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Management’s Discussion and Analysis

This section describes CLP’s major activities in Hong Kong, the Chinese mainland and elsewhere in the Asia-Pacific

region, as well as the Group’s financial results, funding and obligations during the first half of 2004.

Business Overview

CLP follows a clear, consistent and focused strategy to realise our vision of being a leading investor-operator in the

Asia-Pacific electricity power sector. We aim continuously to enhance our core Hong Kong electricity business and

to develop a portfolio of electricity businesses in the Chinese mainland and the Asia-Pacific region. An outline of

our investments is set out below:

Hong Kong

Equity
Investments Interest Description

CLP Power Hong Kong Limited 100% CLP Power Hong Kong owns and operates the transmission and

(CLP Power Hong Kong) distribution system, covering a supply area of approximately

1,000 sq. km, which includes:

• 552 km of 400kV lines;

• 1,124 km of 132kV lines;

• 417 km of 33kV lines;

• 9,863 km of 11kV lines;

• 54,697 MVA transformers;

• 205 primary substations in operation; and

• 12,077 secondary substations in operation.

Castle Peak Power Company 40% CAPCO owns:

Limited (CAPCO), Black Point Power Station (2,500MW, when completed)

6,283 megawatts (MW) of • Gas-fired power station (with distillate as back-up) comprising

installed generating capacity eight combined cycle turbines of 312.5MW each.

• Six units in operation, plus two final units to be commissioned in

2005 and 2006 respectively.

Castle Peak Power Station (4,108MW)

• Commissioned between 1982 and 1990.

• One of the world’s largest coal-fired power station complexes,

comprising eight units ranging from 350MW to 677MW.

• Two of the 677MW units are capable of burning gas and oil as

alternative fuels.

Penny’s Bay Power Station (300MW)

• Three diesel oil-fired units of 100MW each, commissioned in

1992.

Note: CLP Power Hong Kong operates CAPCO’s power stations and purchases its power from CAPCO and Guangdong Daya Bay Nuclear Power
Station. These sources of power, together with CLP’s right to use 50% of the capacity of Phase 1 of the Guangzhou Pumped Storage
Power Station, amount to a total installed capacity of 8,263MW.
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Chinese Mainland

Investments Equity
(Gross/Equity MW) Interest Description

CLP Guohua Power Company 49% CLP Guohua holds interests in three coal-fired power stations, namely

Limited (CLP Guohua) Beijing Yire in Beijing, Panshan in Tianjin, and Sanhe in Hebei, with a

2,100/630MW combined installed capacity of 2,100MW.

Shandong Zhonghua Power 29.4% SZPC owns four coal-fired power stations, Shiheng I and II (totalling

Company, Ltd. (SZPC) 1,200MW), Liaocheng (1,200MW) and Heze II (600MW).

3,000/882MW

CLP Guohua Shenmu Power 49% Shenmu II Power Station, in Shaanxi, has two 100MW coal-fired units.
Company Limited (Shenmu) It is managed as part of CLP Guohua.

200/98MW

Guizhou CLP Power Company 70% Guizhou CLP Power develops, constructs and operates two 300MW

Limited (Guizhou CLP Power) coal-fired generating units to supply the Guizhou power grid and,

600/420MW through it, to supply Guangdong Province.

Guangdong Nuclear Power 25% GNPJVC was established in 1985 to construct and operate

Joint Venture Company, Guangdong Daya Bay Nuclear Power Station (GNPS) at Daya Bay.

Limited (GNPJVC) GNPS is equipped with two 984MW Pressurised Water Reactors.

1,968/492MW The majority of the GNPS equipment was imported from France and

the United Kingdom. The two units at GNPS commenced commercial

operation in 1994. 70% of electricity generated is supplied to Hong

Kong, with the remaining 30% sold to Guangdong.

Hong Kong Pumped Storage 49% CLP has the right to use half of the 1,200MW pumped storage

Development Company, capacity of Phase I of the Guangzhou Pumped Storage Power Station

Limited (PSDC) 1,200/600MW until 2034.

Huaiji Power Project (Huaiji) 41.5% Eight small hydro power stations are in operation, with one under

98/41MW construction, amounting to a total of 98MW.

Asia-Pacific Region

Investments Equity
(Gross/Equity MW) Interest Description

Gujarat Paguthan Energy 100% GPEC operates a 655MW gas-fired combined cycle power station in

Corporation Private Limited Gujarat, India.

(GPEC), India 655MW

Ho-Ping Power Company 40% Ho-Ping owns a 1,320MW coal-fired power station at Ho-Ping,

(Ho-Ping), Taiwan Taiwan, which started operations in 2002.

1,320/528MW

Electricity Generating Public 22.4% EGCO operates two gas-fired combined cycle power stations in

Company Limited (EGCO), Thailand (2,056MW). It has also invested in a number of small power

Thailand 3,014/541MW projects in Thailand and the Philippines, totalling 958MW.

BLCP Power Limited (BLCP), 50% BLCP is the developer of a 1,434MW coal-fired power station now

Thailand 1,434/717MW under construction at Map Ta Phut, Thailand.

Yallourn Energy Pty Limited 100% Yallourn Energy owns and operates a 1,480MW coal-fired plant and a

(Yallourn Energy), Australia dedicated coal mine in Victoria, Australia.

1,480MW
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Operational Performance and Outlook

Electricity Business in Hong Kong

During the first six months of 2004 the Hong Kong

economy continued to improve, with GDP growth of

6.8% in the first quarter compared to the

corresponding period in 2003. However, local

electricity sales increased at a slower pace than GDP,

recording growth of 2.5%. Such sales were affected by

the weather, which on average was cooler during the

first six months of the year, compared to 2003.

Sales to the Residential Sector increased slightly,

whereas sales to the Commercial Sector grew

noticeably, reflecting the economic recovery. The

Infrastructure & Public Services Sector had stronger

growth, attributable in part to increased investment in

Hong Kong’s railway infrastructure. The decline of sales

to the Manufacturing Sector slowed down as a result

of robust export performance.

A breakdown of the local unit sales growth by sector

during the period is as follows:

Increase/ Total Local
(Decrease) Sales in

% %

Residential 0.6 22.5
Commercial 3.2 39.8
Infrastructure &
　Public Services 4.7 27.3
Manufacturing (1.1) 10.4

With respect to sales to the Chinese mainland, demand

from Shekou remained strong but sales to the

Guangdong Guang-Dian Power Grid Group Company

Limited (GPG) dropped approximately 12.6%. Overall

sales to the Mainland decreased by 5.9% in

comparison to the same period in 2003 as the then

sales contract with GPG approached completion. With

the renewal of the sales contract in late June 2004,

sales to GPG are expected to return to a high level

during the rest of the year.

Total unit sales, including both local sales and sales to

the Chinese mainland, rose 1.8% over the same period

in 2003.

Tariffs to our local customers remained unchanged.

The HK$500 million rebate to our customers,

announced in December 2003, was implemented in

March when the rebates began to be credited to

customer accounts.

To enhance supply quality and reliability, as well as to

provide for demand created by new towns and

infrastructure development projects in our supply area,

CLP continued to invest in the transmission and

distribution networks during the period. Major projects

included Hung Hom Bay Bulk Substation, Yuen Long to

Fanling 300MVA 132kV circuit and the establishment

of San Shek Wan Substation.

Pursuant to the Scheme of Control Agreement with the

Government of the Hong Kong Special Administrative

Region (HKSAR), the current Financial Plan will expire

in December 2004. The 2005 Financial Plan, setting

out CLP’s projected sales, capital and operating

expenditure and tariff levels for the period from

January 2005 to September 2008, was submitted to

the HKSAR Government in June and is now under

review.

To enhance customer service quality, we have

introduced new value added services in response to

increasing customer demand. The new ser vices include

“Home Advisory Services” , “Electrical Appliances

Consultancy Services” , “Registered Electrical

Contractors Referral Services”  as well as expanded

product sales to all market segments and extended

operation hours of certain customer centres. Customer

traffic (meaning the number of walk-in customers

requesting service) in the first three months increased

22% compared with the same period last year.

Our efforts and commitment in quality management

were recognised in the Hong Kong Management

Association’s (HKMA) 2004 Quality Awards, when CLP

Power Hong Kong was named as the Overall Winner.
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In line with our commitment to responsible corporate

citizenship, CLP partnered with St. James’ Settlement

to launch a “Fulfil A Wish” campaign from February to

March. The programme aimed at encouraging the

community to reduce wastage and reuse electrical

appliances. A total of 2,421 electrical appliances were

donated by customers and more than 800 less

privileged families benefited from the campaign by

receiving appliances. We are also pleased that CLP’s

volunteers team marks its 10th anniversary this year.

The team is currently made up of 600 staff members

serving the community in their own time and is one of

the largest corporate volunteer teams in Hong Kong.

The current Scheme of Control Agreement, which

regulates our Hong Kong electricity business, will

expire in 2008. The HKSAR Government has previously

indicated that later this year there will be a public

consultation on the way forward for the electricity

sector. Given the importance of electricity in our daily

lives, CLP will be engaging all stakeholders –

customers, shareholders, employees, and other

members of the Hong Kong community – to promote a

better understanding of the industry and a more

informed and balanced discussion of the complex

issues involved.

Electricity Business in the Chinese Mainland

The 3,000MW joint venture in Shandong Province

continued to make good progress. Both units at

Liaocheng (2 x 600MW) have now been taken over for

commercial operation. New tariffs have been approved

for Liaocheng as well as Heze II stations. A new

lending consortium comprising entirely Mainland banks

refinanced both the RMB and US$ loans. Although

there were a number of charges associated with the

refinancing, the result was to increase the loan tenors

at a lower effective borrowing rate.

Last year we signed a letter of intent to undertake a

feasibility study on a 2 x 600MW greenfield project at

Fangchenggang in Guangxi, in which CLP may take a

70% interest. We have continued to work with our

joint venture partner, Guangxi Water & Power

Engineering (Group) Co. Ltd., a subsidiary of the

Guangxi Electric Power Co. Ltd., on this project,

including the regulatory approvals necessary to allow it

to proceed.

Unit 1 of the 2 x 300MW Anshun II Power Station was

taken over for commercial operation in March 2004,

with Unit 2 envisaged for takeover in November 2004.

An increased tariff, which took into account recent

coal price increases, was approved in July 2004.

The Guangdong Daya Bay Nuclear Power Station

continued to operate well, with good safety and

environmental performance. In May, whilst Unit 2 was

on a scheduled outage, an incident resulting in a bent

fuel assembly, which had no safety or environmental

impact, led to the outage being extended by

approximately 2 months, with the Unit returning to

service on 24 July.

Flue Gas Desulphurisation plant at
Anshun II Power Station.

HKMA Quality Award Ceremony
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During the first half of 2004, increased demand for

electricity in the Mainland led to pressure on domestic

coal supplies. Although generation at the power

stations in which CLP holds an interest was

occasionally constrained by coal supply difficulties,

there was no significant adverse effect on production.

Electricity Business in the Asia-Pacific Region

CLP has a significant presence in Australia, India,

Taiwan and Thailand. Our focus is on optimising the

performance of our existing assets and, where market

conditions and investment opportunities permit,

continuing to build meaningful and sustainable

businesses in those countries.

The acquisition of the remaining 8% shareholding in

Yallourn Energy in Australia was completed in March

2004. CLP now owns 100% of Yallourn Energy. During

the first half of the year our Yallourn Energy power

station performed largely in line with budget. The

Morwell River Diversion project, which will secure

access to a long-term coal reserve, and the upgrade of

the station’s instrumentation and control systems

remain on schedule and within budget. Good progress

has been made towards  a new enterprise bargaining

agreement to replace the present three-year agreement

which ends in September 2004.

High reliability and safety levels were maintained at

our wholly-owned power station, GPEC, in India. An

amended power purchase agreement (PPA) with the

offtaker, Gujarat Electricity Board, was entered into at

the end of 2003. To date, the implementation of the

PPA has proceeded satisfactorily with significant

improvement in the monthly collections of payments to

GPEC, as compared to previous years.

The Ho-Ping power station in Taiwan was commissioned

in 2002. Plant performance during the six-month period

to 30 June 2004 was characterised by continuing

improvement in reliability, as remaining technical issues

were steadily resolved. The recent surge in coal prices and

sea freight costs did have an operational and financial

impact and has required ongoing and close attention

from management. In July 2004 we completed a partial

refinancing of the project in order to reduce interest

costs.

In Thailand, a key task has been to take forward the

construction of the BLCP project which is managed by

CLP. Progress has been satisfactory and to a schedule

which would see the two generating units entering

service in 2006/07. The lender base for this project was

widened by the participation of the Asian Development

Bank and the Japan Bank for International

Cooperation.

Electricity-Related Business

Property Business

CLP redevelops sites in Hong Kong which are no longer

required for electricity purposes.

Our major project is the residential redevelopment of

the former power station site at Hok Un, Kowloon.

This 50/50 joint venture project, known as Laguna

Verde, led by CLP and a wholly-owned subsidiary

of Cheung Kong (Holdings) Limited, comprises

4,735 flats, 1,692 parking spaces and 270,000 sq. ft.

of commercial space. About 99% of the residential

units in the redevelopment had been sold by the end

of June 2004.

Trying out of the new welding helmet
at Yallourn Energy.
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Public Lighting and Engineering Services

CLP offers contracting and consultancy services in

power engineering, building services,

telecommunications, road lighting, energy services and

facility management for customers in Hong Kong and

neighbouring areas. Our energy services include energy

audit, fuel switching and power quality improvement.

Power engineering, building services and

telecommunications services are normally provided

through infrastructure projects. Road lighting and

facility management services are provided under

maintenance contracts.

Telecommunications

CLP had previously held a 19% stake in PowerCom

Network Hong Kong Limited (PowerCom), a joint

venture with Cheung Kong Enterprises Limited (CKE) to

provide broadband services to Hong Kong customers

using powerline telecommunications technology. In

line with our strategic focus on our electricity business,

we participated in a sale of PowerCom by CKE to

Vanda Systems & Communications Holdings Limited

(renamed as Hutchison Global Communications

Holdings Limited (HGCH)) in January 2004 in exchange

for the issue of shares in HGCH. We subsequently

placed 37.7% of those shares in March 2004 and sold

the remaining shares in July 2004.

Human Resources

On 30 June 2004, the Group employed 4,678 staff

(2003: 4,694), of whom 3,897 (2003: 3,895) were

employed in the electricity business in Hong Kong and

359 (2003: 359) by Yallourn Energy and GPEC. Total

remuneration for the six months ended 30 June 2004

was HK$1,246 million (2003: HK$1,117 million),

including retirement benefit costs of HK$99 million.

During the first half of 2004, we have undertaken a

number of key human resources initiatives.

In addition to the internal identification of talent, we

maintain programmes that support the introduction of

new talent into the CLP Group. As part of this, four

new entrants into the CLP Executive Programme (CEP)

will join us later this year.

We have also continued the CLP Internship Programme

(CIP) which encourages students to join CLP for a

summer or a 12 month secondment. The CIP has an

excellent reputation with local universities and 51

students are participating in this year’s programme.

On 1 July 2004 we completed the implementation of a

new performance-based remuneration system for CLP’s

Hong Kong workforce, which had been star ted in

2001. All permanent staff now have an appropriate

percentage of their pay related to individual and

company performance, and the 13th month bonus has

been completely phased out.

Safety

Safety is of utmost importance across the CLP Group.

During the first half of 2004, good performance

continued in our wholly-owned subsidiaries in Australia

and India. However, the safety performance of our

Hong Kong business did not meet our standards. As

previously reported in our Annual Report, there were

two fatal accidents in February and March. These led

to the loss of life of an employee of a CLP contractor

at Black Point Power Station and a CLP employee

working on an overhead line tower near Tseung

Kwan O. In addition, an incident in June at Black Point

Power Station injured 3 CLP employees, two of them

seriously. This level of safety performance is

Installation of contact wire for the

Overhead Line System on MTR
Corporation’s new Penny’s Bay Line.
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unacceptable. Each accident is subject to investigation

by panels comprising representatives of senior

management. In addition to implementing the specific

recommendations of the panels, a range of initiatives

are being implemented to reinforce our safety culture.

We are looking to significant improvement during the

second half of 2004.

Environment

A new Boiler Optimisation System, which makes use of

Neural Network Technology (Artificial Intelligence), has

been installed on a 677MW generating unit at the

Castle Peak Power Station. Results show a reduction in

Nitrogen Oxide emission and improvement in Boiler

Efficiency. We plan to apply this system to other

generating units.

CLP is assessing the application of wind energy in

Hong Kong through a commercial grade wind turbine

demonstration project. In June 2004, we engaged

expert consultants to carry out the site selection, wind

measurement and environmental studies necessary for

bringing this project forward. This project should

enable a better understanding of the potential role of

renewable energy in Hong Kong.

In March 2004, CLP set new targets to improve our

environmental performance, particularly with respect

to emissions of sulphur dioxide (SO2). Among these is

our commitment to incorporate SO2 emissions

reduction capabilities at all new greenfield coal-fired

projects in which we have a controlling interest. At the

same time, we stated our intent to pursue, in

conjunction with the HKSAR Government, the

possibility of retrofitting flue gas desulphurisation

(FGD) units at our Castle Peak Power Station in Hong

Kong.

CLP recognises its responsibility towards future

generations, and contributes regularly to educational

activities for school children. This year, we are working

with overseas science curriculum experts, Hong Kong

teachers, and a US Fulbright Scholar to develop a

bilingual curriculum on sustainable energy.

Government advisors help us ensure that the

curriculum will meet educational needs in Hong Kong.

Dozens of local science teachers have indicated their

interest in participating in the pilot test of the set of

teaching material in Autumn 2004.

A mini-weather station at CCC Kei Wai

Primary School (Ma Wan), part of the
Building Integrated Photovoltaic
Research Project sponsored by CLP
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CLP Holdings

Shareholder Value

During the first half of 2004 CLP’s share price rose 15.4%, whereas the Hang Seng Index (HSI) decreased by 2.3%.

The final dividend of HK$0.65 per share and special final

dividend of HK$0.10 per share for 2003 were paid to

Shareholders on 23 April 2004. The first interim dividend

for 2004 of HK$0.45 per share was paid on 23 June 2004

and the second interim dividend of HK$0.45 per share

will be paid on 15 September 2004.

Financial Performance

Consolidated Financial Results

Turnover

During the six-month period to 30 June 2004, our

turnover registered a 17.3% increase to

HK$13,922 million (2003: HK$11,871 million). This

resulted from higher revenue from the Scheme of

Control (SoC) electricity business in Hong Kong, as

well as incorporation of the full six-month turnover of

Yallourn Energy and GPEC which became subsidiaries

of the Group in April and June 2003 respectively.

Under the SoC business, electricity unit sales to local

customers increased by 2.5% while total unit sales,

which include sales to the Chinese mainland, increased

by 1.8%, compared to the same period last year.

As there was no tariff increase in 2004, the increase

in SoC revenue by 4.7% to HK$11,870 million

(2003: HK$11,333 million) was mainly due to fuel

clause adjustment as a result of higher composite fuel

price for the period.

Turnover of Yallourn Energy and GPEC amounted to

HK$1,958 million (2003: HK$470 million).

Group Earnings

Total operating earnings were HK$4,014 million, which

was HK$351 million higher than the corresponding

period last year, representing an increase of 9.6%.

Total earnings, which include Hok Un redevelopment

profit, increased by 11.4% to HK$4,138 million.

The SoC business continues to provide stable earnings

growth, with earnings increasing by 9.6% to

HK$3,337 million. This resulted from the combined

effect of on-going investments in fixed assets to meet

new customer demand and to improve quality of

services and lower interest bor ne by shareholders.

Non-SoC operating earnings rose 11.4% to

HK$791 million, reflecting improved contribution from

our investments in the Asia-Pacific region. Earnings from

power projects in the Chinese mainland decreased from

HK$516 million to HK$423 million primarily due to a one-

off swap breakage cost and the write-off of unamortised

financing cost associated with the refinancing of the
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6 months ended 30 June
2004 2003 Increase

HK$M HK$M HK$M HK$M %

SoC earnings 3,337 3,045 9.6
Non-SoC operating earnings

Sales to Chinese mainland 30 30
Power projects in Chinese mainland 423 516
Power projects in Asia-Pacific region 404 190
Other businesses (66) (26)

791 710 11.4
Unallocated net finance costs (39) (33)
Unallocated Group expenses (75) (59)

Total operating earnings 4,014 3,663 9.6
Hok Un redevelopment profit 124 51

Group earnings attributable to
shareholders 4,138 3,714 11.4

Weighted average number of shares
in issue, million shares 2,408.25 2,408.25

Earnings per share, HK$
Including Hok Un redevelopment profit 1.72 1.54 11.4
Excluding Hok Un redevelopment profit 1.67 1.52 9.6

Significant Investments

In March 2004, we completed the acquisition of the

remaining 8% interest in Yallourn Energy managed by

Deutsche Asset Management (Australia) Limited for a

consideration of HK$376 million. Yallourn Energy has

now become a wholly-owned subsidiary of the Group. In

respect of our investment in Anshun II, we made the final

share capital contribution of RMB286 million

(approximately HK$269 million) in April 2004.

Fixed assets of the Group amounted to

HK$54,569 million as at 30 June 2004, comprising

mainly the investments in the transmission and

distribution network for the core Hong Kong electricity

business of HK$40,567 million (December 2003:

HK$39,258 million) and in the generating facilities of

Yallourn Energy and GPEC of HK$13,830 million

(December 2003: HK$14,687 million). During the six-

month period, we invested HK$2,637 million (2003:

HK$2,392 million), of which HK$2,313 million (2003:

HK$2,295 million) was made by CLP Power Hong

Kong, in various fixed assets. Capital expenditure by

CAPCO for the six months was HK$829 million (2003:

HK$599 million).

Shandong project loans. Our electricity business in the

Asia-Pacific region achieved an earnings growth of

112.6% to HK$404 million. Contribution mainly came

from GPEC with improved collection of receivables. The

effect of increased coal prices and low coal reserve was

not significant in the first six months, but may intensify in

the second half of the year.

Earnings per share increased by 11.4% when compared to

the corresponding period in 2003. Excluding the Hok Un

redevelopment profit, earnings per share increased by 9.6%.

The contribution of each major activity to the Group

earnings is analysed as follows:
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Our total assets, which comprise primarily fixed assets and investments in jointly controlled entities and associated

companies, analysed by principal activities, are as follows:

30 June 2004 31 December 2003
HK$M % HK$M %

Electricity Business
Hong Kong 48,994 64 46,718 62
Asia-Pacific region 20,163 26 21,254 28
Chinese mainland 6,643 9 6,416 8

75,800 99 74,388 98
Property and other businesses 841 1 1,444 2

76,641 100 75,832 100

Capital expenditure contracted but not provided for in

the accounts as at 30 June 2004 amounted to

HK$2,771 million (December 2003: HK$2,984 million).

These contracted amounts are primarily for enhancing

our transmission and distribution systems in Hong

Kong. The recent hot and humid weather in Hong

Kong in late June and early July has triggered

significant increases in demand for electricity. On the

generation side, the local demand recorded a historical

peak of 6,329MW, an increase of 7.7% from last year,

whilst load increases of up to 38% were observed in

some parts of our supply area. These sharp increases

illustrate the importance of making the necessary

investment in our electricity infrastructure in advance

of demand in order to maintain and enhance supply

reliability.

Owing primarily to continued high capital expenditure

requirements and a slightly lower than expected

revenue so far this year, Yallourn Energy forecasts that,

in order to meet the debt service cover ratios as

stipulated in the relevant loan agreements, further

contingent equity support of about A$40 million may

need to be provided in the second half of 2004.

Pursuant to the Equity Contribution Agreement and its

amendment agreement relating to the BLCP power

project, we are required to make further equity

contributions of US$148 million by 2007.

Liquidity and Capital Resources

As at 30 June 2004, we had liquid funds of

HK$1,265 million (December 2003: HK$787 million),

of which 92% (December 2003: 64%) were

denominated in foreign currency mainly held by GPEC

and Yallourn Energy. The remainder was in Hong Kong

dollars.

Financing facilities totalling HK$26.3 billion were

available to the Group, including HK$7.4 billion for

Yallourn Energy and GPEC. Of the available facilities,

HK$19.6 billion had been drawn down, of which

HK$7.2 billion was by Yallourn Energy and GPEC.

Facilities totalling HK$11.0 billion were available to

CAPCO, of which HK$10.2 billion had been drawn

down. The debts of Yallourn Energy and GPEC are

without recourse to CLP Holdings. Of these

borrowings, HK$5,746 million and HK$539 million as

at 30 June 2004 are secured by fixed and floating

charges over the assets of Yallourn Energy and GPEC

respectively.

Our total debt to total capital as at 30 June 2004 was

32.2% and interest cover was 9 times.
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Financing

Our business expansion, in particular, capital

expenditure programmes by CLP Power Hong Kong

and CAPCO for our Hong Kong electricity business, is

funded by bank loans, debt securities and cash flow

from operations.

We adopt a prudent approach to all our financial

arrangements, while at the same time aiming to

achieve cost efficient funding. In January 2004, CLP

Power Hong Kong issued HK$500 million 4.93% fixed

rate notes due 2014 through the Medium Term Note

(MTN) Programme set up by its wholly-owned

subsidiary CLP Power Hong Kong Financing Limited.

Under the MTN Programme, notes in an aggregate

amount of up to US$1.5 billion may be issued and will

be unconditionally and irrevocably guaranteed by CLP

Power Hong Kong. As at 30 June 2004, about

HK$3,840 million notes have been issued under the

MTN Programme.

CLP Group
Total HK$26.3 bn

CLP Group + CAPCO
Total HK$37.3 bn

CLP Group
Total HK$19.6 bn

CLP Group + CAPCO
Total HK$29.8 bn

CLP Group

CLP Group + CAPCO

CLP Group

CLP Group + CAPCO

CLP Group

CLP Group + CAPCO

Available Facility in % (Note 1)

Loan Balance in % 

Interest Rate Base in % (Note 2)

Maturity in % 

Currency in % (Notes 3 & 4)

*  Including loan drawdown with current tenor less than 1 year under revolving facility with final maturity falling between 2-5 years.

9 56 15 20

6 1

12 59 20

13 10

9

6418

53

59
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3422

4 1
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37 31

2428

30

27

61 1910

4

47

41

12 24

17

41

27

3

Floating Rate
Fixed Rate

Within 1 Year
1 – 2 Years
2 – 5 Years*
Beyond 5 Years

Export Credits
US Dollar Notes
   due 2006
Private Placement
Term Loans
Medium Term Notes
Money Market Line

AUD
EUR
INR
HKD
Foreign Currency
   Hedged into HKD

Debt Profile
The charts below show the type, interest rate, maturity and currency profiles of borrowings of the Group and
CAPCO at 30 June 2004

Notes:

(1) For the Medium Term Note Programme, only the amount (HK$3,840 million) of the Notes issued as at 30 June 2004 was included in
the total amount of Available Facility.

(2) 77% of Yallourn Energy and GPEC’s combined loans are at fixed or swapped to fixed rates. With the consolidation of these two
subsidiaries, the percentage of fixed rate loans in CLP Group is 53%, compared to 39% if borrowings of Yallourn Energy and GPEC
were not included.

(3) The Australian dollar loans were mainly incurred by Yallourn Energy to refinance its project debts in 2001 and by CLP Holdings to
hedge against currency exposure of the Group’s investment in Yallourn Energy.

(4) The loans in Euros and Indian Rupees were drawn by GPEC.
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Credit Rating

There has been no change in credit ratings of CLP

Holdings and CLP Power Hong Kong since the upgrade

of both companies’ foreign currency ratings from A3 to

A1 by Moody’s in October 2003. These credit ratings

are supported by the strong cash flow generating

ability and prudent financial structure of the Group.

Our premier credit ratings can facilitate and enhance

our position in local and overseas business activities,

including fund raising, investment and new business

opportunities of the Group.

The current credit ratings of CLP Holdings and CLP

Power Hong Kong are set out below:

CLP Power Hong Kong
CLP Holdings Hong Kong Government

S&P Moody’s S&P Moody’s S&P Moody’s

Long-term Rating
Foreign currency A+ A1 A+ A1 A+ A1
Outlook Stable Stable Stable Stable Stable Stable

Local currency A+ Aa2 A+ Aa1 AA– Aa3
Outlook Stable Stable Stable Stable Stable Stable

Short-term Rating
Foreign currency A-1 P-1 A-1 P-1 A-1 P-1
Local currency A-1 – A-1 – A-1+ –

Risk Management

The Group uses different derivative instruments to

manage its exposure to foreign currency, interest rate

risks, and price risks associated with the sales and

purchases of electricity in Australia, with an objective

to minimise the impact of exchange rate, interest rate

and electricity price fluctuations on earnings, reserves

and tariff charges to customers. All transactions are

made with counter-parties with acceptable credit

quality and a limit is assigned to each counter-party for

monitoring the credit exposure. Other than certain

limited electricity trading activities engaged by Yallourn

Energy, all derivative instruments are employed solely

for hedging purposes.

Foreign Currency Risks

The Group’s foreign currency exposures mainly arise

from the loan repayment/interest payment obligations,

purchases of goods and services, fuel-related payments

and overseas investment activities. During the period,

CLP Power Hong Kong continued to take advantage of

market opportunity to arrange further US dollar

forward purchases to hedge its US dollar exposure.

Apart from using forward foreign exchange contracts,

currency swaps and options to manage the currency

exposure, we also adopt an approach of financing our

investments by borrowings of matching currency,

where appropriate, to mitigate the currency risk.

Interest Rate Risks

The Group utilises interest rate swaps to manage its

interest rate risk within a preferred interest rate mix.

We closely monitor the market conditions and review

our preferred interest rate mix periodically to ensure an

appropriate interest rate mix is adopted and that the

Group’s interest rate exposure is minimised.

Electricity Sales and Purchases Risks

Yallourn Energy’s revenue is predominantly derived

from the sale of electricity into the Australia’s National

Electricity Market (NEM). Electricity energy contracts,

including forward electricity pricing contracts, swaps

and options contracts, are entered into to help reduce

the impact of the volatility of NEM pool prices on
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Management’s Discussion and Analysis

earnings. Yallourn Energy also engages in limited

energy trading activities in accordance with the

approved policy. We have strengthened controls and

procedures within Yallourn Energy to ensure trading

and marketing activities are conducted within a clear

and appropriate framework.

Off-Balance Sheet Financial Instruments

As at 30 June 2004, we had gross outstanding

derivative instruments amounting to HK$71.1 billion

(HK$75.5 billion for the Group and CAPCO

combined), out of which HK$0.2 billion were energy

trading contracts. A breakdown by type and maturity

profile of the Group’s derivative instruments are

shown in the charts below:

The fair value of the Group’s outstanding derivative

instruments as at 30 June 2004 was at deficit of

HK$281 million (HK$376 million deficit for the Group

and CAPCO combined), which represents the net

amount we would pay if these contracts were closed

out on 30 June 2004. The deficit was largely caused by

the weakening in the forward market for the US dollar

against HK dollar. The fair market value of Yallourn

Energy’s energy trading activities was at surplus of

HK$0.8 million.

Contingent Liabilities

GPEC has obtained payment for some of its receivables

from Gujarat Electricity Board (GEB) through bill

discounting with recourse. There is no recourse to the

Group beyond GPEC from these arrangements and to

date there has been no incident where recourse to

GPEC has been necessary. The potential effect if these

financing arrangements are not settled by GEB as at

30 June 2004 was HK$597 million.

In respect of the Shandong joint venture, our

contingent obligations in relation to the undertakings

given to the project finance lenders effectively lapsed

upon refinancing and arrangements are being made to

obtain formal release from the lenders.
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