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»Significant cost saving potential on upstream coalmine
investment. China Resources Power (CR Power) has diversified
into upstream coal mining by acquiring 80% stake of Wujianfang
coalmine in Inner Mongolia at an estimated Rmb10bn. Rich in high-heat
valued thermal coal (flame coal), Wujianfang will deliver an annual
production of 30m tons after its Phase | becomes operational in 2010.
In 2013, the coalmine’s annual production capacity will hit 50m tons. In
supplying to CR Power’s plants located in East and North China with
flame coal, the coalmine will enable CR power to reach a coal
self-sufficient rate of 30%, saving it at least Rmb100/ton in coal costs
if Wujianfang’s future coal prices is set at Rmb400/ton, the average
contract price at the beginning of this year for its plants in East and
South of China. As coal prices are trending up, we expect Wujianfang’s
coalmine could bring Rmb 120-150/ton cost saving for CR Power,
adding HK$ 11.60-14.6/per share extra value.

»Priority dispatch policy in favor of CR Power. NDRC
officially introduced a priority dispatch policy to promote energy
efficiency and protect environment in China’s power sector in August 07.
Trial operation will be implemented from this November in five
provinces such as Jiangsu, Guangdong, Henan, Sichuan and Guizhou.
Each province is given discretionary power to determine its power
plants’ priority list. Renewable energy and clean energy, with total
installed capacity in 2006 taking up 22% market share in China, will be
prioritized under the new policy. Large-scale power plants will benefit
too. We expect CR Power to reap 500-800 extra utilization hours given
75% of its power plants located in the trial provinces.
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»>Total attributable installed capacity likely over 20GW.
Possible acquisition of 1,320MV plants of State Grid’s “647 assets” and
other small state-owned power plants will elevate CR Power’s total

power generation capacity to exceed 20GW.

»36% potential upside. We initiate coverage on CR Power with a

Major shareholder

China Resources
(Holding) Ltd
(62.86%)

Buy rating. Our target price is HK$39, based on 21.6x PE FY09 and
HK$11.60 NPV of Wujianfang coalmine. We believe CR Power
deserves a 20% valuation premium over the industry on its firmest cost
control and the highest ROE.

Earning Summary Price Performance

Year-end 31 Dec FYOS5A FYO6A  FYO7E  FYOSE FYO9E K
Turnover (HKD m) 5,927 9,740 15,328 26,302 32,987 35.00

Growth (%) 212% 64% 57% 72% 25% gggg
Net Profit (HKD m) 2,858 2,365 3,101 4713 5,260 20,00

Growth (%) 139% A7% 31% 52% 12% 15.00
EPS (HKD) 075 0.62 0.79 114 1.28 10.00

Growth (%) 139% A7% 27% 45% 12% 5.00 - o
PER (x) 38 46 36 25 22 SRR
DPS (HKD) 0.09 0.19 0.14 017 0.25 ST VR e
Yield (%) 0% 1% 0% 1% 1%

Source: Company information, FSSL Source: Bloomberg
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Significant value created on
Coalmine investment

Diversification on coalmine investment in Inner Mongolia

CR Power will invest Rmb 10bn in Wujianfang coalmine in East Inner Mongolia, taking
80% stake. With coal under the ground level of 400-500 meters and no coalbed gas,
Wouijianfang coalmine has a total improved reserve of 4.6bn tons coal and recoverable
reserve of 3 bn tons. With only few low-valued brown coal, the coalmine is rich in flame
coal at heat value of 5,000-5,200kcal. Flame coal of the coalmine will be exclusively
used for CR Power’s power plants in East and South of China.

CR Power expects Phase | of the coalmine to be operational in 2010 with annual
capacity of 30m tons while Phase Il completed in 2013 with annual capacity of 20m
tons. The coalmine could raise CR Power’s self-sufficient ratio of coal supply to
30%-40%, based on the assumption that a power plant with 1,000 kW installed capacity
consumes 3m tons coal. With total installed capacity to hit 20GW, CR Power expects it
will need 60m tons coal to feed its plants.

The power plants generally have no price bargaining power in purchasing coals
because of monopoly in China’s coal supply. The coal cost usually accounts for over
69% of total costs for a power plant. Due to rising shipment charges and strong power
demand, coal prices keep rising. With ever-rising coal prices, it is a smart move for CR
Power to diversify into coalmine upstream. The prices of coals from CR Power’s own
coalmine sold to its own subsidiaries and associate power plants will be different to
maximize value to the mother company according to the company management.

Railway and port facilities

To facilitate the transportation of coal from Wujianfang coalmine to its plants in South
and East of China, CR Power is going to invest in railway and port facilities. The current
railway for coal transportation from Fuxin in East Inner Mongolia to Jinzhou reaches full
capacity and can only transport 1.5m tons coal annually for CR Power. CR Power is
going to jointly invest in the Phase | & Il expansion of Fuxin-Jinzhou railway with
Shenyang Railway. With 20-25% stake owned by CR Power, total investment for Phase
| railway expansion is estimated at Rmb 3.78bn. The Phase | is scheduled to be
completed by 2010. By then, the Fuxin-Jinzhou railway will transport 20-40m tons coal
for CR Power per year. The Phase | expansion of Fuxin-dinzhou railway has been
approved by the Central Government while Phase II's application is still in the process.
CR Power is confident that there will be no problem to transport its 50m tons coal from
Woujianfang coalmine to Jinzhou in 2013.

CR Power will also invest Rmb 900m in a coal port in Jinzhou, holding 100% stake.

Table 1: CR Power’s investments in Wujianfang coalmine, railway and port

CR CR Power's Annual
Power's investment  Operation capacity
Project name stake (Rmb bn) date (tons)
Woujianfang Coalmine in Inner Mongolia 80% 10 2010/2013  3,000/5,000
Fuxin- Jinzhou railway 20-25%  0.756 -0.945 2010 3,000-4,000
Jinzhou coal port 100% 0.9 2010 3,000-5,000
Source: Company information
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Table 2: CR Power’s capex schedule on Wujianfang coalmine, railway and port

2007E 2008E 2009E 2010E
Capex (bn) 1.3 2.8 5 3.5

Source: Company information

Significant cost saving on Wujianfang coalmine investment

CR Power estimates a total cost saving of Rmb 100/ton for its power plants in East and
South of China based on assumptions of production cost at Rmb 80-100/ton,
Rmb80-100/ton railway transportation charge (from Wujianfang to Jinzhou Port), Rmb
70-100/tons shipment cost and coal selling price of Rmb400/ton. The average contract
coal price of its plants in East and South of China at the beginning of this year was
Rmb400/ton.

According to Bloomberg, the benchmark BJ coal price at Australia’s Newcastle port
reached a record US$72.37/ton in August. Prices of 6,000 kcal coal at Qinhuangdao
rose to Rmb564.26/ton (US$75/ton) for the second week of Aug 2007. With China
becoming a net importer of coal, we believe that tight supply of coal and strong demand
from power plants will push coal contract prices to go up at the beginning of next year.
Despite rising coal prices, we expect Wujianfang coal prices be set at Rmb420-450/ton
in 2010, indicating a cost saving of Rmb120-150/ton.

Table 3: Wujianfang coalmine’s coal cost saving by CR Power’s forecast

Rmb /ton
Coal ASP (Rmb/ton) 400
Production cost (Rmb/ton) 80-100
Railway cost (Coalmine to Jinzhou) 80-100
See-freight cost from Jinzhou to Shanghai Port 70
See-freight cost from Jinzhou to Guangzhou Port 100
Cost saving 100

Source: Company information

HKD11.60 NPV created on Wujianfang coalmine investment

We assume a pre-tax Rmb120/ton unit coal cost saving for CR Power every year from
2010 when Wujianfang commences operation. Using a tax rate of 25%, WACC of 8.4%
and CR Power’s total outstanding shares of 4,123 mn, we estimate a NPV of
Wouijianfang coalmine at HKD 11.60 per share in 2008.
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Table 4: Wujianfang coalmine NPV’s estimate 1HKD=0.97RMB

Woujianfang coal production (m tons)

Cost saving (Rmb/ton)
Total pretax saving (Rmb mn)
Total after-tax Cash flow (Rmb mn)

Cash flow estimates

Free cash flow

WACC

Terminal growth rate

Total share outstanding (mn)
NPV (HKD/per share)

2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E
20 30 30 50 50 50
120 120 120 120 120 120
2,400 3,600 3,600 6,000 6,000 6,000
1,800 2,700 2,700 4,500 4,500 4,500

1,800 2,700 2,700 4,500 4,500 4,500
8.4%
0.5%
4,123

[11.60 |

Source: Company information, FSSL

Table 5: Sensitivity analysis on Wujianfang’s coalmine NPV forecast in 2008

Pretax cost saving(Rmb/ton)
NPV(HKD/share) in 2008

100 110 120 130 140 150
9.7 10.7 11.6 12.6 13.6 14.6

Source: Company information, FSSL

The best performer in power
industry

Priority dispatch policy in favor of CR Power

In 2006, the total installed capacities of small power plants hit 111GW and accounted for
about 16% of China’s total coal-fired capacities. Deemed inefficient and causing high
pollution, the Central Government has ordered the gradual shutdown of small plants
with installed capacities 50GW from 2006 to 2010. If small plants are replaced by
high-efficient green field plants, each year China will save 90m tons coal and cut 1,800k
tons SO, and 216m tons CO, emission. At the beginning of this year Jiangsu province
adopted an excess generation scheme (f174 {4/, LK% /) by mandating small power
plants to sell their power allocation volume to large plants for a fee. With unit installed
capacity of 600MW, CR Power’s Changshu Plant is the key beneficiary under the
excess generation scheme. Its Changshu Plant’s utilization hours are expected to hit
6,000 hours compared to 5,200 hours of the provincial average in 2007. Although the
tariff for excess generation in Jiangsu province reached Rmb220-230/MWh, which was
still 41-44% lower than the provincial standard tariff of Rmb390/MWh, CR Power’s
Changshu Plant’s THO7 net annual profit improved by 16% yoy on rising utilization rate
and declining coal consumption.

Moreover, to promote renewable and clean energy, improve energy efficiency and
protect environment, China introduced a priority dispatch policy (F17]/ "% £E1-, “?J'F‘jt/é}
TR~ _Fpq)for China’s power industry in August 07. The trial operation will be
implemented from this November in five provinces such as Jiangsu, Guangdong,
Henan, Sichuan and Guizhou. Each province will determine its power plants’ priority list.
The new policy will prioritize renewable energy and clean energy. As total installed
capacity in 2006 of renewable energy and clean energy took up 22% market share in
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China, large-scale and efficient coal-fired power plants will benefit too from this policy.

We expect CR Power to reap 500-800 extra utilization hours given 75% of its power
plants located in the trial provinces.

The tightest grip on cost control

The tightest grip on coal cost control:

CR Power has exercised the tightest grip on coal cost control in the past, as evidenced
by 0.6% yoy unit coal cost decline in 1HO7. In comparison, Datang experienced a
17.7% yoy increase and China Power a 13% yoy increase. CR Power expects its yoy
unit coal cost to level off for the entire 2007. The excellent unit coal cost control is
attributable to 1) high proportion of quality power plants. 97% power plants of CR
Power are coal-efficient with installed capacity per unit of over 300MW, offsetting some
negative impact of coal cost increase. In average, unit 300MW consumes coal at
327.15kg/kWh, 600MW at 324.1kg/kWh and 600MW+ at 320kg/kWh while 200MW
consumes coal at 350.8kg/kWh. CR Power’s high proportion of over 300MW plants has
enabled it to aggressively acquire small plants. On the contrary, China Power is
reluctant in acquiring small plants of its parent due to its high portion of small plants. All
CR Power’'s new green-field plants approved by NDRC are in large-scale and
cost-efficient, further mitigating rising coal cost pressure; 2) use of quality coal with high
heat value; 3) high utilization hours. CR Power’s plants enjoy the highest utilization
hours among the industry.

Lowest construction cost per KW

CR Power’s construction cost/KW is the lowest in the China power industry. The
recently completed Liyujiang B Power Plant took 2.7 months to be completed, setting a
new record of shortest construction time. Its construction cost for unit 300MW and
600MW are approximately Rmb3,400/KW and Rmb 3,000/KW respectively, much lower
than Datang Power’'s Rmb3,400-4,000/KW and the industry average of
Rmb4,000-5,000/KW.

Total installed capacity could be over 20GW in 2010E

CR Power has planned 40-50GW green field new power plants to start construction in
2008-2010, pending NDRC’s approval. Overcapacity in the power sector has prompted
the Government to control new capacities and delay approval on new power plants
construction. Currently, CR Power is confident that its total attributable installed capacity
will reach 20GW in 2010E. CR Power’s 20GW includes 2,000MW installed capacity
from parent, which is scheduled to be injected into CR Power in 2H07. CR Power’s
target of 20GW total installed capacity in 2010 is higher than its previous target
announced in its FY06 result analyst meeting. We believe that in the future, CR Power’s
total installed capacity in 2010 could have some upside potential.

CR Power’s 20GW forecast does not include some possible asset acquisition of State
Grid's “647 assets” and other small state-owned plants. “647 assets” with total
attributable installed capacity of 6,470MW has 8 power plants, among which most unit
installed capacity is 220MW or 300MW. The Central Government requires “647 assets”
to be sold to either big five power producers or existing stakeholders. Fortunately, CR
Power stands high chance to acquire 6x220MW Xuzhou Plant of “647 assets”. In
addition, CR Power is in talks with other small state-owned power plants for acquisition.

As such, we expect CR Power’s total attributable installed capacity to hit over 20GW in
2010E.
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Table 6: CR Power’s total attributable installed capacity forecast
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8,004
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Source: Company information, FSSL

Management incentive scheme

CR Power’s best performance in the China power sector is mainly attributable to its
management incentive scheme, which its peers have not implemented. We believe CR
Power’s management incentive scheme will spur CR Power to pursue a result-driven
strategy, maximizing stockholders’ values.

Buy

We initiate coverage on CR Power with a Buy rating with target price of HK$39, based
on 21.6x PE FY09 and HK$11.60 NPV of Wujianfang coalmine. Given its highest ROE,
leadership in the cost control and excellent project execution track record, we believe
CR Power deserves an approximately 20% valuation premium to the industry.

Risks to our target prices include higher-than-expected coal cost increase and the delay
of building new plants.

Table 7: Valuation peer comparison (stock price as at 23 Oct 2007)

Company name

PE (x) Dividend Yield (%) ROE (%)
Ticker 2006 2007E 2008E 2009E 2006 2007E 2008E 2009E 2006 2007E 2008E 2009E

China Resources Power 836 HK 46 36 25 22 1 0 1 1 15 18 22 21
Datang Power 991 HK 32 28 24 24 1 2 2 2 13 14 15 15
Huadian Power 1071 HK 27 25 19 18 1 1 2 2 9 9 11 11
Huaneng Power 902 HK 19 18 17 16 3 3 3 3 15 14 13 14
China Power 2380 HK 18 21 13 11 2 2 3 3 9 8 12 12
Average 29 25 19 18 2 2 2 2 12 13 15 15
Source: Company information, Bloomberg, FSSL
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Summary of Financials

Profit and Loss Statements Ratio Analysis
FY-end Dec (HKD m)

05A 06A 07E 08E 09E 05A 06A 07E 08E 09E
Revenue 5927 9,740 15328 26,302 32,987 Margins
Fuel cost (3,231) (5,133) (8,071) (12,769) (16,633) EBITDA margin (%) 326% 36.3% 347% 335% 327%
Maintenance (111)  (179)  (310)  (779)  (1,055) EBIT margin (%) 226% 262% 244% 232% 21.8%
Depreciation (588)  (986)  (1,567) (2,709) (3,571) Net margin (%) 482% 24.3% 202% 179% 15.9%
SG&A (727)  (1,123) (1,727) (3,969) (4,560)
Other income 72 233 82 20 27 Operating Performance
Operating profit 1,342 2553 3735 6,097 7,19 SG&A / revenue (%) 12% 12% 11% 15% 14%
Interest expense (381) (541) (809)  (1,571) (2,033) Effective tax rate (%) 0.4% 04% 0.4% 2.0% 2.0%
Associates &JV 1,050 687 719 1,037 1,066 Dividend payout (%) 21% 2%  -23%  -23%  -23%
Others 1,071 0 0 0 0 Inventory days 24 27 27 27 27
Earning before tax 3,082 2,745 3,645 5562 6,227 Payable days 253 259 259 259 259
Tax paid (1) (1) (15) (111)  (125) Receivable days 69 73 73 73 73
Minority Interest (213) (369) (529) (739) (842)
Net profit 2,858 2,365 3,101 4713 5260

Financial

EBITDA 1930 3538 5319 8822 10,782 Net debt to equity (%) 51% 91% 120%  137%  132%
Growth Revenues / total assets 02 0.3 03 0.4 0.4
Revenue (%) 212%  64% 57% 72% 25% ROE (%) 22% 15% 18% 22% 21%
EBITDA (%) 248% 83% 50% 66% 22% Interest coverage 4 5 5 4 4
EBIT (%) 146%  90% 46% 63% 18% ROE 22% 15% 18% 22% 21%
Net profit (%) 139%  -17% 31%. 52% 12%
Balance Sheet Cash Flow Statement
FY-end Dec (HKD m) FY-end Dec (HKD m)

05A 06A 07E 08E 09E 05A 06A 07E 08E 09E
Cash & cash equilvalent 4,411 2,747 1,016 904 4,199 PBT 3,082 2,745 3645 5562 6,227
Trade receivable 1579 2317 3450 6,446 5965 Depreciation and amortozation 588 986 1,584 2,726 3,588
Inventories 292 499 749 1,268 1,365 Change in Working Capt. (558) (830) 2,039 224 2,383
Other current assets 175 19 19 19 19 Tax Paid 0 (2) (15) (111) (125)
Current assets 6,457 5582 5233 8637 11,547 Others (1,923)  (225) 8 514 940
Fixed assets 17,561 27,341 37,075 50,166 61,595 Operating CF 1,189 2,674 7261 8915 13,014
Interest in associates 3890 3769 6,008 6,048 6,116 CAPEX (3,909) (4,992) (11,300) (15,800) (15,000)
Deposit paid for acquisiio 0 110 500 0 0 Acquisitions of associates (388) (80)  (2,517) 0 0
Others 549 1236 1,219 1,202 1,185 Free cash flow (3,109) (2,398) (6,556) (6,885) (1,986)
Total assets 28,456 38,038 50,035 66,053 80,444 Dividend received from associate 1,240 997 997 997 997
S-T bank loan 1983 3994 5354 725 9,061 Other Investing Activities 2,098  (919)  (308) 520 27
Trade payables 3452 4,098 7,520 11,259 13,258 Investing activities CF (960)  (4,994) (13,128) (14,282) (13,976)
Others current liab. 31 194 194 194 194 Change in Debt 1,733 1,688 5650 7,900 7,500
Total current liab. 5467 8,286 13,068 18,709 22,514 Change in Equity 5 60 0 0 0
L-T bank loan 9,062 12,597 16,887 22,885 28,580 Dividends (347)  (763)  (706) (1,073) (1,210)
Others liab. 13 21 21 21 21 Other Financing Activities (768) (391) (809)  (1,571) (2,033)
Total liabilities 14,542 20,904 29,976 41616 51,114 Financing activities CF 624 595 4135 5256 4,257
Share capital 3810 3,831 3831 3831 3831 Chang in cash 853  (1,725) (1,732) (112) 3,295
Reserves 9,283 11,454 13,849 17,489 21,539
Minority interest 822 1,850 2,379 3117 3,959 Cash at the beginning 3247 4411 2,747 1,016 904
Total shareholders' eqt. 13,915 17,135 20,059 24,437 29,330 Exchange loss 68 61 0 0 0
Book value per share 34 4.0 4.6 54 6.2 Cash at the end 4,167 2,747 1,016 904 4,199

Source: Company information, FSSL
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