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Clerk to LegCo Panel on Economic Services
Legislative Council Secretariat

Council Business Division 1

3/F, Citibank Tower

3 Garden Road

Hong Kong

(Attn: Mr Andy Lau)
Dear M D’ 1

Findings of a consultancy study
on the local auto-fuel retail market

At the meeting of the Legislative Council Panel on Economic
Services held on 24 April 2006 where the above subject was discussed,
Members requested that the Administration -

(a) provide information on the historic land values for all petrol
filling station (PFS) sites as the background to the cost
estimates in the consultant’s net margin analysis;

(b) convey Members’ views on the need to reduce the excise duties
on auto-fuel in order to maintain the competitive edge of Hong
Kong and to relieve the burden of the affected economic sectors
to the Financial Secretary, for consideration; and

(c) take into consideration Member’s suggestion of providing more
sites in the urban area to increase the supply of fuel storage
facilities to enhance competition in the market.
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Also, at the request of the Hon Tam Heung-man, the consultants agreed to
provide details on the references in the study to overseas practices for
Member’s information.

Historical Land Values of PFS Sites

I attach at Annex A a chart showing the average land premiums
paid for PI'S sites from 1986 to 2005, and a list of the sites involved. It
should be noted that the chart only captures information on sites sold for the
purpose since 1986. Sites sold before 1986, sites where the leases have been
renewed and sites converted from other private lots are not included.

In the course of their study, the consultants also received
information from some of the oil companies on historical land costs.
However, under the confidentiality agreements signed with these companies,
the consultants may not disclose this information.

As the consultants explained at the Panel meeting, the purpose
of the margin analysis was to help assess the degree of competition in the
local auto-fuel retail market, In this context, the consultants used recent land
prices to help determine the likely profitability of a “marginal” PFS, i.c., a
PES operated by any new entrant to the market. Whilst historically low land
costs may help raise profitability for incumbent PFS operators, they are not
relevant when assessing the current fevel of competition in the auto-fuel
retail market. Further, the incumbents will also face these costs as PFS sites
come up for renewal. Recent land prices were also used in assessing the
margins of PFS in other cities, in order to provide a common basis for
comparison,

Members’ Views on the Need to Reduce Fuel Duty

We have conveyed Members’ views on the need to reduce fuel
duty to the Financial Services and the Treasury Bureau (FSTB) for
consideration.

Providing Sites in the Urban Area for More Fuel Storage Facilities

- We will continue to work with the Planning Department and the
Lands Department to identify suitable sites for PFS, with a view to
increasing the supply of fuel storage facilities and enhancing competition in
the auto-fuel market.



References of Overseas Practice

A list of the overseas reports referred to by the consultants is at
Annex B. Copies of the reports could be made available should Members so
require.

Yours sincerely,

e i

( Jonathan McKinley )
for Secretary for Economic Development and Labour

c.c. Arculli, Fong & Ng  (Attn: Mr Peter Waters)
SFST (Attn: Mr Steve Tse)
D of Lands (Attn: Mr Edward Au)
D of Plan (Attn: Mr Anthony Kwan)



Average price $HK million
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Annex A

Average Real Premiums Paid for PFS Sites, 1986-2005

M

“

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Note: Numbersin brackets denote number of PFS sites tendered.

Note: There were no sites tendered in the period 1998-2002

Note: All pricesare expressed in real terms based on valuesin Oct 1999 — Sept 2000
Note: 2005 includes PFS sites tendered up to and including October 2005.

Source: Information obtained from Lands Department.



Sale / Tender Disposal Lot No. Location User Area Premium
Award Date Tvpe (sa. m) (M)
12/2/1986 TENDER YLTL 445 CASTLE PEAK RD PFS 1,971 36.2
12/2/1986 TENDER Lot 2011 in DD FUI SHA WAI PFS 2,242 35.4
12/2/1986 TENDER 'Il'g'%L 49 YIM TIN TSAI, AREA 27 PFS 670 2.5
21/3/1986 TENDER Lot 2013 in DD121 |TONG YAN SAN TSUEN PFS 1,708 37.1
11/12/1987 TENDER FSSTL 3 ON LOK TSUEN PFS 938 43.8
11/3/1988 TENDER TPTL 74 AREA 2, TAI PO PFS 870 54.8
18/3/1988 TENDER TMTL 321 AREA 37A PFS 526 44
4/7/1988 TENDER FSSTL 33 (LOT ON LOK TSUEN PFS 712 51
2309 in DD 83)
5/9/1988 TENDER TPTL 85 AREA 22, TAI PO PFS 737 62
30/9/1988 TENDER LOT 811 in DD 110 |KAM TIN RD, KAM TIN PFS 1,100 23
2/12/1988 TENDER LOT 812 in DD 110 |KAM TIN RD, KAM TIN PFS 1,300 23.88
30/10/1990 TENDER TYTL 117 TSING YI RD WEST PFS 1,480 35.4
30/10/1990 TENDER TYTL 125 TSING YI RD WEST PFS 2,110 42.1
10/1/1991 TENDER IL 8799 SAlI WAN HO RECLAMATION PFS 112 15.5
10/1/1991 TENDER IL 8800 SAlI WAN HO RECLAMATION PFS 112 11.5
8/2/1991 TENDER STTL 380 SITE 17, YUEN SHUN CIRCUIT PFS 1,200 39.3
22/3/1991 TENDER KCTL 426 CASTLE PEAK RD PFS 2,090 554
18/12/1991 TENDER FSSTL 132 NEAR WO HOP SHEK PFS 2,463 22.8
24/1/1992 TENDER LOT 1980 in SD 2 |CLEAR WATER BAY RD PFS 998 63.63
20/10/1992 TENDER STTL 413 MA ON SHAN RD PFS 2,500 72
15/2/1993 TENDER STTL 403 MAN LAI RD PFS 1,070 16.3
18/3/1993 TENDER TKOTL 31 AREA 10, TSEUNG KWAN O PFS 1,930 86.69
21/2/1994 TENDER STTL 409 TAI PO RD PFS 920 90
17/2/1995 TENDER TKOTL 44 AREA 16, TSEUNG KWAN O PFS 2,640 110.22
17/3/1995 TENDER STTL 432 J/O ON SUM ST/ON PING ST PFS 1,530 110
14/8/1995 TENDER TMTL 402 AREA 30A, TUEN MUN PFS 810 132.34




Sale / Tender Disposal Lot No. Location User Area Premium
Award Date Tvpe (sa. m) (M)
18/10/1996 TENDER KCTL 470 CONTAINER PORT RD PFS 1,575 165
18/3/1997 TENDER RBL 1135 POK FU LAM RD PFS 811 125.3
4/9/2003 TENDER NKIL 6409 CORNWALL STREET, KOWLOON TONG, KOWLOON PFS 1025.4 45.5
4/9/2003 TENDER STTL 484 AREA 86B, MA ON SHAN, SHA TIN, NEW PFS 1067.9 84.318
TERRITORIES
4/9/2003 TENDER TYTL 170 TSING YI ROAD WEST, TSING YI, NEW TERRITORIES |PFS 1991.4 40.638
4/9/2003 TENDER CWIL 171 JUNCTION OF SHEUNG MAU STREET, SHEUNG ON PFS 3960 64.038
STREET AND SHING TAI ROAD, CHAI WAN, HONG
KONG
29/1/2004 TENDER IL 8984 MACDONNELL ROAD, HONG KONG PFS 236.8
29/1/2004 TENDER IL 8988 KENNEDY ROAD, WAN CHAI, HONG KONG PFS 837.2
29/1/2004 TENDER NKIL 6417 WANG CHIN STREET, KOWLOON BAY, KOWLOON PFS 1423.3 303.86
29/1/2004 TENDER TPTL 151 TAI PO KAU, TAI PO, NEW TERRITORIES PFS 3167
29/1/2004 TENDER TCTL 9 TUNG CHUNG NEW TOWN AREA 58, LANTAU ISLAND |PFS 1237.9
8/5/2004 TENDER IL 8985 137 TAl HANG ROAD, JARDINE'S LOOKOUT, HONG PFS 917
KONG
8/5/2004 TENDER IL 8986 80 POK FU LAM ROAD, HONG KONG PFS 742
8/5/2004 TENDER TCTL 24 TUNG CHUNG NEW TOWN AREA 26, LANTAU ISLAND |PFS 1125
501
8/5/2004 TENDER TKOTL 89 PO HONG ROAD, TSEUNG KWAN O, SAlI KUNG, NEW [PFS 3349
TERRITORIES
8/5/2004 TENDER TWTL 408 YEUNG UK ROAD, TSUEN WAN, NEW TERRITORIES PFS 832.5
3/6/2005 TENDER IL 9008 POK FU LAM ROAD, HONG KONG PFS 933.4
3/6/2005 TENDER IL 8994 NO. 892 KING'S ROAD, QUARRY BAY, HONG KONG PFS 570.5
3/6/2005 TENDER KIL 11177 PRINCE EDWARD ROAD WEST, KOWLOON PFS 565.8 358.66
3/6/2005 TENDER TCTL 29 TUNG CHUNG NEW TOWN, AREA 58, TUNG CHUNG PFS 1352.4
28/12/2005 TENDER KIL 11180 WATERLOO ROAD, KOWLOON PFS 510.9
28/12/2005 TENDER IL 8989 CANAL ROAD WEST, CAUSEWAY BAY, HONG KONG PFS 984.2 164.6




Annex B

Overseas Reports referred to by the Consultant

Australia

Australian Competition and Consumer Commission (2005), “Understanding Petrol Pricing in Australia”

Australian Competition and Consumer Commission (2005), “Australian Petrol Prices Explained”

Snapshots International (2004), “Australia Service Stations 2004”

Parliamentary Library (2004), “Petrol Pricing in Australia: issues and trends

Department of Industry, Tourism and Resources (2003), “Downstream Petroleum Industry Reform”

Department of Industry, Tourism and Resources (2003), “Downstream Petroleum Industry Reform”

Australian Competition and Consumer Commission (2002), “Terminal Gate Pricing Arrangements in
Australia and Other Fuel Pricing Arrangements in Western Australia”

Department of Industry, Tourism and Resources (2002), “Downstream Petroleum Industry Framework”

Department of Industry, Tourism and Resources (2002), “Downstream Petroleum Industry Framework”

Australian Institute of Petroleum (2001), “Downstream Oil Industry: Financial Survey January 1997 —
December 2001”

Australian Competition and Consumer Commission (2001), “Reducing Fuel Price Variability:
Discussion Paper”

Australian Competition and Consumer Commission (2001), “Reducing Fuel Price Variability”

Australian Automobile Association (2001), “Response to ACCC Discussion Paper: Reducing Fuel
Price Variability”

Information and Research Services (Parliamentary Library) (2000), “Research Note — Petrol Price
Rises: Causes and Consequences”

Information and Research Services (Parliamentary Library) (2000), “Research Note — The Statistics”

Science, Technology, Environment and Resources Group (Parliament) (1999), “Petroleum Refining
and marketing in Australia — Changes Ahead”

Australian Competition and Consumer Commission (1999), “Increase in the Average Retail Petrol
Prices in Australia Compared with the Rise in International Prices”

Western Research Institute (1999), “Enhancing Competition in the Petroleum Industry — The Role of
Co-Operatives”

Australian Competition and Consumer Commission (1996), “Inquiry Into The Petroleum Products
Declarations”

Industry Commission (1994), “Petroleum Products”

Prices Surveillance Authority (1991), “Report to Government on the Recommendations of the Caucus
Special Committee of Inquiry (the Wright Committee) into Aspects of the Australian Petroleum
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Industry”

Prices Surveillance Authority (1990), “National Inquiry into Petroleum Product Prices”

Prices Surveillance Authority (1989), “Inquiry into Petroleum Product Prices”

Trade Practices Commission (1988), “Study into Market Practices and Government Regulation in the
Petroleum Industry”

Prices Surveillance Authority (1984), “Inquiry in Relation to the Supply of Petroleum Products”

Canada

Frank Roseman (2005), “The Effects of Recent Volatility in International Petroleum Markets on
Canadian Wholesale and Retail Gasoline Prices”

Competition Bureau (2005) “Gasoline Empirical Analysis: Update of Four Elements of the January
2001 Conference Board Study: “The Final Fifteen Feet of Hose: The Canadian Gasoline Industry in
the Year 2000™

The Conference Board of Canada (2001) “The Final Fifteen Feet of Hose — The Canadian Gasoline
Industry in the Year 2000”

Industry Canada (1999) “July 1999 Gasoline Price Increases — A Competition Bureau Examination
Report”

Industry Canada, “July 1999 Gasoline Price Increases, A Competition Bureau Examination Report”

M Ervin (1997), “Canadian Retail Petroleum Markets Study”

Strategies (1996) “Petroleum Products — Sector Competitiveness Framework Series — Petroleum
Products”

France

Snapshots International (2003), “France Service Stations 2003”

Japan

IEE Japan (2004), Gas Station Management and Investigation of Structural Improvement,

Netherlands

Snapshots International (2003), “Netherlands Service Stations 2003”

New Zealand

NZ Institute of Economic Research (2002), “The decline of independent petrol retailing -
rationalisation or predation?”

Ministry of Economic Development (2002), “Review of the Role of Wholesaler-Branded Independent
Petrol Retailers: Summary of Submissions”

Motor Trade Association (2002), “Response to the Report — “The decline of petrol retailing —
rationalisation of predation”

M Pickford and C Wheeler (2001), “The Petrol Industry: Deregulation, Entry and Competition”

Commerce Commission (2001), “Determination pursuant to the Commerce Act 1986 in the matter of
an application for clearance of a business acquisition involving: Caltex New Zealand and Challenge
Petroleum Limited”

page | 2




ACIL Economics and Policy (1997), “Barriers to Entry to the New Zealand Downstream Oil Market”

“Petrol Prices, An investigation into petrol prices in New Zealand” C Nixon and S Gale (Report to the
Ministry of Commerce)

OECD

OECD (1992) “Regulatory Reform, Privatisation and Competition Policy”

Singapore

Chan, Padmanbhan, Seetharaman (2005), “Modelling Locations and Pricing Decisions in the Gasoline
market: A Structural Approach”

Snapshots International (2004), “Singapore Services Stations 2004”

Euromonitor International Report (2003), “Gasoline Station Retailing in Singapore”

Snapshots International (2003), “Singapore Petroleum 2003”

South Korea

Euromonitor International Report (2003), “Gasoline Station Retailing in South Korea”

United Kingdom

Snapshots International (2004), “UK Service Stations 2004”

Mintel International (2004), “Petrol forecourt Retailing — UK”

Euromonitor International (2004), “Gasoline Station Retailing in UK”

Department of Industry and Trade (2002), “Analysis to Consultation on Guidance to Applications for
Resolution of Disputes over Third Party Access to Oil and Gas Infrastructure”

UK Office of Fair Trading (1998), “Competition in the Supply of Petrol in the UK”

Bacon, R (1991), “Rockets and Feathers: The Asymmetric Speed of Adjustment of UK Retail Gasoline
Prices to Cost Changes”

UK Monopolies and Mergers Commission (1990), “The Supply of Petrol: A Report on the Supply of
Petrol by Wholesale”

Monopolies and Mergers Commission (1989) “The Supply of Petrol: A report on the supply of petrol in
the United Kingdom of petrol by wholesale”

United States

Federal Trade Commission (2005) “Gasoline Price Changes: The Dynamic of Supply, Demand and
Competition”

Federal Trade Commission (2004), “Gasoline Price Changes: The Dynamic of Supply, Demand, and
Competition”

Federal Trade Commission, Bureau of Economics (2004), “The Petroleum Industry: Mergers,
Structural Change, and Antitrust Enforcement”

Federal Trade Commission (2003), “Competition and the Effects of Price Controls in Hawaii’s Gasoline
Market”

Federal Trade Commission and Contributors (2002), “Public conference: Factors that Affect Prices of
Refined Petroleum Products. Transcripts”
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Federal Trade Commission and Contributors (2002), “American Petroleum Institute Responses to U.S.
Federal Trade Commission Questions Regarding Factors That Affect Prices of Refined Petroleum
Products”

Michael Vita (2000), “Regulatory Restrictions on Vertical Integration and Control: The Competitive
Impact of Gasoline Divorcement Policies”

Energy Information Administration (1999), “Price Changes in the Gasoline Market: Are Midwestern
Gasoline Prices Downward Sticky?”

Severin Borenstein and Andrea Shepard (1996), “Sticky Prices, Inventories and Market Power in
Wholesale Gasoline Markets”

Donald Norman and David Shin (1991), “Price Adjustment in Gasoline and Heating Oil Markets”

Benjamin Klein, Economic Analysis Corporation (1986), “Gasoline Retailing in California: Competition
and Change”
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