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"Lo Wai Ling, Winnie (DSE)" To: howardlee
cc: "Lo Wai Ling, Winnie (DSE)"
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Dear Mr. Lee,

Greetings from Aviation Policy and Research Center!

The Center has held a press conference on AA Privatization today. Here
attaches the documents being distributed. Please have alook.

Thank you for your attention.

Regards,

WinnieLo
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For immediate release

May 19, 2005

CUHK Aviation Policy Experts Commented on the
Partial Privatization of the Airport Authority Hong Kong

The Chek Lap Kok Airport is the most valuable and strategic infrastructure project ever
built in Hong Kong. Recent estimates show that the aviation industry and other derived
services contribute to 10% of Hong Kong' s GDP. Any changes in its governance structure,
decision-making process and operational features should be undertaken with extreme care and
supported by detailed assessment.

The Aviation Policy and Research Center (APRC) at The Chinese University of Hong
Kong has been studying the aviation policy in Hong Kong. The Center’ s Director, Professor
Japhet Law and the Associate Directors, Professor Michael Fung and Dr. Law Cheung-kwok
have proposed recommendations in view of the various aspects of the consultation paper.

In listing the reasons in support of the privatization proposal, the Government considers
that the exercise can strengthen market discipline in the running of the airport for greater
efficiency and more commercial opportunities. However, members of the Center suggest that
less disruptive and more direct approaches should be explored to improve efficiency by the
board and management of the Airport Authority before resorting to using privatization as the
means. There is no doubt that a listing on the Hong Kong Stock Exchange will provide
additional access to the capital market. However, given the high potential for improvement in
the Airport Authority’ s financid position in the years to come, there is good likelihood that
superior aternatives will be available to satisfy the future capital needs.

The other reasons such as adding diversity to the local financial markets, and providing a
chance for Hong Kong people to take part in the success of a well-managed company by this
privatization exercise are considered “not convincing” by the Center. It should be noted that
the origina proposal of the privatization may have been motivated by a need for balancing
our budget amid financia difficult times in previous years. However, the Central
Government’ s recent CEPA initiative and the irtroduction of individual travel schemes has
significantly brightened the economic outlook for Hong Kong, thus minimizing the need for
immediate or medium term financial needs for the Government.

Other than the above, the Center considers it more important to bring the concept of
cost-benefit into this deliberation. There are obviously costs involved in the privatization
exercise, both in terms of monetary and other resources. The cost of continuing to maintain a
listed company, and continuously finding a balance between the public good for all of Hong
Kong and the financial benefits of the minority shareholders in the new Company are all
significant costs that cannot be ignored. A glance at the list of issues contained in the
Government’ s consultation paper indicates that many of them are not amendable to simple or
easy solutions, while others are of the nature that if a less-than-optimal choice is being
selected, the long term repercussion can be tremendous in terms of the overall cost to Hong
Kong' s economy. This list of issuesis aclear rdlection of the totality of the “ costs” involved



in this proposed exercise, not to mention the political and legal issues that may arise.

When the cost-side is being brought into the picture, together with the lack of
strength in the justifications for the privatization exercise and the significantly
diminished need for short to medium term fixes to the financial position of the
Government, the Center concludesthat the casefor the partial privatization of AA isnot
there at thistime or in the for eseeable future.

If the privatization is launched, the Center suggests that the new company should pursue
continuous improvement towards the established mission of the Hong Kong International
Airport (HKIA), and that (1) the overall service quality, particularly the service quality of the
aeronautical services will not fall below the service quality level of the HKIA before the
privatization, (2) The overall level of charges will also not be higher than that before the
privatization; and (3) the overal performance of HKIA will not be worse than that before the
privatization.

Professor Japhet Law, Director of the Center said, “We advocate that the partial
privatization of the Airport Authority be postponed and we suggest adopting improved
governance and other effective practices; to continue to project future capital needs and
evaluate and plan for the most cost effective means to support future funding needs; and to
continue to study and implement appropriate regulatory frameworks to ensure the Hong Kong
International Airport and the Airport Authority to continue to improve and remain a center of
international and regional aviation”

~End ~

For media enquiries, please contact Ms Winnie Lo, Aviation Policy and Research Center or
Ms Jenny Lam, Faculty of Business Administration
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The Casefor
Partial Privatization of AA

1. Strengthen mar ket disciplinein the running of
theairport for greater efficiency and more
commer cial opportunities

Use less disruptive and more direct approaches,
as usual benefits of privatization exercise
probably won't apply here




The Casefor
Partial Privatization of AA

2. Enhance AA’s accessto the capital market

No doubt will provide additional avenues of
capital market access

Probably more effective and efficient access
through the debt market or other means




The Casefor
Partial Privatization of AA

3. Introduce an additional quality stock to add
diver ity to thelocal financial markets

4. Offer an opportunity for Hong Kong peopleto
participate in the success of a well-managed
company with strong growth potential




The Casefor
Partial Privatization of AA

5. Proceeds from privatization will help
strengthen Gover nment financein the short to
medium term

Much improved economic outlook for Hong Kong




The Casefor
Partial Privatization of AA

» Lack of strength in the justifications for the
privatization exercise;

» Significantly diminished need for short to
medium term fixes to the financial position of the
HKSAR Government;

» Cost considerations

> Thecasefor the partial privatization of AA IS
NOT thereat thistimeor in the foreseeable
future!




Guiding Principlesfor
the Privatized New Company

» The New Company will pursue continuous
Improvement towards the established mission of
HKIA — to maintain the status of Hong Kong as
acenter of international and regional aviation.




» The overall service quality, particularly the
service quality of the aeronautical services, will
not fall below the service quality level of the
HKIA before the privatization;

» The overall level of charges (in relation to overall
prices in Hong Kong and other relevant factors),
particularly the level of charges applicable to the
aeronautical services, will not be higher than that
before the privatization; and

» The overall performance of HKIA, as measured
by relevant comparative studies, will not be
wor se than that before the privatization.




Commentson the Consultation
Document on AA Privatization

Il. Itisprudent for the Government to always
retain control of the majority of voting rights
In the new Company - role of Government as
shareholder, commercial versus public interest.




Commentson the Consultation
Document on AA Privatization

1 1. Atleast half of the board members of the new
| Company should be Permanent Residents
ordinarily residing in Hong Kong, and the
Chair man should be a Hong Kong Permanent

Resident with Chinese Nationality instead of a
foreign national.




Commentson the Consultation
Document on AA Privatization

“1iv. We support limiting the voting rights by any

| single shareholder (including associates) other
than the Government to 10% only if the
Gover nment retains control of majority
voting rightsin the new Company.




Commentson the Consultation
Document on AA Privatization

1 Xi.and xii. Theestablishment of airport charges

| should not smply bedriven by the desir e of
the Government to obtain better valuation of
It’s shares. Airport charges should be reasonable
(with cost-based reference) and is broadly
competitive to comparable airports, and
Inelasticity should not be used as support for
Increasing airport charges.




Commentson the Consultation
Document on AA Privatization

1 Xill. We are not opposed to the adoption of the user

| pays principlein general. However, it would
have been a much superior proposition if the
above principle is made subordinateto the
over-riding principlethat AA will operate for
the overall benefit of Hong Kong's economy.




Xiv. Theissue of singletill versusdual till involves
the fundamental i1ssue of a possible trade-off
between Hong Kong's overall public interest
versus the commercial interest of a privatized
AA.

While dual till approach will likely lead to
higher airport chargesfor the aeronautic side
of the equation, we have no strong position
towards either of the approaches at the
current level of proposal detail.




Commentson the Consultation
Document on AA Privatization

Xv. Should the Government’s proposal in (xiv.) Is
adopted, we do support the consider ation of a
risk premium concept in the deter mination of
thetarget return for aeronautical activities.




xvi.We expect broad parameters on bilateral
negotiation mechanism between the new
Company and airlines for airport charges would
Include the setting and permission of a
reasonablerate of return, defining a price-cap
mechanism based on some kind of (CPI-X%)
formula, and establishing high safety, service
qguality, and competitive positioning standards
relative to comparable airports relevant to HKIA.




Commentson the Consultation
Document on AA Privatization

| xvii. We arein support of the appointment of an
Independent panel empowered to adjudicate on
the reasonable level of airport chargesin case
both parties cannot come to afinal agreement.




» Adopting improved governance and other
practices envisioned in the privati zation exercise;

» Continuing to project future capital needs and
evaluate and plan for the most cost effective
means to support the future funding needs,

» Putting in place appropriate regulatory
frameworks and processes to ensure that the
performance of HKIA/AA ison acontinuous
Improvement curve.
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