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Mrs Anson CHAN, Chief Secretary for Administration (CS) :

Mr Chairman, may | answer in this way? | think that as Secretary for Economic
Services, at the time when we considered CLP's financing and development plans for the
years 1992 to 1999, we can only do our best forecasting based on information available at
the time, and taking into account all the factors that | have already outlined in my statement
before | answered questions.

Of course, it is unfortunate that in the event the actual demand figure was way
below even the low-growth scenario. But | do repeat again that forecasting is not an exact
science. | think the pertinent facts to consider are, given the information to hand, and
nobody has pointed out that the factors we took into account were unreasonable, whether at
the time we gave due consideration to these factors, whether we exercised care in arriving at
our assessment, and did everything we possibly could to prevent over-supply of capacity.

| do also stress that at the back of all our minds was our policy objective which,
as | have clarified, is to ensure that consumers have a reliable supply of electricity at

reasonable prices, and that at all times the company and the Government had a duty to
ensure that we could meet peak-hour demand.

-
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CS:

| think it is below the forecast growth of demand. It is a fact.
EE:
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CS:

Mr Chairman, can | clarify? The forecasting method was based on both actual
figures in the preceding few years, and we took a look across a span of ten years, but also
our best educated estimate of what is likely to happen in the eight years covered by the
financing plan, which is from the year 1992 to 1999.

It is also an established fact that the relocation of manufacturing industries across
the border into the Mainland was not in fact a very marked trend until towards the end of
1992. But of course by 1992, towards the end, we had already had to take a view and
indeed had secured ExCo's approval on the financing plan. So, | would repeat all we can
go by is a look at the past based on actual figures, our best analysis of what is likely to
happen in the next eight or nine years, having regard to the factors that | have already
outlined. 1 do not know whether Mr TANG has something to supplement?
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Well, Chairman, could | add one point? In addition to comments made by the
Government Economist, | would draw Members' attention to the fact that when we
submitted our recommendations to the Executive Council, we did on the one hand note that
growth in industrial demand would moderate. But on the other hand we felt, based on the
information to hand, that the demand from commercial use would proportionally be higher.

And one has to take into account that in terms of usage of electricity, industrial
use is more evenly spread throughout the day whereas commercial use tends to peak round
about midday, and therefore that is very, very pertinent in taking into account whether we
could meet peak hour demand, and meeting peak hour demand is of course one of our very
Important objectives.
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CS:

Mr Chairman, I think it is not just my opinion of whether the forecast is realistic
or not. We had, of course, CLP's own forecast based on their own methodology, which
they have already explained in detail. In addition, we had two independent sources of

verifying whether CLP's forecast was realistic, on the high side or on the low side. And
that is, first of all an in-house verification exercise conducted by the Government
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Economist and his colleagues, and also an assessment conducted by our consultant. And it
was our collective view that the forecast made by the company in regard to maximum load
growth demand was within reasonable bounds.

It is also true that in CLP's own forecast, and indeed in our own assessment, we
did take into account the fact that manufacturing was moving across the border. The only
area where we went wrong in the event was that we did not anticipate, and there was no
reason to anticipate based on the information available at the time when we had to make an
assessment and a recommendation to ExCo, there was no indication that it would accelerate
quite so fast.
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CS:

Chairman, on the methodology and the forecasting | have to concede, of course,
that in the event our forecast demand was much higher than the actual demand. That is a
matter of fact and | do not think | can add anything to what | have already said in my
statement and in amplification thereafter.
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| would, of course, note that the tariff paid by consumers today is 8.1 percent less
than the approved tariff in the 1992 financing plan. And whereas between the years 1991
and 1998 inflation rose by 80 percent, the CLP's electricity tariff in fact rose only by 57
percent, so way below inflation.

TR
BIZWEFE -
Ms Emily LAU:

Thank you, Chairman. | want to ask the Chief Secretary a question in relation
to paragraph 2.31 of the Director of Audit's Report regarding information you supplied to
the Executive Council in 1992. And here the Director of Audit pointed out that the
Administration, | guess it was the team that was led by you, did not mention to the
Executive Council that, although there was flexibility to defer the commissioning of the
new power generation units in the Modified Gas Option, the flexibility was inadequate to
cope with the low-growth scenario.

And Chairman, if we turn to Appendix G of the Director of Audit's Report, here
he has set out the low-growth scenario. If we look at that, even under this scenario, the
forecast maximum demand of course was higher than the actual maximum demand. But
of course this was not presented to the Executive Council, and what was presented was
China Light and Power's forecast, which is included in the report in Table 3 on page 11,
which is of course much higher and the variance was huge, and which the Chief Secretary
has already admitted.

So, may | ask Mrs CHAN, Chairman, why was it that she did not supply that
information to the Executive Council? And as the Director of Audit concluded in
paragraph 2.32 that he thinks that you should have done so, so that ExCo could have had
more information. Because the Director of Audit said that under a low-growth scenario,
that means it is more pessimistic, this Modified Gas Option does not have the flexibility to
cope with that.  Thank you, Chairman.

T
PR -
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CS:

Mr Chairman, | think in response to Ms LAU's question, the point | would make
Is, it comes back to whether at the time, given the information available and with our best
endeavour to forecast, we took the view at the time, having verified through two
independent means that the forecast of certainly the main load growth scenario by the
company was within reasonable bounds.

We also took into account the fact that in the development and financing plans
we had built-in flexibility which allowed us to defer four of the units by up to two years,
and | come back again to our policy objective which is to ensure that consumers can have
an adequate supply and a reliable supply at reasonable cost, and the company had to ensure
that we could meet peak-hour demand.

Insofar as the ExCo Memorandum is concerned, at the end of the day I think it is
a matter of judgement as to how much information is put into the ExCo paper. The
principle that | have always worked on in authorising issue of and preparation of ExCo
papers is that we should attempt to include in the ExCo paper as much information and
accurate information as is necessary to enable Members of the Executive Council to come
to a reasoned decision.

There is certainly no attempt whatsoever to distort facts or to give misleading
facts. | do remember that every time we discussed any financing or development plans,
whether it is of China Light and Power or Hong Kong Electric, there was always a good
deal of work involved in internal discussions, in looking at the company's own forecast,
verified or not as it may be by independent sources, and then the preparation of the ExCo

paper.

And | recollect particularly on this occasion when it was discussed in ExCo, it
was an extremely long and protracted discussion during which, as is usual, a lot of the
questions tended to centre on whether the forecast by the company and our own forecasts
were reliable, too high or too low.

| accept that in the ExCo paper there is no mention of the very, very low-growth
scenario and the fact that the flexibility worked into the development plan did not cater for
this. But | cannot conclude from this, and | have to say | do not have total recall of what
happened seven years ago, so all I can do is to rely on my best memory supplemented by
the records as | have read them. But the fact that it is not in the ExCo paper is not a
conclusive conclusion that it was not raised or indeed discussed during the ExCo discussion,
but ExCo decisions are not recorded verbatim.
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Ms Emily LAU:

Chairman, | think we have a great difficulty in coming to the conclusion that it
was raised if there is no record of it and even Mrs CHAN does not remember, which is fair
enough. But | think the Director of Audit traced all the papers, all the records, and he
concluded that it was not put to ExCo. 1 do not think Mrs CHAN has the evidence to
contradict the Director of Audit.  So, I think all we can go by is the fact that it was not put.

If that is the right basis, Chairman, then | will have to ask why it was not put.
Because the forecast in the low-growth scenario was also put forward by China Light and
Power. So, | would have thought that for ExCo to make such an important decision,
which would have great significance on all the consumers in Hong Kong, different
scenarios put forward by the company should have been put to ExCo, unless of course if
that has been refuted by the Government Economist or by your independent consultants.

| do not know whether Mrs CHAN has that sort of information for us.
Otherwise, | would be extremely perplexed and disturbed, Chairman, if those were the
forecasts, one more optimistic, one less, put forward by the power company with different
and grave consequences, and the Secretary for Economic Services at the time did not see fit
to put it to the Executive Council. | think the Director of Audit's conclusion here in
Paragraph 2.32 is absolutely right, that you should have done so and failing to do so is a
dereliction of duty.

EJ:

CS:

That is not the point | made. At the end of the day, | accept it is a matter of
judgement, and | made the best judgement I could at the time. | had no motive and no
reason to try and hide pertinent facts from ExCo. But the ExCo paper and all the
appendices, as it were, were already very voluminous.

As regards the Director of Audit's observation, | think my reading of the Director
of Audit's Report is that he cannot after all assess what is not there. All he can do is to
assess what is there, and he came to the conclusion, which is a fact which | accept, that in
the ExCo paper we did not mention the low-growth scenario.
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Ms Emily LAU:
Chairman, | do not think there is any dispute that the information was not put to
ExCo, and so whatever conclusion we ultimately draw, of course, is up to the seven of us.

But at this point in time, | do not think Mrs CHAN disputed it. She said it is her
judgement that it was not put.

T

N
CS:

No, it is because we came to the view that the forecast of the main load growth
scenario by the company was within reasonable bounds, and it was not a judgement made
on my own. It was verified by independent sources, and at the end of the day we had to

try and come to a judgement as to what information should go into the paper without
making the paper entirely unwieldy.

FE:
R RIS LR - IR . ...
CS:

| agree with Mr Chairman that if any of us thought that the forecast by the
company was not within reasonable bounds, of course we would have particularly drawn
attention to the low-growth scenario.
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CS:

Chairman, we had no reason and no motive to either be too optimistic or too
pessimistic. We have to take a view on what is a reasonable scenario.
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CS:

| do not think I have anything to add, Chairman.
T
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CS:

| think we did supply this information to ExCo. | think what has to be borne in
mind is that in coming to a conclusion that the Modified Gas Option was the best one from
the consumers' point of view, we took into account not only the economic benefit but also
very much the impact on the environment. And all the conclusions were that, taking those
factors into account, the Modified Gas Option was the best. Of course at the end of the
day, it is a trade-off as between how much flexibility you should allow and the total
economic benefit to the consumers at the end of the day.

We, of course, always hoped that our forecast would be reasonably accurate so

that the adverse impact on consumers does not arise. But in the event, unfortunately, it did
arise.
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CS:

| cannot recollect the meeting | had with Mr LAU Chin-shek at the time because
it is, after all, seven or eight years ago. Of course, as | have stressed in my opening
statement we did take into account the fact that manufacturing was relocating across the
border. What we under-estimated was the pace at which this relocation would take place.
And if you look in response to the earlier comments about whether we ignored the fact that
demand was slackening, | notice from the sales figures that in fact it tended to fluctuate
quite widely. In some years, every year there was growth, some years it varied between
3.6 percent, but even in 1998 the growth was a very, very strong growth of 8.1 percent. So,
this is just to illustrate how difficult it is to make bland assumptions across a long period of
time.
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CS:

| think Mr Chairman, insofar as the development plan is concerned, particularly
about approving of individual generation capacity and the timing for the installation of the
capacity, there should be greater flexibility, so that each unit can be approved on the basis
of as accurate information about forecasting demand as possible.

And as | have already noted, since then because we could see clearly that the
trend was towards more movement of manufacturing across the border, we have taken this
into account and we are now discussing with the company about the possibility of further
deferring the last two units.
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CS:

| agree with you, Chairman, that the Government has a monitoring role, and must
use its best endeavours to discharge that monitoring role conscientiously, effectively and be
held accountable for its actions.

| would only say that, of course, the internal discussions and the documentation,
sometimes they may be documented, sometimes they may not. But | can recollect
distinctly myself that in looking at the company's proposals for their development and
financing plans, | did not, nor did my colleagues by any means, accept at face value CLP's
forecast. We spent many months looking into their forecast methodology. | did not
personally put questions to CLP but my colleagues did. The Deputy Secretary for
Economic Services, the Economic Analysis Division. And so | can assure the Chairman
that it was not a simple fact of our simply accepting what we were told by CLP, and | can
recall many instances when we took opposite views from the company.

But on this occasion, | have tried to explain that, having taken a look at the
company's forecast, we carried out two independent studies, both of which came to the
conclusion that the company's forecasting was within reasonable bounds, because the
discrepancy between our forecast and their forecast was not of great significance. And it
was in those circumstances that we felt on the whole, having regard to our policy objective,
the overall benefit to the consumers and the impact on the environment, that we could
accept the company's forecast and approve the Modified Gas Option.
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CS:

| accept the Chairman's observation, and clearly if we want to cover our tracks,
and | am not sure that should be our main objective, but if we want to cover our tracks, yes,
we would fully document every single word that is said. But at the end of the day, | am
not sure that that is the most cost-effective method of proceeding.

| think what we should have regard to is to do our work according to our best
conscience, having exercised due diligence and care. We ought not to be too concerned
about being faulted later on. The question really is whether at the time we made every
possible effort to either verify or fault or dispute or accept the company's forecast.
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CS:

Perhaps | can leave Mr Eric Johnson to answer the first part. For the second
part, 1 would say that my distinct recollection is that over the entire proposals, both the
financing plan and the development plan, there were considerable discussions within the
branch as to what recommendations we should finally put to ExCo, and we were
particularly anxious to comment one way or the other on the accuracy or otherwise of CLP's
forecast.

Chairman:

Mr Johnson, | am sorry | could not get the reference straight away, but it seems to
me that we do have a letter, but it is not from you directly. It is from the Secretary for
Economic Services.

Mr Eric Johnson, Principal Assistant Secretary, Economic Services Bureau (PAS, ESB):

Chairman, | think you are referring to the letter of 15th of May?

Chairman:

Yes, that could possibly be that letter, thank you.
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PAS, ESB:

Thank you, Mr Chairman. Yes, the question that we were asked on that
occasion was whether there was any correspondence or records of meetings between the
Economic Analysis Division and CLP in respect of the company's development plan and
financial plan, and so on. We did an exhaustive search and we were unable to come up
with any correspondence or records of meetings between the EAD and CLP, which is the
gist of the reply.

Chairman:
So, you do not wish to add anything in the light of the comment we made?
PAS, ESB:

No, I think as the Chief Secretary has said, Mr Chairman, at the time there were a
lot of internal discussions and so on, which were going on over these very complex
proposals, and we did not necessarily keep documentary records of all of the meetings and
discussions and telephone discussions, and so on, that went on.

Chairman:

| do not think that is expected. | think we did expect some critical decision
paths to be documented, but I think I will leave it to the Administration to consider.

CS:

Mr Chairman, in future we will make a point of making sure that everything is
fully documented.
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CS:

I think, Chairman, it is very difficult for me to pass a judgement on whether the
consumers in the event, because the actual demand was lower than forecast, paid much
more than they should, and if so by how much, because again it is a trade-off at the time.
When you are considering the package as a whole, in terms of the economic benefit, in
terms of the impact on the economy, what would be the best package from the consumers'
point of view? Everything comes back to whether, at the time, we made the best
judgement we possibly could on the demand figures. | have already explained that and |
do not think I can add to that.
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Of course, in going for the Modified Gas Option | think it was noted, and the
Director of Audit also noted this in his report, that on the whole to the consumers, there was
a cost benefit of $4 billion. Now, if we had insisted at that time including even more
flexibility, then of course in all probability that $4 billion saving to the consumer would be
correspondingly reduced, but by about how much | do not know, because we are talking
about a hypothetical situation at that time.
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CS:

Chairman, | think we have answered that. Yes, we have learned lessons, and
part of that lesson is that we need to look at a unit one by one. We need to have regard to
the actual situation on the ground, and be prepared to adjust the adding of additional
generating capacity in the light of demand.

-
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TEEE R REIERT - JeiF R EEFREE - Mr Price.
Mr Mike Price, Managing Director, CLP Power Hong Kong Limited (MD, CLP):

Thank you, Mr Chairman. First of all, | have to categorically deny that we have
overcharged our customers at all. The $3.4 billion amount that the Director of Audit
mentions is based on a theoretical calculation with the benefit of hindsight. It assumes that
in 1992 we could have picked the perfect time to install each of the Black Point units to
exactly match the demand profile. And not only that, that we could order the plant and
also arrange the gas contract so that we could take exactly the right amount of gas at the
right time.

This is unrealistic. We cannot and could not have incorporated that amount of
flexibility without significant additional costs. We have been speaking earlier today about
the difficulty of predicting the future, and with that it becomes the point where we have to
make the decision. We made the decision on the best available information at the time.

So, what becomes important then is how we can and how we did respond to the
situation that then emerged. We believe that results speak for themselves. We did
respond and we have more than offset the effect of the lower-than-forecast demand and
reduced our tariffs to levels which are below those approved in the financing plan that
supported Black Point.  So today our tariffs are not only the lowest average tariffs in Hong
Kong, but they are also some eight percent below those tariffs that were approved. So, in
this situation I think it is misleading in the extreme to characterise the amount that the
Director of Audit has produced as an overcharge.
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FE:
= E L FE[EFE - Mr Price.
MD, CLP:

Yes, Mr Chairman, in terms of the figures that the Director of Audit is referring
to, it is not a case that we are unwilling to provide them. It is a fact that because it is a
hypothetical situation, we do not have those figures available. And to try to determine, for
example, the costs of looking for particular deferment arrangements within our gas
contracts and our plant supply, it would be purely hypothetical to try to give those figures.
So, we just do not have them available. There is no mechanism within the contract to
calculate them.

The position we were taking is that, as the Government Economist has just said,
once that decision has been made for the contracts, then you are locked into those contracts
and the terms that result. And what we believe is more relevant then is to look at what has
been done to respond to that. And as has been mentioned, | mean, there has been the
deferral of the plant. We have also been looking at our costs and other capital expenditure
so that we have, over the period, achieved some $19 billion of savings which has ended up
with a tariff which, as | said earlier, is below that which was projected. And so the net
result for our consumers, for our customers, is that they have not been paying more than
was intended under the original financial plan agreement.
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EE:
EPE{EHE]E - Mr Price.
MD, CLP:

Thank you, Mr Chairman. | think | concur with the comments made by
Ms KWAN. | think the other angle to look at this is what point of reference are we taking
in calculating this alleged overcharge?

From our perspective, the base-line has got to be the costs and the tariff as in the
agreed financing plan. If we take those as the basis, then it is clear our tariffs have
consistently, ever since 1992, been below those approved in the financing plan. So how
can people say that we have overcharged our customers?

We have taken action in conjunction with the Government, who | can confirm do
give us a pretty hard time on occasions, to look for the deferments of the plant and also to
look at how we can effect improvements and efficiency within our organisation to counter
the lower sales which clearly we did not foresee. The investment in Black Point is a major
investment for our shareholders. That was done on the basis of our best estimates of what
we saw the forecast was at the time.

So, we believe we have taken those moves responsibly, and the bottom-line for

the consumers are that they have a tariff that is lower than was projected in the financing
plan, which is the only reference point we believe that can be taken on this occasion.
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Would you allow me to add further points to the comments that have already
been made by Ms KWAN and by Mr Price. | hope that whatever the dispute, there is one
fact that is not disputable, and that is that the Director of Audit's alleged overcharging of
$3.4 billion was worked out on the basis of, as it were, figures known to him after the event.
It was also worked out on a number of assumptions, and Ms KWAN has already analysed
why we take issue with these assumptions. So, if the assumptions can be challenged, then
it follows that there must be, at the very least, considerable doubt about the accuracy of this
alleged overcharging of $3.4 billion. | think that is the point we want to make.
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