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Operation of Dedicated L PG Filling Sations

PURPOSE

This paper explains the operation of the dedicated LPG filling
stations under the Design, Build and Operate (DBO) contracts, the recent
problems encountered and actions being taken to tackle the problems.

BACKGROUND

2. There are currently atotal of 53 LPG filling stations in Hong Kong.
Among them, twelve are dedicated LPG filling stations of which seven are
operated by the China Resources Petrochems (Group) Co. Ltd. (CRC) and the
other five are operated by ECO Energy Co. Ltd. (ECO). In addition, there are
41 non-dedicated L PG filling stations.

3. All dedicated LPG filling stations are operated under DBO contracts
with the HKSAR Government. There are three DBO contracts with CRC and
another three DBO contracts with ECO, and the locations of the dedicated L PG
filling stations are as follows —

CRC ECO
1% DBO contract Sheung Wan Chai Wan
Kwun Tong West Kowloon
Tai Po
2" DBO contract K owloon Bay Mei Foo
Kwai Chung Tuen Mun
3 DBO contract Ma On Shan Wan Chai
Yuen Long
4, When the Government launched the LPG Taxi Scheme in 1999, the

dedicated sites were provided at nil land premium in order to support the
scheme. In return, the Contractor shall design, build and operate the stations
in accordance with the terms and conditions of the contracts. In addition, LPG
pump price at dedicated LPG filling station is capped by a Pricing Formula.
Non-dedicated L PG filling stations are free to adjust their pump prices.



5. Under the DBO contracts, the Contractors are required to operate the
stations in accordance with the terms and conditions of the contracts. For
example, they shall maintain the operation of the stations 24 hours a day in all
weather conditions and ensure that queuing of LPG vehicles entering a station
to refill LPG is kept to a minimum.

Government’s Role

6. The Electricdl & Mechanica Services Department (EMSD)
represents the Government in managing the DBO contracts by monitoring the
design and construction of the dedicated LPG filling stations as well as their
subsequent operation and maintenance. EMSD also collects data on the
monthly LPG international prices, the monthly US$/HK$ exchange rates and
yearly Composite Consumer Price Index (CPl) movement in order to calculate
the applicable LPG ceiling price of the dedicated stations according to the
Pricing Formula the DBO contracts.

7. Under the DBO contracts, staff of EMSD are empowered to enter
the stations to carry out inspections and instruct the Contractor to carry out
maintenance work, or make good any defect, imperfection or other fault
identified. If the Contractor isin breach of their obligations under the contract,
EMSD will issue warnings to the Contractor. If the situation persists, EMSD
has the power to terminate the Contractor’s employment. Under this situation,
however, the service of the dedicated LPG filling stations will be severely
disrupted until they are taken up by new operators through tendering. Such
tendering process takes at least six months.

8. At the time when the LPG Taxi Scheme was introduced, there was
no precedent on applying DBO contracts to filling stations. The DBO contract
document has therefore incorporated a provision that a review of the pricing
mechanism shall be conducted at five-yearly intervals, with a view to ensuring
long term sustainability of the 21-year DBO contract and that the pricing
arrangement is fair and equitable to all parties concerned. The first batch of
dedicated LPG filling stations has reached the time for the review. The
Government is in the process of reviewing the pricing mechanism with CRC
and ECO.

PROBLEMSRECENTLY ENCOUNTERED

0. There has been large fluctuation of LPG international prices since
September 2005. While the LPG pump prices of the non-dedicated stations
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have been promptly adjusted upwards, those of the dedicated stations could not
be changed until the date for the next half-yearly ceiling price adjustment i.e.
1 February 2006. Consequently, there is a significant price differential
between dedicated and non-dedicated stations, resulting in huge increase in
demand at dedicated LPG filling stations and thus queuing of vehicles.
Movement of LPG international price and retailed prices at dedicated and
non-dedicated stations and their effect on LPG consumption at the stations are
givenin Annex.

10. The recent LPG consumption figure revealed that about 46% of LPG
vehicles are refilled at the seven dedicated stations of CRC, about 28% of LPG
vehicles are refilled at the five dedicated stations of ECO and the remaining
26% are refilled at the 41 non-dedicated stations. The skewed balance
between supply and demand has caused substantial pressure on the LPG filling
facilities at dedicated stations, especially those operated by CRC's as the LPG
pump price at their dedicated stations is the lowest among all LPG filling
stations in Hong Kong. The 7 dedicated LPG filling stations of CRC were
designed to support about 10,000 LPG vehicle fillings per day and now they are
supplying up to 15,000 fillings a day. The situation is not sustainable. Their
L PG road tanker fleet, their oil terminal a Tsing Yi and even their LPG supply
chain are also stretched to their capacity limit. The said problem has occurred
repeatedly at time of substantial price difference between dedicated and
non-dedicated LPG filling stations (see Annex). The situation during the
recent months was compounded by the breakdown of CRC’s road tankers and
the steep LPG international price increases.

ACTIONSTAKEN

11. Since the commencement of operation of dedicated LPG filling
stations, EMSD has carried out regular inspections of the dedicated stations to
monitor gas safety and ensure continuous supply of LPG and that the facilities
are properly maintained. From late September 2005, EMSD received a
number of reports from the LPG vehicle trade that some dedicated stations that
are operated by both CRC and ECO have queuing problem and that a number of
nozzles were reportedly broken down. EMSD has stepped up the inspections
of dedicated stations and urged the contractors to rectify the problem.

12. CRC informed the Government in late November 2005 that their
LPG filling facilities and LPG road tankers had been over-stretched for a
prolonged period and required necessary repairs. As a result, the LPG
replenishment frequency for CRC'’s dedicated stations decreased. This led to
even longer queues of LPG vehicles at CRC'’s dedicated stations and caused
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inconvenience to the L PG vehicle trade and the public.

13. Upon receipt of CRC's advice in late November 2005, EMSD had
taken further actions to closely monitor the situation. From 23 November
2005 onwards, staff of EMSD visited various CRC's dedicated stations to
record their LPG replenishment frequency, LPG inventory, LPG filling nozzles
in operation and the number of LPG vehicle queuing. Moreover, staff of EMSD
went to CRC’s oil terminal at Tsing Yi to monitor the delivery schedule of LPG
road tankers. The inspections revealed that their LPG road tankers are running
more than four trips per day to their dedicated stations which is above the
industrial norm.  Urgent meetings were conducted with CRC. It is
understood that CRC has placed order for one more LPG road tanker which is
scheduled for delivery in early 2006.

14, Since May 2005, a joint departmental working group comprising
representatives from EMSD, Environmental Protection Department (EPD) and
Transport Department (TD) was formed to conduct the five-year Pricing
Review as prescribed in the DBO contracts. Taking into account past
operating experiences and in consultation with ECO and CRC, the working
group recommended to revise the celling price adjustment frequency from
half-yearly to monthly, with reference to the LPG international price for the
preceding month. With the introduction of a more frequent ceiling price
adjustment mechanism, we are optimistic that the queuing problem caused by
the price lag at dedicated stations will be resolved.

15, Since the commencement of the review process on the Pricing
Formula, TD, a working group member, has maintained informal contact with
the LPG vehicle trade. EMSD has set up a 24-hour hotline for the trade to
report problems on dedicated L PG filling stations for prompt follow-up actions.
TD, EPD and EMSD had a meeting with the LPG taxi trade on 29 November
2005, where they explained to the trade the recent events, problems and actions
taken to improve the operation of the dedicated L PG filling stations. We have
sounded out the LPG vehicle trade on the proposal to revise the celling price
adjustment frequency so that the LPG price at dedicated L PG stations can keep
pace with the current market price. The trade had no strong view on the
proposal to shorten the review period of the ceiling LPG price from half-yearly
to monthly. They demanded that CRC should improve its LPG supply service
at dedicated stations promptly.

WAY FORWARD

16. EMSD will continue to closely monitor the operation of dedicated
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L PG stations in accordance with the terms and conditions of the DBO contracts.
In addition, given the prevailing situation of CRC, staff of EMSD will continue
to visit various CRC's dedicated stations to record their LPG replenishment
frequency, LPG inventory, LPG filling nozzles in operation and the number of
LPG vehicle queuing. EMSD will continue to monitor the delivery schedule
of LPG road tankers at CRC’s oil terminal in Tsing Yi.

17. At our meeting with CRC on 2 December 2005, it undertook to
strengthen their LPG supply chain to deliver more LPG to their dedicated LPG
filling stations, and that nozzles would be put into operation unless they were
out of order. EMSD’s follow-up and on-site inspections revealed that CRC
has taken steps to maintain LPG supply at their dedicated stations in response to
the demand of the L PG vehicle trade.

18. The long-term solution is to reflect the movement of LPG
international price timely. With more frequent ceiling price adjustment, the
time-lagging effect of LPG ceiling prices at dedicated filling stations will be
minimised. As a result, the price gap between dedicated and non-dedicated
L PG filling stations will be narrowed, even at times of large fluctuation of LPG
international prices. Consequently, the queuing problem will be improved.

Electrical and M echanical Services Department
December 2005



Annex

Movement of LPG International Price and LPG Pump Prices
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