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Purpose

1 This paper provides background information on privatization of Airport
Authority (AA).

The Airport Authority

2. AA is a statutory corporation wholly owned by the Government of the Hong
Kong Special Administration Region (“the Government”). It was formally established
on 1 December 1995 when the Airport Authority Ordinance (“the Ordinance”) was
brought into effect as a continuation of the Provisional Airport Authority which had
itself been set up in 1990. The Ordinance was amended in October 2002.

3. AA’s statutory purpose is to provide, operate, develop and maintain Hong
Kong’s airport at Chek Lap Kok, in order to maintain Hong Kong’s status as a centre
of international and regional aviation. Pursuant to these responsibilities, AA may also
engage in airport-related activities in trade, commerce or industry at Chek Lap Kok
and, subject to conditions stated under section 5(3) of the Ordinance, is allowed to
engage in or carry out any airport-related activities at any place in or outside Hong
Kong. AA is required under the Ordinance to conduct its business according to
prudent commercial principles.

4. The Ordinance also sets out AA's initial authorized share capital as HK$36,648
million to be wholly held by the Government.  The amount of the authorized share
capital has been fully paid up.

5. Under the Land Grant signed on 1 December 1995, the Government has
granted to AA up to the year 2047 the legal rights to the entire airport site at Chek Lap
Kok together with the rights necessary to develop such site for the purposes of its
business.
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6. Since the opening of the airport at Chek Lap Kok on 6 July 1998, AA’s
principal activities have been the management, operation, planning and development
of the Hong Kong International Airport at Chek Lap Kok. It also engages in airport-
related commercial and industrial activities at Chek Lap Kok.   AA’s subsidiary,
Aviation Security Company Limited, is engaged in the provision of aviation security
services at the airport.

7. The income statement, balance sheet, statement of changes in equity, and
consolidated cash flow statement for the year ended 31 March 2003, and the five-year
financial and operational summary of AA are enclosed in the Appendix.

Privatization of Airport Authority

8. On 6 August 2003, the Administration announced that it would commence
work in preparation for the proposed privatization of AA.   At the Panel meeting held
on 23 February 2004, members noticed that the Administration had initially come to a
view on the way forward for the proposed privatization.  As a first step, the
Administration proposed that AA should return about $6 billion of equity capital to
Government through capital restructuring prior to privatization.  As regards the
privatization exercise, the Administration needed to consult various stakeholders
before finalizing the privatization bill together with other regulatory documentation.
The Administration would brief members again after drawing up concrete proposals.
Details of the proposed privatization of AA are set out in LC Paper No. CB(1)
1017/03-04(05).

Members' concerns raised at previous discussions

9. At the Panel meeting held on 23 February 2004, members expressed concern on
a wide range of issues.  The major ones included the following:

(a) the merits and demerits of the proposed privatization of AA and foreign
experience on airport privatization;

(b) the regulatory framework for upkeeping the safety, security and service
standards of the airport after privatization;

(c) the regulatory mechanism for setting airport charges and levies on
airport passengers, having regard to the competitiveness of the airport or
general economy of Hong Kong vis-à-vis the interest of the privatized
company and minority shareholders of the company ;

(d) the impacts on the welfare of the entire workforce on the airport island
after privatization;
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(e) whether the change of status from a public corporation to a privatized
company will affect AA's ability to take forward its initiatives to achieve
greater co-operation with other airports in the Pearl River Delta;

(f) given the privatized AA's monopolistic status with a vast amount of land
under its control and its unparalleled advantages in certain business
activities, AA might abuse its dominant position to compete for profit
with the private sector;

(g) the justifications for the proposed capital optimization, the means of
financing, and the appropriateness of pitching the debt to equity ratio to
1:2;

(h) whether AA would transfer the cost of financing arising from the
proposed capital optimization to other airport service providers.

10. The Panel would convene a special meeting to follow up on the related issues
on 2 March 2004.  The Administration has been requested to provide further
information to address members' concerns raised at previous meeting.
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