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Research Background

The HKSAR Government has been spending billions of dollars (HK$) on
Dongjiang water supply annually. However, both the payment system
and the price adjustment mechanism of the Water Supply Agreement with
Guangdong Investment Limited reflect unfair treatment for Hong Kong.
The current agreement will expire at the end of 2017. It is necessary for
the Government to bargain for better terms to protect the interests of
Hong Kong citizens in the coming round of negotiation.
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Policy Recommendations

(1) To replace the “Package deal lump sum” payment
system with a new “Payment on actual supply
quantity + Demand-side risk-sharing” system,
such that the water charges can reflect the city's
actual usage.

(3) To fully implement the “Total Water Management”
strategy of the Government by re-strengthening
the supply capacity of local reservoirs, and
introducing desalination & recycled water into
the water resources supply chain, in order that
high-quality fresh water can be ensured in case

(2) To establish a formula-based price adjustment of unstable Dongjiang water supply. In the long
mechanism and to include important parameters term, the advancement of the water desalination
in the formula, including changes in wages in and recycling technology in Hong Kong can create
the Guangdong Province, price changes in | export potential for the water management sector.

relevant materials in Guangdong, growth in the
project’s productivity and the Water Quality Index
of Dongjiang, such that the overall changes in
production costs could be reflected fairly.
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New Price’Adjustment Formula(Proposed)

Adjustment of per unit price =
(weight of wage expenditure * change of nominal wage of Guangdong Province) +

(weight of material expenditure * change of material cost of Guangdong Province) — j j j j j
Productivity factor — Water quality factor 00000 J
(According to the figures of 2014-2015)
Adjustment of per unit price = 0.3*(9.59%) + 0.7*(-3.2%)—-2.05%—-0% = -1.41% y
Unit price adjustment under different wage expenditure ratios I

Wage Other
. Change of .
expenditure nominal wage expenditure
as of total cost 9€ | as of total cost

Change of Productivity | Water quality Unit price
material cost factor factor adjustment
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