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TABLING OF PAPERS
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The following paper was laid on the table pursuant to Rule 21(2) of the Rules of
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No. 31 — Emergency Relief Fund
Annual Report by the Trustee for the year ending
31 March 2004
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ORAL ANSWERS TO QUESTIONS
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MISS TAM HEUNG-MAN: 7/ -1 need to refer to part (b) of the question
itself. When the Secretary answered the question, he said he gave approval for
the applicant to work in the ferry company, however, later on, we found that the
woman was working in a land development company which submitted a proposal
to the Government in relation to the West Kowloon Cultural District development
project. So my question is, does that constitute any breach in terms of approval
given to the lady to work in a ferry company in the first instance, but later she
worked in a different capacity, will that constitute any breach in terms of
approval given to her in the first place?
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SECRETARY FOR THE CIVIL SERVICE: Madam President, the approval
given to the officer concerned is that she can work in a ferry company, and her
work is related to the cultural aspects. It is a fact that her company provides
services to an associated company, which is involved in the West Kowloon
Cultural District development project. But she remains to work in the ferry
company and her work is to provide service to the ferry company, not to the
associated company of the ferry company.
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MISS TAM HEUNG-MAN: | want to ask, since the original approval was
given to her work contract with the ferry company,would any additional work on
her part in the associated company constitute a different contract altogether?
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ahraER
Oil Shortage

10. MR ABRAHAM SHEK: Madam President, the price of oil has exceeded
US$50 a barrel recently. The market expects that it may rise further, and is
concerned that it will lead to an energy crisis. When the oil crisis occurred in
1973 and 74, the Government set up two committees to help Hong Kong meet the
threat of an oil shortage, namely the Oil Policy Committee which oversaw the
general strategy towards oil supplies and considered broadly any necessary
controls over consumption, and the Oil Distribution Committee which proposed
priorities and worked out detailed plans for economizing on oil consumption and
for ensuring that priorities were met. In this connection, will the Government
inform this Council:

(@) of its latest estimation of the impact of the record-high oil prices on
local economic growth and inflation respectively; and

(b)  whether it will consider setting up such committees this time?
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SECRETARY FOR ECONOMIC DEVELOPMENT AND LABOUR:
Madam President,

(@)

(b)

As the Hong Kong economy is service-oriented and does not rely
heavily on oil (with fuel cost accounting for less than 5% of
non-labour business cost), the direct impact of high oil prices on
Hong Kong's economy should be relatively small. Nevertheless,
depending on their consumption level, the impact of rising oil prices
would vary amongst different sectors of the economy, with more
significant impact on those sectors which are larger oil consumers,
such as the aviation, transport, fisheries, restaurant and construction
industries.

The surge in oil prices will affect external trade which has more
significant impact on the Hong Kong economy. This is because
high oil prices would curtail the economic growth of our trading
partners, and the cut-back in income from external trade would
affect spending and investment in Hong Kong. However, as the
impact of the recent oil price hike on global output is less than that
in the 1970s, its indirect impact on the Hong Kong economy should
be milder. The Government Economist estimates that a persistent
increase in oil prices by US$10/barrel for one year will reduce Hong
Kong's Gross Domestic Product growth by 0.6%.

The price hike would push up production costs, and if passed onto
consumers, would lead to higher prices for consumer products.
Nevertheless, the overall impact on consumer prices is not expected
to be significant, as the Hong Kong economy is not heavily
dependent on oil. The Government Economist estimates that a
persistent increase in oil prices by US$10/barrel for one year would
increase the Composite Consumer Price Index by 0.2%.

At present, the Government does not see the need to set up any
committee on oil supply, distribution and consumption in Hong
Kong. Hong Kong's reliance on oil at present is much less than
that in the 1970s. For example in the case of energy supply, a
diversity of fuels, such as coal, nuclear power and natural gas, is
used for electricity generation.
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After the oil crisis in the 1970s, the Government has put in place
legislative and administrative arrangements to deal with any oil
supply disruption in Hong Kong. These include:

(i)  enactment of the Oil (Conservation and Control) Ordinance
(Cap. 264) in 1979. Under the Ordinance, the Director of
Oil Supplies, that is, the Director of Electrical and
Mechanical Services (the Director), is empowered, in the
event of an oil supply emergency, to regulate or prohibit the
storage, supply, acquisition, disposal or consumption of oil;

(i)  formulation of a contingency plan which will enable the
Director to co-ordinate and enforce the conservation measures
in the Ordinance in both the public and private sectors in the
event of an oil supply disruption; and

(i) conclusion of a voluntary code of practice between the
Director and the oil companies and Towngas in 1982,
whereby the oil companies and Towngas are required to
maintain strategic reserves of gas oil (that is, ultra low
sulphur diesel and industrial diesel oil) and naphtha in Hong
Kong respectively, in an amount equivalent to 30 days of
retained imports during the previous calendar year. In this
connection, the oil companies and Towngas file weekly
reports on the stock levels of gas oil and naphtha respectively
to the Director.

We will continue to monitor closely the oil supply situation in Hong
Kong to ensure that the public will have reliable and sufficient
energy supplies.
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Retrofitting Tsing Tsuen Bridge with Noise Barriers
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Madam President, the reason why | want to speak in English in this
particular instance is that |1 do not want to give the foreign investors a wrong
impression that we do not welcome them. We do welcome them, we need their
investment because Hong Kong is a financial centre. But the reason for this
debate is that we do not want them to prosper and make money out of the sweat
and tears of the people who have contributed to the prosperity of Hong Kong and
we have built up such a massive number of carparks and commerical malls for
the benefit of the people living in those estates. We are having this problem not
because of their fault of wanting to invest in Hong Kong. Rather, it is the fault
of our Government which has totally undervalued the assets which belong to the
people of Hong Kong.

| am a fervent advocate of "small government and big market”. | totally
support the idea that the Administration should privatize its assets as far as
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possible. The private sector has been proven to be much more efficient and less
costly. Privatization can also quickly narrow the fiscal deficit when the Civil
Service shrinks. Therefore, in principle, | support The Link REIT. However,
| regret that | have to ask the Administration to halt the Initial Public Offering
(IPO) in this instance as | find that the transaction is not in the best interests of
our citizens.

The Government has long been criticized for being inefficient. That is
the reason why we cannot maximize our return on assets. The privatization of
the retail facilities and carparks offers an opportunity for the Government, and
hence the taxpayers, to make higher yields on the assests. Better management
and lower cost enhance the value of the assets. In this IPO, however, we fail to
see such benefit.

If we assume that the units will be sold at the cap price of $10.83, the
government coffer will net about $21.36 billion to $23.71 billion. The total
consideration to be paid to the Housing Authority (HA) is about $32.31 billion,
plus liabilities to be taken over by The Link Management. It appears that there
is a premium of 5.7% over the total estimated value of $30.9 billion put forward
by the valuer CB Richard Ellis (CBRE). But, taking a close look at the data,
the assets, in my opinion, have been much much undervalued, and I am just an
ignorant citizen.

The assets to be disposed of consist of 78 000 carparks and retail facilities
with gross floor area of over 1.7 million sg m. If we assume that the average
carpark price is $150,000, instead of your $60,000, which is quite modest in a
commercial sense, the carparks can fetch about $11.8 billion. This will leave
the retail facilities to be valued at a meagre $19 billion, which means
approximately $10,000 persqm. It is more or less like Shenzhen price.
Ladies and gentlemen, where in Hong Kong can you buy land at $1,000 per sq ft
in a shopping arcade? Only from the HA. Yes, this is a new record. You
are actually prostituting the value of Hong Kong property.

CBRE, your only valuer, based its valuation on the average of two values
calculated according to the capitalization method and the discounted cash flow
(DCF) analysis.  The yield rates it has adopted are rather high, about 8% to 9%
for the capitalization method and 10% for the DCF method. If we take a
normal return of about 5% or less for the current return on real estate investment
which is the norm now, the valuation produced by the CBRE is much much on
the low side. In addition, when the CBRE made the DCF analysis, it has not



kg — 2004F 128 1 H
LEGISLATIVE COUNCIL — 1 December 2004 121

taken into account the sudden jump in profits, as there will be a huge reduction in
management cost when the assets in question which have been badly managed
and badly marketed will be managed by a private enterprise (The Link
Management) instead of by civil servants; not to mention the potential of fetching
higher rent under the management of the private sector. It is worthwhile to note
that the CBRE"s valuation has attached a price tag of $80,000 to each carpark
and $25,000 per sg m to the retail facilities. When the bank deposit rate now is
virtually nothing or very low, the valuation carried out by the CBRE appears to
be very low, as a very high yield rate has been applied.

Another reason which makes me feel totally uncomfortable about the IPO
Is that, initially, only 10% of the units are offered for the subscription by the
general public while 90% will be offered to institutional, professional and other
investors. The Secretary has said that there is going to be an improvement.
Thank you for that. | really fail to understand the logic behind it. | understand
that the sentiment among the Hong Kong citizens for the subscription is going to
be very very high. Why? This is because the price is low. Since the
Government has a mindset to sell Hong Kong assets so cheaply, why not let our
citizens enjoy and subscribe the shares? If such units are owned by our citizens,
it will promote our sense of belonging and ownership. Our citizens will have a
say in supervising the performance of the Manager and Trustee of The Link
Management, be it Singaporean or what. We are proud to be owners of our
assets in Hong Kong. We can cause The Link Management to run in an
efficient manner and in the best interests of Hong Kong. If the majority of the
units fall into the hands of foreign investors, apart from losing our face, we shall
lose our say in managing a piece of important asset which constitutes nearly 10%
of the total retail space in Hong Kong.

| hope, Mr Secretary, you can rest tonight.

Thank you, Madam President.
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Appendix |
WRITTEN ANSWER

Written answer by the Secretary for Health, Welfare and Food to Dr
KWOK Ka-ki's supplementary question to Question 2

As regards the number of patients who failed to turn up for scheduled follow-up
consultation, and the number of cases traced under the existing arrangements,
based on the information given by the Hospital Authority, the figures are set out
in the table below:

Psychiatric Specialist Out-patient Department — Default Attendances

No. of Default Attendances
(November 2003 to October 2004)

79 577 68.76%

Estimated % of Cases Traced




