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L egislative Council Panel on Development

Hong Kong Special Administrative Region’s
Second Stage Work In Support of Reconstruction in the Sichuan
Earthquake Stricken Areas

I ntroduction

This information paper informs Members of the latest progress
regarding the reconstruction support work of the Hong Kong Special
Administrative Region (HKSAR) and, building upon the basis of the first
stage reconstruction support work, the HKSAR Government’s plan to
propose to the Finance Committee (FC) of the Legidative Council
(LegCo) to increase the earlier approved commitment of HK$2 billion by
HK$4 billion, making atotal of HK$6 billion, to be injected into the Trust
Fund in Support of Reconstruction in the Sichuan Earthquake Stricken
Areas (the Fund) to support HKSAR’'s second stage reconstruction
support work. The need for creation of further funding commitment and
injection for the later stage will depend on the needs of the quake-stricken
areas, utilisation of the Fund, amount of donations from the public, and
the progress and needs of HKSAR’s reconstruction support work.

Progress Report of HK SAR’s Reconstruction Support Work

2. We have undertaken to submit regular reports to the LegCo on
the latest progress of the HKSAR's reconstruction support work and the
utilisation of the Fund. To this end, we have prepared a progress report
(the Report) (see Annex to the Chinese version®) for Members' perusal.
The report covers the latest progress of the HKSAR's reconstruction
support work, details of the second stage funding proposa and the
relevant considerations.

* Both the report and its annexes are in Chinese only.



Progress of HKSAR's First Stage Reconstruction Support Work

Damage to the Sichuan Quake-stricken Areas

3. The massive earthquake measuring 8.0 on Richter scale that hit
Wenchuan on 12 May 2008 had affected 417 counties/districts/county
cities in ten provinces/autonomous regions/municipalities directly under
the Central Government, including Sichuan, Gansu, Shaanxi, Chongging
and Yunnan. The quake-stricken area covered some 500 000 km? with
millions left homeless. As at 25 August 2008, 69 226 people were
killed, 374 643 injured and 17 923 missing. Given the wide expanse of
the quake-stricken areas, huge disaster-affected population, complex
natural conditions, and serious damage of infrastructure, the post-quake
restoration and reconstruction mission is arduous and urgent.

4. Damage to Sichuan Province is particularly serious, with atotal
of ten seriousy hard-hit counties/county cities/districts, 29 hard-hit
counties/county cities/districts and 100 genera quake-damaged areas.
The Sichuan Province has an area of 485000 km?. The quake-stricken
area in the province amounts to 250 000 km?, of which 100 000 km? was
serioudly hard-hit or hard-hit. Among the total population of some 87.7
million, more than 29.83 million people were affected to different degrees.
Countless houses, infrastructural facilities as well as community facilities
such as schools and hospitals were severely damaged”.

Priority and Scope of Reconstruction

5. Post-quake reconstruction is an arduous task and takes at |east
severa years to complete. According to the "State Council Circular on
the Overall Planning for Post-Wenchuan Earthquake Restoration and
Reconstruction" (Reconstruction Overall Planning) issued by the State
Council on 19 September 2008, the overall objective is to complete the

1 Source: Speech made by Mr. Wei Hong, Vice-governor of the Sichuan Provincial Government, on
6 July 2008 during his meeting with Members of the Hong Kong Legidative Council delegation
visiting the quake-stricken areas in Sichuan; and the document entitled "Rebuild Homeland,
Revitalise Industries, Revive Hope-Report on International Investment and Financial Assistance
Demands on Sichuan Post-quake Reconstruction” released by the Sichuan Provincial Department
of Commerce on 16 October 2008.



major restoration and reconstruction tasks in approximately three years.
Under the principle of “people-based governance’, the Reconstruction
Overal Planning accords high priority to livelihood matters, such as the
early reconstruction of houses, public services and infrastructural
facilities.

6. According to the initial assessment of the Sichuan Province,
post-quake restoration and reconstruction would cost more than RMB
1,600 billion?, roughly 12 times the total general budget revenue of the
province in 2007°.  As such, support from al sides, concerted efforts of
the whole nation and participation of al are needed to overcome this
severe challenge.

Latest Progress of First Stage Reconstruction

7. The HKSAR has been actively supporting the reconstruction
work in the quake-stricken areas.  In July 2008, the LegCo approved the
creation of a commitment of HK$2 billion for injection into the Fund to
support HKSARG's reconstruction support work at the first stage. To
follow up on the support progranme, the Chief Secretary for
Administration, Mr. Henry Tang, convened the first meeting of
"HKSAR's Participation in Restoration and Reconstruction Coordination
Mechanism” jointly with Executive Vice-Governor of Sichuan Provincial
Government, Mr. Wei Hong, on 1 August 2008. Thereafter, officials at
the working level of the two governments had met and conducted site
visits on many occasions and reached an agreement on the basic
principles, list of first stage reconstruction projects, project and fund
management, as well as the liaison and coordination mechanism.

8. The HKSAR Government signed the "Cooperation
Arrangement on Support of Restoration and Reconstruction in the
Sichuan Earthquake Stricken Areas' (Cooperation Arrangement) with the
People's Government of Sichuan Province in Chengdu on 11 October
2008. The Cooperation Arrangement covers matters relating to the basic

2 Source: Speech made by Mr. Liu Qibao, Party Secretary of Sichuan Province, in November 2008 at
the “ Sichuan Province Post-quake Relief Thanksgiving Ceremony cum Post-quake Reconstruction
(Hong Kong) Investment Promotion Seminar”.

3 Thetotal general budget revenue of Sichuan Province in 2007 was RMB 139.57 hillion.



principles, 20 first stage reconstruction projects, project and fund
management, as well as the liaison and coordination mechanism etc.

M anagement, monitoring and auditing of HKSAR'’ s Reconstruction
Support Projects

0. The HKSAR and Sichuan Governments both share the common
objective of ensuring proper, effective and efficient use of HKSAR's
reconstruction support funds. The Cooperation Arrangement has set out
the framework for project and funding management. For reconstruction
support projects funded by the HKSAR, the Sichuan side should be
responsible for the actual implementation, as well as day-to-day
management and supervision of the projects. The technical standards
should comply with the relevant Mainland laws and regulations, with
appropriate monitoring mechanism. Tendering of these projects should
be conducted in accordance with the relevant Mainland laws, regulations
and institutional procedures, and the level of qualification of contracting
enterprises may be set at ahigher level as appropriate.  The Sichuan and
Hong Kong sides will jointly examine the actual progress of the projects
and organise regular or irregular project inspection work. Disbursement
of funds will be made in accordance with the anticipated progress of
works. Both sides will jointly examine the progress of each project,
confirm the works completed and conduct site inspections.  The Sichuan
side will aso submit documents such as report by an independent notary,
project programme/photos/plans, notes of meetings and records of tests as
proof.



10. The Centra Government accords great importance to the
monitoring of reconstruction projects, and has promulgated a series of
related laws and regulations on the matter. For example, there is a
chapter (Chapter 7) in the “Regulations on Post-Wenchuan Earthquake
Rehabilitation and Reconstruction” prescribing the statutory provisions
for reconstruction monitoring work (see Annex 3 of the Report). The
areas covered include the responsibility of local authorities on inspection
and monitoring of engineering qualities/safety; auditing of the collection,
distribution, allocation, use and outputs of the reconstruction funds by the
relevant auditing authorities, monitoring of state bodies and public
organizations and their personnel by the relevant auditing authorities; and
the measures for the handling of actsin violation of laws and discipline.

20 Confirmed First Stage Reconstruction Projects

11. The list of 20 first stage reconstruction support projects was
drawn up after discussion with the Sichuan Government having regard to
the “Reconstruction Overall Planning” and the actual needs of the
guake-stricken areas (see Annex 5 of the Report for the project list). It
covers five school reconstruction projects, nine medical facilities projects,
four integrated social services centres, one highway and one project on
drawing up of plans, estimated to involve a commitment of around
RMB1.665 billion (HK$1.905 billion)*.

Hong Kong Jockey Club’s Reconstruction Support Work

12. The Hong Kong Jockey Club (HKJC) has pledged earlier to
allocate HK$1 billion to support the reconstruction work in the
quake-stricken areas of Sichuan. In November 2008, HKJC signed
letters of intent with the relevant Sichuan authorities, covering four
reconstruction projects on medical and rehabilitation facilities, secondary
schools and an Olympic School. HKJC's total commitment for these
four projectsis around RMB409 million (HK$468 million). According to
the understanding reached between the Hong Kong and Sichuan
Governments earlier, the total amount of HKSAR’s contribution for

4 At the rate of HK$100 : RMB87.40 as at 31 December 2008. The same exchange rate will be used
throughout this paper for the sake of consistency.



reconstruction support work will include that made by the HKSAR
Government, HKJC and public donation to the Fund.

Hong Kong NGOs Participation in Reconstruction through Fund
Application

13. In line with the “ Government-led, full community involvement”
approach and with aview to consolidating the efforts by all sectors of the
community, the Fund has been inviting applications from the Hong Kong
non-government organisations (NGOs) since mid-October 2008 for
proposals to assist in the reconstruction work in the quake-stricken areas
of Sichuan. The Fund has so far approved 12 applications in the first
phase, in the areas of education, medical services, physica and
psychologica rehabilitation, and training schemes etc. These projects
cover both hardware construction as well as software services with which
those Hong Kong NGOs have accumulated much experience. The total
amount of grant is about HK$87 million (see Annex 11 of the Report).
At the moment, over 30 projects are pending further processing.

Justification for launching the Second Stage Reconstruction Projects

Usable Balance of the Fund

14, In July 2008, the FC agreed to create a commitment of HK$2
billion to support HKSAR Government’s first stage reconstruction
support work, and applications for funds by Hong Kong NGOs. In
addition, the fund has so far received HK$9 million donation from the
public, making a total of HK$2.009 hillion. As at early January 2009,
the committed sum of the Fund amounts to HK$1.994 hillion, leaving a
usable balance of about HK$15 million, details as follows —



Proj ects committed by the Fund HK$
(Billion)

1. |HKSARG's 20 first stage reconstruction support 1.905
projects

2. |12 first phase approved projects granted to 0.087
successful NGO

3. |Estimated staff cost and operating expenses for 0.002
2008-09

Sub-total (1-3):]  1.994

Balance of the Fund: 0.015

15. We will continue to encourage public donation to the Fund from
the community and different organisations to contribute to the
reconstruction of Sichuan.

Sichuan’ s Recommended Projects

16. We have received two batches of recommended projects
together with background information from the Sichuan Government.
The list of first batch recommended projects was received in September
2008, of which 20 confirmed projects will be implemented in the first
stage reconstruction support work, two have been undertaken by the
HKJC®, and two have been merged with other projects®. The tota
commitment for the remaining 33 projects is estimated to be about
RMB1.749 billion, equivalent to about HK$2.002 billion (see Annex 6 of

the Report).

17. The list of second batch recommended projects first received in
December 2008 was further revised by Sichuan in January 2009. The
total commitment required for the 132 second batch recommended
projects is estimated to be about RMB 4.256 billion, equivalent to about
HK$4.869 hillion (see Annex 7 of the Report).

5 Namely the Number 5 Secondary School Senior Secondary Section in Deyang, and the Number 3
Hospital of Mianyang.

6 Namely the Wolong Natural Reserve “Purchase of testing instrument” and “Balang River
hydroel ectric power station in Dengsheng Sanctuary” projects.
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Considerations for Determining Priorities

18. Owing to resource constraint, we need to set priorities for
Sichuan’s recommended projects and take forward the reconstruction
support work by stages having regard to the resources available. All
aong, we have maintained close contacts with the relevant Sichuan
authorities under the established coordination and communication
channel and exchanged views on how priorities should be set. Both
sides consider that the following considerations should be taken into
account in short-listing the second stage projects —

@ According to the understanding reached between both sides,
we will take part in the reconstruction of public services
facilities, infrastructural facilities and the reconstruction of the
Wolong Natural Reserve.

(b) In line with the genera direction of the Reconstruction
Overall Planning and the needs of the quake-stricken areas,
priorities should be accorded to the important livelihood
facilities, such as schools and medica and rehabilitation
facilities as far as possible. We have also considered
Sichuan’sinitia views on the order of priorities.

(c) Consideration should be given to including Sichuan’'s
recommended projects with preparation work aready
advanced to the more mature stage in the second stage list for
implementation, while the remaining ones can be considered
at alatter stage.

Remaining First Batch Recommended Projects not Y et Funded

19. As stated in the Cooperation Arrangement, on the basis of
compliance with the relevant financial legisation and regulations of the
HKSAR, the Hong Kong side agrees in principle to fund the remaining
first batch projects recommended by Sichuan and not yet funded, and will
put forward funding application to the LegCo in due course to continue to
take forward the implementation of reconstruction work. After signing
of the Cooperation Arrangement, we have al along maintained close
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contact and communication with the relevant Sichuan authorities to
discuss the project details and take forward the project preparation work
jointly. We also conducted a number of site visits. Preparation for these
first stage remaining projects is now relatively more mature. For
example, the commencement of the “Wolong Natura Reserve Drawing
Up of Plans’ project and the opening of the temporary engineering access
road connecting the Reserve in November 2008 have paved the way for
the early implementation of the remaining 23 Wolong Natural Reserve
reconstruction projects’. Further, the feasibility studies for the remaining
ten first batch recommended projects have now been substantialy
completed, pending final approva by the Sichuan Provincial
Development and Reform Commission. On this basis, it is recommended
that all of the above 33 remaining projects be included in the HKSAR
second stage reconstruction plan for implementation as early as possible.

Second Batch Projects Recommended by Sichuan

20. After receiving the list of second batch projects recommended
by the Sichuan Government, we have conducted a number of study
missions in Sichuan with a view to enhancing our understanding of the
local dituation on-the-spot. We aso met with local officials and
exchanged views on the projects concerned with a view to short-listing
suitable projects for inclusion in the next stage implementation plan.
After preliminary studies, HKSAR Government’s relevant bureaux and
departments have short-listed 70 projects which merit in-principle support
and early implementation (see Annex 8 of the Report). The estimated
commitment required is about RMB 1.696 billion, equivalent to about
HK$1.941billion, covering 52 education, 15 medica and three social
welfare (rehabilitation centres for the disabled and homes for the elderly)
projects.

21. For 2009-10 to the first half of 2010-11, the estimated staff cost
and operating expenditure relating to HKSAR’s reconstruction support
work is roughly HK$44 million. In addition, it is recommended that a
sum of HK$150 million be reserved for application of grants by NGOs
from the Fund. The sub-total sum of these items amounts to HK$194

7 Save the “ Wolong Natura Reserve drawing up of plans’ project, of the 25 Wolong Natural
Reserve projects mentioned in the Cooperation Arrangement, two have been merged with the other
projects.
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million. For the remaining 33 first batch projects recommended by
Sichuan and not yet funded (see paragraph 16 above) and the 70 projects
short-listed from Sichuan’s recommended second batch projects (103
projectsin total) , the estimated commitment required is about RMB3.446
billion, equivalent to about HK$3.943 billion. In aggregate, the above
items require a commitment of about HK$4.137 hillion.

22. On the basis of the Sichuan Government’s advice and our
assessment of the related projects, we propose to seek LegCo’s approval
to increase the commitment by HK$4 billion now to take forward
HKSAR’s second stage reconstruction support work because —

(i) There are a total of 80 education, medical and rehabilitation,
and social welfare projects among the remaining first batch
recommended projects, and the projects short-listed from
Sichuan’s second batch recommended projects for early
implementation. Regarding schools, Sichuan’s target is to
substantially complete the reconstruction of basic schooling
facilities by September 2009. The related medical and
rehabilitation, and social welfare projects are also planned for
providing urgently needed services for the quake-stricken areas.
There is a pressing need for early implementation of these
projects.

(i) The Wolong Natural Reserveis located in the mountainous area.
The weather is extremely cold during the winter months of
December to February, with heavy snowfall, thus making it not
suitable for construction works. The Wenchuan earthquake
has inflicted devastating damage to the Wolong Natural Reserve,
necessitating urgent reconstruction works as soon as possible.
The Sichuan Government is keen to have the reconstruction
works commenced by the first quarter of 2009. It is imperative
for HKSARG to complement Sichuan’s plan by making funding
proposal to the FC to support the reconstruction of the Wolong
Natural Reserve.

23. The remaining usable balance of the originally approved
commitment injected into the Fund islimited. We plan to propose to the
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FC to increase the earlier approved commitment of HK$2 billion by
HK$4 billion, making a tota of HK$6 billion to support HKSAR's
reconstruction support work and meet the related expenditure/financial
commitment. Our initial assessment is that there would be an estimated
shortfal of about HK$137 million if we are to undertake all the 103
projects recommended for early implementation in the second stage.
We will liaise closaly with the Sichuan side to refine the estimated project
costs. We will also discuss with the HKJC to explore the possibility for
them to undertake some of Sichuan’s recommended projects from the
remaining funds reserved for supporting reconstruction in Sichuan. We
will also consider liaising with some local commercia enterprises and
encourage them to sponsor some of the projects. We will have regard to
the progress of the preparatory work and the funding position of the Fund
in discussing the list of HKSAR's second stage reconstruction projects.
If necessary, we will aso exercise flexibility and make suitable
adjustments to the list of recommended projects and the relevant project
details as appropriate.

24. The distribution of HKSAR' s reconstruction support projects by
stages by functional areasis set out below —

Areas | Education | Medical and | Infrastructure | Wolong | Social | Total
Rehabilitation Welfare
Sages
First 5 9 1 1 4 20
Sage
Projects
Second 52 21 0 23 7 103
Sage
Projects
Total 57 30 1 24 1 123

The Remaining Projects Recommended by Sichuan

25. Besides the 70 short-listed projects recommended for
implementation in the second stage as mentioned in paragraph 20 above,
there are 62 remaining projects out of the 132 second batch projects
recommended by Sichuan. The estimated commitment for these
projects is RMB2.559 bhillion, equivalent to about HK$2.928 bhillion,
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covering education, medical, social welfare, transport infrastructure and
cultural and sports facilities etc. The Administration will proceed
having due regard to our resource capability. Our overal objective is
that HKSAR's reconstruction support work will not exceed HK$10
billion in financial terms. We will have regard to the genera direction of
the Reconstruction Overall Plan, the actual needs of the quake-stricken
areas and the progress of HKSAR's reconstruction support work, in
considering the next stage reconstruction support plan and  will submit
a concrete proposal to the LegCo in due course.

IMPLICATIONS OF THE PROPOSAL

Financia Implications

26. We plan to propose to the FC to increase the earlier approved
commitment of HK$2 billion by HK$4 hillion, making a total of HK$6
billion, to be injected into the Fund for the following purposes -

ltems HK$ RMB
(Billion) (Billion)
1. HKSARG's Second Stage 3.806 3.326
Reconstruction Support
Projects
(a) Remaining first batch 2.002 1.750
projects recommended
by Sichuan and not yet
funded
(b) Second batch projects | 1.804° 1.577
recommended by
Sichuan

8 This represents the sum reserved for taking forward the second batch projects recommended by
Sichuan. As stated in paragraph 23, there is a shortfall of HK$0.138 hillion if we are to undertake
all the 70 projects short-listed from Sichuan's second batch recommended projects for early
implementation in the second stage.
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ltems HK$ RMB

(Billion) (Billion)
2. Reserved Fund for NGOs' 0.150
application for grants from
the Fund
3. Estimated staff cost and 0.044

operating expenditure for
2009-10 and the first half of
2010-11

Proposed new injection to the 4.000
Fund:

27. Apart from the sum of HK$3.806 billion for the second stage
projects, we also propose to reserve HK$0.15 billion for NGOs to apply
for grants from the Fund, and HK$44 million for staff cost and operating
expenditure for 2009-10 and the first half of 2010-11. The figures above
are initia estimates only. On the premise that the total commitment
approved by the LegCo is not exceeded, we will exercise flexibility in
deploying the Fund’'s resources to meet the various financial needs
relating to HKSAR'’ s reconstruction support.

28. The financial commitment for different stages of HKSAR's
reconstruction support work is summarised below to facilitate
understanding -
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Sages | First Stage Second Sage To be HKJC's
Funding Funding considered at Funding
Uses Commitment | Commitment | Subsequent Allocation
(HK$ Billion) | (HK$ Billion) Sages (HK$ Billion)
(HK$ (For
Billion) reference)
Sichuan’sfirst 1.905 2.002 N.A. 0.468’
batch
recommended
projects
Sichuan’s N.A. 1.804 2.928 Tobe
second batch A funding gap considered™®
recommended of HK$0.137
: billion to be met
projects through soliciting
undertaking /
contribution from
the HKJC or
other local
commercial
enterprises etc.
NGO 0.087 0.15 To be decided N.A.
applications latest
for grantsfrom approved
the Fund amount
Saff cost and 0.002 0.044 0.044 N.A.
operating
expenditure
Total 1.994 4.000 To be 1.000
considered
29. Under the Secretary for Home Affairs Incorporation Ordinance

(Cap 1044) (the Ordinance), the Trustee (i.e. Secretary for Home Affairs
Incorporated) (SHAI) shal submit a copy of the SHAI's audited
statement of accounts, together with the Director of Audit’s report and a
report by the corporation on the administration of the Fund during the
period covered by the audited statement of accounts to the LegCo for
perusal not later than three months after the audited statement of accounts
and the report thereon are received by the corporation from the Director
of Audit. The SHAI’s audited statement of accounts will incorporate the
Fund’ s audited statement of accounts

o Two were selected from Sichuan’s first batch recommended projects, and the other two were

identified through direct liaison between HKJC and the Sichuan government.
0 The remaining balance of the HK$ 1 billion allocated by the HKJC is about HK $0.532 billion.
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Implications for the Civil Service

30. As the HKSAR's reconstruction support work progresses, it is
expected that the staff cost and operating expenditure of the concerned
bureaux and departments will increase accordingly from the financia
year of 2009-10. The Steering Committee on the HKSAR's Support for
Reconstruction in the Sichuan Earthquake Stricken Areas (the Steering
Committee) has supported the creation of 20 additiona time-limited civil
service posts in the financial year of 2009-10 (including 1 time-limited
Staff Grade ‘C’ Administrative Officer post and 19 non-directorate
officer posts, see Annex 12 of the Report for details). Save for one
post lasting for one year, and one post lasting for two years and sSix
months, the other posts will last for three years. The main duties of the
time-limited Administrative Officer Staff Grade ‘C’ post proposed to be
created under the Constitutional and Mainland Affairs Bureau (CMAB)
are to assist the Steering Committee in coordinating inter-departmental
efforts, and handling coordination and communication with the relevant
Sichuan authorities. During the early stage, CMAB will endeavour to
meet the need for the proposed time-limited directorate grade post
through internal deployment of manpower as far as possible, and will put
forth the proposal to create this post to the Establishment Subcommittee
of the FC only at the time when there is a genuine need.

31 The relevant bureaux and departments will review the actua
manpower requirement from time to time and seek the additional
manpower resources according to the established mechanism when
necessary. The related financial expenditure will be absorbed by the
Fund.

Public Consultation

32. We issued an information paper to the LegCo Development
Panel (Development Panel) on 11 October 2008 and briefed the Members
on the content of the Cooperation Arrangement and the latest progress
regarding the invitation to NGOs for application of grants from the Fund
on 28 October 2008. On 11 November 2008, Mr. Liu Qibao, Party
Secretary of Sichuan Province, came to Hong Kong to attend the
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“Sichuan Province Post-quake Relief Thanksgiving Ceremony cum
Post-quake Reconstruction (Hong Kong) Investment Promotion Seminar”
to express gratitude to the Hong Kong people. Mr. Liu also attended a
luncheon hosted by the HKSAR Government and met with representative
of various sectors of the community and NGOs, as well as a number of
Legidlative Councillors and briefed them on the latest progress regarding
the post-quake reconstruction work.

Next Step

33. We will have regard to Members' views in preparing our
proposal to the FC to increase the funding commitment. We also plan to
conduct a press conference and issue a press statement on 22 January
2009 to inform the public of the latest progress regarding HKSAR's
reconstruction support work, and the proposed second stage funding
proposal. Thereafter, we will upload the Report to the relevant webpage
under the webpage of the Constitutional and Mainland Affairs for perusa
by the public.

Constitutional and Mainland Affairs Bureau
January 2009
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