I.

EXECUTIVE SUMMARY
Introduction

1.

The Government launched a 3-month public consultation on future fuel mix for
electricity generation on 19 March 2014. HK Electric’s submission is that the grid
connection for electricity import under option 1 will only create uncertainties but not
benefits, and that increasing local natural gas generation under option 2 represents
the best way forward.
The Two Options in the Consultation Paper

2.

To further improve air quality and combat climate change, the Consultation Paper
puts forward the following two options:
Option 1

Purchasing 30% of total electricity demand from China Southern Power
Grid Co. Ltd. (CSG)

Option 2

Increasing local gas generation to 60% of total electricity demand

3.

We observe that information about the two options in general and option 1 in
particular, such as how they are intended to be actually implemented, their impact on
tariffs in Hong Kong and their environmental impact on Hong Kong and the region, is
rather incomplete. In fact, option 1 is only a possibility which may or may not be
feasible.

4.

We further observe that, to meet the emissions control requirements under the Air
Pollution Control Ordinance’s Second Technical Memorandum, the proportion of
natural gas in Hong Kong’s overall generation fuel mix (including nuclear import) will
in any event be increased to 40% by 2015, not far off from that proposed under
option 2.
HK Electric’s Approach

5.

We believe that Hong Kong people have a legitimate expectation that the benefits of
any chosen option must outweigh its costs. Accordingly, HK Electric’s approach is to
assess how the costs of each option weigh against its benefits in terms of the four
energy policy objectives. Our cost benefit analysis clearly demonstrates that option
2 is the preferred option.
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Assessing the Two Options
Reliability
6.

Hong Kong has enjoyed world class electricity reliability over the years. The
increased use of natural gas as fuel in local electricity generation under option 2 is
best placed for the high reliability to continue.

7.

By comparison, option 1 is untested and highly uncertain, and there are grave
concerns on its possible adverse impacts on Hong Kong’s supply reliability. There are
serious doubts on its technical arrangements and implementation, system risks, and
the non-availability of local back-up generation to cater for emergency.

8.

Even if it will ultimately be possible for painstaking arrangements to be made to
reduce the impact on reliability at additional costs, the question remains why Hong
Kong should accept an option with higher reliability risk and then incur a great deal of
effort and costs to reduce such risk.
Environmental Performance

9.

The primary objective of revamping fuel mix in 2023 is to improve air quality and
combat climate change. Any change in fuel mix must result in improvements in air
quality and greenhouse gases (GHG) emissions, both locally and regionally, or
otherwise there is no justification for making the change.

10. Option 2 increases local gas generation to replace coal generation, bringing certain
and measurable benefits to emissions reduction not only in Hong Kong but also in the
Greater Pearl River Delta (GPRD) region.
11. Option 1 is merely a transfer of emissions from Hong Kong to the mainland, or the
typical “not-in-my-backyard” (NIMBY) approach. With reference to GHG emissions
of the grid power purchased by Macao, we believe that the additional generation for
meeting the proposed grid power requirement to Hong Kong will most likely come
from coal. Not only will there be no improvement to the air quality in the GPRD, but
GHG emissions will increase.
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Affordability
12. We believe that option 1 is less affordable than option 2. The engineering
complexity, the huge demand for land and the requirements for transmission corridor
in both Guangdong and Hong Kong, together with the need for extensive negotiations
amongst CSG, the power companies in Hong Kong and the different levels of
governments will give rise to significant project uncertainties, likely leading to
unmanageable time and cost over-run.
13. Under option 1 Hong Kong will be in a very poor position to bargain for fair,
reasonable and competitive import prices. The option will effectively make CSG a
monopolistic grid supplier not subject to the Government’s scrutiny. On the other
hand, Hong Kong will become a captive buyer which has no choice but to continue to
import grid electricity to satisfy its demand at grid supply prices, quality, terms and
fuel mix controlled by CSG.
14. The rapid gas infrastructure development along the Guangdong coast, the increasing
LNG and piped gas supply to Asia, and the commencement of off-shore gas field
production in the South China Sea all have the effect of increasing natural gas supply.
Gas prices have come down from their historical peaks and will likely be stabilized at
the present level with room for further reduction.
15. In fact, the required increase in local gas generation will only be around 20 percentage
points to meet the 60% target set out for option 2 by the Government in 2023.
Diversification
16. Option 1 does not assist in diversifying Hong Kong’s fuel mix. Based on CSG’s fuel
mix, the fuel to generate the electricity for supply to Hong Kong is most likely to be
coal, and any notion of tapping into cleaner fuel sources is no more than illusory.
17. Option 1 cannot be seen as a short-cut to diversification or greener energy. HK
Electric believes Hong Kong should act on its own commitment to combat climate
change, rather than outsourcing it to our neighbours in the region.
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Flexibility in Scaling up Future Supply
18. HK Electric considers that option 2 provides greater flexibility in scaling up future
supply. Option 1 is a very rigid choice in adapting to changes in future demand, due
to its huge infrastructure investment and the long lead time required for the
construction which can easily take more than 10 years. Consequently, there is little
flexibility to scale up or down future supply of imported electricity.
19. On the other hand, option 2, which relies on local gas generation to curb carbon
emission, can easily adapt to changes in future demand since the new gas fired units,
with much shorter lead time of four to five years, can be installed at the power
stations on the previously allocated land on a gradual unit-by-unit basis in response to
the dynamic demand condition.
Social Considerations
20. If Hong Kong is to go for option 1, it will be reducing the scale of local generation.
Jobs and businesses will be sent to Guangdong at the expense of local employment
and the economy. Under option 2, engineering and technical skills specializing in the
safe operation of generation units will be retained in Hong Kong to ensure high supply
reliability that is expected of Hong Kong as Asia’s world city.
Implications for the Post-2018 Electricity Market
21. Option 1 will not bring about any meaningful competition. The increasing reliance
on grid import to reduce local emissions will only force the Hong Kong electricity
market to end up with a single bulk supply from CSG at a price it dictates. By then,
Hong Kong will not have sufficient local capacity to walk out of the arrangement.
22. While grid interconnections are common in many jurisdictions, their drivers or
justifications are absent in Hong Kong. Even for those jurisdictions which import grid
electricity, they have often faced problems associated with power quality created by
the grid interconnection.
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Macao Experience
23. Hong Kong has outperformed Macao in terms of reliability, environmental
performance, diversification and affordability. 90% of Macao’s electricity is in fact
imported electricity from CSG supplied by coal generation in Guangdong. The
Macao model presents a convincing case against option 1.
Conclusion
24. HK Electric’s submission clearly demonstrates that option 2 prevails over option 1
when assessed against the Government’s four energy objective perspectives and all
other considerations.
25. We firmly believe option 1 will endanger Hong Kong’s supply of safe, reliable and
reasonably priced electricity and will increase (rather than decrease) GHG and other
emissions, with tariff impact being much more significant than that under option 2.
There is no case for a choice of option 1.
26. On the contrary, option 2 is a flexible and workable option that allows for gradual
changes and is proven to be able to maintain Hong Kong’s world class electricity
supply record. It is expected to bring about visible and measurable environmental
improvements to reduce regional GHG and other emissions and the tariff impact will
be far less substantial compared with that under option 1.
27. HK Electric’s recommendation is that the Government should adopt option 2 as the
blueprint for Hong Kong’s future fuel mix for electricity generation.
– END –
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