
For discussion on 
28 June 2012 
 
 

Legislative Council Panel on Development 
Policy relating to the Land Exchange Involving the Ocean Terminal Lot 
 
 
Purpose 
 
 This paper sets out information relating to the surrender and 
regrant (land exchange) involving the Ocean Terminal lot executed by the 
Lands Department (LandsD) and a company owned by the Wharf Holdings 
Limited (Wharf) on 12 June 2012, in response to a Member’s request for 
discussion of the subject case in question, as accepted by the Chairman of 
the Panel. 
 
 
Background 
 
2. Non-renewable leases generally refer to those leases with no 
provision for renewal under the leases themselves.  As a long-established 
practice, the Government, acting in the lessor capacity, may upon expiry of 
a non-renewable lease and at the sole discretion of the Government, extend 
such lease for a term of 50 years without payment of an additional premium, 
but an annual rent shall be charged from the date of extension equivalent to 
three per cent of the rateable value of the property at that date, adjusted in 
step with any changes in the rateable value thereafter.  Similar 
arrangements have also been adopted for other special purpose leases, but 
there are some exceptions, such as : 
 
 (a) leases for recreational purposes may not be extended for a term 

exceeding 15 years; 
 
 (b) leases covered by franchises or operating licences should normally 

be extended for a term to be the same as that of the franchise or 
licence; 
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 (c) leases for petrol filling stations will not be extended; upon expiry 
of existing leases, petrol filling station sites will be re-tendered in 
the open market; and 

 
 (d) leases for kerosene stores may not be extended; however, short 

term tenancies at full market rental may be offered to the existing 
owner for an initial term of three years. 

 
3.  During the currency of the existing leases, the Government, acting 
in the lessor capacity, may exercise its discretion in granting modifications 
to existing leases.  In a modification case which does not involve any 
change to or realignment of the boundaries of the lot covered by the lease 
concerned and is effected by a modification letter, all the conditions 
contained in the lease, including the lease term and the rent, may generally 
remain unchanged, with the exception of the conditions being modified.  If 
the modification is effected by surrender/regrant (land exchange), the new 
term may normally be 50 years from the date of regrant, subject to an 
annual rent equivalent to three per cent of the rateable value of the lot at the 
date, adjusted in step with changes in the rateable value thereafter, and 
payable from the date of regrant. 
 
4.  A Member also requests the Government to provide the relevant 
statistics on the leases executed by the Government. Since there are a great 
number of leases which are executed at different times, the Government 
does not compile statistics based on the term of leases (e.g. the number of 
leases having a term of 15 to 20 years and more than 20 years, etc.).  As 
mentioned above, in accordance with the established arrangement, except 
leases which themselves have a renewable arrangement and special purpose 
leases, generally the Government in the landlord capacity may at its 
discretion grant or regrant leases for a term of 50 years.  As for some 
special purpose leases, their lease term may be different.  Lease renewal is 
not equivalent to in-situ land exchange.  Lease renewal generally means 
that upon the expiry of an existing lease, the term of the lease is extended 
largely on the basis of original lease conditions; however, in-situ land 
exchange generally means that during the validity period of a lease, the 
owner surrenders the original lot and is re-granted land.  LandsD will have 
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to check its records before providing the details of the cases involving 
in-situ land exchange in the past five years, but the relevant conditions of 
the land exchange (new lease) are registered at the Land Registry. In 
accordance with the established practice and as mentioned above, normally 
leases for petrol filling stations will not be extended upon expiry. If the sites 
are considered still suitable for petrol filling station purpose, they will 
normally be tendered. 
 
 
The Ocean Terminal Lease 
 
5.  The Ocean Terminal lease (the Lease) was formally executed on 17 
April 1968 for a period of 25 years from 17 June 1966 on which the Ocean 
Terminal was brought into use, subject to the payment of an annual rent of 
$100,000.  The Lease provided an option for renewal exercisable by Wharf 
for a period of 21 years till 16 June 2012 and the renewal option was 
exercised by Wharf upon payment of a lump sum of $400M on 
21 November 1991. 
 
6.  Since June 2003, Wharf had expressed the view that it had an 
entitlement, upon expiry of the Lease in June 2012, to a renewal of the 
Lease for 50 years at nil premium.  Wharf’s view was not accepted by 
LandsD which made its position clear to Wharf.  Despite that, Wharf 
formally submitted an application to LandsD in November 2008 applying 
for renewal of the Lease for a term of 50 years at nil premium, and that 
application was formally rejected by LandsD in July 2010. 
 
 
Land Exchange for 21 Years at Full Market Premium 
 
7.  In July 2008, Wharf submitted, on a basis without prejudice to its 
position that it had an entitlement to a renewal of the Lease for 50 years at 
nil premium as referred to in paragraph 6 above, to LandsD an application 
for the surrender of the Ocean Terminal lot which was Kowloon Permanent 
Pier No. 83 (KPP83 Lot) for the regrant of the KPP83 Lot together with a 
piece of adjoining Government land being used by Wharf for a spiral 
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vehicular ramp under a Short Term Tenancy (STT).  This STT land was 
about 2,000 square metres (sq.m.) in area, and had been let to Wharf for an 
alternative vehicular access to the Ocean Terminal carpark for better traffic 
circulation and alleviation of the traffic congestion in the area.  
 
8.  In response, LandsD informed Wharf that it would process the land 
exchange application on a without prejudice basis (including but not limited 
to LandsD’s view that Wharf had no entitlement to a renewal of the Lease 
upon its expiry for a term of 50 years at nil premium).  There were without 
prejudice discussions between Wharf and the relevant Bureuax/Departments 
on the requirements to be reflected in the terms and conditions of the land 
exchange and other obligations of Wharf.  The application and the 
comments of the relevant Bureaux/Departments were discussed at the 
District Lands Conference in late 2009 and early 2010 and, accordingly, 
LandsD drafted the basic terms and conditions for the land exchange on a 
without prejudice and subject to contract basis.  The basic terms and 
conditions required, among others, Wharf to improve certain cruise terminal 
facilities at the Ocean Terminal. 
 
9.  Since July 2010, LandsD had engaged in without prejudice 
negotiations with Wharf on the detailed terms and conditions of the land 
exchange and on the full market premium to be paid by Wharf, with both 
sides reserving their respective (and different) positions on the question as 
to whether Wharf had an entitlement to a renewal of the Lease, upon its 
expiry, for a term of 50 years at nil premium.  The negotiations were 
protracted.  Wharf accepted LandsD’s offer on 4 June 2012, which was 
close to the expiry of the Lease of the KPP83 Lot on 16 June 2012.  The 
Conditions of Exchange were executed on 12 June 2012 and Wharf paid in 
full the full market premium of $7,900M.  In addition, Wharf will be 
required to pay an annual rent payable at 3% of the rateable value of the lot 
regranted under the land exchange.  According to Wharf’s estimate, the 
rateable value of the lot for the financial year from April 2012 to March 
2013 is approximately $491M.   
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10.  Apart from the premium revenue and rent receivable by the 
Government in the land exchange, the Member mentioned above also 
enquires about the government expenditure involved, the area and floor area 
for government use as well as the related management model before and 
after the land exchange. The lot is used for a commercial ocean terminal 
and shall at the same time provide certain amount of gross floor area (GFA) 
for government accommodation. Before the land exchange, according to the 
lease conditions, the lessee shall provide an area on the ground and first 
floors not more than 1,000 sq.ft. (about 93 sq.m.) to the then Commerce and 
Industry Department (i.e. presently the Customs and Excise Department) for 
accommodating its Revenue Office. After the land exchange, the lessee 
shall provide a minimum net operational floor area of about 1,444 sq.m for 
government customs office, immigration hall and quarantine facilities. 
Either before or after the land exchange, the Government did not/will not 
pay Wharf any construction cost or rent or other fees for using the 
government accommodation. The area for government accommodation 
was/is managed by relevant government departments (e.g. the Customs and 
Excise Department) when cruise ships enter and leave Hong Kong. The 
above-mentioned Member also enquires whether there is public open space 
on the lot. According to the lease conditions before and after the land 
exchange, there was/is no public open space on the lot. 
 
11.  The new lease in the form of Conditions of Exchange has been 
registered at the Land Registry and is available for public search.  The 
Lease governing the KPP83 Lot remains available at the Land Registry for 
public search.   A full set of such leases will be provided through the 
Secretariat to Members for reference.  
 
 
Salient Points of the Land Exchange 
 
(a) Site Area 
 
12.  The land exchange involving the surrender of the KPP83 Lot to the 
Government during the term of the Lease of about 29,750 sq.m. in exchange 
for the regrant by the Government of the KPP83 Lot plus the STT land of 



-  6  - 
 
 

about 2,000 sq.m. as a single lot (new lot is known as Kowloon Inland Lot 
No. 11178) as shown in the plan at Annex.  
 
(b) Gross Floor Area (GFA) 
 
13.  The total GFA of the building on the KPP83 Lot in the current plan 
is 61,130 sq.m., comprising 46,001 sq.m. of commercial GFA (including 
about 93 sq.m. for Government facilities use) and 15,129 sq.m. of GFA for 
carpark.  Under the Conditions of Exchange, the maximum developable 
GFA is 85,672 sq.m.  Out of this figure, 8,752 sq.m. are provided under a 
new four-storey extension building to be built by Wharf at the tip of the 
Ocean Terminal.  Out of these 8,752 sq.m., about 3,000 sq.m. will be 
constructed by Wharf at its expenses and dedicated to government 
accommodation  and cruise terminal facilities including immigration and 
customs offices, quarantine areas as well as baggage  halls etc.  Only the 
balance of about 5,752 sq.m. (out of 8,752 sq.m.) will be used for 
commercial purposes.  Together with the 44,880 sq.m. of commercial GFA 
at the existing building (which will be reduced from 46,001 sq.m. to 44,880 
sq.m. under the new 21-year lease term), Wharf may have a total of 
commercial GFA of about 50,632 sq.m. under the new 21-year lease term.  
This about 50,632 sq.m. figure represents about 59% of the maximum 
developable GFA of 85,672 sq.m. under the Conditions of Exchange.  The 
remaining GFA of about 35,040 sq.m. (41%) are for carpark, ramp, and 
government accommodation and related cruise terminal facilities which do 
not attract the level of rents equivalent to that of commercial GFA.  
Furthermore, the Government will not pay Wharf any rent or other fees for 
using the government accommodation. 
 
14.  After the execution of the Conditions of Exchange, Wharf will 
build a four-storey extension at the tip of the Ocean Terminal as referred to 
in paragraph 13 above.  Additional commercial and circulation floor space 
aside, the arrival and departure halls will be clearly segregated with more 
room for immigration and customs clearance.  The baggage handling areas 
will be improved so will be the parking for tour coaches and 
loading/unloading for goods.  Wharf also undertakes to minimize the 
disruptions to the berthing of cruise vessels at the Ocean Terminal during 
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the construction of the extension building.  All these should bring about 
better service to cruise ships and passengers and help strengthen Hong 
Kong’s position as a major cruise destination. 
 
(c) A 21-year Lease 
 
15.  Notwithstanding Wharf’s wish to have a lease term of 50 years for 
the regranted lot (as in the case of other lots used for commercial purposes), 
LandsD has only granted a 21-year term for the land exchange on a full 
market premium payable basis.  In formulating this view, LandsD noted 
that the land exchange was not intended to provide for a usual commercial 
development but also for an enhanced cruise terminal operation with 
commercial facilities.  A 50-year lease term would be too long, as the 
cruise industry is undergoing development and change.  A 21-year lease 
term would not be an unviable investment option for Wharf. 
 
16.  Under the new lease of land exchange, the lot can be used for 
commercial ocean terminal.  The arrangement is the same as that in the 
original lease, ensuring the operational viability and continuity of the 
development of the lot in its entirety. 
 
(d) Full Market Premium 
 
17. According to legal advice, the Government is acting in its 
landlord (lessor) capacity in the private law regime when dealing with a 
lease modification (including land exchange).  It is not appropriate for the 
Government to disclose the details of its premium assessment as this would 
prejudice the Government’s position acting in the lessor capacity.  Further, 
it is not appropriate to discuss publicly the details of a particular case as this 
would involve divulging commercial and sensitive information.  Valuers 
in LandsD are fully aware that they have to exercise professionalism in 
assessing premium, subject to the established applicable procedures to 
safeguard accuracy and confidentiality. 
 
18. Premium assessment is done on the basis of the terms and 
conditions of the lease concerned.  Members of the valuation team in 
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LandsD do not get involved in the formulation of the terms and conditions 
which is basically the job of the District Lands Conference and that of the 
District Lands Officer (DLO) and his Regional Assistant Director with legal 
input from Legal Advisory and Conveyancing Office (LACO) lawyers and 
having regard to the advice given by the relevant Government 
Bureaux/Departments.  The valuers in LandsD work on the basis of the 
already formulated terms and conditions and the valuation team only 
focuses on premium assessment. 
 
19. In the case of a land exchange, the premium is assessed based on 
the full market value of the Conditions of Exchange (new lease) after the 
land exchange less the full market value of existing lease (old lease) prior to 
the land exchange.  Broadly speaking, the full market value of the new 
lease will reflect the development value of the site if it is viable to demolish 
the existing structure and rebuild a new one, or the development value of 
the new or additional GFA to be built taking into account the value of the 
GFA when constructed, the development costs, the finance costs and the 
return for the risk to be incurred during the development period.  If 
redevelopment is not contemplated, the full market value will reflect the 
existing use value of the building.  If a new extension is contemplated, the 
full market value will reflect the development value of the new GFA to be 
constructed and the existing use value of the existing GFA.  The full 
market value of the old lease takes into account the residual lease term and 
may be negligible if the existing lease is very close to its expiry. 
 
20. The development value of the new GFA takes into account the 
revenue to be generated from the completed GFA within the term of the 
lease, the cost of the development, the finance cost and the return to cover 
the risk etc.  The existing use value of the existing GFA makes reference 
to other comparable developments, and having regard to the age of the 
building and any particular site conditions.  Different types of uses are not 
equally valuable and their respective market values are assessed separately. 
 
21. LandsD valuers make reference to market comparables, with 
adjustments made to the specific situations of the particular case under 
assessment.  LandsD has a well established internal information system 
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with a database of property transaction and rental information and other 
research data to support its valuation tasks. 
 
22. The premium assessment is normally determined by a Valuation 
Conference (VC) chaired by the Deputy Director of Lands/Specialists 
comprising a team of Estate Surveyors.  The VC decision is recorded and 
is classified as “confidential” information although the premium figure will 
be disclosed to the lessee and will be in the public domain as referred to in 
paragraph 23 below. 
 
23. The valuers in LandsD are civil servants subject to the civil service 
regulations and practices governing acceptance of advantages, declaration 
of conflict of interest and official secrecy code.  The valuers are fully 
aware that the old and new leases and the premium figure assessed on the 
terms and conditions of the leases will be registered at the Land Registry 
and are available for public search. 
 
24. In respect of the land exchange involving the Ocean Terminal lot, 
the Government had along maintained that Wharf would need to pay full 
market premium for the land exchange.  The $7,900M premium paid by 
Wharf for the land exchange was assessed on a full market value basis in a 
professional manner as described above. 
 
25. There have been reports in the press that the $7,900M premium 
was on the low side as this amounted to a monthly rental of only about $35 
per square foot (psf).  It appears to us that this psf rental was derived from 
dividing the premium figure by the 21-year lease term and by the total 
maximum developable GFA under the Conditions of Exchange.  This kind 
of simple calculation is not based on the professional assessment adopted 
by professional valuers at LandsD as described above.  For example, this 
$35 psf calculation assumes all the maximum developable GFA of 85,672 
sq.m. will be used for shop purpose and does not reflect the fact that a 
substantial amount of the GFA are required to be used for carpark, ramp, 
government accommodation and cruise terminal facilities that would not 
command a rental comparable to that of a shopping arcade.  Such a simple 
calculation also does not reflect the particulars of the development on the 
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site and other considerations relevant to a professional assessment of the 
premium involved.  On the other hand, we note that there are practising 
professional estate valuers who have commented publicly that the $7,900M 
premium figure for this land exchange is acceptable. 

 
26. Obviously, the value of a 21-year lease is substantially lower than 
that of a normal 50-year commercial lease bearing in mind the rental 
income is receivable for 21 rather than 50 years.  It should be noted that 
the rental for the new GFA would only be receivable upon its completion 
and occupation, and that about 41% of the maximum developable GFA are 
for carpark, ramp and government accommodation and related cruise 
terminal facilities (as described in paragraph 13 above).  Furthermore, the 
valuers had to take into account the particulars of the development on this 
site such as the location, the linear layout of the development, the time 
required to construct the new GFA and the construction cost involved, the 
fact that the existing Ocean Terminal rests on pile structures which will 
need to be maintained during the next 21 years, and that the Ocean 
Terminal lot is surrounded by a number of private lots (including those of a 
neighbouring shop arcade) owned by a Wharf company, etc. 
 
(e) Annual Rent 
 
27.  In addition to premium, Wharf will be required to pay an 
annual rent of 3% of the rateable value of the lot.  According to Wharf’s 
estimate, the rateable value of the lot for the financial year from April 2012 
to March 2013 is about $491M. 
 
 
The Option of Open Tender 
 
28. The Government had weighed the land exchange against the option 
of putting the KPP83 Lot to open tender and considered that the land 
exchange of a 21-year term was appropriate.  This would remove the 
uncertainty in the continuous operation of the Ocean Terminal, which will 
remain the only cruise terminal before the commissioning of the first berth 
of the new terminal at Kai Tak in mid 2013.  The land exchange would 
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ensure that the Ocean Terminal will continue to operate as a cruise terminal 
and there would be no gaps in the provision of its service.  Furthermore, 
Wharf will be required to improve certain cruise operation facilities at the 
Ocean Terminal.  As we note from the feedback of the industry, the land 
exchange is generally within market expectations. 
 
 
Advice Sought 
 
29. Members are invited to note the contents of this paper. 
 
 
 
 
Development Bureau 
June 2012 
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