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�	THE HONGKONG ELECTRIC COMPANY, LIMITED



	SCHEME OF CONTROL AGREEMENT





THIS AGREEMENT is made by Deed the   FIFTEENTH   day of   JULY   One Thousand Nine Hundred and Ninety Three.���



BETWEEN:-



���	(1)	THE GOVERNMENT OF HONG KONG ("the Government").�

Sch.1(17)��

	(2)	THE HONGKONG ELECTRIC COMPANY, LIMITED ("HEC"), a corporation organised and existing under the laws of Hong Kong.�

��

	(3)	HONGKONG ELECTRIC HOLDINGS LIMITED ("Holdings"), a corporation organised and existing under the laws of Hong Kong.���

WHEREAS:-



(A)	The Government and HEC are parties to a Scheme Of Control Agreement dated 13th April 1980 (as amended) which will expire on 31st December 1993 and pursuant to clause 9(3) thereof have agreed on the Scheme Of Control as contained herein which shall commence on 1st January 1994.�









Sch.1(24)��

(B)	Holdings is the holding company of HEC.���

(C)	The Supplemental Agreement dated 13th April 1980 (as amended) between the Government and Holdings will not be renewed upon its expiry and the commencement of this Agreement.���

(D)	HEC 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, would construct additional generation, transmission and distribution facilities for sale of electricity to its consumers.���

(E)	The Government recognises that HEC and its shareholders are entitled to earn a return which is reasonable in relation to the risks involved and the capital invested in and retained in the businesses; in return the Government has to be assured that service to all consumers shall at all times be adequate to meet demand, will be efficient and of high quality, and is provided at the lowest possible cost which is reasonable in the light of financial and other considerations and is consistent with Government policy objectives on energy efficiency and conservation in the light of the need to protect the local and global environment and to meet international obligations.���

(F)	In pursuance of the above, the parties hereto have agreed to adopt the procedures set out in this Agreement to govern the financial affairs of HEC and Holdings so far as they refer to Electricity-Related activities.�









Sch.1(9)���

NOW IT IS HEREBY AGREED as follows:-



����seq level0 \h \r0 ��seq level1 \h \r0 ��seq level2 \h \r0 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 ��seq level0 \*arabic�1�.	DEFINITIONS AND INTERPRETATION



	(�seq level1 \*arabic�1�)	In this Agreement, except where the context otherwise requires, the words and expressions set out in Schedule 1 hereto shall have the respective meanings thereby assigned to them.



	(�seq level1 \*arabic�2�)	This Agreement shall include the schedules hereto.���



2.	APPLICATION OF THE SCHEME



	The Scheme Of Control shall govern the financial affairs of the Electricity-Related activities of HEC excluding those associated with export sales of electricity in accordance with any separate arrangement between HEC and the Government.���



3.	TARIFF ADJUSTMENTS���

(1)	The Basic Tariff Rate charged to consumers and all future adjustments in the Basic Tariff Rate charged shall be calculated and applied solely in accordance with the terms of Schedule 3 hereto.�Sch.1(4)��

(2)	HEC will adjust tariffs through the Fuel Clause Recovery Account from time to time to reflect changes in the cost of fuels consumed by HEC for the generation of electricity.�Sch.1(14)��

	�seq level0 \h \r3 ��seq level1 \h \r2 ��seq level2 \h \r0 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level1 \*arabic�3�)	HEC will adjust tariffs through rebates from the Rate Reduction Reserve in accordance with clause 7(3).

�

Sch.1(23)��	(�seq level1 \*arabic�4�)	(�seq level2 \*alphabetic�a�)	Agreed Basic Tariff will be determined by periodic Financing Reviews and will be subject to the approval of the Executive Council.  Financing Reviews will be conducted in accordance with Section A of Schedule 3.

�Sch.1(2)





Sch.1(11)��

		(�seq level2 \*alphabetic�b�)	Annual Tariff Reviews will be conducted in accordance with Section B of Schedule 3.  Implementation of adjustments to the Basic Tariff Rates will be subject to the provisions of Sections C and D of Schedule 3.���

4.	SCHEME OF CONTROL NET REVENUE

���(1)	The Scheme Of Control Net Revenue for any Year shall be the total of:-�

Sch.1(28)��

		(a)	Net Revenue After Tax; plus

�Sch.1(21)��		(b)	all interest on Borrowed Capital including interest which has been capitalised and interest charged to revenue.�Sch.1(5)��

	(2)�seq level2 \h \r0 �	In sub�paragraph (1)(b) hereof the amount of interest shall be the actual amount of interest charged provided that the amount so included in respect of each loan shall not exceed an amount corresponding to interest calculated at 8% per annum on the loan principal.  If the principal is denominated in foreign currency the amount of interest shall be calculated at the exchange rates prevailing at the date of the transaction of the principal or at contract rates if hedged before the date of the transaction of the principal.���

5.	NET RETURN AND PERMITTED RETURN���

	�seq level0 \h \r5 ��seq level1 \h \r0 ��seq level2 \h \r0 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level1 \*arabic�1�)	The Net Return accruing to the shareholders of HEC for any Year, in respect of its Electricity-Related operations, shall be an amount calculated by deducting from its Permitted Return as defined in clause 5(2) the interest and charges incurred by HEC which are specified in clause 5(3).

���	(2)	The Permitted Return allowed to HEC in respect of its Electricity-Related operations for each Year shall be the total of:-

���

		�seq level0 \h \r5 ��seq level1 \h \r2 ��seq level2 \h \r0 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level2 \*alphabetic�a�)	13.5% of Average Net Fixed Assets; and�Sch.1(3),

(13)&(20)

��		(b)	1.5% of Shareholders' Investments Made After 31st December 1978 For Financing The Acquisition Of Fixed Assets.

�Sch.1(25)��	(3)	The amounts to be deducted from the amount of Permitted Return for the purpose of calculation required by clause 5(1) are:-

���		(a)	interest on Borrowed Capital referred to in clauses 4(1)(b) and 4(2)hereof; and

���		(b)	the charge on the Development Fund made pursuant to clause 7(2)hereof.�Sch.1(8)��

6.	DEVELOPMENT FUND

���	(1)	A Development Fund shall be maintained by HEC, the main purpose of which shall be to assist in financing the acquisition of Fixed Assets.

���	(2)	In each Year:-



		(a)	where the Scheme Of Control Net Revenue exceeds the Permitted Return then the amount of such excess shall be transferred from the profit and loss account to the Development Fund; or���

		(b)	where the Scheme Of Control Net Revenue in any Year is less than the Permitted Return then the amount of such deficiency shall be transferred from the Development Fund to the profit and loss account for that Year provided always that the said amount so transferred shall not exceed the balance of the Development Fund.

���	(3)�seq level2 \h \r0 �	The balance of the Development Fund represents a liability of HEC and shall not accrue to the benefit of shareholders save as provided for in sub�paragraph (2)(b) hereof.���

7.	RATE REDUCTION RESERVE

���	(1)	A Rate Reduction Reserve shall be maintained in the accounts of HEC.

���	(2)	An annual charge which shall be an amount equal to 8% of the average of the opening and closing balances of the Development Fund for that Year shall be transferred from the profit and loss account to the Rate Reduction Reserve.

���	(3)	The balance of the Rate Reduction Reserve shall be used to reduce, by means of rebates, the tariffs charged to consumers normally in the Year immediately following.

���	(4)	Any such rebates so made shall not be included in the Scheme Of Control Net Revenue.

���	(5)	The balance of the Rate Reduction Reserve shall not at any time exceed the total of the amount transferred for that current Year and the three preceding Years.

���	(6)	The balance of the Rate Reduction Reserve at any time shall represent a liability of HEC and shall not accrue to the benefit of shareholders.���

8.	FUTURE FINANCING

���	The financing arrangements for the future expansion of HEC shall be subject to review by and agreement with the Government in accordance with the provisions set out in Schedule 3 hereto.���

9.	TRANSACTIONS WITH AFFILIATED COMPANIES

�Sch.1(1)��(1)	Within 90 days of the end of each Year a certificate will be submitted to the Government signed by an executive director of HEC confirming in respect of that Year that where HEC has carried out any work or incurred any expense whatsoever for or on behalf of any Affiliated Company that the Full And Proper Cost Of The Work or the Full And Proper Amount Of The Expense has been charged to that company.

�













Sch.1(15)

Sch.1(16)��	(2)	If it is desired to apply any of the assets or resources of HEC to finance or assist in the financing of any transaction or transactions relating to any Affiliated Company it shall be necessary for HEC to provide the Government with all information relating to the said transaction or transactions and to obtain the prior written approval of the Government before such assets or resources shall be so applied provided that such consent shall not be unreasonably withheld.

���	(3)	HEC shall not pledge or secure in any manner whatsoever any of its current or future assets or resources or otherwise guarantee any liability of any person, firm or Company whatsoever save solely for the direct benefit of HEC.�







Sch.1(7)��

10.	HOLDINGS UNDERTAKING���

	Holdings undertakes that it will exercise its powers as HEC's holding company and shall conduct its business in a manner consistent with the compliance by HEC with its obligations under the Scheme Of Control.���

11.	TERM

���	�seq level0 \h \r11 ��seq level1 \h \r0 ��seq level2 \h \r0 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level1 \*arabic�1�)	The Scheme Of Control shall, subject to sub�paragraph (2) hereof, continue in effect until 31st December 2008.

���	(�seq level1 \*arabic�2�)	The parties hereto shall, each, have the right, during the year ending 31st December 1998 and during the year ending 31st December 2003, to request modification of any part of the Scheme Of Control as set out herein or as subsequently amended.  The agreement of all parties is required for any amendments.

���	(�seq level1 \*arabic�3�)	During the three years prior to 31st December 2008, the parties hereto shall institute discussions regarding a revision and extension of the Scheme Of Control to embody such terms and conditions as are then found to be mutually acceptable.���





IN WITNESS whereof the parties hereto have hereunto set their hands and affixed their seals on the date first above written.

���





















































�	Schedule 1



	DEFINITIONS



�

(1)	"Affiliated Companies"



		means any parent, subsidiary, fellow subsidiary or associated Company (as defined in the Statement of Standard Accounting Practice issued by the Hong Kong Society of Accountants) of any Company which is a party to this Agreement.



(2)	"Agreed Basic Tariff"



		means the Basic Tariff Rate for any Year included in the Financial Plan most recently approved by the Executive Council.



(3)	"Average Net Fixed Assets" for any Year



		means the average, for that Year, of the opening and closing balances of Net Fixed Assets.



(4)	"Basic Tariff Rate"



		means, for any Year, the figure of cents per kWh obtained by dividing the total revenues of HEC from sales of electricity to consumers in Hong Kong, excluding fuel clause rebates or surcharges and rebates from the Rate Reduction Reserve, by the corresponding number of units sold.



(5)	"Borrowed Capital"



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



(6)	"Commissioning"



		means the taking into use of a Fixed Asset upon its acceptance by HEC.



(7)	"Company"



		includes any body corporate or corporation wherever incorporated.



(8)	"Development Fund"



		means the fund established pursuant to clause 6 hereof.



(9)	"Electricity-Related"



		means directly or indirectly appertaining to the generation, transmission, distribution and sale of electricity and energy efficiency and conservation.



(10)	"Excessive Cash And Bank Balances"



		means an amount which exceeds the Gross Tariff Revenues (refer Sch.1(18)) of HEC for the last two months of the preceding Year.



(11)	"Executive Council"



		means the authority constituted by the Executive Council's advice to and approval of the Governor, and after 30th June 1997 the Executive Council of the Hong Kong Special Administrative Region as laid down in the Basic Law of the Hong Kong Special Administrative Region.



(12)	"Fair Values Of Fixed Assets Acquired Through Finance Leases"



		means the prices at which Fixed Assets could be acquired in arm's length transactions.



(13)	"Fixed Assets"



		means the Electricity-Related investments in land, buildings, plant, equipment, and capitalised refurbishment and improvement works and, subject to Section A of Schedule 2 hereto, includes assets in course of construction, payments on accounts, goods in transit and capital stores.



(14)	"Fuel Clause Recovery Account"



		means the account maintained by HEC through which the difference between the standard cost of fuels as agreed between the Government and HEC and the actual cost of fuels to HEC is captured and passed on to the consumers by way of rebates or surcharges.



(15)	"Full And Proper Cost Of The Work"



		means the total money value paid or accrued according to acceptable accounting standards for the corresponding work referred to.



(16)	"Full And Proper Amount Of The Expense"



		means the total money value paid or accrued according to acceptable accounting standards for the corresponding expense referred to.







(17)	"Government"



		means the Government of Hong Kong and after 30th June 1997 means the Government of the Hong Kong Special Administrative Region.



(18)	"Gross Tariff Revenues"



		means the total of the following:-



		(a)	revenues from sales of electricity to consumers in Hong Kong as adjusted for fuel clause adjustments but without taking into account rebates from the Rate Reduction Reserve;



		(b)	the amounts benefiting consumers in Hong Kong specified by and calculated in accordance with any separate arrangement between HEC and the Government on export sales for which the Government has given prior approval;



		(c)	Electricity-Related fees and other revenues derived from the use of Fixed Assets; and



		(d)	forfeited deposits from electricity consumers.







(19)	"Loan Capital"



		means the interest free loans from Holdings, being investment of funds based on an accumulation of prior Year profits and any long term capital loans neither of which are repayable without the prior agreement of the Government.  These loans are treated as shareholders' investment.



(20)	"Net Fixed Assets"



		means the cost of Fixed Assets less depreciation calculated in accordance with Section B of Schedule 2 hereto.



(21)	"Net Revenue After Tax"



		means Gross Tariff Revenues (refer Sch.1(18)) less Total Operating Costs (refer Sch.1(27)) and the charges for taxation set out in Section F of Schedule 2 arising out of Electricity-Related activities of HEC.



(22)	"Projected Basic Tariff"



		means the Basic Tariff Rate considered necessary to be charged as a result of a Tariff Review.



(23)	"Rate Reduction Reserve"



		means the account established pursuant to clause 7 hereof.



(24)	"Scheme Of Control"



		means this Agreement and the procedures and policies herein set out.



(25)	"Shareholders' Investments Made After 31st December 1978 For Financing The Acquisition Of Fixed Assets" for any Year



		means the Average Net Fixed Assets acquired after 31st December 1978 less the sum of:-



(a)	the balance of the Development Fund at the beginning of that Year;



(b)	the amount by which the balance of the Rate Reduction Reserve at the beginning of that Year exceeds the balance of the Rate Reduction Reserve at 1st January 1984;



(c)	the amount by which the balance of the Fuel Clause Recovery Account at the beginning of that Year exceeds the balance of that account at 1st January 1986;



(d)	the amount by which the balance of consumers' deposits at the beginning of that Year exceeds the balance of such consumers' deposits at 1st January 1984;



(e)	the amount by which the balance of Borrowed Capital (if denominated in foreign currency calculated at the exchange rates prevailing at the date of the transaction or at contract rates if hedged before the date of the transaction) at the beginning of that Year exceeds the balance of such Borrowed Capital at 1st January 1979;



(f)	the amount by which the accumulated total tax adjustments at the beginning of that Year calculated in accordance with Section F(2)of Schedule 2 exceeds the accumulated total at 1st January 1994; and



(g)	the amount by which the current and deferred creditors accounts financing Fixed Assets at the beginning of that Year exceeds the respective balances of those accounts at 1st January 1994.



		Provided that if the amount of the said investments so determined is negative then it shall be deemed to be zero.



(26)	"Statutory Accounts"



		means the annual accounts prepared in accordance with the Companies Ordinance and in compliance with current accounting principles and practices specified by the Statements of Standard Accounting Practice issued by the Hong Kong Society of Accountants.



(27)	"Total Operating Costs"



		means the aggregate of Electricity-Related operating costs calculated in accordance with Schedule 2 hereto, and inter alia includes:-



(a)	cost of labour, materials and supervision;



(b)	recurrent revenue expenditure incurred in promoting energy efficiency and conservation;



(c)	transfers to and from insurance reserve account maintained by HEC to self-insure against certain uninsured risks;



(d)	approved electricity purchases from other companies;



(e)	depreciation;



(f)	profits and losses on disposal of Fixed Assets;



(g)	foreign exchange differences; and



(h)	interest



(28)	"Year"



		means the financial year of HEC ending 31st December.



�	Schedule 2



	ACCOUNTING POLICIES

	TO BE APPLIED IN THE INTERPRETATION OF THE AGREEMENT



�

A.	CAPITAL EXPENDITURE

���(�seq level0 \h \r1 ��seq level1 \h \r0 ��seq level2 \h \r0 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �1)	All capital expenditure will be accounted for as at the dates shown below and in the case of Fixed Assets purchased in foreign currency these will be converted into Hong Kong Dollars at the exchange rates prevailing at the date of the transaction, or at contract rates if foreign currencies are hedged before the date of the transaction:-���

			  Item�	Dates���

		(a)	Advance or progress payments�:	when payments are actually made

���		(b)	Work in progress�:	when cost is incurred in accordance with normal accounting principles

���		(c)	Delivery of goods (other than covered by (a) above)

�:	when title passes to HEC���		(d)	Suppliers' credits

����			(i)	deposits and downpayments�:	when payments are actually made

���			(ii)	balance of the contract�:	on the date on which this balance becomes interest bearing

���		(e)	Interest	�:	when payments are made before Commissioning or when accrued at the date of Commissioning

�



Sch.1(6)��



		(f)	Fair Values Of Fixed Assets Acquired Through Finance Leases

�:	at inception of the leases�Sch.1(12)��		(g)	Any other costs incurred in respect of Fixed Assets

�:	when incurred���	(2)	Fixed Assets representing major construction projects not completed will be separately shown in the balance sheet concerned as "assets under construction".

���	(3)	(a)	Any equipment acquired for specific capital projects will, until installed, be classified as capital stores.

���		(b)	General stock items of a capital nature will be classified as capital stores.

���		(c)	The aggregate of the said capital stores will form part of the Fixed Assets for Scheme Of Control purposes.

���	(4)	Expenditure on the refurbishment and/or improvement of Fixed Assets will be capitalized in accordance with normal accounting principles.���

�seq level0 \h \r1 ��seq level1 \h \r4 ��seq level2 \h \r2 ��seq level3 \h \r2 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 ��seq level0 \*ALPHABETIC�B��seq level1 \h \r0 �.	DEPRECIATION



	(�seq level1 \*arabic�1�)	No depreciation shall be charged on land held on long term leases (as defined in the Statement of Standard Accounting Practice issued by the Hong Kong Society of Accountants).

���(2)	Depreciation on all other Fixed Assets shall be charged on a straight line basis in accordance with the provisions of the schedule set out in sub�paragraph (3)(c) hereof.

���(3)	(a)	The net book value of all Fixed Assets acquired prior to 1st January 1994 shall continue to be written off uniformly over the remainder of the useful life of the said Fixed Assets in accordance with sub�paragraph (c) hereof; and

���	(b)	the cost of all Fixed Assets acquired on or after 1st January 1994 shall, as from the first day of the month in which the said Fixed Assets are commissioned, be written off uniformly over the useful life of the said Fixed Assets in accordance with sub�paragraph (c) hereof.���

	(c)	Type of Asset�Useful Life���

			Land held on medium-term leases�Unexpired terms

of the leases���

			Cable tunnels�	100 years���

			Buildings�	33 years���

			Generation plant 

			and machinery�	30 years���

			Transmission and

			distribution

			equipment�	30 years���

			Cables�	30 years���

			Gas turbines�	25 years���

			Meters; furniture and fixtures; sundry plant and equipment�	10 years���

			Engineering and general purpose computers�	10 years���

			Commercial motor vehicles and marine craft�	6 years���

			Motor vehicles �	5 years���

			Personal computers; office equipment; workshop tools�	5 years���

			Refurbished or improved Fixed Assets�Remaining original life plus any life extension���

	(4)	The Fair Value Of A Fixed Asset Acquired Through Finance Leases will be depreciated on a straight-line basis over the shorter of the lease term, if no option to purchase, and its useful life as set out in sub-paragraph (3) hereof.���

(5)	For the determination of profits tax for the purposes of the Scheme Of Control, depreciation will be calculated in accordance with the Inland Revenue Ordinance.���

C.	PROFITS AND LOSSES ON DISPOSAL OF FIXED ASSETS



	When a Fixed Asset is disposed of, or when compensation is received in respect of the damage or loss of a Fixed Asset then:-���

(1)	if the amount received is no greater than the original cost of the Fixed Asset the difference between the said amount and the net book value of the Fixed Asset will be deducted from or added to Total Operating Costs as the case may be; or�







��

(2)	if the amount received exceeds the original cost of the Fixed Asset then���

(a)	the amount of such excess shall be treated as capital profit and shall not form part of the Scheme Of Control Net Revenue; and���

(b)	the difference between original cost of the Fixed Asset and net book value shall be deducted from Total Operating Costs.���

	For the purpose of this section the term "the amount received" shall be deemed to include in the case of any exchange of Fixed Assets the money value of any such Fixed Assets.���

D.	FOREIGN EXCHANGE TRANSACTIONS



	Foreign currency exchange profits and losses shall be treated as follows:-



	�seq level0 \h \r4 ��seq level1 \h \r2 ��seq level2 \h \r6 ��seq level3 \h \r2 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(1)	In respect of Fixed Asset transactions up to and including the date of Commissioning:-���

(a)	Before Commissioning shall be incorporated in the cost of the Fixed Asset.���

(b)	On Commissioning any amounts of foreign currency owing to suppliers if not covered by contract rates shall be translated at the exchange rate ruling on the date of Commissioning and the resulting exchange adjustments shall be incorporated in the cost of the Fixed Asset.���

(2)	In respect of all other transactions shall be credited or debited to the profit and loss account as the case may be except that unrealised profits shall be reflected in the balance sheet and shall not form part of the Scheme Of Control Net Revenue.���

E.	INTEREST



	�seq level0 \h \r5 ��seq level1 \h \r0 ��seq level2 \h \r8 ��seq level3 \h \r2 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level1 \*arabic�1�)	The amount of interest paid and payable on Borrowed Capital (other than interest as set out in sub-paragraph (4)(a) hereof) shall be charged to Total Operating Costs.���

(2)	The amount of interest received and receivable on bank deposits, including amounts not subject to taxation, shall be offset against Total Operating Costs.���

(3)	The finance charges incurred in relation to the outstanding Fair Values Of Fixed Assets Acquired Through Finance Leases will be treated as interest on Borrowed Capital.���

(4)	The amount of interest on Borrowed Capital shall be:-���

		(a)	added to capital expenditure if it relates to the period prior to Commissioning; or���

		(b)	added to Total Operating Costs if it relates to the period after Commissioning.���

F.	TAXATION���

	For any Year, the Scheme Of Control taxation charge will be the total of:-���

(1)	the corporation profits tax liability of HEC in respect of that Year; and



	�seq level0 \h \r6 ��seq level1 \h \r1 ��seq level2 \h \r8 ��seq level3 \h \r2 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level1 \*arabic�2�)	a tax adjustment calculated by applying the current rate of corporation profits tax to the difference between depreciation and the Inland Revenue tax allowances for Fixed Assets for that Year.���

	Except as permitted under sub-paragraph (2) above, all other provisions for deferred tax required in the Statutory Accounts will not be charged or added to the Scheme Of Control Net Revenue to ensure no double charging of tax to the consumers.�



Sch.1(26)��

	The tax adjustment made in sub-paragraph (2) above shall be retained within HEC until it is required to pay the tax.���

G.	OTHER ITEMS



	Any other items not dealt with in these accounting policies shall be treated in the same manner as they would be for Inland Revenue tax purposes.���

H.	ACCOUNTS



	The Statutory Accounts of HEC and Holdings shall include a Scheme Of Control statement showing the annual results under the Scheme Of Control.���





I.	ADJUSTMENTS



	If the Hong Kong Society of Accountants makes any changes to its Statements of Standard Accounting Practice and these changes affect the accounting policies specified in this Agreement, discussion will be held between HEC and the Government to agree a way forward.  Otherwise, where the accounting policies adopted by HEC differ from those set out herein, policies specified in the Scheme Of Control should take precedence and due adjustments shall be made in the figures of HEC in calculating figures for the Scheme Of Control Net Revenue.���

�	Schedule 3



	FINANCING REVIEW AND

	TARIFF ADJUSTMENT PROCEDURE



�

A.	FINANCING REVIEW



	�seq level0 \h \r1 ��seq level1 \h \r0 ��seq level2 \h \r0 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level1 \*arabic�1�)	A Financing Review shall be conducted jointly by the Government and HEC to agree on the Financial Plan prepared by HEC for the current and at least the four successive Years, following which the Financial Plan shall be submitted to the Executive Council for approval.���

(2)	(a)	A Financial Plan shall be prepared six months before the period covered by the previous Financial Plan expires;���

(b)	a Financial Plan shall be prepared if, at a Tariff Review (Section B), the Projected Basic Tariff exceeds the Agreed Basic Tariff for that Year by more than 14%;�

Sch.1(22)��

(c)	a Financial Plan shall be prepared whenever major additions to HEC's electricity generation, transmission and distribution system ("system") have been finalised; and/or���

(d)	a Financial Plan shall be prepared whenever major variations to HEC's system have been finalised and where such major variation would increase Basic Tariff Rates significantly above those previously approved.���

(3)	For each Financial Plan HEC will make available their revenue and capital budgets, as well as financial models covering the preceding, the current and at least the four successive Years together with:-���

(a)	the pattern of demand and sales of electricity together with the revenue forecasts;����

(b)	details of energy efficiency and conservation programmes and if relevant proposals on alternative fuel and energy sources;���

(c)	Total Operating Costs and capital expenditure;���

(d)	the amount of new funds to be raised as equity or by way of Loan Capital or loan from any Affiliated Company;�

Sch.1(19) ��

(e)	the amount of retained earnings to be invested;���

(f)	the amount and terms of suppliers' credits or other long term debts arranged or to be arranged in respect of Fixed Assets together with the corresponding repayment figures;���

(g)	the budgeted Development Fund transfers which, together with all other available funds, shall be at all times sufficient to meet HEC's full financial commitments;���

(h)	the estimated fuel clause adjustments and the rebates or surcharges in each Year;���

(i)	the forecast Scheme Of Control Net Revenue;���

(j)	the Basic Tariff Rate required to achieve the figures contained in sub�paragraphs (g) and (i) hereof (the "Agreed Basic Tariff") which shall not result in HEC having Excessive Cash And Bank Balances;�







Sch.1(10)��

(k)	details of any major changes in the HEC's insurance policy, procurement policies, procedures or practices for fuel, major equipment and services; and

���		�seq level0 \h \r1 ��seq level1 \h \r3 ��seq level2 \h \r14 ��seq level3 \h \r0 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(l)	the methods of:-���

(i)	financing the acquisition of Fixed Assets;���

(ii)	allocating any overheads of Affiliated Companies to HEC; and�

��

(iii)	determining financial transactions between HEC and Affiliated Companies.���

(4)	On approval by the Executive Council the Financial Plan shall apply and remain in force until a subsequent Financial Plan shall be approved by the Executive Council.���

(5)	If a new Financial Plan is not approved before the expiry of the period covered by the previous approved Financial Plan, then after consultation with the Government the Basic Tariff Rate to be charged following the expiry of the previous approved Financial Plan may be adjusted if considered necessary by HEC so that the Basic Tariff Rate approved for the last Year of the previous approved Financial Plan plus an increase of 7% will not be exceeded.���

B.	TARIFF REVIEW



	�seq level0 \h \r2 ��seq level1 \h \r0 ��seq level2 \h \r0 ��seq level3 \h \r3 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 �(�seq level1 \*arabic�1�)	In November of each year a Tariff Review shall be conducted jointly by the Government and HEC. Such review shall be completed by the end of December of each year.  The review shall revise, if necessary, the information (refer to Section A(3) hereof) contained in the last preceding Financial Plan for the Year next following and to determine for that Year:-���

(a)	the required Development Fund transfer; and���

(b)	the Projected Basic Tariff necessary to obtain such a Development Fund transfer.���

(2)	If as a result of the Tariff Review:-���

(a)	the Projected Basic Tariff is:-���

(i)	no higher than 7% above the Agreed Basic Tariff; and���

(ii)	at a level which is not likely to result in Excessive Cash And Bank Balances at the end of the Year;���

			then the Projected Basic Tariff may be implemented in accordance with Section C hereof and no further Executive Council approval shall be necessary;���

(b)	the Projected Basic Tariff exceeds either of the limits set out in sub�paragraph (2)(a) hereof but is not more than 14% above the Agreed Basic Tariff for that Year then subject to the approval of the Executive Council the Projected Basic Tariff may be implemented in accordance with Section C hereof and no Financing Review shall be necessary; or���

(c)	the Projected Basic Tariff exceeds the Agreed Basic Tariff for that Year by more than 14% then a Financing Review shall be conducted as soon as possible.���

C.	TARIFF ADJUSTMENT PROCEDURE



	Following the Tariff Review the Projected Basic Tariff agreed therein shall be implemented with effect from 1st January next following or on such other date as HEC may determine after consultation with the Government except that where a later date is determined the Projected Basic Tariff will be adjusted so that the Development Fund transfer and the profit after Scheme Of Control transfers for that Year will be the same as that calculated at the Tariff Review.�









��

�seq level0 \h \r3 ��seq level1 \h \r0 ��seq level2 \h \r5 ��seq level3 \h \r5 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 ��seq level0 \*ALPHABETIC�D�.	INTERIM ADJUSTMENTS



	Where either:-���

(1)	Executive Council approval is being sought pursuant to Section B of this Schedule for an increase in excess of 7% above the Agreed Basic Tariff; or���

(2)	the Government and HEC have not reached agreement on the matters set out in Section B(1);���

	then as from the 1st January next following, the Basic Tariff Rate charged to consumers may be adjusted up to but not exceeding 7% above the Agreed Basic Tariff for that Year, until the said approval shall be given or agreement shall be reached between the Government and HEC within a reasonable period of time.���

�seq level0 \h \r4 ��seq level1 \h \r2 ��seq level2 \h \r5 ��seq level3 \h \r5 ��seq level4 \h \r0 ��seq level5 \h \r0 ��seq level6 \h \r0 ��seq level7 \h \r0 ��seq level0 \*ALPHABETIC�E�.	AUDITING REVIEW



	An Auditing Review shall be conducted jointly by the Government and HEC in March of each year:-���

(1)	to compare the actual results of the preceding Year with the corresponding estimates contained in the Financial Plan and revisions made at previous Tariff Reviews;���

(2)	to ascertain the reasons for any excess or shortfall in the agreed Development Fund transfer in the previous Year;���

(3)	to ascertain the reasons for any excess or shortfall in the Scheme Of Control Net Revenue in the previous Year;���

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

(5)	if necessary to revise items detailed in Section A(3) hereof in respect of the then current and the remaining Years covered by the last preceding Financing Review;���

(6)	to monitor the technical performance of HEC and to review the energy efficiency and conservation programmes; and���

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

�
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