The posts of Chairman and CEO are held separately by

The Hon. Sir Michael Kadoorie and Mr. Andrew Brandler
respectively. This segregation ensures a clear distinction
between the Chairman’s responsibility to manage the Board
and the CEO’s responsibility to manage the Company'’s
business. The respective responsibilities of the Chairman and
CEO are more fully set out in the CLP Code.

Managemend and [Aasr

The task of CLP's management and staff is the successful
implementation of the strategy and direction as determined
by the Board. In doing so, they must apply business principles
and ethics which are consistent with those expected by the
Board and CLP’s shareholders and other stakeholders.

The division of responsibilities as between the Board,

Board Committees, CEO and management is aligned with
the provisions of the CLP Code. The written procedures
documenting the delegation by the Board of specific
authorities, including those to management, are expressed
in the form of a "Company Management Authority Manual”
(CMAM). Revisions to the CMAM which amend the approved
authority delegated from the Board to Board Committees
and the CEO require the approval of the Board. Revisions to
delegation to management and staff below the level of the
CEO can be approved by the CEO.

All management and staff are subject to a formal Code of
Conduct which places them under specific obligations as to
the ethics and principles by which our business is conducted.
This Code of Conduct is also set out in full on our website.

It includes procedures for reporting actual or potential
violations of the Code (*whistle blowing”). Management

and staff receive training on the Code and its implications.
Management and staff above a designated level are required
to sign annual statements confirming compliance with the

Code. ®

Non-compliance with the Code results in disciplinary action.
Disciplinary measures are decided by the relevant line
management. These measures are then subject to review

and endorsement by a Code of Conduct Committee, which
comprises the Group Executive Director, Director — Group
Legal Affairs and Director — Group Human Resources, in order
to ensure the consistency and fairness of treatment.

During 2010, there were four breaches of the Code. Sanctions
applied in 2010 ranged from reprimands to dismissal. None

of the breaches of the Code involved senior managers or

was material to the Group’s financial statements or overall
operations. No waivers of any of the requirements of the

Code of Conduct were granted to any senior manager or, for
that matter, any other employee.

We have voluntarily extended the ambit of the CLP Code
for Securities Transactions to cover Senior Management
(comprising the 12 managers, whose biographies are set
out on page 98 of this Annual Report) and other “Specified
Individuals” such as senior managers in the CLP Group.

All members of the Senior Management have confirmed,
following specific enquiry by the Company, that throughout
the year ended 31 December 2010 they complied with

the required standard set out in the Model Code and CLP
Securities Code.

Save for the interests disclosed by the three Executive
Directors in the Directors’ Report at page 132 of this Annual
Report, the interests in 2,600 shares disclosed by the Group
Director — Operations, the interests in 600 shares respectively
disclosed by the Group Director — Managing Director Hong
Kong and Managing Director — China, and the interests in
22,500 shares disclosed by the Group Director — Carbon
Ventures (who resigned on 1 January 2011), the other
members of the Senior Management did not have any
interests in CLP Holdings’ securities as at 31 December 2010.

Members of Senior Management are paid remuneration

in line with market practice and with regard to their
performance. The principles and details of remuneration paid
to individual members of Senior Management are set out in
the Remuneration Report at page 124 of this Annual Report.

Inderinal Audilons

CLP's Group Internal Audit department plays a major role in
monitoring the internal governance of the CLP Group. The
department is led by the Director — Group Internal Audit

and includes 23 other staff with professional qualifications
(including for example, from the Hong Kong Institute of
Certified Public Accountants). The tasks of the department are
set out in the CLP Code and include

e unrestricted access to review all aspects of the CLP Group’s
activities and internal controls;

e comprehensive audits of the practices, procedures,
expenditure and internal controls of all business and
support units and subsidiaries on a regular basis; and

e special reviews of areas of concern identified by
management or the Audit Committee.

The Director — Group Internal Audit reports directly to the
Audit Committee and the CEO and has direct access to the
Board through the Chairman of the Audit Committee. The
Director — Group Internal Audit has the right to consult the
Committee without reference to management.
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During 2010, the Group Internal Audit department issued
reports to Senior Management covering various operational
and financial units of the Group, including joint venture
activities outside Hong Kong. Group Internal Audit also
conducted reviews of major projects and contracts as well as
areas of concern identified by management.

The annual audit plan, which is approved by the Audit
Committee, is based on a risk assessment methodology, which
assists in determining business risks and establishing audit
frequencies. Concerns which have been reported by Group
Internal Audit are monitored quarterly by management and
by the Audit Committee until corrective measures have been
implemented.

Exteinal Audidons

The Group’s external auditors are PricewaterhouseCoopers.

In order to maintain their independence, they will not be
employed for non-audit work unless the non-audit work
meets the criteria as suggested in the Listing Rules and has
been pre-approved by the Audit Committee. In addition, there
must be clear efficiencies and value-added benefits to CLP
from that work being undertaken by the external auditors,
with no adverse effect on the independence of their audit
work, or the perception of such independence.

During the year, the external auditors (which for these

purposes include any entity under common control,

ownership or management with the external auditors or

any entity that a reasonable and informed third party having
knowledge of all relevant information would reasonably
conclude as part of the audit firm nationally or internationally)
provided the following audit and permissible non-audit
services to the Group:

2010 2009
HK$M HK$M
Audit 32 27
Permissible non-audit services
Due diligence and accounting/tax advisory
services relating to business developments 6 7
Other services
Total 42 37

Biher_[Ankehodders
Good governance requires due regard to the impact of
business decisions (including environmental impact),

both on shareholders and on other key stakeholders. This
Annual Report and our Sustainability Report explain how
we discharge our responsibilities to employees, customers,
lenders, the environment and the communities in which we
operate. %/
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Indeinal Contnod

The Company has had in place for many years an integrated framework of internal controls which is consistent with the COSO
(the Committee of Sponsoring Organisations of the Treadway Commission) framework as illustrated below:

Control Environment

Sets tone of organisation influencing control consciousness of its people
e Factors include integrity, ethical values, competence, authority and responsibility
Foundation for all other components of control

Risk Assessment

- o Risk assessment is the identification and analysis of relevant risks to achieving the
entity’s objectives — forming the basis for determining control activities

Control Activities

Policies/ procedures that ensure management directives are carried out
e Range of activities including approvals, authorisations, verifications,
recommendations, performance reviews, asset security and segregation of duties

Information and Communication

e Pertinent information identified, captured and communicated in a timely manner

e Access to internally and externally generated information

¢ Flow of information that allows for successful control actions from instructions on
responsibilities to summary of findings for management action

Monitoring

e Assessment of a control system'’s performance over time
e Combination of ongoing and separate evaluations

¢ Management and supervisory activities

¢ Internal audit activities

Processes (Payroll, Procurement, etc.) & Business Units

Under our framework, management (which includes qualified accountants) is primarily responsible for the design,
implementation, and maintenance of internal controls, while the Board of Directors and its Audit Committee oversee the actions
of management and monitor the effectiveness of the controls that have been put in place.

Control Standards, Checks and Balances accounting and financial records and that the objectives of

The Company’s expectations regarding duty and integrity authorisation, accounting and safeguarding of assets are met.
are clearly spelt out in formal policy manuals, which include In CLP, our internal control system covers every activity and
the Company’s Code of Conduct and Management Control
Standards Manual. Overseas subsidiaries are required to

implement similar controls.

transaction of our Group. Our system is based on clear
stewardship responsibilities, authorities and accountability. We
emphasise to our employees that everyone, no matter where

Our Management Control Standards form the backbone

of all our major policies and procedures. They set out the
basic control standards required for the formulation and
administration of Group policies and for the planning,
organising, and functioning of business entities. The standards
cover those required for administrative and operating activities
such as delegation of authority, personnel administration,
planning, budgeting, performance monitoring, contracting,
computer systems and facilities, safeguarding information

and derivative instruments. They also cover those standards
established to ensure the integrity and objectivity of

he or she stands in the corporate hierarchy, is an important
part of our internal control system and we expect them to
contribute to that system.

Built into our system are checks and balances such that no
one party can "monopolise” a transaction, activity or process
to conceal irregularities. As an integral part of our internal
control system, well defined policies and procedures are
properly documented and communicated.

In addition to setting out guidelines, principles and values,
we recognise that an environment where employees feel free
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to bring problems to management is also necessary to make
our internal control system successful. Our Code of Conduct
makes it clear that all reports to management will be handled
confidentially to the extent possible under the circumstances
and, most importantly, that everyone in Senior Management
will fully support those who in good faith report potential or
actual breaches of the Code of Conduct.

No matter how well an internal control system is designed
and maintained, it can only provide reasonable, but not
absolute, assurance. No system of control can totally eliminate
the possibility of human error or deliberate attempts to
defraud the Company. Recognising this, we maintain an
effective Internal Audit function, whose main features include

¢ independence from operational management;

e fully empowered auditors with access to all data and every
operation of the Group;

e adequate resources and well qualified and capable staff;
and

e risk-based auditing, concentrating on areas with
significant risks or where significant changes have been
made.

Upon the redemption of its “Yankee” bonds on 17 April 2006,
the compliance obligations of CLP Power Hong Kong with the
U.S. Sarbanes-Oxley Act were suspended. As a foreign private
issuer, CLP Holdings remained subject to the Sarbanes-Oxley
Act until 29 January 2008, whereupon CLP's deregistration
from the U.S. Securities and Exchange Act reporting system
took effect.

CLP’s action to deregister and to no longer be subject to the
Sarbanes-Oxley Act does not imply any weakening in our
internal control disciplines or in our commitment to timely,
honest and accurate financial reporting to our shareholders.
Our aim is to maintain compliance with the substance of the
Sarbanes-Oxley Act’s requirements without being bound by
the form.

Since early 2004, management and employees, assisted

by external consultants with particular experience in the
design and implementation of internal control systems,

have evaluated our control environment and conducted risk
assessments of businesses and processes, both at the entity
level and the various processes/ transactions levels. We have
documented those processes which are critical to the Group’s
performance.
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Within this exercise, key risks have been identified, along with
the controls required to mitigate those risks. Key controls are
tested annually by our management and internal auditors.
Based on the results of those tests, process owners are able to
represent to Senior Management that their internal controls
are working as intended or that necessary corrections have
been made where control weaknesses have been found.
Internal auditors report to Senior Management that controls
have been working properly or that changes have been made
to ensure the integrity of financial statements. The external
auditors also test the key controls to the extent that they will
be relied on for the audit.

The CEO and CFO have a personal obligation to maintain the
effectiveness of the disclosure controls and internal controls
over financial reporting, and to report to the Audit Committee
and the Group’s external auditors any significant changes,
deficiencies and material weaknesses in, and fraud related to,
such controls.

The CEO and CFO submit an annual “General Representation
Letter” to the Audit Committee, in which they give a
personal certification of compliance by themselves and their
subordinates with a range of key internal control systems,
disciplines and procedures. These letters rest on similar letters
of representation issued by individual managers across the
CLP Group, which certify compliance with internal controls
as to their particular businesses, departments and activities.
These General Representation Letters reinforce personal
responsibility for good governance and controls at all levels
within the Group.

In order to ensure that the risk management framework of
TRUenergy is adequate and effective, a Risk Management
Committee of TRUenergy reviews and considers risk related
issues affecting, or potentially affecting, the TRUenergy
business such as policies relating to energy trading, derivatives
and credit risk management.

In keeping with best practices, CLP Holdings has developed
and implemented an anti-fraud policy that states the
Company’s commitment to preventing, detecting and
reporting fraud. The policy clearly defines the roles and
responsibilities of directors, officers, employees and auditors in
developing and carrying out specific programmes to eliminate
fraud.

Individual managers are required to make annual
representations related to the prevention, identification
and detection of fraud in their respective areas. A checklist



providing examples of fraud schemes and potential fraud risks
has been developed to assist each business unit to conduct a
fraud risk assessment and to identify appropriate anti-fraud
controls.

To further strengthen the monitoring of the Group’s overall
risk management approach and strategy, a Group Risk
Management framework is being developed to improve
communication of identified risks within Management,
measure the impact of the identified risks and facilitate
implementation of coordinated mitigation measures. The
way we manage risk is set out in the Risk Management
Report at page 115. The Audit Committee is overseeing
the development and implementation of the Group Risk
Management framework.

The Board is responsible for the Company’s system of internal
control and for reviewing its effectiveness. Group Internal
Audit and management conduct reviews of the effectiveness
of the Company’s system of internal control, including those
of its subsidiaries. The Audit Committee reviews the findings
and opinion of Group Internal Audit and management on
the effectiveness of the Company’s system of internal control
twice each year, and reports annually to the Board on such
reviews.

In respect of the year ended 31 December 2010, the

Board considered the internal control system effective and
adequate. No significant areas of concern which might affect
shareholders were identified.

The effectiveness of the Audit Committee itself is reviewed
annually through a formal process which involves the
Company Secretary preparing an evaluation of its
effectiveness. This is examined by both the internal and
external auditors before being submitted to the Board for
endorsement.

With respect to procedures and internal controls for the
handling and dissemination of price-sensitive information, the
Company

e is aware of its obligations under the Listing Rules and the
overriding principle that information which is expected to
be price-sensitive should be announced immediately it is
the subject of a decision;

e conducts its affairs with close regard to the "Guide on
Disclosure of Price-sensitive Information” and “Recent
Economic Developments and the Disclosure Obligations of
Listed Issuers” issued by the Hong Kong Stock Exchange in
2002 and 2008 respectively;

e has implemented and disclosed its own policy on fair
disclosure (set out in Section V of the CLP Code);

e has included in its Code of Conduct a strict prohibition
on the unauthorised use of confidential or insider
information; and

e has established and implemented procedures for
responding to external enquiries about the Group’s
affairs. Senior managers of the Group are identified and
authorised to act as the Company’s spokespersons and
respond to enquiries in allocated areas of issues.

In this respect, the Company has published a set of
Continuous Disclosure Obligation Procedures which
formalised the current practices for monitoring developments
in our businesses for potentially price-sensitive information
and communicating such information to our shareholders, the
media and analysts. These Procedures are available on the CLP
website. @

Commumnicalion

CLP has a policy of open communication and fair disclosure.
Disclosure is a key means to enhance our corporate
governance standards, in that it provides our shareholders and
other stakeholders with the information necessary for them to
form their own judgment and to provide feedback to us. We
understand that more disclosure does not necessarily result

in increased transparency. The integrity of the information
provided is essential for building market confidence.

CLP aims to present a clear and balanced assessment of

its financial position and prospects. Financial results are
announced as early as possible, and audited financial
statements are published within three months after the end
of the financial year. Quarterly statements are issued to keep
shareholders informed of the performance and operations of
the Group.

The CLP Group’s 2010 Sustainability Report, published at the
same time as this Annual Report, gives a detailed description
of our delivery of social and environmental value in 2010. Our
annual Sustainability Reports, complemented by an online
version, aim to disclose our achievements and shortcomings
in managing the social and environmental aspects of our
business in a comprehensive, honest and accessible way.

We shall continue to engage our stakeholders openly and
report honestly on our progress in those areas. We welcome
constructive and critical feedback. /*/ &
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The CLP website provides our shareholders and other stakeholders with information on the Company’s corporate governance
structure, policies and systems. The “Corporate Governance” section of our website includes €@

CLP@e+m \
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Corporate governance
CLP Code on Corporate Governance;

® Procedures for sharehold

¢ CLP Fair Disclosure Policy; proposals at an AGM or Eecrisl\/tﬁ convene, and put forward
* Announcements made during the ing fi . * Shareholders’ Guide; l

o CLP Value Framework includi?wg Cop(j:cjflcnogng\izears' * Biographical data on' Directors and Senior Management;
* CLP Anti-Fraud Policy; ! * Model Letter of Appointment for Non-executive Directolrs;
* CLP Procurement Values and Principles; ® Terms of Reference of Board Committees as well as the

frequency and length of meetings, volume of briefing
papers considered and Members' attendance;

L LLLLLLLTDN

Continuous Disclosure Obligation Procedures;

e Policy and Guidelines on the Provision of Gifts and Entertainment; * AGM proceedings;
o General Representation Letter; ¢ Top 10 Shareholders of the Company;
e Guidelines on Disclosure of Related Party Transactions; © e Summary shareholdings identified pursuant to Section 329
e Code for Securities Transactions by CLP Holdings Directors and | of the Secur_itigs and Futures Ordinance;
Specified Individuals; o Analysts’ briefings;

o Responses to Consultations; and
o Most frequently asked questions (regularly updated).

Policy on Making Political Contributions;
Memorandum and Articles of Association (no changes were made

during 2010);

y Ll

We recognise that not all shareholders and stakeholders have ready access to the internet. For those who do not, hard copies of
the CLP Group website information listed above are available free of charge upon request to the Company Secretary. %@

Conponale Gorennance ~ Conlinning Evodution

We make an active, constructive and informed contribution to the ongoing debate on the future shape of corporate governance
in Hong Kong. 2010 was a busy year for proposed governance and regulatory reforms. During the year we responded to
Consultation Papers issued by the Financial Services and the Treasury Bureau, Securities and Futures Commission and Hong Kong
Exchanges and Clearing Limited on matters as varied, complex and, occasionally, controversial as trading hours, price-sensitive
information disclosure, draft Companies Bill, scripless securities model, disclosure requirements for qualified property acquisitions
and many others. Our responses are on our website, so that our shareholders can judge whether we are properly reflecting their
views and respecting their interests. €

Maintaining a good, solid and sensible framework of corporate governance has been and remains one of CLP’s top priorities. We
will continue to review and, where appropriate, improve on our corporate governance practices in light of evolving experience,
regulatory requirements and international developments.

By Order of the Board

April Chan
Company Secretary
Hong Kong, 24 February 2011
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