Dated the 6th day of May 1999

THE GOVERNMENT OF THE 

HONG KONG SPECIAL ADMINISTRATIVE REGION

CLP POWER HONG KONG LIMITED

EXXON ENERGY LIMITED

AND

CASTLE PEAK POWER COMPANY LIMITED

_______________________________

SUPPLEMENTAL AGREEMENT 

in respect of 

THE SCHEME OF CONTROL AGREEMENT

_______________________________

THIS SUPPLEMENTAL AGREEMENT is made as a Deed on the 6th day of May 1999.

BETWEEN :-

(1)
THE GOVERNMENT OF THE HONG KONG SPECIAL ADMINISTRATIVE  REGION (“the Government”).

(2)
CLP POWER HONG KONG LIMITED, a corporation organised and existing under the laws of Hong Kong (“China Light”).

(3)
EXXON ENERGY LIMITED, a corporation organised and existing under the laws of Hong Kong (“EEL”).

(4)
CASTLE PEAK POWER COMPANY LIMITED, a corporation organised and existing under the laws of Hong Kong (“CAPCO”).

WHEREAS :-

(A)
The Government, China Light, EEL, Peninsula Electric Power Company Limited (“PEPCO”), Kowloon Electricity Supply Company Limited (“KESCO”) and CAPCO had entered into a Scheme of Control Agreement on 9th March, 1992 (“the Agreement”) governing the financial affairs of the Companies (as therein defined) so far as they referred to Electricity-Related (as defined in the Agreement) activities in Hong Kong.

(B)
PEPCO and KESCO were dissolved in 1996. 

(C)
Clause 7(2) of the Agreement contemplates that the parties to the Agreement will review the Scheme of Control and subject to the consent of  all  parties to the Agreement, the Agreement be amended to reflect the understanding of the parties.

(D)
The Government, China Light, EEL and CAPCO have completed the review and reached an agreement on the appropriate amendments including without limitation, the deduction from the Permitted Return (as defined in the Agreement) in relation to the Mechanism For Treatment Of Excess Generating Capacity. 

(E)
Pursuant to Clause 7(2), the Government, China Light, EEL and CAPCO intend that the Agreement be amended on the terms and conditions hereinafter appearing.

(F)
By a special resolution passed on 29th January 1999 and effective as of 5th March 1999 China Light & Power Company, Limited changed its name to CLP Power Hong Kong Limited.

NOW THIS SUPPLEMENTAL AGREEMENT WITNESSES as follows :-

1.
Definitions and Construction

1.1
The terms defined in the Agreement shall have the same meanings herein unless the context requires otherwise.

1.2
In this Supplemental Agreement, unless the context requires otherwise, words importing the singular include the plural and vice versa; references to the Supplemental Agreement and the Agreement shall be construed as references to such documents as the same may be amended or supplemented from time to time unless stated otherwise; references to Clauses and Schedules relate to the Agreement unless stated otherwise; clause headings are inserted for convenience only and shall be ignored in construing this Supplemental Agreement.

2.
Variation of the Agreement

It is hereby agreed between the Government, China Light, EEL, and CAPCO that the Agreement is hereby amended as follows:

(1)
The front cover of  the Agreement shall be amended by deleting “Peninsula Electric Power Company Ltd,” and “Kowloon Electricity Supply Company Ltd,”.

(2)
Page 1 of the Agreement shall be amended by :-

(a)
deleting the parties “(4) PENINSULA ELECTRIC POWER COMPANY LIMITED, a corporation organised and existing under the laws of Hong Kong (“PEPCO”)” and “(5) KOWLOON ELECTRICITY SUPPLY COMPANY LIMITED, a corporation organised and existing under the laws of Hong Kong (“KESCO”)” and;

(b)
replacing the paragraph numbering “(6)” with “(4)”.

(3)
Paragraph (B) of the Recitals shall be deleted and be replaced with the paragraph as follows :-

“China Light recognises its continuing obligation to contribute to the development of Hong Kong by providing sufficient facilities to  meet the present and future demand for electricity, and in pursuit of this objective, with approval of the Government, has entered into agreements with Esso Eastern Inc. (“Eastern”) under which CAPCO, a generating company jointly owned by China Light (40%) and Esso (60%), would construct additional generating capacity for the sale of electricity to China Light. The Companies will conduct their business in compliance with applicable environmental laws and regulations of Hong Kong and in a manner that is compatible with the balanced environmental and economic needs of the community in Hong Kong.  The Companies will make continuous efforts to improve their environmental performance and to promote the efficient use of energy.”.

(4)
Paragraph (D) of the Recitals shall be amended by adding a sentence  “China Light is a wholly-owned subsidiary of CLP Holdings Limited.” at the end of the paragraph.

(5)
Clause 2 of the Agreement shall be amended by inserting the words “and demand side management” after “sales of electricity” and by replacing the word “arrangement” with “arrangements”.

(6)
Clause 3(1)(b) of the Agreement shall be amended by deleting the words “long term”.

(7)
Clause 3(4)(a) of the Agreement shall be amended by replacing both references to the word “Financing” with “Financial”.

(8)
Clause 3(4)(b) of the Agreement shall be deleted and be replaced with the paragraph as follows:-


“Implementation of adjustments to the Basic Tariff Rates will be subject to the provisions of Sections B and C of Schedule 3. Annual Tariff Reviews will be conducted in accordance with Section B of Schedule 3.”.

(9)
Clause 4(3)(a) of the Agreement shall be amended by deleting the words “Long Term”.

(10)
Clause 4(3)(b) of the Agreement shall be amended by deleting the words “Long Term” and deleting the word “and” at the end of the paragraph.

(11)
Clause 4(3)(c) of the Agreement shall be amended by replacing the full stop at the end of the sub-clause with “; ”.

(12)
Clause 4(3) of the Agreement shall be amended by adding new sub-clauses (d) and (e) as follows :-

“(d)
Excess Capacity Adjustment; and

  (e)
interest on the increase in consumers’ deposits which represents the average of  the opening and closing balances of consumers’ deposits for any Year in excess of the balance as at 30th September 1998 up to a rate of 8 % per annum.”.

(13)
Clause 4 of the Agreement shall be amended by adding a new clause 4(5) as follows :-


“Pursuant to the Companies’ change in financial year in 1999, the calculation of the Permitted Return under clause 4(2) and the charge on the Development Fund under clause 4(3)(c) for the Year 1999 and the Year 2008 will be as follows :-


For the Year 1999, the Permitted Return and the charge on the Development Fund will each  be made up of two parts.  The first part will be calculated based on the average of the opening balance at 1st October 1998 and the closing balance at 30th September 1999 of Net Fixed Assets and of the Development Fund respectively.  For the purposes of this clause, the Development Fund balance at 30th September 1999 shall take into account the excess to be added to or the deficiency to be deducted from the Development Fund pursuant to clause 5(2) below for the period of twelve months from October 1998 to September 1999.  The second part will be calculated based on the average of the opening balance at 1st October 1999 and the closing balance at 31st December 1999 of Net Fixed Assets and of the Development Fund respectively, pro-rated to three months.  For the Year 2008, the Permitted Return and the charge on the Development Fund will be calculated based on the average of the opening and closing balances of Net Fixed Assets and of the Development Fund respectively, pro-rated to nine months.”.

(14)
Clause 5(2)(b) of the Agreement shall be amended by :-

(a)
deleting the words “Long Term”; and

(b)
replacing “; and” at the end of the clause with the words “, the Excess Capacity Adjustment in accordance with clause 4(3)(d) and interest on the consumers’ deposits calculated in accordance with clause 4(3)(e); and”.

(15)
Clause 5(2) of the Agreement shall be amended by replacing the full stop at the end of clause 5(2) with “, provided always that in case of  a deficiency, the said amount so transferred shall not exceed the balance of the Development Fund.”. 

(16)
Clause 7(2) of the Agreement shall be amended by replacing the words “30th September 2003” with “31st December 2003”.

(17)
Clause 7(3) of the Agreement shall be amended by replacing the words “three Years” with “thirty-six months”.

(18)
Schedule 1 shall be amended by inserting a new definition (4) as follows:


“(4)
“Borrowed Capital”


means commercial paper, suppliers’ credits, amounts payable on leasehold land purchased on instalment terms from the Hong Kong Government, loans, bank overdrafts, finance leases and other borrowings arranged for the financing of Fixed Assets.”.

(19)
Definition (5) of Schedule 1 shall be deleted and be replaced with the paragraph as follows:-


“(6)
“Companies”


means China Light, CAPCO and any future companies that may be  formed by China Light and/or CLP Holdings Limited alone or in conjunction with Esso or others so as to satisfy the growing demand for electricity in the Hong Kong Special Administrative Region.”.

(20)
Schedule 1 shall be amended by inserting a new definition (11) as follows :-


“(11)
“Excess Capacity Adjustment”

means the amount to be deducted from the Permitted Return as calculated in accordance with Section 2 of the Mechanism For Treatment Of Excess Generating Capacity.”.

(21)
Definition (10) of Schedule 1 shall be amended by replacing the words “the last two months” with “the months of August and September”.

(22)
Definition (16)(b) of Schedule 1 shall be amended by deleting the word “and” at the end of  definition (16)(b).

(23)
Definition (16)(c) of Schedule 1 shall be amended by replacing  the full stop at the end of definition (16)(c) with “; and”.

(24)
Definition (16) of Schedule 1 shall be amended by adding a new sub-paragraph (d)  after sub-paragraph(16)(c) as follows :-

“(d)   unclaimed deposits from electricity consumers.”. 

(25)
Definition (17) of Schedule 1 shall be deleted. 

(26)
Schedule 1 shall be amended by inserting a new definition (19) as follows:-


“(19) “Mechanism For Treatment Of Excess Generating Capacity”

means the mechanism for the treatment of excess generating capacity as set out in the Annex to the Supplemental Agreement or such other mechanism as may be agreed from time to time in writing by all parties.”.

(27)
Definitions (21), (22)(b) and (23)(b) of Schedule 1 shall be amended by deleting the words “Long Term”.

(28)
Definition (24) of Schedule 1 shall be replaced as follows:

““Year”

means
(a)
For the year 1999, the financial year commencing on 1st October 1998 and ending on 31st December 1999.


(b)
For the years 2000 to 2007, the financial year commencing on the 1st of January and ending on the 31st of December of each year.


(c)
For the year 2008, the first nine months of the financial year commencing on 1st January 2008 and ending on 30th September 2008.”.

(29)
The numbering of the original definitions (4) to (9) of Schedule 1 shall be renumbered as (5) to (10), the numbering of the original definitions (10) to (16) shall be renumbered as (12) to (18) and the numbering of the original definitions (18) to (24) shall be renumbered as (20) to (26) both where they appear in Schedule 1 itself and as marginal references in other parts of the Agreement.

(30)
The heading to paragraph B(2)(a) of Schedule 2 shall be deleted and be replaced with the words “Fixed Assets acquired before 1st October, 1998”.

(31)
Paragraph B(2)(a) of Schedule 2 shall be deleted and be replaced with a new paragraph as follows:-


“In respect of each such commissioned asset, the net book value as at 30th September, 1998 will be written off uniformly over the remainder of the useful life as set out in sub-paragraph (2)(c) hereof.”

(32)
The heading to paragraph B(2)(b) of Schedule 2 shall be deleted and be replaced with the words “Fixed Assets acquired on or after 1st October, 1998”.

(33)
Paragraph B(2)(c) of Schedule 2 shall be amended by replacing the third items “Lines and Cables:   30 years” with the following items:-

“Overhead Lines(132 kV and above)
:     35 years

  Overhead Lines(below 132 kV)
:     30 years

  Cables
:     30 years”


(34)
Paragraphs D(1)(a), E(3) and E(4) of Schedule 2 shall be amended by deleting the words “Long Term”.

(35)
Paragraph D(2) of Schedule 2 shall be amended by deleting the words “long term”.

(36)
Section H of Schedule 2 shall be amended by deleting the word “annual” and add the words “for each Year” before the words “under the Scheme of Control”.

(37)
The heading to Section A of  Schedule 3 shall be amended by replacing the word “FINANCING” with “FINANCIAL”.

(38)
Sub-paragraphs A(1)(a) and (b) of Schedule 3 shall be amended by replacing the word “financing” in the first line of the respective sub-paragraphs with “financial”.

(39)
Paragraphs A(1), A(2), A(3), A(4) and A(5) of Schedule 3 shall be amended by replacing the word “Financing”  with  “Financial” in :-

(a)
the 5th line of paragraph A(1);

(b)
the 2nd  line of sub-paragraph A(1)(c);

(c)
the 1st  line of paragraph A(2);

(d)
the 1st  line  of paragraph A(3);

(e)
the 1st  line of paragraph A(4);

(f)
sub-paragraph A(4)(a); and

(g)
the 1st , 3rd, 7th, and 11th  lines of paragraph A(5).

(40)
Sub-paragraph A(3)(d) of Schedule 3 shall be amended by inserting the phrase “and the method of financing acquisition of Fixed Assets” after the word “advances” at the end of the sub-paragraph.

(41)
Sub-paragraph A(3)(e) of Schedule 3 shall be amended by inserting the phrase “or loans from Affiliated Companies” after the word “equipment”.

(42)
Sub-paragraph A(3)(h) of Schedule 3 shall be amended by deleting the word “and” at the end of the sub-paragraph.

(43)
Sub-paragraph A(3)(i) of Schedule 3 shall be amended by replacing the full stop at the end of the sub-paragraph with “; and”.

(44)
Paragraph A(3) of Schedule 3 shall be amended by adding a new sub-paragraph (j) at the end of the paragraph A(3) as follows :-

“(j)
the basis of allocating overheads between China Light and Affiliated Companies and the basis of determining transactions between China Light and Affiliated Companies.” 

(45)
The whole Section B of Schedule 3 shall be deleted and be replaced with the following paragraphs :-

“B.
TARIFF REVIEW

(1)
In October of each year starting from 1999 a Tariff Review shall be conducted jointly by the Government and the Companies. Such Review shall be completed by the end of November of each Year.  The Tariff Review will revise, if necessary, items (a), (b), (c), (g) and (i) of paragraph (3) of Section A hereof in respect of the then current and the Year next following.

(2)
As a result of the Tariff Review,

(a)
if the projected Basic Tariff Rate for the subsequent Year (“the updated Basic Tariff Rate”) is not higher than

(i)
7 percent above the Basic Tariff Rate most recently approved for that Year by the Executive Council; and is not higher than

(ii)
a level likely to result in Excessive Cash And Bank Balances at the end of that Year

then subject to paragraph (3) hereof Basic Tariff Rate adjustment calculations for that Year will be made in accordance with the revised figures pursuant to paragraph (1) hereof, no further Executive Council approval being necessary.

(b)
if the updated Basic Tariff Rate exceeds either of the limits set out in sub-paragraph (2)(a) hereof but does not exceed the limit set out in sub-paragraph (2)(a)(i) hereof by more than 7 percent, Executive Council’s approval of the updated plan will be required but no Financial Review will be necessary.

(c)
if the updated Basic Tariff  Rate exceeds the limit stated in sub-paragraph 2(a)(i) hereof by more than 7 percent, a further Financial Review will be conducted as soon as possible.

(3)
In the event of the Government and the Companies failing to agree on the revision referred to in paragraph (1) hereof or of Executive Council’s approval being required in accordance with sub-paragraph (2)(b) or (2)(c) hereof, the Basic Tariff Rate as from 1 January next following may be adjusted if considered necessary by the Companies on an interim basis so that the limit stated in sub-paragraph (2)(a)(i) hereof will not be exceeded.” .

(46)
Section C of Schedule 3 shall be amended by replacing all references to “Auditing Review” with “Tariff Review” and by deleting the word “current” in both places where the words “updated current” are used.

(47)
Schedule 3 shall be amended by adding a new Section D at the end of Section C as  follows :-

“D.
AUDITING REVIEW


An Auditing Review will be conducted jointly by the Government and the Companies in March of each year starting from 2000 and in December 2008 for the Year ending 30th September 2008 when all necessary documents are available, for the following purposes :-

(a)
to compare the actual results of the preceding Year with the corresponding estimates contained in the last approved Auditing Review and/or Financial Review and, if necessary, with revisions in Tariff Reviews;

(b)
at the written request of any party hereto to review the components of the latest agreed Financial Review, as detailed in paragraph (3) of Section A hereof, the said components will be reviewed for the then current and following Years covered by the last preceding Financial Review;

(c)
if necessary to revise items (a), (b), (c), (g) and (i) of paragraph (3) of Section A hereof in respect of the then current and the remaining Years covered by the last preceding Financial Review;

(d)
to monitor the technical performance of the Companies and to review their energy efficiency and conservation programmes;

(e)
to review fuel, major equipment and services and procurement policies, procedures and practices; and 

(f)
to review the principles or basis of any charges for any Electricity-Related transactions between the Companies and any Affiliated Company and details of any planned major changes thereto.”.    

3.
Confirmation

Notwithstanding  (a) the fact that PEPCO and KESCO were dissolved in 1996; and (b)  the amendments to the Agreement contained in Clause 2 herein, the Government, China Light, EEL and CAPCO  confirm that the terms and conditions as set out in the Agreement unless otherwise and to such extent as amended by this Supplemental Agreement shall in all respects remain in full force and effect and be binding on all parties to the Agreement and this Supplemental Agreement.

4.
Miscellaneous

4.1
References in the Agreement


This Supplemental Agreement including its Annex shall be deemed to form part of the Agreement.  Accordingly, all references in the Agreement to “this Agreement” shall be construed as references to the Agreement as supplemented and amended by this Supplemental Agreement. Subject to the provisions of this Supplemental Agreement, the Agreement shall remain in full force and effect.

4.2
Effective Date

All amendments set out in this Supplemental Agreement shall take effect on 1st October 1998.

4.3
Governing Law


This Supplemental Agreement shall be governed by and interpreted in accordance with the laws of Hong Kong.

IN WITNESS WHEREOF the parties hereto have hereunto set their hands and affixed their seals on the day and year first above written.

SIGNED and SEALED by

)



)

Secretary for Economic Services for

)

and on behalf of the Government

)

of the Hong Kong Special Administrative

)


Region in the presence of : -

)


The Common Seal of CLP POWER
)

HONG KONG LIMITED was hereunto 
)

affixed by authority of the directors
)


in the presence of :-

)

The Common Seal of Exxon Energy
)

Limited was hereunto affixed by authority
)

of the directors in the presence of :-
)


The Common Seal of Castle Peak Power
)

Company Limited was hereunto affixed by
)

authority  of the directors
)


in the presence of :-
)
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1.
TEST FOR EXCESS GENERATING CAPACITY

1.1

The test for excess generating capacity shall apply to each additional generating unit (“Additional Unit”) to be installed after the Companies’ Black Point Units 7 and 8 are commissioned.  An Additional Unit includes the installation of a new generating unit or the addition of capacity to an existing generating unit.

1.2

Each Additional Unit shall be subject to an overall test comprising the Excess Capacity Threshold (“ECT”) test and Reserve Capacity (“RC”) test in the Year in which its Commissioning takes place.  If the Additional Unit fails both the ECT and RC tests, it shall be subject to another overall test in each of the subsequent Years until it passes either the ECT or RC test.  If the Additional Unit passes either the ECT or RC test in the Year its Commissioning takes place or any time thereafter, it will not be tested again in the subsequent Years.

1.3

The ECT and RC tests are described below :-

(A)
ECT Test
(i)
The criterion to be used for the test is the ECT Loss of Load Probability (LOLP) further details of which are given in Section 4 below.  The ECT LOLP is derived from the actual local maximum demand, with 4% allowance added, in the Year in which Commissioning of the Additional Unit takes place, and the installed capacity at the time of maximum demand for that Year excluding the capacity of Additional Unit.

(ii)
The Additional Unit will pass the ECT test if the ECT LOLP of the Year in which Commissioning of the Additional Unit takes place is found to be equal or above the target LOLP (0.5 day/year at present) (“Target LOLP”) adopted for planning the installation of the unit.

(iii)
The Additional Unit will fail the ECT test if the ECT LOLP is found to be below the Target LOLP.  If it also fails the RC test the Additional Unit will then be subject to a second overall test in the following, i.e., second Year.  The ECT LOLP for the second test will be derived from taking 104% of the actual maximum demand of the second Year and the installed capacity at the time of maximum demand of the first Year excluding the capacity of Additional Unit.  The Additional Unit will fail the ECT test for the second time if the ECT LOLP for the second Year is also found to be below the Target LOLP.  The same principle for the ECT test described above will be followed if the Additional Unit is subject to the overall test in subsequent Years. 

(B)
RC test


If an additional generating unit is commissioned when the reserve capacity available before such Commissioning exceeds the capacity of two of the largest units (the number of units shall be subject to review and agreement of Government and the Companies in future) on the Companies’ system plus the spinning reserve requirement, the unit fails the RC test.

1.4

If the Additional Unit fails both the ECT test and the RC test described above for two years in succession, an Excess Capacity Adjustment described in Section 2 will be deducted from the Permitted Return of  the second Year and each of the following Years until (but excluding) the Year in which the Additional Unit shall pass either the ECT or the RC test. 

2.
DEDUCTION FROM THE PERMITTED RETURN
2.1

Commencing from the second Year in which the Additional Unit fails the ECT and RC tests, in principle, a portion of the cost of the Additional Unit will not be counted as fixed assets for the purpose of calculating the Permitted Return under Clause 4(2) of the Agreement until (but excluding) the Year in which the Additional Unit passes either the ECT or RC test.  For the avoidance of doubt, this means that though the full cost of the Additional Unit will remain as cost of Fixed Assets, a portion of it will not attract a Net Return for the shareholders of the Companies until it passes either the ECT or RC test.

2.2

The portion of the cost referred to in Paragraph 2.1 above is 40% of the overall mechanical and electrical (M&E) equipment costs1 of the Additional Unit, that gives rise to excess generating capacity, plus the capitalised interest2 attributable to the 40% of the M&E costs last incurred up to (but excluding) the day of Commissioning of the Additional Unit, less Depreciation accumulated to the end of the Year in which Excess Capacity Adjustment applies. This cost is herein referred to as “Excess Capacity Expenditure”.

2.3

For each Year in which the deduction from the Permitted Return applies, the Excess Capacity Adjustment (referred to in Clause 4(3)(d) of the Agreement) shall be calculated as follows :



Excess Capacity Adjustment for the Year



=  Permitted Return Adjustment, less



    Allowed Interest Charge on the Excess Capacity Expenditure


where



Permitted Return Adjustment

=
13.5% x the average of the opening and closing balances of the Excess Capacity Expenditure

Allowed Interest Charge

=
Weighted average interest rate of the Borrowed Capital associated with the Additional Unit up to 8% per annum x the average of the opening and closing balances of the Excess Capacity Expenditure.

2.4

Post-Commissioning interest, Depreciation and all other operating costs attributable to the Additional Unit will form part of the Total Operating Costs.

2.5

In the event of a change in the Company’s supply area the Companies and Government will review and adjust the Mechanism For Treatment Of Excess Generating Capacity accordingly.  Until any such adjustments are agreed between the Companies and Government, the Mechanism For Treatment Of Excess Generating Capacity set out in this Annex shall remain in full force and effect.

1
Mechanical and electrical equipment costs mean the cost of those mechanical and electrical components, including the cost of their erection on site, associated solely with the Additional Unit in question.  It excludes the costs of site formation, civil engineering and construction works, plant and services that are common to more than one unit, project management costs and financing costs.

2
The amount of capitalised interest will be the product of the  average accumulation of the 40% of the M & E costs last incurred up to but excluding the day of Commissioning and the weighted average interest rate of the loans associated with the Additional Unit times the number of days that represents the period in which the aforementioned 40% of the M & E costs were incurred, divided by 365.

3.
DEFERRAL OPTION
3.1

In future, the actual installation date of each Additional Unit will be subject to load growth.  Near the time for and before making a firm commitment on a contract for procurement of an Additional Unit to ensure that it will be commissioned at the original scheduled time to meet the expected growth in demand, the Companies will assess the actual installation and commissioning schedule in the light of the latest forecast demand in consultation with the Government.

3.2

The Companies  may defer installation of the Additional Unit after they have entered into a firm commitment on a contract for procurement of the M&E equipment of the Additional Unit,  only if they are able to demonstrate to the Government that the net present value (NPV) of the overall cost to consumers of the Additional Unit with such a deferral would be lower than the NPV, incorporating the Excess Capacity Adjustment, assuming the original installation schedule were not changed.

3.3

For the purpose of calculating the NPV, the cost components for calculating the NPVs include all items associated with the deferred installation of the Additional Unit and the return to shareholders.  The discount rate to be used is equal to that adopted in the latest approved Financial Plan.

4.
PARAMETERS AND ASSUMPTIONS TO BE USED UNDER THE MECHANISM
4.1(a)

The parameters to be used under the mechanism are as follows :

ECT LOLP


=
LOLP1 as derived from 104% of the actual local maximum demand in the Year the ECT test applies and the installed capacity at the time of maximum demand of the Year in which Commissioning of the Additional Unit takes place, excluding the capacity of the Additional Unit.

Reserve Capacity

=
The capacity of two of the largest units ( the number of units shall be subject to review and agreement of Government and the Companies in future) on the Companies’ system plus the spinning reserve requirement.

Excess Capacity Expenditure

=
40% of the overall mechanical and electrical (M&E) equipment costs of the Additional Unit, that gives rise to excess generating capacity, plus the capitalised interest attributable to the 40% of the M&E costs last incurred up to (but excluding) the day of Commissioning the Additional Unit, less Depreciation accumulated to the end of the Year in which Excess Capacity Adjustment applies.

1
LOLP is a measurement of how secure and reliable a generation system is.  It measures, in terms of days or hours per year, the probability of the generation system not meeting the demand.  LOLP of a year is the sum of the probabilities of every combination of generation unit being out of service which will result in operating capacity2 being less than the maximum demand for a given hour or day in the year.

2
Operating capacity is defined as the sum of capacity of all available units3 minus sum of capacity of all available units which are under unplanned outage.

3
Available unit is defined as the generating unit that has entered into service, has not yet been retired, and is not put out of service for scheduled maintenance.

4.1(b)

The financial assumptions to be used are as follows: 

Financing of  the Excess Capacity Expenditure:  

100% financed by Borrowed Capital

Discount rate

=
Same as that adopted in latest agreed Financial Plan.

Rate of Permitted Return: 13.5%

4.2

The technical assumptions to be used in the calculation of ECT LOLP under the Excess Capacity Threshold test are as follows :

Model
Assumptions

· LOLP computer model
Use two-area LOLP model that excludes the effect of the Mainland China system. The model should take into account the parameters listed below.  The model to be used will be the one agreed by Government and the Companies during the Financial Review.

Parameters


· Interconnection capacity between CLP-HEC
Use the assumptions adopted to derive the generating unit installation programme for approved Financial Plans (FP).

· CLP system


· Maximum demand
· Use (100 + 4)% of the actual local maximum demand.

· Load pattern
· Use the assumptions adopted to derive the generating unit installation programme for approved FP.

· Units in system
· Use the actual units in system excluding the Additional Units.

· Unit characteristics (i.e. rating and forced outage rate, etc.)
· Use the assumptions adopted to derive the generation unit installation programme for approved FP.

· Maintenance schedule of units
· Ditto.

· HEC System


· Maximum demand
· Use the assumptions adopted to derive the generating unit installation programme for approved FP.

· Load pattern
· Ditto

· Units in system
· Ditto

· Unit characteristics (i.e. rating and forced outage rate, etc.)
· Ditto

· Maintenance schedule of units
· Ditto

Reserve Capacity
4.3

Under the current system configuration of the Companies, the required reserve capacity for the RC test is as follows :


Capacity of the largest unit 
=
CLP’s share (70%) of the output of a 984MW unit at Daya Bay Nuclear Power Station



=
690MW


Spinning reserve
=
240MW


Reserve capacity
=
(2 x 690 + 240)MW



=
1,620MW

