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Agenda

e Case Study (CLP): FX risk management
and hedging instruments

e Case Study (Hysan): Treasury Management
System and Hedge Accounting

 How to fit in China to the overall FX
Strategy
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CLP Group’s Investments Profile @
thE R
» CLP Power is the largest utility company in HK, serving >75% of CLPHoldings
the population

» Qverseas investments in China, Australia, India, Thailand and Taiwan

Assets / Investments

®
China
CLP ¢
7| Changdao Wind Power
Weihai Wind Power .
e Australia
GNPJV
PSDC Tall
Guizhou Huaiji Tarrame le ’
CLP Power Ho-Ping Torrens Island .
) lona Gas Storage
Nanaoll ~ Taiwan
Fangcher ) Wind Power
Roaring 40s
EC EGC
India e Remark: Investments in EGCO and
BLCP are held through OneEnergy,
. a joint venture with Mitsubishi
Thailand :
Corporation.




CLP Group’s Portfolio by ®
Geographical Region RIZH

CLPHoldings

Profit before financing and

: 6% | 9%
taxation

Consolidated total assets 6% | 8%

Consolidated total liahilities

@ Hong Kong W Australia 0 Chinese Mainland O Other Asian Countries

Source: 2006 CLP Holdings’ Interim Report



Foreign Exchange Risk L% pb¥ e &

Risk Management Philosophy

> |dentify and quantify risk level

> Establish FX Risk Management Policy to mitigate or reduce FX
risks JHL V[ FrEB Ty

> Bottom-up approach — take into account of project economics,

project agreements, domestic market, currency volatility etc. in
forming FX risk management policy

> Periodic review of FX Risk Management Policy to ’
accommodate project / market development HH 4 ')%?Lj%ﬂﬂrr J 1%

> Speculative transactions are not allowed - % A 41770

> Prefer project level mitigation or cost effectrve Instruments (e.g.
local currency funding, FX indexation in prOJect agreements

cross currency swap FX forward contract) - [Hr rJ [ ]
pj IFIJ /\h rl‘/JD tf[?;gl/\ Tﬂﬁf” ;;iyj; jsvﬁﬂjht ﬂl[ AR~ e
RS SRl S

> Seek for IAS39 hedge effectrveness BEzastiil
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CLPHoldings
Primarily arises from (a) CLP Power payment obligations for debt
repayment, interest anments nuclear power purchases and other fuel-
related payments 5 Eh =, (b) equity or payments related to M&A

transactions £ F J:'

F§< ﬁptrgnsa%cjtlon rlsk can give rise to cashflow and P&L impact 5o/ = i
1 ' I

> Segregation into Committed Exposure (7 zv4:pyesjt)and Anticipated
Exposure (¥i#{Epuet). Committed xposure requires higher FX
coverage than Ant|C|pated Exposure.

FX Transaction Risk % E,L[‘ﬂf’f S Yz ®

| USD-HKD 3-yr forward rates have
USD-HKD 3-yr Forward vs USD-HKD spot rate—"| been in discount since Sept 03
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FX Translation Risk [ 5317 9L~ & ®
f h R
CLPHoldings
> CLP’s major FX translation risk arise from overseas investments which
are denominated in foreign currencies other than its functional currency

(HKD) L 54 1 L = fol T FHR RS E'}’iﬁﬁiﬁﬁén’? ENEea I
> FX translation risk does not affect CLP’s cash flow or profit (i.e.
exchange gains / losses are balance sheet items) until divestment j[_ 51

i’* IR T B o2 i i B IS 2 A (F L S g e S
mﬁﬁigu@?ﬁﬁm) o . .

Risk Management Philosophy

> CLP’s policy of not hedging FX translation risk is predicated on f[1}'T %}

N 53 7 I
Resilience of the Group’s debt / total capitalization ratio to currency
movement [i ffi*f k LrJﬁ_t PR I I RY |

 Relative cost associated with hedging the exposure f{f &+ r}\[,DIE THY
1 53 VG pUAE SRS A

Limited availability of effective hedging instruments | 35%f}{[17 2%
5L

« Long-term view of CLP’s oversea investments 25 7% £ fﬁwﬁ\ffﬂjﬁ '



Historical Foreign Currency Movements @
which CLP has been Exposed to "PEILAE

CLPHoldings

% Change since Jan 03 ([ 12003%F — FJ&FUIHRF 15532 )
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Value-at-Risk (VaR) measurement on potential FX translation risk exposure f FERery et fa (i 5 I
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