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Risk Management Report

This year, we have changed our Risk Management Report to address the changing risk profi le of the CLP Group’s activities as we 

move through a period of global economic, fi nancial and market diffi culty and uncertainty.

Our overall strategy is simple and straightforward. The electricity business is highly capital intensive and returns are generated 

over the long term. We closely monitor CLP’s cash management and resources, including contingent liabilities that might call 

on those resources. We maintain a conservative capital reserve, emphasise that capital is expensive and prioritise competing 

claims on capital. These prudent policies have, in the past, led to comments that CLP is over cautious, under-geared and adopts 

a sub-optimal capital structure. However, recent global corporate experience shows how businesses fail when they run out of 

cash, even if the underlying business model may be sound and their assets have value. Such experience, and the importance of 

maintaining CLP’s status as a sound utility stock in a depressed and diffi cult share market environment, has indicated the benefi ts 

of prudence.

This approach represents the longstanding and consistent approach followed by CLP – the previous paragraph is not new; it is 

taken, word-for-word, from Andrew Brandler’s CEO’s Review in our 2002 Annual Report.

The maintenance of appropriate levels of liquidity involves a disciplined approach to making new investments which draw on 

our capital resources. In recent years, and as we have advised shareholders in past annual reports, we have been concerned 

that the combination of emerging players and cheap capital has led to intense competition to buy existing power assets or the 

development rights for new projects. This created an environment where revenue projections were unduly optimistic, sub-optimal 

rates of return were accepted and the risk associated with investments was inadequately priced. We have held a discipline of not 

investing in opportunities where we do not think projected returns will meet risk-adjusted hurdle rates which we have set for 

different investments in different markets. We have chosen to be patient and wait for times and places when and where phases 

of “irrational exuberance” have passed. We may have missed immediate opportunities in some markets but, in the long run, we 

were, and remain, convinced that this creates the most value for our shareholders.

In the following paragraphs, as Chief Financial Offi cer, I describe a number of the major risks to which our business is exposed 

and the steps we put in place to mitigate or avoid the potential consequences of such risks. I have not attempted to list each and 

every risk that is faced by a business such as CLP’s. Rather, I have concentrated on the major risks and those which, in the present 

economic climate, might seem most threatening in the eyes of our shareholders and other stakeholders. In each case, I describe 

the risk exposure, the management of that risk, CLP’s position to ride out the current fi nancial storm and the way ahead.

Risk Exposure

The way we manage

The way ahead

Riding out the storm
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Liquidity Risk

Credit and 
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Interest Rate Risk

Foreign Currency Risk
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Cash Flow and Liquidity Risk
The electricity business requires the huge commitment of long-term funding, in the form of equity and debt facilities, to 

fi nance construction and operation. In a normal business environment, this requires an optimal balance between equity and 

debt to deliver an acceptable risk and return profi le to investors and lenders. At times of fi nancial market turmoil, a strong 

fi nancial position and a good business relationship with lenders is essential in retaining liquidity and arranging debt facilities 

at reasonable costs.

The way we manage

Let me start by saying what we do not do. The CLP Group does not enter into, and has never entered into, structured and 

derivative-driven transactions, including those commonly described as “accumulators” or “snowballs”. Aside from the inherent 

risks and speculation that these involve, such instruments are often highly complex. This contravenes one of the principles 

of prudent fi nancial management – by and large, if you don’t understand something, don’t do it. As far as practicable, we 

adopt hedging instruments which not only provide effective economic hedges against the relevant risks, but will also be 

treated as effective accounting hedges in CLP’s fi nancial statements.

What we do is that, as the ultimate parent company, CLP Holdings ensures that the Group has adequate cash fl ows and 

access to funding from established and new sources to fund working capital requirements, debt service payments, dividends 

to shareholders and potential new investments. We leverage on the professional expertise and relationships enjoyed by CLP 

Holdings to help arrange non-recourse credit facilities for our subsidiaries and joint ventures. We manage risks to our cash 

fl ow and liquidity through prudent treasury policies and practices.

We forecast, plan and monitor our cash and resources, including liquidity movements and contingent liabilities (see chart • 

on pages 36 and 37) that might call on those resources. As well as maintaining a conservative capital structure, we hold 

an appropriate buffer of available debt facilities to cater for contingencies in our funding requirements. We perform 

regular reviews of the market and of our own cash position to ensure that diversifi ed, cost-effi cient funding is available 

for operating expenses, capital expenditure and business expansion across the Group.

We maintain an appropriate mix of committed credit facilities with staggered maturities to reduce our liquidity and • 

refi nancing risk in any year. We raise long-term funding from debt capital markets through established medium term 

note programmes put in place with the wholly-owned subsidiaries of CLP Power and TRUenergy. These programmes 

diversify our funding sources from the banking sector, lengthen our average debt maturity and enhance the matching of 

long tenured capital investment. Our diversifi ed funding sources and maturity profi le are illustrated in the charts included 

in the “CLP and Our Lenders” section of this Annual Report on page 77.

We aim to minimise our cash balances. Group companies use surplus cash to pay down revolving loans to reduce • 

fi nancing costs. When surplus fund exists, they are only kept with creditworthy fi nancial institutions in the form of 

deposits or invested in safe, liquid, interest-bearing instruments with good investment credit ratings pursuant to our 

internal treasury policies and business requirements.

Dividends are repatriated back to CLP Holdings as soon as practicable, unless underlying business needs dictate • 

otherwise. If our subsidiaries and affi liates have signifi cant cash reserves, CLP Holdings helps them develop and apply 

appropriate cash management strategies and policies based on CLP’s prudent philosophy towards fi nancial management. 

We then monitor the position regularly.

We strive to maintain the credit ratings of CLP Holdings, CLP Power and TRUenergy at appropriate high investment grade • 

levels (see page 78) through careful control of our total debt to total capital ratios. Our objective is to support funding 

and investment through strong fi nancial profi le and to provide fi nancing fl exibility for future growth and acquisitions.



 CLP Holdings 2008 Annual Report      111

Riding out the storm

Diversifi ed and committed funding sources, and spreading out of the maturity profi le of our borrowings, has helped 

to reduce fi nancing and refi nancing risks during the current credit crunch. Group companies, generally speaking, had 

completed their fi nancing and refi nancing requirements before the major fi nancial market upheavals in 2008, when market 

liquidity was further reduced. From the beginning of the year, CLP entities in Hong Kong had increased their use of the 

Hong Kong dollar bond market under the MTN programme and swapped part of the short-term bank facilities into longer 

tenure term loans. These tactics, together with sourcing of funding from major depository taking banks in our region, helped 

reduce our funding cost over the year.

As at 31 December 2008, the Group had liquid funds of HK$782 million. Total facilities and outstanding loan amounts 

are shown on page 77. Further analysis on these and the other fi nancial risks discussed in this Risk Management Report, 

including their quantitative effects, is set out under “Financial Risk Management” in the Financial Statements at 

page 198.

The way ahead

It is premature to judge when liquidity in fi nancial markets will be restored and the pricing of debt facilities will return to 

more typical levels. CLP entities which require refi nancing in 2009 will test the position when they start their dialogue with 

lenders in the coming months. Based on our most recent exchanges with fi nancial institutions, funding from debt capital 

markets and the banking sector has not dried up, even after the most recent market chaos. However, against the backdrop 

of economic contraction and de-leveraging in the fi nancial sector, we will continue with our conventional, prudent strategy 

to plan ahead for our funding requirements and seek fi nancing in a diversifi ed and cost effective way. Our high credit rating, 

strong fi nancial position, disciplined investment decision-making and good relationship with fi nancial institutions will help us 

meet the Group’s funding requirements.

Credit and Counterparty Risk
CLP Holdings, its subsidiaries, jointly controlled entities and associated companies enter into various forms of transactions 

from time to time for risk mitigation and portfolio management. These transactions include interest rate and foreign 

currency hedging, depository arrangements, energy hedging and trading. The possibility of credit default, credit rating 

downgrade or non-performance of counterparties creates the risk of non-recovery of fi nancial instrument gains and the 

possibility of apparently hedged positions turning into uncovered ones.

The way we manage

We apply a number of credit risk management policies to ensure our potential and selected counterparties will perform their 

obligations under the respective transactions.

We confi ne the transactions of all fi nance-related hedging transactions and deposits of the Company and its direct • 

principal subsidiaries to counterparties with acceptable credit quality in conformance with Group Treasury policies. 

Management reviews this list of approved fi nancial institutions and closely monitors the credit quality of such institutions 

over the life of the relevant transactions, at intervals not longer than one year.

We assign mark-to-market limits on our exposure to any given counterparty in order to reduce credit risk concentrations • 

relative to the underlying size and credit strength of each counterparty. In an attempt to forestall adverse market 

movements, the Group also monitors potential exposures to each fi nancial institution counterparty, using value-at-risk 

methodologies.
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Our subsidiaries and affi liates enter into derivative transactions on the strength of their own credit. The counterparties • 

have no recourse (cash collateral, guarantee or other forms of security) to CLP Holdings for potential changes in the 

market value of derivatives or the fi nancial standing of the respective CLP entities.

TRUenergy’s energy-related hedging and trading are carried out with approved institutions or counterparties that either • 

have acceptable credit standing at defi ned limits or a guarantee from acceptable fi nancial institutions in accordance with 

its risk management policies.

Riding out the storm

This year saw unprecedented insolvencies in the fi nancial market, including of once renowned institutions. As the Group’s 

criteria for approving counterparties for fi nancial and treasury transactions exclude investment banks, CLP entities have 

had no exposure to fi nancial institutions which have either failed or have otherwise become incapable of fulfi lling their 

obligations to us.

Under our criteria, CLP entities transact only with fi nancial institutions having good credit rating (“A” rating or above) and 

with an exposure limit in line with their fi nancial strength. These fi nancial institutions are typically leading commercial or 

integrated bank groups, having a strong fi nancial position and a diversifi ed business profi le in their respective countries 

or cities. The list of approved institutions is reviewed to mitigate counterparty risk. This review is conducted at year end to 

verify that the counterparty risk to CLP entities is acceptable, and more often when this is required by market developments 

or changes in the fi nancial position of the counterparties. For instance, management performed a series of counterparty 

exposure reviews in the third quarter of 2008 to check the position of CLP and ensure that we were not affected by 

potential credit deterioration among our existing counterparties.

Our requirement that the counterparties to fi nancial transactions concluded by CLP entities should have no recourse to CLP 

Holdings, in terms of debt repayment or changes in the market value of hedging instruments, has limited the potentially 

adverse impact to CLP Holdings, should unexpected events occur.

The way ahead

Numerous fi nancial institutions are still looking for ways to restore their balance sheet. It is clear that market participants 

need more time to return to a healthier position. Whilst CLP has no “crystal ball” to foresee the success or failure of any given 

fi nancial institution, our established policy on counterparty exposure management and associated governance, which looks 

beyond credit ratings alone, helps us to protect the fi nancial integrity of the CLP Group. Looking ahead, we must closely 

monitor market developments, review the list of approved fi nancial institutions and their respective mark-to-market limits, in 

order to continue the effective implementation of our procedures to manage credit risk.
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Interest Rate Risk
Interest rate movements create risks and opportunities. A high portion of fl oating rate borrowings in the debt portfolio can 

reduce fi nancing costs when interest rates fall, but will expose us to higher funding costs when interest rates pick up. The 

Group’s interest rate risk exposures originate from borrowings to fi nance capital investment and operating needs. Interest 

rate movements, especially at times of fi nancial volatility, can result in signifi cant fl uctuations of earnings and cash fl ow if 

not properly monitored and managed.

The way we manage

We pursue an interest rate mixed strategy which aims at balancing the cost paid for certainty against the risk of interest rate 

volatility. We mitigate interest rate risk through the use of appropriate interest rate hedging instruments and fi xed 

rate borrowings in order to protect current and future corporate profi tability from interest rate volatility.

At CLP Power, this is done through an annual review to determine a preferred fi xed / fl oating interest rate mix appropriate for 

its business profi le. Theoretically, a “neutral interest rate mix” of 50% fi xed and 50% fl oating would be the optimal balance. 

However, it is possible to further enhance the outcome achieved by a neutral interest rate mix scenario by taking account of 

the nature of our industry and maintaining a higher fi xed rate mix under a favourable interest rate environment (or a higher 

fl oating rate mix under an unfavourable interest rate environment). Our strategy is to maintain the fi xed interest rate portion 

of our debt at above 50% to optimise interest expense and enhance the certainty of earnings in the long run.

We use a bottom-up approach to identify and manage interest rate risks for the overseas investments of the Group. Each 

project company develops its own hedging programme, taking into consideration project debt service sensitivities to interest 

rate movements, lender requirements, power purchase agreement structures, tax and accounting implications. The purpose 

of each programme is to produce a risk profi le which is appropriate to the specifi c business and consistent with the Group’s 

strategic objectives.

Riding out the storm

CLP has been following a conservative approach to safeguard its earnings and cash fl ow position from the effects of interest 

rate movements. The major companies within the CLP Group have emphasised the fi xed rate portion in their debt portfolio, 

in order to reduce interest rate exposure and enable management to focus their attention on achieving better operating 

performance. In terms of implementation, we prefer easy to understand, cost-and-hedge-effective instruments, such as fi xed 

rate borrowings and interest rate swaps to reduce fl oating rate exposure.

The way ahead

With the co-ordination of interest rate cuts by major central banks, monetary authorities have chosen to use a close to zero 

interest rate policy to rescue the global economy from possible depression. Sooner or later, the extremely low interest rate 

environment may spark infl ation concerns, once people are less concerned about receding economic growth. Whether 

interest rates rise or fall, our treasury policy will continue to require CLP entities to protect CLP from interest rate fl uctuation 

through the review of fi xed / fl oating interest rate mixes at least annually, and the corresponding implementation of interest 

rate hedging. The recent drop in long-term fi xed swap rates to lower than recent historical levels may offer an opportunity 

to the Group to increase its fi xed rate borrowings and further reduce the impact of interest rate fl uctuations on our 

business portfolio.

As at 31 December 2008, the Group’s fi xed rate debt as a proportion of total debt was approximately 61% (55% for the 

Group and CAPCO combined). The sensitivity analysis of our interest rate exposure in accordance with the Hong Kong 

Financing Reporting Standard (HKFRS 7) requirements is set out in the Financial Statements on pages 200 and 201.
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Foreign Currency Risk
Currency exposure arises when assets or liabilities such as cash, receivables, payables (including those related to electricity 

purchases), securities and project equity investments are denominated in currencies different from the functional currency of 

the respective Group entity. The Group’s major foreign currency exposures arise from investments outside Hong Kong, from 

payment obligations to contractors, from CLP Power’s foreign currency obligations related to its U.S. dollar-denominated 

debt, and from nuclear power purchase off-take commitments and fuel-related payments.

The way we manage

We strive to reduce transactional foreign currency risks by matching assets with borrowings to assets in the same currency 

to the fullest extent possible. We recognise that the Group operates regionally and is exposed to translational foreign 

currency risk. We closely monitor this and conduct periodic reviews using the value-at-risk approach. The Group identifi es, 

evaluates and addresses foreign currency risks using a bottom-up approach.

Where appropriate and available on a cost-effi cient basis, we fi nance our overseas project investments through the • 

use of domestic currency. In addition, certain projects utilise direct and indirect indexing provisions in their project 

agreements to match those of the projects’ costs which are incurred in foreign currencies. The objective of each project 

company is to be resilient to adverse movements in key currency exchange rates, so that it can meet its debt service 

requirements and achieve an acceptable investment return. To achieve that, each project company develops its own 

hedging programme into local currency taking into consideration any indexing provision in project agreements, tariff 

reset mechanisms, lender requirements, tax and accounting implications.

We do not hedge foreign currency translation gains and losses arising from the conversion of the equity in our overseas • 

investments into the Group’s reporting currency of Hong Kong dollars. Such translation gains or losses do not affect 

the project company’s cash fl ow or the Group’s annual profi t until the investment is sold. Our view is predicated on 

the resilience of the Group’s total debt to total capital ratio against currency movements, the high cost associated with 

hedging the exposure, limited availability of effective hedging instruments and our long-term view on our investments 

and the underlying economic prospects of our target countries.

The Group’s Hong Kong business operates under a regulatory regime which allows for a pass-through of foreign • 

exchange gains and losses. As a measure of additional prudence, CLP Power hedges all its U.S. dollar debt repayment 

obligations for the full tenor and a signifi cant portion of its forward U.S. dollar obligations (nuclear off-take, coal, gas 

and oil purchases) for up to fi ve years provided that the hedging can be accomplished at rates no worse than the Hong 

Kong Special Administrative Region Government’s historical target peg rate of 7.80. The objective is to reduce the 

potential adverse impact of foreign currency movements on electricity tariffs in Hong Kong.

Riding out the storm

In recent months, non-USD currency movements against the U.S. dollar have been up to 35%. The interest rate cuts made 

in most countries have prompted investors to ask whether the U.S. dollar will rise or fall signifi cantly from current levels. 

At CLP, we limit our unhedged foreign exchange exposure. First, CLP entities follow the Group treasury policy to cover 

the majority of their committed, and an appropriate portion of the anticipated, foreign currency exposure. Secondly, the 

borrowings of CLP Group entities are denominated in their respective functional currencies. This means that they use 

the same currency from revenues to make debt repayment, interest payments and operational payments. Translational 

foreign currency exposures are monitored and periodically reported to Directors. This allows Management to understand 

the exposures and to consider a timely response to any movements in foreign currencies where the Group has signifi cant 

exposures through project investments.
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The way ahead

The global foreign currency market experienced extraordinary volatility in the fi nal three months of 2008. Even the 

Hong Kong dollar, which is pegged against the U.S. dollar under the Linked Exchange Rate System, appreciated to the 

strong side of its allowed range, despite the injection of huge amounts of Hong Kong dollars into the market by the Hong 

Kong Monetary Authority. We must guard against the likelihood of continued volatile movements of foreign currencies 

in the uncertain fi nancial markets. This demands the continued application of our risk management policies on foreign 

exchange transactions and exposures, including through the disciplined execution of hedging transactions and effective 

ongoing monitoring of any exposure.

The sensitivity analysis explaining foreign currency risk exposure, in accordance with HKFRS 7 is set out under the heading 

“Financial Risk Management” in the Financial Statement on pages 198 and 199.

Australian Energy Market Risk
TRUenergy is a major participant in Australia’s rapidly evolving electricity and gas industry. This necessarily involves us in 

wholesale energy market trading activities.

The way we manage

TRUenergy holds an integrated and diversifi ed portfolio, largely based in Victoria. The integrated portfolio as a whole has 

less risk than its individual components, and provides fl exibility to respond to shifting conditions across the value chain.

While wholesale energy market activities do involve an element of risk, signifi cant risk taking is not consistent with 

TRUenergy’s general business philosophy. We have comprehensive risk management policies and procedures in place to 

ensure our Australian energy market risk is managed within an acceptable level and that there are appropriate and effective 

internal controls. The amount of information we can publicly disclose about our risk management framework (and how 

specifi c that information can be) is constrained by the highly competitive market in which we operate. The basis of this 

framework is explained below.

We have a number of limits and controls governing energy market transactions. TRUenergy groups its contracts • 

into a number of books, based on the purpose of the contracts. This book structure forms the basis of energy risk 

measurement and reporting. Hedging activities must be consistent with a documented hedging plan that is approved on 

an annual basis by TRUenergy’s Risk Management Committee. The primary purpose of the hedging plan is to minimise 

earnings volatility associated with mismatch between generation and customer load. Transactions for other purposes 

form only a minimal part of TRUenergy’s portfolio and these are subject to approved limits and controls.

We have a number of risk metrics, including Value-at-Risk measures, wholesale energy market Earnings-at-Risk measures • 

and a number of stress tests that measure potential losses under extreme market conditions. Limits for these measures 

are approved by the TRUenergy Board and the Risk Management Committee and represent the risk tolerance for that 

particular activity. These are implemented for the purpose of avoiding excessive or unwanted risk.

We ensure appropriate segregation of duties over energy market activities by having separate Front, Middle, and • 

Back Offi ce sections. Front Offi ce executes the company’s energy market strategies; Middle Offi ce is responsible for 

maintaining the overall control environment and Back Offi ce performs settlement, invoicing and accounting functions. 

Responsibilities for independent monitoring and reporting only come together with commercial decision making 

responsibilities at the highest level of the organisation.



116      CLP Holdings 2008 Annual Report 

Risk Management Report

We enhance our risk governance through oversight by the Board and Risk Management Committee. The Board is • 

ultimately responsible for all aspects of the risk management framework and approves TRUenergy’s Risk Management 

Policy. TRUenergy’s Risk Management Committee ensures that the risk management framework is adequate and 

effective and reviews risk-related issues and reports. TRUenergy also has a Risk Consultative Committee, which meets 

monthly, providing a forum for discussion of material risks within TRUenergy. Day-to-day activities such as monitoring, 

review and reporting sit within TRUenergy’s Risk and Compliance team, which is directly accountable to the Risk 

Management Committee on such matters, supporting the independent nature of these specifi c responsibilities.

Riding out the storm

As noted in other sections of this Report, 2008 saw unprecedented volatility in fi nancial markets. While the Australian energy 

market has not been signifi cantly impacted, there have been some fl ow-on effects, with some trading participants leaving 

the market and the credit risk of certain customers and participants increasing, through their own exposures to fi nancial 

market activities and as the slow-down in economic growth impacts on demand for customers’ own products and services.

TRUenergy’s wholesale energy-related hedging and trading activities (including gas and electricity sales to large customers) 

are carried out with approved institutions or counterparties that either have acceptable credit standing at defi ned limits or 

a guarantee from acceptable fi nancial institutions. All counterparties are continually monitored and limits are adjusted for 

any change in the credit quality of the counterparties. In the third and fourth quarter of 2008, the limits for a number of 

counterparties were reduced to ensure that TRUenergy’s exposure remained consistent with our risk tolerance. Consideration 

is made of the total exposure to the counterparty, where they transact with TRUenergy in more than one market (for 

example, fi nancial institutions who are both treasury and energy market participants).

The way ahead

Looking ahead, TRUenergy must continue to closely monitor energy market counterparties, as well as to enhance and 

refi ne its risk management framework as the market changes and develops. TRUenergy has an Enterprise Risk Management 

framework that provides a basis for risk management across all aspects of the business. This involves identifying particular 

events or circumstances relevant to the organisation’s objectives, assessing them in terms of likelihood and consequence, 

determining a response strategy, and monitoring progress. In 2009, TRUenergy plans to enhance the processes around 

Enterprise Risk Management, to ensure that risk management is embedded into all aspects of the business – including our 

philosophy, practices and business processes, not just as they relate to the energy market, but in all parts of our business.

Coal Procurement Risk
On an equity megawatt basis about two-thirds of the generating capacity in which the CLP Group holds an interest, directly 

or indirectly, is coal-fi red. The costs of coal procurement are substantial. For example, in 2008 alone, we spent over HK$3 

billion on the purchase of coal for Castle Peak Power Station in Hong Kong. Ineffective management of coal procurement 

could, therefore, have signifi cant consequences for the CLP Group’s fi nancial position.

The way we manage

The fi nancial exposure associated with coal costs is addressed in two ways – the effi cient procurement of coal and the 

pursuit of off-take arrangements which provide our power generation facilities with the ability to pass on coal costs, in 

whole or in part.
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A number of options are used by CLP to control its coal costs. For example, Yallourn Power Station benefi ts from its 

ownership of dedicated onsite coal reserves. BLCP is supplied by a single 25-year contract, which offers long-term security 

over the volume and pricing of coal deliveries. Other investments, such as our joint venture in the Chinese mainland with 

Guohua benefi t from established relationships with coal suppliers, in this case Shenhua, the parent company of Guohua. 

Elsewhere, such as at Ho-Ping, we procure coal from a range of suppliers. This gives fl exibility to seek out the optimum terms 

available but exposes us to the volatility of the international market.

Off-take arrangements vary in the method and degree to which our coal-fi red generating facilities are able to pass through 

coal costs to customers or off-takers. There is a direct pass through in Hong Kong under the SoC. In Taiwan, the PPA with 

Taipower allows the tariff charged by Ho-Ping to be adjusted according to the price that Taipower itself pays for its coal, but 

with a time lag of 12 months. At Fangchenggang in China we depend on tariff adjustments intended to refl ect actual coal 

prices but made at the discretion of the relevant PRC authorities.

When we consider investing in greenfi eld projects or making acquisitions of coal-fi red generating capacity, the potential 

exposure to fuel costs is one of the key factors in our decision making process. For example, our successful bid for the Jhajjar 

project took into account the fact that coal is to be supplied by an Indian Government owned coal-company, with coal prices 

declared by the Government itself. The coal cost is then passed through to the off-taker under the PPA arrangements. We 

had previously bid for other greenfi eld coal-fi red power station projects in India which had greater exposure to coal price 

risk. Our bids for those projects were unsuccessful because, compared to other bidders, we took a more cautious approach 

to the assessment of coal price risk. Coal prices have subsequently risen well beyond any projections at that time which, in 

our view, justifi es this cautious approach.

Riding out the storm

Coal prices reached unprecedented levels and showed unprecedented volatility during 2008. For example, at one stage the 

price for coal sourced from Newcastle, Australia, peaked at US$180 / tonne. By December, this had fallen to around 

US$80 / tonne. This volatility was, in part, tied to the wider shift from optimism to gloom about the global economy. There 

were, however, a number of specifi c factors which affected the coal market, including reduced coal exports from the 

Mainland, infrastructure constraints on coal exports (such as rail and port problems in Australia), continuing growth in coal-

fi red generation and oil prices (oil costs account for a signifi cant part of coal production costs). One of the responses of coal 

suppliers in this market environment has been a refusal to give long-term pricing, although certainty can still be achieved 

for volume. The combination of the procurement approaches and off-take arrangements described earlier has helped to 

mitigate the effects on CLP of coal price increases and volatility, but the coal price risk is currently higher than experienced 

historically in the power industry.

The way ahead

We must be realistic about our limited ability to accurately foresee price movements in the coal market. The events of the 

past year have reinforced that stance, so we will continue to develop and apply the risk management measures explained 

earlier. For example, our coal supply plan for Ho-Ping will involve consideration of a much wider fi eld of suppliers than would 

previously have been the case. Fangchenggang is our asset that has the highest exposure to coal price changes and in these 

circumstances there is the most to be gained or lost through good coal procurement decisions. We are therefore developing 

closer relationships with selected Indonesian suppliers that may enable us to secure long-term supplies on favourable terms. 

Looking further forward to new coal fi red projects, we are exploring the possibility of fi nancing the development of a mine 

in Indonesia with associated preferential rights for coal supply.
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Climate Change – Carbon Risk
Climate change can have a direct physical impact on our business facilities, through phenomena such as drought, severe 

storms, fl ooding and rising sea levels. It can also have an essentially fi nancial impact through actions taken by government 

to regulate greenhouse gas emissions, including by the introduction of carbon taxation or emission trading schemes which 

affect fossil-fuelled power generation.

The way we manage

We manage our exposure to carbon cost and liabilities on two levels. 

First, at a strategic level, by the implementation of our “Climate Vision 2050” that was initiated in December 2007. This 

commits us to reduce the carbon emissions intensity of our generation portfolio by 75% by 2050. We have set a number 

of intermediate targets to measure our progress on the trajectory towards this ultimate goal. We have also bound ourselves 

to a wide range of other actions and initiatives to reduce the carbon footprint of our business and to help our stakeholders 

reduce their own footprint.

Secondly, we review carbon emissions at the level of individual projects and investments. At the pre-investment stage 

we carefully assess and take into account emissions performance in determining whether we will proceed with any 

given greenfi eld project or acquisition. Poor emissions performance can, in itself, be a reason not to proceed with an 

investment – irrespective of other positive aspects, such as attractive fi nancial returns. We have already exercised this 

discipline and stepped away from prospective investments. For our existing assets, we examine and implement engineering 

and process improvements to increase generation effi ciency and to lower carbon emissions.

Riding out the storm

In recent months, a liquidity crisis combined with a broader loss of confi dence has made lenders cautious in evaluating the 

risks associated with the long-term, substantial funding required by greenfi eld generation projects. In the case of coal-fi red 

projects, carbon risk and liabilities do weigh on lenders’ decision-making processes, as we have found in discussions with 

multilateral fi nancial institutions in the course of the project fi nancing for Jhajjar, India. On an individual project basis, we 

manage this risk by opting for the cleanest practical technology available, such as super-critical plant in the case of Jhajjar. 

We also explain to lenders how each individual project or investment falls within the long-term creation by the CLP Group of 

a balanced generating portfolio – one which respects the trajectory towards lower emission levels required by our Climate 

Vision 2050.

The way ahead

Some commentators have suggested that the present fi nancial turmoil and economic slowdown may reduce the pace and 

scale at which governments seek to drive reductions in greenhouse gas emissions. CLP believes that it would be unwise and 

shortsighted to assume that this will be the case. Firstly, the general consensus amongst governments worldwide has been 

that the need to combat the risk of climate change rises above the impact of short-term economic troubles. In this respect, 

the announcement by the Australian Federal Government of its Carbon Pollution Reduction Scheme (more fully discussed 

on page 44 of this Annual Report) illustrates how governments can be determined to put through legislation on greenhouse 

gas emissions, even in the midst of economic uncertainty. Secondly, investment in the power industry is on such a long-

term basis that CLP must look beyond current market conditions and take a prudent view of the trend of environmental 

regulation over the decades ahead. Our view is that, while such regulations may vary signifi cantly from country to country, 

and between the developed and developing economies, the general trend towards compelling, or at least incentivising, the 

reduction of carbon emissions remains clear.
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Offi ciating at one of our environmental events

Corporate Governance
The management of all of the risks which affect CLP is supported and enhanced by our pursuit of a high standard of corporate 

governance. To me, corporate governance is a means of enabling a company to take all necessary business decisions at the right 

time, by the right people, possessing the right information and acting free of any improper infl uence or consideration. Whether 

good corporate governance adds shareholder value is perhaps an unproven proposition. However, I believe that it is a means to 

reduce the downside risk associated with improper decisions and actions.

CLP’s corporate governance policies and practices are set out in the Corporate Governance Report at page 94. I wish to mention 

two aspects of corporate governance which seem particularly important in the current economic climate. The fi rst of these is the 

maintenance of a strong, comprehensive and effective system of internal controls. Whilst no company, including CLP, can ever be 

free of the shadow of individual misdeed, we work extremely hard to promote, monitor and enforce integrity in all aspects of our 

operations. Secondly, at a time of fragile investor, lender and stakeholder confi dence, the prompt delivery of accurate, relevant 

and up-to-date information can offer considerable reassurance. In the present troubled climate, this may require moving beyond 

past practices. This new form of Risk Management Report is an example of our awareness of the need to enhance our reporting, 

as was our decision in November to issue an updated statement of CLP’s funding position to ease potential investor concern at a 

time of considerable turmoil.

Notwithstanding its considerable length, this Risk Management Report cannot by itself describe the entire range of the risk 

exposures of the CLP Group, nor the full extent of the measures we have in hand to manage these risks (more information on 

this is on our website). Nonetheless, I hope that in this Report I have been able to convey to shareholders and all stakeholders 

CLP’s determination to assess business risks in a structured and alert manner and to manage these risks effectively. 

Peter P. W. Tse

Group Executive Director and Chief Financial Offi cer 

Hong Kong, 26 February 2009
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