
Legislative Council Panel on Housing

Divestment of Housing Authority's
Retail and Car-parking Facilities

Purpose

This paper provides additional information as requested by
Members on the divestment of the Housing Authority (HA)'s retail and
car-parking (RC) facilities.

Background

2. We briefed Members on the progress of the divestment project at
the Panel meeting held on 3 May 2004.  The Administration was
requested to -

(a) provide a wish list of commercial tenants together with
information on whether and when each of the wishes could be
resolved / decided;

(b) advise whether there is any policy to protect interest of small
commercial tenants;

(c) provide executive summaries of the consultancy reports relating
to the divestment; and

(d) advise how the board of directors for the new company to
manage the Real Estate Investment Trust (REIT) will be formed
for the first and successive terms.

(a) Wish list of commercial tenants

3. HA commenced consultation with its commercial tenants in July
2003, and has since met with various commercial tenant groups to listen
to their concerns and exchange views on the divestment project.  A list
of these groups is at Annex A.  HA has also briefed a number of District
Councils at their request.  The major concerns and suggestions collected
from these channels are summarised at Annex B.
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4. HA is seriously taking up the issues raised by the various parties
with the new company (MgtCo), which has recently been established for
managing the REIT.  We expect that the Chief Executive Officer of
MgtCo, who will formally assume duty in mid-July, and his senior
management team will meet and discuss with the tenant groups over the
next few months to consider their concerns.  Before the public listing of
the REIT, HA will continue to maintain a keen interest on the dialogue
between MgtCo and the commercial tenants, and will facilitate the
establishment of a partnership relationship between the two sides with a
view to identifying win-win solutions to the issues raised.

(b) Interest of small commercial tenants

5. The question of small tenants' interest is an issue raised by some
of the commercial tenant groups from time to time.  Small tenants
constitute a major proportion of the commercial tenants in the RC
facilities to be divested.  HA has impressed upon MgtCo the needs and
special circumstances of small tenants.  We believe that it would be in
the interest of MgtCo to foster an open dialogue and close partnership
with small tenants in its effort to enhance the asset value and operational
efficiency of the RC facilities.

(c) Executive summary of consultancy reports

6. At Annex C is a summary of the consultancy report completed
last year which recommended the broad strategy being adopted for the
divestment project.

(d) Formation of the Board of Directors

7.  The initial board of MgtCo will be appointed by HA, as MgtCo
is a wholly-owned subsidiary of the HA before divestment.  HA will
ensure that the board's composition can bring in expertise and diverse
talents (e.g. property development, fund / investment management,
retailing) consistent with industry best practices.

8. After the divestment, all shares of MgtCo will be held by the
trustee of the REIT and beneficially owned by unit holders of the REIT.
The board of MgtCo will therefore be appointed by unitholders of the
REIT.  HA is working with its advisors to develop an appropriate
corporate governance structure for MgtCo, taking into account industry
best practices and the views of concerned parties including this Panel.

Housing, Planning and Lands Bureau
June 2004
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Annex A

List of commercial tenant groups

! 全港公屋商戶總會 (HK Public Housing Estate Shop-operators
Union)

! 公屋聯會 (The Federation of HK, Kln, and NT Public Housing
Estates Resident and Shopowners Organizations)

! 香港零售管理協會 (Hong Kong Retail Management Association)

! 街市及商場（私㆟承包）商會有限公司 (Markets and Shopping
Centres (Single Operator) Association Ltd)

! 香港停車場專業協會 (The Parking Association of Hong Kong)

! 香港醫學會 (Hong Kong Medical Association)

! 公共屋邨執業西醫協會 (Practising Estate Doctors' Association
Ltd)

! 香港醫務委員會執照醫生協會 (The Association of Licentiates of
Medical Council of Hong Kong)

! 香港西醫工會 (Hong Kong Doctors Union)

! 香港牙醫學會 (Hong Kong Dental Association Ltd)

! 屋邨牙醫小組 (Estate Dentists Group)



Annex B

Major Concerns and Suggestions raised by Commercial Tenants

1. Rental policy

1.1 Rental increase by MgtCo for pursuit of higher profits?

1.2 Possibility of rent review on a three-year cycle, in accordance
with Consumer Price Index (CPI) movements?

2. Various tenancy terms

2.1 Continue with the existing arrangement, including those for -

(a) air-conditioning charges;

(b) management fees (of which the rent is inclusive);

(c) rent deposit (ie generally two-months' rent, in cash and / or
bank guarantee);

(d) exemption from stamp duty payment;

(e) area of letting being expressed in Internal Floor Area,
instead of Gross Floor Area;

(f) negotiation mechanism on rental levels; and

(g) termination of tenancy?

2.2 As a comfort to sitting commercial tenants -

(a) Will they be eligible (or enjoy priority) for tenancy renewal?
[Note : Some groups have asked for tenancy renewal up to 9
years.]

(b) Alternatively, will the tenancy period for these tenants be
extended (say, to 5 years)?

(c) Will MgtCo be prohibited from exercising "early
termination" provision against these tenants?



2.3 Any one-off and unconditional waiver for the so-called
"conspired sub-letting"?

2.4 Any ex-gratia payment (and, for those let on premium tender,
return of premium) to those opting to move out, or those with
tenancies not renewed by MgtCo?

2.5 Insurance against damage to the premises (by fire and other perils
such as typhoon and flood) continues to be provided at the cost
of the landlord?

2.6 Arrangement for commercial tenants benefited from the 2001
Rent Assessment Exercise, bearing in mind that the lower rent
assessed under the exercise will expire by end of October 2004?

2.7 Arrangement for rent relief measures such as "rent adjustment"
for new estates with slow population intake?

  
3. Trade mix

3.1 Continue with the existing trade mix to avoid unhealthy
competition?

3.2 Prospect for MgtCo to minimise vacancy rate by compromising
the original trade mix?

4. Interests of small tenants / social responsibility of MgtCo

4.1 How to protect the interest of small tenants?

4.2 How to avoid monopoly / oligarchy of RC facilities by individual
operators (especially those of big names)?

4.3 More fundamentally, how to avoid MgtCo being "taken over" by
large corporations?

4.4 Given MgtCo's priority to financial returns, how to ensure its
social responsibility (e.g. provision of healthcare services) and
commitments to the tenants?

4.5 Will MgtCo sell off RC properties under its portfolio, as they
have an incentive to do so in respect of those with low return
rate?



4.6 Will HA retain a certain degree of control over the operation of
MgtCo after divestment?

5. Maintenance / repair cost

5.1 Will the MgtCo take up the cost of maintenance / repair services?

5.2 Will the MgtCo cut the budget for maintenance / repair services
for these properties given their low return rate?

6. Communication channels with tenants

6.1 Any channel for commercial tenants to monitor the transitional
arrangement?

6.2 Any consultation / communication mechanism between the
MgtCo management and the commercial tenants?

6.3 Any appeal mechanism on MgtCo's decision in future?  Any
mechanism to monitor its policy (e.g. rental policy) and
operation?

6.4 Will commercial tenants be represented on MgtCo's board of
directors?

7. Operational management

7.1 Small tenants against a wider use of the single-operator system,
but this is advocated by the existing "single operators".

7.2 Continue with the existing policy of out-sourcing carpark
management to outside companies?

7.3 Ability for MgtCo to take up at once the management of a
massive portfolio of RC facilities?

7.4 Will estate common areas and prohibited zones be clearly carved
out to minimise potential management problems after
divestment?

7.5 Important to ensure a smooth transfer of existing contracts or
financial instruments (e.g. letter of guarantee) to MgtCo.



8. Others

8.1 Given all the adverse implications of the divestment project on
the commercial tenants, will HA defer / call off the project?

8.2 Provision of clinic services according to population ratio?

8.3 Possible to exclude clinics from divestment, having regard to
their social service nature?

8.4 Possible for commercial tenants to subscribe for REIT units on a
pre-emptive basis?

8.5 Possible for sitting tenants to buy their own shops?

8.6 Compensation arrangement for redevelopment?


















