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1 Legislative Council Road 
Central, Hong Kong 
(Attn: Ms. Macy NG)          By fax and email 

Dear Ms. NG, 

Meeting of Legislative Council Panel on Transport 
on 15 November 2013 

“Central-Wan Chai Bypass and Island Eastern Corridor Link” 
Supplementary Information 

 At the captioned meeting, the Government was requested to furnish 
information on the following six items.  Our reply is set out below. 

(a) A list of large infrastructural projects under the purview of the Transport 
and Housing Bureau (THB) the funding of which was approved based on the 
price adjustment factors projected within one year after the global financial 
tsunami in 2008. 

During the year following the 2008 global financial tsunami (i.e. during 2009), the 
Government announced two sets of price adjustment factors successively 
according to the then assumption on the trend rate of change in the prices for 
public sector building and construction output.  Large infrastructural projects 
(with the original approved project estimate (“APE”) exceeding $1 billion, and 
under the purview of THB), the funding of which was approved based on the 
project estimate (in money-of-the-day (“MOD”) prices) derived by applying such 
factors are at Annex I. 
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(b) Reasons for the significant increase in the provision for price adjustment 
from $3,532.4 million to $10,491.4 million for the Trunk Road project, given 
that market fluctuation in labour and material costs had already been taken 
into account in the original estimate. 

Same as other public works projects, a provision of $3,532.4 million for price 
adjustment was allowed under the established mechanism when funding approval 

for the APE of 579TH was sought from the Finance Committee in July 2009.  
The increase/decrease in future costs was estimated based on the Government’s 
assumption on the trend rate of change in the prices for public sector building and 
construction output in March 2009 and the anticipated cash flow of the project at 
the time. 

According to the projections of March 2009, the prices for public sector building 
and construction output were assumed to increase by 2% per annum on average in 
the period from 2009 to 2013 and by 3% per annum from 2014 to 2019.  
Buffeted by the global financial tsunami and the resulting recession, the local 
economy fluctuated considerably in 2008 and 2009.  Year-on-year economic 
contraction was recorded for four consecutive quarters from the fourth quarter of 
2008 to the third quarter of 2009 (with a rate of 7.8% in the first quarter of 2009).  
The annual inflation rate in the period from July to November of 2009 as 
indicated by the underlying consumer price index plummeted to -0.3% from its 
peak of 6.3% in July/August 2008.  As regards prices in the construction sector, 
various tender price indexes dropped in 2009, with some seeing even double-digit 
year-on-year decreases.  The prices of many construction materials were also 
dragged down by the falling global commodity prices. 

In subsequent years, however, following the successive introduction and 
long-term implementation of super-loose monetary policies by major economies 
after the financial tsunami to sustain their aggregate demands, there were 
rebounds in the global commodity prices in 2010 and 2011.  Locally, the 
increase in the prices of construction materials was notable.  Meanwhile, with 
the increase of construction output in Hong Kong, the supply and demand in the 
relevant labour markets became tight and wages went up.  As a whole, 
year-on-year increase in the prices for public sector building and construction 
output was 2.9%, 5.9% and 6.3% in 2010, 2011 and 2012 respectively.  The 
Government has also made gradual upward adjustments to the assumed figures of 
the prices for public sector building and construction output after 2009.  The 
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latest assumption (as at September 2013) is that the prices for public sector 
building and construction output will rise by 6% per annum from 2013 to 2017, 
and by 5% per annum from 2018 to 2023.  All these actual and forecast factors 
are higher than the assumptions in March 2009. 

Moreover, there is difference between the original and current cash flow of the 
project taking into account the actual tender schedule of various works contract, 
works procedures adopted by the contractors, as well as the current works 
progress of the project as of now.  Such change in cash flow also leads to a need 
for a higher provision for price adjustment. 

Given the above reasons, the provision for price adjustment based on the latest 
increase in price adjustment factors announced by the Government and the latest 

estimated cash flow of 579TH will increase by $6,959.0 million (i.e. from 
$3,532.4 million to $10,491.4 million). 
 

(c) A list of other large infrastructural projects under construction which had 
cost overrun, and the reasons for cost overrun for each project. 

According to information provided by relevant Bureaux, large infrastructural 
projects (with the original approved APE exceeding $1 billion) under construction 
which have been given approval for the APE increase and the reasons for such 
increase are at Annex II (not all projects as set out in Annex II are under the 
purview of THB). 
 

(d)  Of the proposed increase in the APE of $7,934.3 million for the Trunk Road 
project, the amount of which was related to increase in staff cost. 

Of the proposed additional funding of $7,934.3 million, about $6,959.0 million is 
for covering the necessary increase in provision for price adjustment under the 
original APE and the remaining $975.3 million is for covering the increase in cost 
for the tunnel construction works. 

Provision for price adjustment is basically an assessment at the macro level based 
on the trend rate of change in the prices for public sector building and 
construction output.  It does not include a breakdown on the proportion of labour 
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cost.  Notwithstanding that, a rough estimation based on recent years’ records 
and information of the Highways Department (“HyD”) indicates that the 
expenditure on the wages for construction workers generally accounts for about 
30% of the contract expenses. 
 

(e) The feasibility study report with supporting figures which rejected the 
proposal to extend the vertical noise barriers to Provident Centre in North 
Point under the Trunk Road project. 

Local residents, District Council (DC) members and Legislative Council (LegCo) 
Members had raised their concerns over the traffic noise problem at Island Eastern 
Corridor near Provident Centre and Victoria Centre and put forward various 
proposals.  Having reviewed and assessed different options for the provision of 
noise barriers, the Environmental Protection Department (“EPD”) and HyD had 
exchanged views with the residents, as well as DC and LegCo Members.   

Regarding one of the proposals suggesting the installation of noise barriers at a 
section of Island Eastern Corridor opposite to Provident Centre, the EPD and HyD 
had jointly conducted a study on traffic noise mitigation technologies and 
measures as requested by the residents and LegCo Members.  The study was 

completed early this year and the study report (see Annex III - in Chinese only) 
was passed to the relevant LegCo Members for reference in March 2013. 

As pointed out in the study report, the Government has examined and assessed 
various proposals on the provision of noise barriers at Island Eastern Corridor 
near Provident Centre.  It has been concluded that the installation of noise 
barriers is not feasible given the loading of the road section concerned, space 
availability, statutory requirements and other reasons.  However, the 
Government has been proactively exploring alternatives for implementation, 
including (i) timely repairs to the expansion joints along the road section 
concerned; (ii) applying low noise road surfacing at suitable locations at that 
section; and (iii) subsequent checks and maintenance on a regular basis, with a 
view to alleviating the traffic noise nuisance of the highway on the neighbourhood.  
HyD has finished the abovementioned works items (i) and (ii), as well as will 
continue with works item (iii). 
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(f) Among the contractors engaged in the construction of the Trunk Road, the 
proportion of which were mainland companies. 

 The contractors undertaking the 12 works contracts under Central-Wan Chai 
Bypass and Island Eastern Corridor Link are either independent construction 
firms or joint ventures.  Among the 12 participating contractors, 3 are registered 
on the mainland, accounting for 25% of all construction companies involved (the 
above figures are based on the countries/regions where the companies are 
registered). 

 

 

Yours sincerely, 
 

 

(Miss Carrie LEE) 
or Secretary for Transport and Housing 

 

cc: Secretary for Development  (Attn.: Mr. John KWONG) 
 Secretary for Financial Services and the Treasury (Attn.: Ms. Joyce HO) 
 Director of Highways  (Attn.: Mr. Lawrence HO) 
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Annex I 
 
 

Major infrastructural projects (with the original APE exceeding $1 billion) 
the funding of which was approved based on the project estimate  

(in MOD prices) 
derived by applying the price adjustment factors announced in 2009 

 
(under the purview of the THB) 

 

Project No. Project title 

8003QR Hong Kong-Zhuhai-Macao Bridge — funding support for Main 
Bridge* 
 

6819TH Traffic improvements to Tuen Mun Road Town Centre section 
 

6579TH Central-Wan Chai Bypass and Island Eastern Corridor Link 
 

8001QR West Island Line — funding support 
 

6053TR Hong Kong section of Guangzhou-Shenzhen-Hong Kong Express 
Rail Link－construction of railway works 
 

6057TR Hong Kong section of Guangzhou-Shenzhen-Hong Kong Express 
Rail Link－construction of non-railway works 
 

 

*Applying the Renmenbi exchange rate fluctuation as a replacement of price 
adjustment factor
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Annex II 
 

Large infrastructural projects (with the original approved APE exceeding $1 billion) under construction 
and which have been given approval for APE increase 

 

Project 
no. 

Project title 
Original APE

($ billion) 

Latest APE 
(legislative year in which 

approval was given) 
($ billion) 

Reasons for approval to APE increase  

B564CL 
Development near Choi Wan 
Road and Jordan Valley 

1.8 
2.0 

(2004-05) 
Increase in project cost to cater for extra works due 
to worse-than-anticipated geotechnical condition. 

6746TH 
Reconstruction and improvement 
of Tuen Mun Road 

4.6  
6.8  

(2008-09) 

 Increase in project cost to cover 
higher-than-expected tender prices, extra resident 
site staff cost incurred by the increase in the 
number of works contract, corresponding 
adjustment to project contingency; and increase in 
provision for price adjustment. 

4329DS 
Upgrading of Pillar Point 
Sewage Treatment Works 

1.4 
1.9  

(2009-10)  

Increase in project cost to cater for 
higher-than-expected tender prices; and increase in 
provision for price adjustment. 

5045CG 
District Cooling System at  
Kai Tak Development 

1.7  
3.1  

(2010-11 & 2012-13)  

Increase in project cost to cater for project design 
development and changes in construction 
requirements, phased implementation of works, 
unexpected site constraints and 
higher-than-expected tender prices. 
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Project 
no. 

Project title 
Original APE

($ billion) 

Latest APE 
(legislative year in which 

approval was given) 
($ billion) 

Reasons for approval to APE increase  

8008MA 
Redevelopment of Caritas 
Medical Centre, phase 2 

1.2 
1.7  

(2010-11)  

Increase in project cost to cover 
higher-than-expected tender prices; and increase in 
provision for price adjustment. 

6844TH 
Hong Kong-Zhuhai-Macao 
Bridge － Hong Kong Link 
Road 

16.2 
25 

(2011-12) 

Increase in project cost to cover additional cost due 
to delay in construction programme, 
higher-than-expected risk assessment by tenderers, 
corresponding adjustment to project contingency; 
and increase in provision for price adjustment.  

6819TH 
Traffic Improvements to Tuen 
Mun Road Town Centre Section

1.8 
2.0 

(2012-13) 

Increase in project cost to cover 
higher-than-expected tender prices; and increase in 
provision for price adjustment. 

 
In conclusion, the reasons for increase in APE could be summarized as increase in project cost (and the relevant provision for price 
adjustment) to cope with additional cost brought about by unforeseeable circumstances, such as worse-than-anticipated geotechnical 
condition, higher-than-expected tender prices, as well as increase in provision for price adjustment to cope with higher-than-expected 
rises in wages and materials prices. 
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