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Mr David CHU:

Yes, Mr Chairman. | think I will start with the broad question regarding the
Scheme of Control Agreements. Clearly, the current or the old Scheme of Control
Agreements are motivating the power companies to build excess capacity resulting in higher
prices to the electricity users. This type of agreement is not in the public interest. |
understand the Government made an announcement yesterday regarding some major
changes to these Scheme of Control Agreements. | hope that these changes will result in
agreements which will motivate the power companies to conduct themselves in such a way
to improve efficiency and pass on these savings to the electricity users, the public.

I would like to request the Government to explain the announcement made
yesterday, and | hope that these changes will result in lower electricity rates for the public.
Thank you, Mr Chairman.
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Mr David CHU:

Thank you, Mr Chairman. Clearly, the removal of excess capacity from the
average net fixed assets calculation is a step in the direction. It encourages a company not
to build excess capacity. But to encourage the power company to do the right thing, can
the Government consider putting in place a system to motivate the companies to interlink, to
form a power grid? Perhaps power companies on the other side of the border should also
be included, thereby improving the efficiency of the total system, not only the efficiency of
one power company, but the total generation system in Hong Kong.

This has been widely practised in many countries. For example in Los Angeles,
there must be more than ten power companies in the city of Los Angeles. Each consumer,
no matter where you live, can buy power from Company A, and the next-door neighbour
can buy power from Company B. The consumer has a choice of any one of more than ten
power companies, and each neighbour can use power from a different company and this can
be done within today's technology.
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So, my question is: is the Government looking in this direction? By "this
direction”, 1 mean using modern technology, including computer technology available to
give consumers a choice and to improve the efficiency of the total system, not one company
but the whole of Hong Kong, even including the other side of the border.
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Mr Mike Price, Managing Director, CLP Power Hong Kong Limited:

Mr Chairman, | think the Government has answered the position quite well.
Perhaps | could just go back and clear up a little bit of confusion. In the original plan, it

was intended that the gas-fired units would be installed, the first two blocks at Black Point,
and the second two at Tsing Yi. That was subsequently changed on further analysis, so all
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the new units are installed at Black Point. So, there are no new units at Tsing Yi, and all
the old units are being decommissioned and taken away.

I think 1 would make the point that when we entered into the contract for the
Black Point units and all the associated gas infrastructure in 1992, that was obviously done
in good faith. What has happened since then is there has been a flight of manufacturing
industries, in particular across the border, that has led to lower sales than was forecast. In
response to that, we have been working closely with the Government over a number of
years, and we have progressively deferred the units. The latest deferral, as has been
mentioned, is for units 7 and 8. We are due to talk again with the Economic Services
Bureau in the fourth quarter of this year to determine the ultimate position with those two
units.

At the same time, one of the earlier questions mentioned efficiency. In response
to the lower sales, we addressed the rest of our capital expenditure. Over the period of the
1992 financing plan, which runs from 1992 to 1999, we have in fact reduced our capital
expenditure by over HK$14 billion, which represents 24 percent of the total expenditure in
that financing plan. That lower capital investment, of course, reduced the profit to our
shareholders and therefore flows on to the customers as reduced tariff.

But in addition to that, we have also been tackling our operating expenditure very
aggressively. In the same period, 1992 to 1999, we have achieved a saving of $5 billion,
again representing some 24 percent of the projected operating expenditure, which again
flows directly through to our customers in reduced tariffs.

So, both by the deferral of the Black Point units and through these internal

measures on efficiency and cost control, we have been trying to address the needs of our
customers.
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Mrs Annette Hobhouse, Commercial Manager, CLP Power Hong Kong Limited
(CM, CLP):

| just want to supplement for the reference of our forecasting methodology which
has come under much debate this morning.
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Our forecasting methodology has been reviewed both by Rapier and Eprit
consultants and the reputable consultants who have looked at our forecasting methodology.
In terms of the difference regarding HEC and CLP, our accuracy had been very good in all
sectors other than the manufacturing sector up until 1992.

Now, | will at some time like to send in to Members a copy of this chart which
basically shows the manufacturing situation. The peak of the chart is actually 1992, 1991,
and that is what happened in 1991. We had a massive decrease in the growth rate in terms
of the manufacturing industry. So, we were faced with a massive structural change at that
point in time. And what we predicted was this line up here, which showed a very modest
increase in growth compared with the very dramatic increase in growth in the preceding
period.

So, what we were faced with is a significant structural change and whatever
forecasting methodology you use, it is very, very difficult to predict a quadratic type of
function. And the point was made that if we had taken the last two years’ figures, based on
that type of graph and type of structure, it would have been perhaps very misleading and
may in itself have been very wrong. In hindsight, it perhaps could have been said that it
was perhaps the right thing to do to have taken a couple of years, but generally one needs to
look at long-term trends in forecasting methodology.

We have adopted additional forecasting methodology techniques to cross-check
our models and our particular approach. | am afraid 1991, 1992 was an incredibly difficult
time to predict both in terms of manufacturing forecasts and again in terms of load
forecasts. We had a double hit in terms of structural effects in both particular sectors.
And 1 think on that basis it was incredibly difficult to predict; rather like GDP growth last
year, it was also incredibly difficult for the Government to predict. | just want to
emphasise again that our forecasting methodology, had it have been the same as HEC's at
that time, | do not believe that we would have been able to come up with a forecast which
showed such a dramatic decline in the manufacturing sector.

Thank you very much.
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