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State Power
Economical Evaluation Interim Rules of Electrical Engineering Retrofit
Projects (Temporary)

1. The Principal

1.1 In order to properly evaluate the economical profit, social profit and
environmental profit for Electrical Engineering Retrofit Project of State Power
Corporation (following as Electrical Engineering Retrofit Project), improve the
economical evaluation quality, achieve the scientific project decision, reduce and
avoid mistake on investment decision, while based on the regulation as <Economical
Evaluation and Parameters for Construction Project>(2™ version) published by State
Planning Commission Ministry of Construction and other relative regulations,
comprehending with the characters of electrical engineering retrofit project, we draft
out this specific regulation.

1.2 The Electrical Engineering Retrofit Project mentioned in this regulation is
meaning: through mature, advanced and appropriate new technology and new
material, construct supporting facilities and reconstruct on the present power
generation device and power supply device in the present electric system, the project
could achieve the targets as improving enterprise profits, strengthening the safety and
stability for enterprise operation while satisfying relative standards by the
government.

1.3 In order to guarantee the evaluating quality, it is necessary to treat the market
investigation seriously, analysis the incremental economical profit, incremental cost
and potential economical profit caused by electrical engineering project objectively.
1.4 The economical evaluation on electrical engineering retrofit project includes two
parts, one is the financial evaluation, and the other is national economic evaluation.
The financial evaluation is to calculate the profit and expenses within the project scale
under the present taxation system and price system, for analyzing the financial
feasibility. The national economic evaluation is to analysis and calculate the net
contribution on national economy from the view of total country, under the
assumption of proper distribution on national resources, so as to ensure the economic
rationality. If the financial evaluation is feasible, the project is feasible; if the financial
evaluation is not feasible, while the national economic evaluation is feasible, the
project owner could apply for economic favorable policy from the government to
make the project financial feasible.

1.5 The parameters in economic evaluation could be divided into national government,
industry government, enterprise parameters and other parameters. The national
parameters should be used according to relative regulations by central government,
the industry parameters should be used according to the regulation published by
relative authorities as State Planning Commission, State Economic and Trade
Commission and industry competent department.



1.6 When doing the economic evaluation, we should insist the principal as the profit
and fee should be calculated in the same calculation scale, which would prevent
oversight, repeat and enlarging calculation field.

1.7 The analysis for electrical engineering retrofit project is mainly the dynamic
analysis, and also the static analysis method. The calculating period includes
retrofitting period and manufacture period. The starting year should account from the
year as the project begin to construct, excluding the pre-preparation and document
preparing period. The retrofitting period is settled by the construction entity. The
manufacture period should be settled down according to the servicing year and
depreciating year of the main manufacture device.

1.8 The economical evaluation for electrical engineering retrofit project mainly
research on the new added economic profit and new added fees produced by the
enterprise, also the new added economic profit and new added fees from the total
country view. The principal on calculating new added economic profit and fees
should employ “Comparison between the have and not have” method to calculate the
increment profit and the increment fee between the retrofitting and not retrofitting,
than calculate the evaluating parameters of the increment part. It is also permissible to
calculate the relative parameters after retrofitting when it is necessary.

1.9 The calculation of incremental operational cost could reflect the difference
between the retrofitting and not retrofitting. As for the device operational and
maintenance fee, they should be calculated based on the analysis on device operation
changing situation. We should also consider the loss for stop operation and added
investment for updating device in calculating period.

1.10 The main capital resources for retrofitting project are the self-owned capital,
bank loan and other kind of capital etc. The capital in cash taking accounting of the
total investment for this project should not be lower than 20%.

1.11 Social discount rate and the financial benchmark rate in electricity sector are the
important parameters when doing national economic evaluation and financial
evaluation. The social discount rate is calculated and published by central government,
now the rate is 12%, the financial benchmark rate in electricity sector is temporarily
as: 8% of the total investment and 10% of the capital cash. When the financial
Internal Rate of Return and Economic Internal Rate of Return is higher or equal to the
financial benchmark and social discount rate, the project is feasible in finance, and
appropriate in economy.

1.12 Based on the characters on technology retrofitting, the profit for this project
should be divided into the direct profit and the indirect profit. The profit could be
measured by current unit directly is the direct profit, and the profit could not be
measured by current directly is the indirectly profit. The project produced the direct
profit should only do the financial evaluation; the project mainly produced indirect
profit should do the national economy evaluation also besides financial evaluation, to
employ the economic internal rate of return, the economic net present value, and
fee-profit method to calculate fees per unit profit.

1.13 The cost—profit ratio in the indirect profit project should not be lower than
average level of similar project in past three years. The quantitative analysis should be



used on indirect profit to maximum extent.

1.14 The entity in charge of project feasibility study should guarantee the report is
scientific, fair and stable.

1..15 this regulation is mainly applicable on the technology retrofit project on power
generation, power transmission, and the project exceed the transmission limit. The
project below the transmission limit could also use this regulation.

1.16 Besides this regulation, the electrical engineering retrofit project should also
comply with other present standards and regulations in electric industry of national
government.



