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7.6.7.16 As the service provider has some form of monopoly, price regulation is a key feature of
regulation.  The price control of long-term cost will thus be a main concern in the private
housing sector.

7.6.7.17 The tariff to be paid to the ARCS service provider has to be based on the following:
• Operation and maintenance cost of the system - the cost structure and the demand structure

will be evaluated.  Of particular interest is appropriate of fixed cost to various users;
• Evaluation of the cost of the refuse collection by manual method and the saving on refuse

trucks;
• Acceptance level of the residents including aspects such as reliability of supply and

customer service quality; and
• Reasonable financial return to the capital cost of the plant installed to provide more

incentive to the use, taking into account the staged and phased installation and operation.

Price Increase

7.6.7.18 To allow the phased installation, the service provider will be given an initial operation right
until the time when the final phase of the plant is installed and operated for at least 2 years.  In
view of the long span of time, allowance should be made in the institutional framework to
allow the possible price increase in future to allow for inflation.  To this, reference has to be
made to the existing profit control scheme currently adopted in Hong Kong.

7.6.7.19 Broadly speaking, there are a number of forms of regulation.  Firstly, under rate-of-return
regulation, firms effectively are guaranteed a return based on the amount of allowable assets
(KMB, CLP, HEC) or capital.  Despite its administrative simplicity, its linkage of return to the
firm’s asset has the well-known incentive problem in excessive investment.

7.6.7.20 Secondly, a CPI – X form of regulation, (CPI relates to the Consumer Price Index), which can
also include a Y-factor to control for extraordinary cost (such as fuel cost) changes faced by
the service provider, which are then passed through to consumers.  In this case the formula is
% ? P = % ? CPI – X + Y.  It is acknowledged that there are better incentive features for this.
However, the application has to be carefully considered as the practical application of:
• Setting the initial prices;
• Determining the X factor; and
• Dealing with uncertainties and unpredicted changes.

7.6.7.21 The appropriate framework for price regulation will take into consideration the following
aspects:
• Estimations of required capital and operating expenditure;
• The levels of service and performance demanded by end-users;
• Choice of index of inflation – would some cost index be more appropriate than the retail

price index, noting the bulk expenses will be energy and staffing;
• Efficiency estimations;
• Length of payback period of investment;
• Cost-pass-through of changes in uncontrollable costs;
• Built-in incentives for improvements in efficiencies, service performance as well as

meeting environmental and safety standards;
• The role for interim reviews in dealing with uncertainties that are not covered by inflation

indexing and cost-pass-through; and
• The appropriate time between price reviews and the process bearing in mind the prevailing

social and political acceptance.

7.6.7.22 Overall speaking, the following factors will be the key elements:
• Fairness to the residents;
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• Benefits of the scheme to the public; and
• What is the likely price mechanism if an open competition is allowed.

7.6.8 Application

7.6.8.1 The above discussion outlines the application to residential development within SEKD, which
constitutes the bulk of the land use.  The application to commercial use is expected to be
similar.

7.7 Impacts Summary

7.7.1 Wastes generated during the construction stage of the development would generally include
construction and demolition (C&D) material, chemical waste, and workforce waste.  With the
implementation of practicable waste management measures, the associated impacts are not
considered to be an insurmountable environmental constraints.

7.7.2 Waste generated during the operational stage is mainly municipal solid waste.  It is estimated
that the total waste (i.e domestic and C&I waste) generated from SEKD would increase from
95 tpd in year 2005 to 434 tpd in year 2018.  Together with the municipal solid waste
generated from the existing catchment of KBTS, the capacity of the existing KBTS would be
exceeded in year 2006.  Based on the future waste arising estimated in this study, a new RTS
with capacity in the range of 3000 to 3700 tpd and with marine access is proposed in Area 6C
of SEKD to serve the SEKD and the existing catchment of KBTS.  The proposed RTS site is
located at more than 300m from existing and planned residential uses.  With the
implementation of practicable mitigation measures adopted in other newly built RTSs in the
territory, adverse environmental impact associated with the operation of the proposed RTS is
not expected.  The proposed RTS is a Designated Project under Schedule 2 Part I:G.2 of the
EIAO, a detailed EIA should be carried out by the future project proponent and approved
under the EIAO to confirm that there will be no insurmountable environmental impacts
associated with the construction and operation of the RTS.

7.7.3 There is no major difficulty on technical grounds, as evidenced by the application of the
Automated Refuse Collection System to 2 public housing estates in the pilot scheme.  The use
of ARCS for combined sites will have institutional and financial issues to be resolved, though
not insurmountable.  South East Kowloon Development, being a newly developed area, will
provide better opportunity of applying the ARCS than in other developed and congested areas.
As such, an institutional framework should be formulated to target for a wider application.  A
further study, based on the initial findings of this report, is recommended to allow the
implementation to follow.


