CB(1)294/11-12(04)

For information

L egislative Council Panel on Development

148CD - Drainage improvement works in Ping Kong, Kau Lung Hang,
Yuen Leng, Nam Wa Po and Tai Hang areas

PURPOSE

This paper briefs Members on our proposal to increase the Approved
Project Estimate (APE) of 148CD by $97.9 million from $260.5 million to $358.4
million in money-of-the-day (MOD) prices.

PROJECT SCOPE

2. In December 2006, the Finance Committee (FC) approved the
upgrading of 148CD to Category A at an estimated cost of $260.5 million in
MOD prices. There is no change to the approved scope of 148CD which
comprises -

(@  construction of about 3.6 kilometres (km) of drainage
channels with width ranging from 1.3 metres (m) to 30
m and about 0.5 km of box culverts with width ranging
from 1.3 m to 20 m in Kau Lung Hang, Yuen Leng,
Nam Wa Po and Tai Hang areas;

(b)  construction of about 0.84 km of drainage channels
with width ranging from about 3 m to 17 m and about
0.21 km of box culverts of 4 m wide in Ping Kong
aress,

(c)  construction and reprovisioning of
vehicular/pedestrian access, and

(d) ancillary works including reprovisioning of a public
toilet and diversion of watermains.

A site plan and typical cross-sections showing the works are at Enclosure 1.
3. We started the construction works in December 2006 and originally

planned to complete the works in November 2010. However, the construction
period has been prolonged due to various unexpected site situations as described



in paragraphs 5 and 6 below. We anticipate that the works will be substantially
completed by June 2012. Asat now, 80% of works were completed.

JUSTIFICATION

4, Following a review of the financia position of the project taking
into account the proposed reduction in project contingencies, we consider it
necessary to increase the APE of 148CD by $97.9 million in MOD prices to cover
additional costs arising from the following —

(@ increasein provision for price adjustment; and

(b)  unforeseen site constraints and local concern.

Increasein provision for price adjustment

5. According to existing Government practice, monthly payments to
contractors for most construction contracts are adjusted to cover market
fluctuation in labour and material costs, which are known as Contract Price
Fluctuation (CPF) payment. The payment for the works of 148CD is subject to
CPF. A provision for price adjustment at an amount of $7.9 million has been
included in the APE of 148CD which was estimated on the basis of the prevailing
forecast of trend rate of change in the prices of public sector building and
construction output for the period 2006 to 2011 and the anticipated project cash
flow.

6. There has been a steady increase in construction material prices
since 2004. But from mid-2007 onwards, there was an accelerated increase and
followed by a steady increase since mid-2009 onwards. A chart showing the
relevant trend of material costsis at Enclosure 2. For example, the July 2011 cost
index for steel reinforcement, galvanized mild steel and sand has risen by 78.8%,
38.9% and 111.6% respectively from the December 2006 prices when the funding
for the project was approved. In the light of the sharp increase in subsequent
forecast on the trend rate of change in the prices of public sector building and
construction output (the latest forecast is that there will be an increase of 5% per
annum in 2011 and 5.5% per annum from 2012 to 2015) and the actual price
deflators between 2007 and 2010 (the actual price deflators for 2007, 2008, 2009
and 2010 were 2.9%, 8.7%, 3.1% and 2.9% respectively), the CPF payments have
been higher than expected. As a result, we anticipate that the provision for
price adjustment will have to be increased by $62.9 million from $7.9 million to
$70.8 million. Detailsare at Enclosure 3.



Additional cost dueto unforeseen site constraints and local concern

7. The actual site conditions are more constrained than originaly
envisaged due to presence of uncharted utilities, such as watermains,
telecommunication cables and electricity cables. Provisions in the drainage
channels and structural crossings were necessary to accommodate these utilities,
which have incurred additional time and cost to the project. Further, we
encountered local concerns unforeseen before the commencement of works
including susceptible damage to village houses, transplanting of trees and
maintaining of local vehicular and pedestrian access. In order to address these
local concerns, design changes in the original drainage works were required
resulting in additional time and cost to the project.

8. In addition, one of the workfronts had been suspended for more
than a year due to vigorous objection and action by some villagers. Various
measures had been taken with the assistance of District Office, District Lands
Office, loca Rural Committee and Villager Representatives with a view to
settling the disputes and resuming the construction works but all our efforts made
were in vain. Eventualy, we made an application to the High Court, with the
assistance of the Department of Justice, to issue an Injunction Order to prevent
obstruction to the works by villagers. The construction works of this workfront
resumed after the issue of the Injunction Order in July 2011. Hence additional
contractor’s site overheads including site supervisory staff and construction plants
were incurred and the prolonged site works leads to an increase in project cost.

9. The total additional cost involved for the variations of works due to
unforeseen site situations and local concerns mentioned in paragraph 7 and the
increased site overheads due to prolonged site works mentioned in paragraph 8 is
estimated to be $37.9 million.

Offset by reduction in project contingencies

10. A provision of $23.0 million in the origina APE as contingencies
has been reduced by $7.1 million to account for the higher-than-expected tender
prices. The original contingencies are further reduced by $2.9 million to partly
offset the increase in cost due to the reasons explained in paragraphs 5 to 9 above.
The remaining contingencies of $13.0 million are required to cater for further
variations and possible claims during construction of the remaining works and
valuation of works during finalization of the project account.

11. A summary of the proposed increase of $97.9 million for 148CD is
asfollows -



(@

(b)

(©)

(d)
(€)

(f)

Factors

Increase dueto —

Increase in provision for
price adjustment

Unforeseen site situations
and local concern

Total cost increase

© =@ + (b

Partly Offset by -

Contingencies (part)

Total savings

Proposed increase

() =@ - (¢

Proposed
increased amount/
savingsin
MOD prices
($ million)

62.9

379

100.8

2.9

2.9

97.9

% of thetotal
increased
amount/
savings

62.4

37.6

100.0

100.0

100.0

A comparison of the cost breakdown of the APE and the latest project estimate is
given a Enclosure 4.

FINANCIAL IMPLICATIONS

12.

Subject to approval, we will phase the expenditure as follows -

Year

Up to 31 March 2011

2011 -2012

$million
(in MOD prices)

183.9

62.0



2012 - 2013 45.0

2013 -2014 37.0
2014 — 2015 30.5
Tota 358.4
13. The proposed increase in APE will not give rise to any additional

recurrent expenditure.

PUBLIC CONSULTATION

14. As the proposed increase in APE does not involve any change in the
scope of the project, we consider that further public consultation is not required.
ENVIRONMENTAL IMPLCATIONS

15. The proposed increase in APE does not have any environmental
implication.

HERITAGE IMPLCATION

16. The proposed increase in APE does not affect any heritage site, i.e.
al declared monuments, proposed monuments, graded historic sites/buildings,
sites of archaeological interest and Government historic sites identified by the
Antiquities and Monuments Office.

LAND ACQUISITION

17. The proposed increase in APE does not require any land acquisition.

BACKGROUND INFORMATION

18. In December 2006, we upgraded 148CD to Category A at an
estimated cost of $260.5 million for the construction of drainage improvement
worksin Ping Kong, Kau Lung Hang, Yuen Leng, Nam Wa Po and Tal Hang areas.
The construction works commenced in December 2006 and was originaly
scheduled for completion in November 2010.
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19. The proposed increase in APE will not involve any additional tree
removal or planting proposals.

20. The proposed increase in APE will not create any new jobs.

WAY FORWARD
21, We plan to seek the support of Public Works Subcommittee for the

increase in APE of 148CD in December 2011 with a view to seeking the approval
of FC in January 2012.

Development Bureau
November 2011
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Enclosure 3

148CD - Drainage improvement worksin Ping Kong, Kau Lung Hang,
Yuen Leng, Nam Wa Po and Tai Hang areas

Tablel - Cashflow and provisionsfor price adjustment in PW SC(2006-07)45

Y ear Original project Original price | Approved project | Provision for price
estimate adjustment factors estimate adjustment
($million, in (October 2006)# |($ million,in MOD ($ million)
September 2006 prices)
prices)
X Y Y4 A=Z - X

2006 - 2007 10.5 1.00000 10.5 0.0
2007 - 2008 59.8 1.01250 60.5 0.7
2008 - 2009 74.7 1.02769 76.8 2.1
2009 - 2010 74.8 1.04310 78.0 3.2
2010 - 2011 32.8 1.05875 34.7 1.9
Total 252.6 260.5 7.9

Table2 - Latest cash flow and provision for price adjustment due to latest project
estimate (PE) and latest adjustment factors

Y ear Revised PE Revised PE | Latest price| Revised PE Latest |Netincreasg
($million, in| ($million, in | adjustment| ($million, in [provision for| in provision
September | September 2011  factors | MOD prices) price for price
2006 prices) prices) (October adjustment | adjustment
2011) ## ($million) | ($ million)
a b c d e f
Up to March 154.5 183.9" 1.00000 183.9"
2011
2011 — 2012 50.3 62.0M 1.00000 62.0 e=d-a | fze_A
2012 — 2013 34.7 2.7 1.05375 45.0
2013 -2014 27.0 33.3\ 111171 37.0
2014 — 2015 211 26.0M 1.17285 30.5
Total 287.6 347.9 358.4 70.8 62.9
Notes

Price adjustment factors adopted in October 2006 were based on the projected movement
of prices for public sector building and construction output at that time, which were
assumed to increase by 0.5% per annum in 2006, increase by 1.5% per annum from 2007
to 2010 and by 2.5% per annum from 2011 onwards.

F+

##  Price adjustment factors promulgated in October 2011 were based on the latest movement
of prices for public sector building and construction output, which are assumed to increase
by 5.0% per annum in 2011 and by 5.5% per annum from 2012 onwards.

A $183.9 million was the actual expenditure up to March 2011.

M The latest project estimate (in September 2006 prices) was multiplied by 1.23228 for
conversion to September 2011 prices. The figure of 1.23228 represented the changes in
price movement for public sector building and construction output between September
2006 and September 2011.



148CD — Drainage improvement worksin Ping Kong,
Kau Lung Hang, Yuen Leng, Nam Wa Po and Tai Hang

Enclosure 4

A comparison of the original APE and the latest project estimate is as follows -

() Construction of drainage
channels and box culverts
in Kau Lung Hang, Yuen
Leng, Nam Wa Po and Tai
Hang areas

(b) Construction of drainage
channels and box culverts
in Ping Kong areas

(c) Construction and
reprovisioning of
vehicular/pedestrian
access

(d) Ancillary works

(e) Environmental mitigation
measures

Total value of
contract works
(sum of items (a) to (e))
(f) Contingencies
Sub-total

(sum of items (a) to (f))

(g) Provision for price
adjustment

Total

(A)
Approved
Project
Estimate
($ million)

136.6

40.2

33.1

9.2

10.5

229.6

23.0

252.6

7.9

Revised project estimate after contract award

(B) (®)
Revised Project L atest
Estimate’ Proj ect
Estimate
($ million) ($ million)
141.7 169.2
42.2 50.5
33.1 33.1
9.2 11.3
10.5 10.5
236.7 274.6
15.9 13.0
252.6 287.6
7.9 70.8
260.5 3584

(C)-(A)

Difference

($ million)

32.6

10.3

0.0

21

0.0

45.0

(10.0)

35.0

62.9

97.9



2. As regards item (a) (Construction of drainage channels and box culverts in
Kau Lung Hang, Yuen Leng, Nam Wa Po and Tai Hang), the total increase of $32.6 millionis
dueto -

() anincrease of $5.1 million due to higher-than-expected tender prices, and

(i) an increase of $27.5 million due to unforeseen site constraints and local
concern.

3. Asregardsitem (b) (Construction of drainage channels and box culvertsin Ping
Kong areas), the total increase of $10.3 million isdueto -

(i) anincrease of $2.0 million due to higher-than-expected tender prices, and
(ii) anincrease of $8.3 million due to unforeseen site constraints and local concern.

4. As regards item (d) (Ancillary works), the total increase of $2.1 million is due to
the additional ancillary worksin Ta Hang and Ping Kong.

5. As regards item (f) (Contingencies), the net decrease of $10.0 million is due to
setting aside provision to meet (a), (b) and (d). We consider it necessary to retain the remaining
sum of $13.0 million as contingencies to cater for further variations and possible claims during
construction and valuation of works during finalisation of project account.

6. Asregardsitem (g) (Provision for price adjustment), the increase of $62.9 million
is due to an increase in payment for actual and projected contract price fluctuation.

- 12 -



