Scheme of Control Agreements
2003 Interim Review
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Scheme of Control Agreements (SCA)
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Objective
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o Reliable, adequate, efficient and high quality
service
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At areasonable price
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Depreciation
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M odification Advantages of Modification
25" 55 IV
Extend depreciation periods for Lower operating cost

CLP s certain assets
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‘Useful’ life of most of CLP's plant
and facilities (other than generators)
will be same as those of HEC
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Land on lease terms will be
depreciated in accordance with
standard accounting practice
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Defer replacement of fixed assets, hence defer
additional return to shareholders
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In line with standard accounting practice and
HEC's
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Savings of about $650 million (or 0.3 to0 0.6
cents per KWh) for the consumers between 2004
and 2008
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Excess Capacity Penalty
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M odification Advantages of Modification
55 il i

For HEC’ s projects approved as from An alternative approach to containing
2004, increase penalty from 40% to the Permitted Return available to the

50% Company
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Development Fund
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M odification
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Advantages of Modification
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1. Contain Development Fund balance at a

reasonable | evel
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Cap balance at 12.5% of annual local sales
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Excess will be returned to consumersin the

Immediate following year
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Address concern that company
accumulates alarge ‘reserve’ and keeps
monies that belong to the consumers
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Eliminate to a certain extent the perennial
agony of having to negotiate with power
company on ‘release’ of fundsin the
account
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Development Fund

T

M odification

Advantages of M odification
Ergeia

2 Establish a mechanism to deal with
Development Fund and related Rate
Reduction Reserve upon expiry of SCA
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*Addition’ provision for Government
and the Company concerned to have
specific discussions twelve months
before the expiry of the current SCA
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Address concern that consumers

money might be taken up by the

power companies when the SCAs

expire
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3-Year Rolling Forecasts
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M odification Advantages of Modification
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Provide 3-year Rolling Forecasts to
the Government at the time of
Annual Tariff Review
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Facilitate Government’ s monitoring
of the Development Fund, Fuel
Clause Account and Rate Reduction
Reserve over alonger timeframe
which is useful in tariff setting
assessment
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Data for Generation and Transmission and Distribution
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M odification Advantages of Modification
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Segregate and present cost data Assist usin the post-2008 review to

pertaining to generation, and
transmission & distribution systems
In the Financial Review and Auditing
Review for Government’s
consumption
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consider options for the generation
and transmission & distribution of
the two power companies
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Environmental Issues
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M odification
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Advantages of M odification
S

Power companies recogni zethe
Government’ s efforts in improving
regional air quality and exploring
alternative power generation sources,
Including renewable energy, to
supplement conventional power
generation from fossil fuels
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Keep public informed of Company’s
environmental performance on aregular
basis
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Will work cl osély with the Government
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Conclusion
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:» Agreement secured would bring about material
benefit to the consumers
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:& Prepare the ground for follow up action upon the
expiry of the current SCA
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