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While fully recognizing the fundamental

need to recover the full cost for

7 4] operating a financially

sustainable water utility,

the government has

decided in the public interest to
continue with the high level of subsidy
for water charges under the current

economic and social conditions.
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KEWA RAFERE D)
Water Charge Received (By Sectors)
BETT $Million
R E
Financial Year 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03
T
Trade 1,089 1,052 1,038 1,044 986 938 942 920 888(919) 753(915)
F=
Domestic 926 1,012 1,118 1,138 1,185 1,245 1,266 1,268 1,180(1,317) 617(1,362)
BT
Government Uses 127 141 164 150 143 149 158 169 144(144) 149(149)
Hith
Others 179 204 219 224 206 196 202 215 214(215) 195(199)
A
Total 2,321 2,409 2,539 2,556 2,520 2,528 2,568 2,572 2,426(2,595) 1,714(2,625)
ERABFREBKEWRAIN LK EERER -
Figures in brackets are water charges received without concession.
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Water Charge Received
(By Sectors) 2002/2003

Bkt Percentage
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(7.6%)

8.7%
(5.7%)

43.9%
(34.8%)

36.0%
(51.9%)
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HEAVY GOVERNMENT
SUBSIDY

The water tariff in Hong Kong has been
set on the basis of the subsidy from the
contribution from annual rates up to a
ceiling of 15 per cent. Revisions of
water tariff in the past have never
achieved full cost recovery. In the year
under review, the government subsidy
including contribution from rates,
special concession, free allowance to
domestic customers and deficit of
Operating Account amounted to some
$4,700 million. Indeed, the annual
revenue from chargeable supplies in
recent years has not been able to cover
the cost of raw water from Dongjiang.

TARIFF FREEZE

Owing to the freeze on the water tariff
since February 1995, revenue from
water charges rose only marginally as
a result of increased consumption. To
cut down the deficit, continual effort
has gone into lowering operating costs
through greater efficiency.

SPECIAL CONCESSIONS
Introduced as a special concession to
customers in the general economic
slowdown, a one-year reduction in water
and sewage charges expired at the end
of March 2003. A maximum concession
of $1,000 was allowed for domestic
use, and a reduction of $4,000 allowed
for non-domestic use. The concessions
were credited to registered accounts by
equal instalments shown in the water
and sewage charges bills.

With the aim of mitigating the financial
impact of the SARS outbreak on the
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BAERA DA
Analysis of Operating Costs
BHE&JT $Million
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BIH4FE Financial Year
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Staff Cost Purchase of Guangdong Water Interest on
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Operating & Admin. Expenses

public, a special four-month additional
concession in water and sewage charges
will commence from August 2003. The
maximum concession for domestic and
non-domestic users will be $334 and
$2,666 respectively.

REVENUE
The sources of our revenue are
comprised of chargeable supplies,

Depreciation

fees, licences and reimbursable work,
government use and notional interest
from deposits. Without the introduction
of concessions, revenue from
chargeable supplies and government
use increased by 1.2 per cent to
$2,625 million. Total revenue, including
government contribution from rates, as
well as value of concessions and free
allowance for the year amounted to
$5,699, a decrease of 0.2 per cent.
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Expenditure by Programme Areas
for 2002/2003

Bkt Percentage

7.3y 3%

89.7%
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Expenditure by Programme Areas for the past three years

B [Z Financial Year 2000/01 2001/02 2002/03

(B8 (B8 (HET)

($Million) ($Million) ($Million)

HK REI R D 4,576.3 4,772.4 4,817.0
Water Supply (Planning & Distribution)

JK'E %2 I Water Quality Control 165.3 160.3 160.9

& F BR#S Customer Services 370.9 367.0 390.1

5,112.5 5,299.7 5,368.0

(-0.7%) (+3.7%) (+1.3%)
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OPERATING COSTS

Total operating costs declined by 0.1
per cent to $6,485 million. The cost
of water from Dongjiang came to FEIT $Million
$2,476 million, which was more than
38 per cent of total operating costs.

ERRE

Capital Investment

3,631

3,336

EXPENDITURE BY
PROGRAMME AREAS

In terms of programme areas, total
expenditure rose 1.3 per cent to
$5,368 million. Due to the difference
in accounting systems, the operating
cost and expenditure in programme
areas are not identical. Operating cost
is based on accrual and full cost,
Whereas the CaSh System iS used for 93/94 94/95  95/96 96/97 97/98 98/99 99/00 00/01 01/02 02/03
expenditure on programme areas, as BIE4ERE Financial Year

normally adopted by government

departments.

2,452
2,749
2,374

1,735
1,863
2,068
2,030
1,936

EEBKAERBEFRSPAELA

Annual Expenditure on Purchase of Guangdong Water and Proportion of

CAPITAL INVESTMENT Annual Total Operating Expenditure
More than $1,930 million was
designated for capital investment for
the year. This came mainly from the
government’s Capital Works Reserve
Fund to renew, upgrade and expand
the water supply infrastructure to
meet new demand and to improve the
supply system.

BEJT $Million
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CHARGING PRINCIPLE
Charges for the use of fresh water are
based on metered consumption.
Meters for 2.28 million domestic
accounts and low-use non-domestic
accounts are read every four months.
Those for non-domestic use with large
consumption are read monthly.
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Accounts Statistics

EFHAE (#EZE200343A31815)
Number of Accounts (as at March 31, 2003)

{¥=E Domestic 2,279,460
% Trade 232,907
BT Government 10,302
JRETFA7K Flushing 21,208
E b Miscellaneous 1,840
&%t Total 2,545,717
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Distribution of Household Average
Monthly Bill 2002/2003

Bkt Percentage
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The major factor taken into account
in setting water tariff is its financial
impact on customers. Additional
factors considered for domestic
tariff include the implications of
consumer price indices and the
intention to avoid any cross
subsidization between domestic
and other uses.

The tariff for domestic use is divided
into four tiers, intended to provide a
progressively increasing price
structure to discourage unnecessary
use. Costs recovered from excessive
use go to subsidize the lower tiers.

In the first tier, a free supply of 12
cubic metres has been provided for
each household every four months.
This is regarded as the minimum
amount of water required for health
and hygiene by reference to household
size in public housing.

Before the freeze in water charges
in February 1995, the consumption
of 31 cubic metres in the second
tier for four months was charged at
cost to each household, after taking
into account the government
subsidy through rates. The third tier
of 19 cubic metres every four
months was charged on a non-
subsidy basis. The fourth tier, for
the remainder, was charged at a
punitive rate roughly 40 per cent
above the third.

For non-domestic uses, such as for
trade or construction purposes, the
water tariff was set at the total
production cost after taking into
account the rate contribution.

TARIFF REVISION
MECHANISM

A draft proposal for the next year’s tariff
is worked out on the basis of the Five-
year Projections of the income and
expenditure levels, capital investment,
levels of water consumption and
inflation or deflation. The proposal is in
turn put up for consideration at a
meeting of the Waterworks Accounts
Committee, chaired by the Permanent
Secretary for Financial Services and
the Treasury (Treasury). Others on the
Committee are the Director of Water
Supplies, and senior officers from the
Financial Services and the Treasury
Bureau, the Environment, Transport
and Works Bureau, the Treasury and
the Water Supplies Department.

The Committee meets once a year to
examine the Waterworks Operating
Accounts and the Five-year
Projections. Any proposal for revising
water charges is first placed before
the Executive Council prior to being
tabled at the Legislative Council.

HOUSEHOLD WATER BILL
As a result of the free allowance of 12
cubic metres every four months, about
380 000 households, or about 17 per
cent of our total domestic accounts,
do not have to pay their water bills.
About 30 per cent of households pay
a monthly water bill of $1 to $25, and
only 22 per cent pay more than $75

a month.

WATER TARIFF REFORM

The experience from most of the
developing countries shows that highly
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subsidized water tariff will only result in
inefficient use of water resources and
will not be sustainable. Recent years
have seen significant progress in many
developed countries in revamping their
water tariff structure and removing
government subsidy on water charges.

Because of the high levels of the
government subsidy, the average
monthly water bill for most
households in Hong Kong amounts to
only 0.25 per cent of their monthly
expenditure. This is only a fraction of
household water bills in some major
cities in the world.

An early reform of our water tariff system
iS necessary to ensure its sustainability,
with the focus on affordability and the
goal of providing a high quality water
service at a price affordable to most
households in Hong Kong. In line with
the international best practice, the
potential measures for water tariff
reform should comprise, among other
things, removal of free allowance,
cessation of subsidy from rates, recovery
of full production costs, introduction of a
two-part tariff composed of a fixed
monthly service charge and a
consumption charge, and providing direct
subsidy to low-income households.

The success of policy reform on a
matter so essential to daily life hinges
necessarily on the public trust and
support. To gain that confidence, there
must be transparency and
communications and steps have
therefore been taken to encourage
public participation and increase
awareness of our operations and the
issue of tariffs.



