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CHINA LIGHT AND POVER CO. LID,

Gmmthuupmdapmjmtmdwh’hm-uﬁt
and Power Co., Ltd. and Bsso Standard Bastern for the formation of & naw
Joint electricity generating company. It is initially planned to have a
capacity of 720 cegewatts additional to China Light's existing installatioms,
at a capital cost of approximately $500 million (excluding capital required
for expansion of China Light's distribution system). The electricity
generated is to be distributed through China Light's system and the fusl oil
muumwtlndnfmenwummtohww“
at sarket prices. Government's approval is subject to the aoccwptance
Jointly by China Light and the new Company of the nommal statutory obligations
of a publie utility franchise.

A schene of financial control to apply to the operations of Chima
Mﬂtudm“mmmmwmﬂﬂumtdﬁ-m
Its objects are to limit the companies' disposable profits to a reascnahle
return on their equity capital while providing adequate incentives towards
efficiency and expansion; and in particular to emsure that the benefits from
wmmrwuminmuammmmmhm
primarily to the consumer.

The two companies have undertaken to subsoribe 8260 millieom of new
wmm-mdw,ﬂmtmmmm‘
mutmnmmmmuuhmmn
mtntnafm-nnluﬂthnu-yuthn-mu-
p-dmww-rduammh. It is estimated that capital

/roquired .oiesee

85S1/0£01 OO

4440

i
:
E

3 0L LoN -




required for expansion during the five years 1964 to 1968 will be 5TT8

@million: and that of this, %51 nillion \y\iu be available from depreciation,

4174 million from new capital, 3146 nillien from re-investment of undistributed

shareholders’ profits, and 3107 =million from additional' profits.
Schege Of Contrcl

The main features of the scheme of control are as follows: -

A440 O N d

(1) The fixing of & basic tariff within which the Companies
pust work, except to the extent of any agreed increase
in consequence of increased cosats of fuel ete. The vasic
tariff will be at a level susch as to effect a reduction cf
approxizately $18 =million a year in revenue (caleulated
on 1964-65 estizated sales) or rather less than ten per
cant. It will be brought into force as soon as
practicable. As it is also intended to introduce a new
tariff structure, the reduction enjoyed by individual
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censumers may vary substantially from this tem per ocent.

The recognition of a fixed parcentage on net fized sssets
as being shareholders' maxisus disposable profit; net
firxed assets being defined ss capital investment leas
depreciation st Inland Revenue -ates. This is based on
the normal practice of American regulatory agencies.

The rete of return on net fixed assets is 13} per cent
after tax. This is forecast to produce a return in the
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range of twelve per cent tc 14 per cemt on shareholders’
equity capital on the basis of present plans for financing
expansion. Whether this rate of refum actually accrues
depends on the companies' ability to earn adequate profits
within the basic tariff; it is not gusranteed. The
percentage return is subjeot to review if plans for
financing expansion are substantially modified.

Any profits sccruing in excess of the shareholders'
pcrolnugomturnmnotfnrdumamtohpnthn
Development Fund and used for expansion. It is estimated
that $107 million will accrue in this way during the years
1964-68. Interest of eight per cemt will be charged on
the Development Fund against the shareholders' return on
net fired assets and applied by way of further reduction

Jof charges ....swe




of charges. The basic ides is to treat such re-invested
surplus profits as funds borrowed by the company from the
consumer. The Fund iz therefore to be treated as a
liability. of the company and excluded from shareholders'
equity. A major effect of this arrangement is %o
saintain s corgtant downward pressure on charges so long
as there is & substantial sum in this Fund; and thus to
encoursge the coopaniea to o_jont- efficiently in order to
gsontinue to earn their perfitted return on net fixed assets
within the basic tariff structure.

The companies will be permitted to distribute,as dividends
only a proportion of their disposable _p_rgcfi;tj,‘m long as
the Development Fund exceeds a certain proportion of net
fixed assets. This is to induce the companies to make
every effort to keep to e minimum their recourse to the
Development Pund as a source of Capital.

The scheme of control is to be effective for fifteen years
from 18t October 1963. Negotiations as to its future
terns are to begin at the end &f the twelfth year.

Existing Reseryes
China Light's reserves at September 30, 1963 excluding insurance and
tax reserves m-:_l after certain adjustments for depreciation, were approximately
$149 million. Of this, sbout 3118 million has accumulated since dividends
were frosen in 1960. The gquestion arises as to the appropriate status of
these reserves and of the proposed Development Fund. It has been agreed
that the whole existing reserves will be recognised as belonging to the
company while future scoruals to Developoent Pund will be a liability of the
company to the publie.
Copeunexs' Deposits
Interest on consumers' deposits will be increased. Interest will
be paid annually on deposits of $100 and over at the avernge rate paid in the
previpus year by the Hong Kong Savings Bank. The present rate is three per
cent.
Legiolation
In November, 1963, Government announced its intention of legislating
on the control of the eleetricity undertaiings. The new developments
Jfoutlined .....ue
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cutlined above have held up the drafting of legislation. It is now proposed
to give them appropriate statutory form on their acceptance by shareholders.

Hote to Bditors: Copies of announcements by China Light & Power Co., Ltd.
and Essc Standard Bastern are attached to this Bulletin.
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