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PURPOSE 
 
 
 This paper seeks Members’ views on an application from the 
New Hong Kong Tunnel Company Limited (NHKTC) to increase the tolls of 
the Eastern Harbour Crossing (EHC).  
 
 
BACKGROUND 
 
2. NHKTC was granted a 30-year franchise to build and operate 
the EHC commencing 7 August 1986. The EHC was opened to traffic on 
21 September 1989. 
 
3. Section 55(3)(a) of the EHC Ordinance (Cap. 215) provides that 
the tolls specified in the Schedule to the Ordinance may be varied by 
agreement between the Chief Executive-in-Council and the tunnel company. 
If an agreement cannot be reached, either side may resort to arbitration under 
the Arbitration Ordinance (Cap. 341).  While the EHC Ordinance does not 
set out the criteria for determining toll adjustments, it stipulates that if the 
matter is submitted for arbitration, the arbitrators shall be guided by the need 
to ensure that the company is reasonably but not excessively remunerated for 
its obligations under the EHC Ordinance.  A copy of Section 55 of the EHC 
Ordinance is at Annex A. 
 
Previous Toll Increase Applications 
 
4. In May 1995, NHKTC submitted for the first time an application 
for a $10 or 100% toll increase for private cars and similar percentage 
increases for other types of vehicles. The then Governor-in-Council rejected 
the application in October 1995.  NHKTC resorted to arbitration in January 
1996 and the arbitration hearing took place in February 1997. 
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5. A Final Interim Award was made by the Arbitrator in April 1997 
which specified that the toll for private cars and taxis should be increased by 
$5 (from $10 to $15) with corresponding increases for other types of vehicles 
with effect from 1 January 1998.  The Arbitrator also ruled that a reasonable 
but not excessive remuneration to NHKTC fell within a range of 15% to 17% 
Internal Rate of Return (IRR).  The Arbitrator believed that it was desirable 
to have small regular increases rather than fewer more drastic increases. 
Hence, he anticipated that further $5 increases at approximately five-yearly 
intervals thereafter would prove necessary assuming that the projected traffic 
flows which were agreed by the experts then proved to be reasonably 
accurate. 
 
6. In September 2002, NHKTC submitted its application for a 
second toll increase of $5 (from $15 to $20) for private cars with 
corresponding increases for other vehicles on 1 January 2003.  In July 2003, 
the Chief Executive-in-Council rejected NHKTC’s application.  NHKTC 
resorted to arbitration in August 2003 and the arbitration hearing took place 
in September 2004.   
 
7. In January 2005, the Arbitrators made an Award which specified 
that the toll for private cars and taxis should be increased by $10 (from $15 to 
$25) with corresponding increases for other vehicles on 1 May 2005.  After 
further discussions between the Government and NHKTC, the company 
agreed to defer the toll increase for empty taxis to 1 July 2005 and the toll 
increase for light buses to 1 October 2005. 
 
8. In the 2005 arbitration, the Arbitrators considered that the 
changes in the economic conditions of Hong Kong since the tolls were last 
determined in the 1997 Arbitration were not material and were not sufficient 
to affect the overall level of reasonable but not excessive remuneration 
determined over the life of the franchise.  They also considered that while 
some drastic and prolonged changes in economic circumstances during the 
lifetime of the project would require a review, it was neither in the interests of 
the parties nor the public if tolls were continually reviewed and adjusted 
during less than material fluctuations in the economy over the 30-year 
franchise.  The Arbitrators therefore concluded that the level of reasonable 
but not excessive remuneration for NHKTC remained an IRR between 15% 
and 17% over the life of the franchise, as was decided in the 1997 arbitration.  
In making the Award, the Arbitrators also anticipated that it might be 
necessary for a further similar increase in about 5 years.  
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NHKTC’S APPLICATION FOR TOLL INCREASE 
 
9. NHKTC submitted on 23 August 2010 its third application for a 
$10 or 40% toll increase for private cars and taxis with proportionate 
increases for other categories of vehicles to take effect from 1 October 2010 
(which was subsequently revised to 1 January 2011).  The existing and 
proposed toll levels by NHKTC are set out at Annex B.  
 
NHKTC’s Justification for Toll Increase 
 
10. A note on the toll increase application, prepared by NHKTC, is 
at Annex C.  In brief, NHKTC has advanced the following justifications – 
 

(a) according to the arbitration award made in 1997, a reasonable 
return was defined as an IRR between 15% and 17%.  Over the 
past few years, the company has been operating at below the 
lower end of its expected IRR; and 

 
(b) should there be no toll increases, the IRR over the whole 

franchise period is estimated to be 14.26% which is less than the 
lower range of a reasonable return.  Even with the current 
proposed toll increase, the IRR likely to be achieved over the life 
of the franchise is estimated to be 14.51% which still falls short 
of the lower range of a reasonable return.  

 
NHKTC’s Financial Performance 
 
11. NHKTC has consistently achieved a healthy financial position.  
It started to make an operating profit in 1992, i.e. about three years after the 
commissioning of the EHC and also wiped off the accumulated loss by end 
1993.  According to NHKTC’s actual financial results, by end of December 
2009, NHKTC had accumulated a profit of about $4,688 million.  NHKTC 
has fully repaid its bank loans in July 2001 and started to pay dividends from 
1994 onwards, and dividends have been paid on a monthly basis since 
October 2001.  Total dividends paid up to the end of 2009 amounted to 
$4,658 million. 
 
12. As far as the application for toll increase is concerned, NHKTC 
forecasts that the toll revenue in 2011 would increase from about $736 
million by $164 million (+22%) to about $900 million.  This has taken into 
account the assumed toll increase of about 40% on 1 January 2011, but after 
netting off the projected decrease in EHC traffic by about 13% arising from 
the proposed toll increase. 
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13. According to NHKTC’s latest projections in the current toll 
increase application taking into account actual dividends, the estimated IRR 
over the 30-year franchise will increase from 14.26% without toll increase to 
14.51% with toll increase assumed on 1 January 2011.   
 
The Administration’s Assessment 
 
Guiding Principle – Reasonable but not Excessive Remuneration 
 
14. In considering NHKTC’s franchise bid in 1986, the Government 
agreed the opening tolls but gave no undertaking in respect of any subsequent 
toll increase.  Neither was there any discussion nor agreement between 
Government and NHKTC on the level of the IRR.  Each toll increase 
application will have to be considered on its own merits.   
 
Traffic Assessment 
 
15. From the traffic management point of view, the average daily 
traffic throughput of the EHC in 2009 and 2010 are 63,000 and 67,500 
respectively against its design capacity of 78,500 vehicles per day.  No 
undue congestion is observed at the tunnel’s approach roads.   
 
Public Affordability and Acceptability 
 
16. The Administration has urged NHKTC to reconsider the need 
and the timing for any toll increase under the current economic situation.  
We have also reminded them of the importance of striking a balance between 
the interest of the community at large and commercial considerations in 
devising their tolling strategy, as well as to have due regard to public 
affordability and acceptability.  Despite our persuasion, NHKTC maintained 
that the application be submitted to the Chief Executive-in-Council for 
consideration as soon as possible. 
 
Arbitration 
 
17. If the toll increase application is rejected, NHKTC may resort to 
arbitration.  The arbitration rulings in 1997 and 2005 will be regarded as a 
reference of what constitutes a “reasonable but not excessive remuneration”.  
It is however not binding on subsequent cases and each case has to be 
considered on its own merits.  Under the EHC Ordinance, the arbitrator is 
required to have regard to, inter alia, any material change in the economic 
conditions of Hong Kong since the enactment of the Ordinance or, as the case 
may be, since tolls were last determined. 
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ADVICE SOUGHT 
 
18. Members’ views are invited on NHKTC’s application for toll 
increases at the EHC.  
 
 
 
 
Transport and Housing Bureau 
February 2011 





Annex B 
 
 

Eastern Harbour Crossing Toll Schedule 
 
 
 

Vehicle Type 
Current 

Toll Level 
($) 

Proposed 
Toll Level 

($) 
% increase 

Motorcycle 13 18 38% 

Private Car 25 35 40% 

Taxi 25* 35 40% 

Public and Private Light 
Bus 

38 54 42% 

Light Goods Vehicle 38 54 42% 

Medium Goods Vehicle 50 70 40% 

Heavy Goods Vehicle 75 105 40% 

Public and Private 
Single-Decker Bus 

50 70 40% 

Public and Private 
Double-Decker Bus 

75 105 40% 

Each Additional Axle in 
excess of two 

25 35 40% 

 
 

*  According to NHKTC, toll for empty taxi will remain at $15 until 
30 September 2011. 

 
 












