accounts.

= Discounts/Loyalty programmes

Holders usingOctopusfor payments can enjoy the discounts/loyalty prognes
provided by a number of service providers.
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2.3 Octopus technology

The Octopus system represents a major breakthrangbmart card payment
technology. Since its launch, Octopus has undergoaey enhancements, with a
major achievement of integrating the Octopus ChgpriHouse System with the
systems of a wide variety of organisations and hearts offering Octopus.

The Octopus card, manufactured by Sony, has aibui@@ chip and communicates
with different fare processors through the usenoDatopus reader/writer.

The reader/writer is a device comprised of a cdletrdboard and an antenna. It uses
inductive radio frequency to transmit power andadagnals to the processors inside
the contactless smart card. The maximum operatnge of the reader/writer is

between 30mm and 100mm, depending on the type afelmibeing used. Data

communications to and from th®ctopusare only established when mutually
authenticated security handshaking is verifiedoteétd by transfer of encrypted

data.

The Octopus reader/writer is connected to the semprovider’s point-of-sale (POS)
terminal or controller, and receives commands fttwe POS or controller on the
actions to be performed (such as payment deduciuh cash add-value). The
transaction data is either temporarily stored m tbader/writer or sent back to the
POS or controller, depending on the device typany event, all transaction data is
sent back to the Octopus Central Computer at tkeoéreach day for clearing and
settlement.

The Octopus Clearing House System uses a compi@f basiness rules to validate
each transaction prior to authorising settlemenduams. A standard set of reports is
then sent to each participating service provideaaraily basis, and the settlement
amounts are deposited into their respective aceaumthe following working day.

Consultancy services

As a full-service smart card issuer and operat@tp@us is in a unique position to export
its experience, system and proven approach to ntiékeeasier for people in many
countries around the world. Octopus consultancyises offer potential parties (transport
operators, governments and enterprises overseagandinland China) a high level of
practical experience and technology know-how, cedipVith reliable, high-quality support
in implementing a similar smart card system, fragasibility study to project completion
and operation.

Since 2003, Octopus has successfully assisted €heeNands and Dubai to develop and
implement smart card systems. Octopus is alsorgipuckland, New Zealand to build a
multi-modal ticketing system for public transport.
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4  Contributions to Hong Kong

4.1

4.2

4.3

Customers

= Convenient, reliable and secure payment method

= Flexible reloading methods

= A wide range of applications

= Discount and loyalty schemes

= Available in different forms and sizes to suit diént lifestyles

Service providers

Operational Benefits

= Secure, efficient, flexible and reliable meansenfenue collection
= Shorter transaction times

= Reduced preventive and corrective maintenance

= Peripheral internal uses such as staff ID and aco@&strol

Financial benefits

= Reduced cash handling cost

= Increased usage and revenue through enhanced syse¢effriendliness

= Improved revenue protection through greater secbgt minimising fraud, and
possibility of blocking transactions after carddos

= Economies of scale achieved by the sharing of ammmsystem infrastructure
by all participating operators

Business benefits

= Provision of a platform accommodating complex feoection strategies such
as intermodal discounts and loyalty schemes

= Enhanced corporate image and customer service

Social contributions

= The system can be considered as a major step tewardshless society

= Compared to coingctopusis more hygienic, convenient and fast

= The polyethylene terephthalate (PET) material usedabricate the card is
environment-friendly. The card is reloadable withthe need for disposal

5 Achievements — Hong Kong's Pride

Since its launch in 1997, the Octopus brand hag ¢@m strength to strength, proving an
unequivocal success.

The world’s highest acceptance of a commercial spad system 95% of Hong
Kong people (aged 16-65) possess an Octopus

High circulation —over 20 million cards and products actively in ciralation
(Hong Kong population: over 7 million)

The world’s most used smart card systeraver 12 million transactions a day,
valued at over HK$120 million
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. The world’s widest scope of applicationsmere than 10,000retail outlets from
over 4,500 service providergepresenting a wide range of sectors. New uses for
Octopusare regularly added

. Over 20 financial institutions provide the Octopus Automatic Add Value Service
to customers

. Over 60,000 Octopus readers deployed in the market

. Attracted a considerable number of delegations fatinover the world to visit and
learn about the Octopus experience, facilitatirusiry development

. Coverage of Octopus has appeared in media alltbee~orld

Recognition and awards

1998 Hong Kong Awards for Services: Innovation
- The Hong Kong Coalition of Service Industries

Asian Innovation Awards 1998- Far Eastern Economic Review

The 1st UITP Secretariat General Award for Innovation in Public Transport
- The International Association of Public TranspdsiTP) (1999)

Most Ingenious Service Award 2000 Next Magazine

Ranked 7th in The Election of 10 Engineering Wondex in Hong Kong (2000)
- The Hong Kong Institution of Engineers and The lweisand Cultural Services Department

Ten Outstanding Issues of the Visually Impaired (tk Braille on Add Value Machines)
- Hong Kong Blind Union (2000)

2003 Hong Kong Top Ten Brandnames Award
- The Chinese Manufacturers’ Association of Hong Kong

Best Practice Awards 2003 in Simplicity Best Practice Management (2003)

Superbrands Hong Kong & Brand Leader Award - Business Equipment & Services
- Superbrands (2003)

Enterprise Award of DHL/SCMP Hong Kong Business Awads 2003
- DHL/South China Morning Post

Hong Kong Business Mastermind - Lifestyle Innovatia Business Award- East Week2004)
Brand of Hong Kong's Pride Award of Next Brand Awards 2004- Next Magazine

Best Electronic Payment Service of The 1st eLife Aavd - ESDIife (2005)

People Site Certification- Asia Pacific Customer Service Consortium (2005)

Hong Kong's Proudest Local Brand Award of Next Brard Awards 2005- Next Magazine
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2005 Hong Kong Awards for Industries: Innovation ard Creativity
- Hong Kong General Chamber of Commerce

My Favourite Local Brand of Next Brand Awards 2006- Next Magazine

2006 Chairman’s Award of the World Information Technology and Services Alliance
(WITSA) Global IT Excellence Awards - World Information Technology and Services Alliance

Prime Awards for Brand Excellence 2006 Prime Magazine Hong Kong
Corporate Strategy Excellence Awards 2007East Week Magazine

Excellent Creative Services Award of Sing Tao Excdent Services Brand Awards 2007
- Sing Tao Daily

2008 Consumer’s Most Favourable Hong Kong BrandsGold Award
- China Enterprise Reputation and Credibility Assticn (Overseas) Ltd

Hong Kong Local Brand Category of Yahoo! Emotive Band Awards 2007-2008
- Yahoo! Hong Kong Limited

Excellent Creative Services Award of Sing Tao Excdent Services Brand Awards 2008
- Sing Tao Daily

Outstanding Brand during the Economic Downturn of Yahoo! Emotive Brand Awards 2008 -
2009- Yahoo! Hong Kong Limited

The Best Creative Buy of Metro Creative Awards 2009 Metro Daily

2009 Consumer’s Most Favourable Hong Kong Brands Gold Award
- China Enterprise Reputation and Credibility Assticin (Overseas) Ltd

2009 Silver Award for Volunteer Service- Social Welfare Department, HKSA&Abvernment
Caring Company 2007/2016 The Hong Kong Council of Social Service
2010 Capital Outstanding Strategic Performance Awad - Capital x Capital Weekly

2010 Asia Pacific Market Penetration Leadership Awed for Contactless Smart Cards
Convergence- Frost & Sullivan

The Best of Smart Living Award 2010- eZone of Hong Kong Economic Times Publishing Group
2010 Bronze Award for Volunteer Service Social Welfare Department, HKSAFbvernment

The Best SME’s Partner Award 2011
- The Hong Kong General Chamber of Small and Mediusirss

Caring Company 2011/2012 The Hong Kong Council of Social Service

For more information, please visitww.octopus.com.hk

For media enquiries, please emaihtediahotline@octopus.com.lok call (852) 2266 2226.

Page 8 of 8



