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Effective cost control and value chain expansion

Buy

»1HFYO07 result review. Datang’s 1HFY07 net profit was up 42%
yoy, above market consensus and 10% higher than our forecast. The
upside surprise came from Rmb17/MWh increase on tariff due to
coal-tariff adjustment and effective cost control.

»2007’s utilization hours is expected to be higher than
2006’s More calendar days in the second half, longer peak load and
strong demand growth in 2H07 will likely lead to a higher utilization
hours in 2007 than in 2006. Utilization hours in BTT areas will rise to
6000 hours this year.

»Duolun coal-chemical project. Datang’s Shengli pit coalmine,
which will provide coal for this project, is scheduled to commence
operation by the end of 2007 with 30m tones capacity designed for
phase one. Datang’s Duofeng railway now under construction will shift
Duolun’s products to end user in China. It is estimated that 0.46m tons
polypropylene(Z€ N /i), 36k tons LPG and 180k tons naphtha will be
produced annually. According to Datang, its Duolun coal-chemical
project’s IRR could reach 15.11% at crude oil price of USD40/bbl. The
domestic polypropylene market is always in short supply, which is
relying on import to feed the domestic needs. It is estimated that the
self-sufficient ratio in China will be kept at 60%. Now domestic
polypropylene market price stays as high as Rmb12,000/ton. Datang’s
Duolun coal-chemical project will be the first of its kind in operation in
China.

»Aggressive organic growth. Datang will add 3,202MW,
4,378MW and 200MW new capacities in 2007, 2008 and 2009
respectively. Datang confirmed again that it had not timetable for group
listing and emphasized its intention on organic growth. By the end of
2007, Datang’s installed capacity will reach 23,600MV while its parent’s
will hit 64,000MV.

»Maintain Buy. We revised up our forecast on Datang’s EPS by
16% and 21% for 2007 and 2008 respectively. We have not added
earning from Duolun coal-chemical project into our model. Given 159%
H to A share discount, strong liquidity brought by QDI and the possibility
of group listing in future, our new target price is HKD 8.80, based on 25
x PEFY08, 18% premium to China Resources Power (836 HK).
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Earning Summary
Year-end 31 Dec

Price Performance

FYO4A FYO5A FY06 FYO7E FYOSE

Turnover (Rmb m) 13,584 17,994 24835 32,330 38,103 13%2

Growth (%) 37%  32%  38%  30% 18%
Net Profit (RMb m) 2,293 2351 2778 3505 4,099 8.00

Growth (%) 27% 3% 18%  26% 17% 6.00
EPS (Rmb) 0.22 0.23 0.27 0.30 0.35

Growth (%) 37% 5% 16%  13%  16% 4.00
PER (x) 41 39 33 30 25 200 I
DPS (Rmb) 0.22 0.23 0.23 0.15 0.17 6 6 6 A A A
Yield (%) 2% 3% 3% 2% 2% PP

Source: Company information, FSSL ~ 1HKD=0.97Rmb

Source: Bloomberg
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1HFYO07 result review

Effective cost control

Datang’s standard coal price increased by 17.5% yoy to Rmb390/ton due to 10%
increase on natural coal purchase cost at the beginning of this year and 7.5% increase
on coal structure change. In another words, Rmb557Rmb/ton of coast coal (taking up
20.7% of total used coal in 1TH07) raised Datang'’s average standard coal price by 14%;
Rmb258/ton mine-mouth coal (31.5% of total used coal in 1H07) lowered Datang’s
average standard coal price by 7%; and Rmb405/ ton railway coal (47.8% of total used
coal in 1HO7) raised Datang’s average standard coal price by 10.5%. In comparison, in
1HO6, there were no coastal power plants; standard coal price of mine-mouth coal
(36.1% weight of total used coal in 1H06) stood at Rmb231/ton and standard coal price
of railway (63.9% weight of total used coal in 1H06) was Rmb336/ton.

Despite rising fuel cost, in 1HO07 Datang’s overall unit operating cost decreased by 21%
yoy due to stringent cost control on depreciation, S,G&A expenses, labor cost and
maintenance and repair costs. Datang expects unit fuel cost for 2007 to rise below
10% yoy.

Table 1: Unit coal comparison

Yoy change

Unit cost (1HO7 Vs 1H06) Explanation

1. 17.5%increase on standard coal price

2. Rising plant capacity, weight to 21% of total capacity, in south and east China where coal
Fuel cost 17.7% prices are high
Depreciation -1.7% Strictly corttrol construction cost of green field projects

1. Strictly follow the S,G&8A budget

2. Set up regional headquarter to raise management efficiency
Others and S,G8A -8.6% 3. Higher economics of scale due to high capacity growth
Labor cost -17.7% Strictly control project staff and raise productivity
Meintenance and repair -10.3% Promote spot inspection and regular maintenance to control maintenance cost

Source: Company information

Tariff increased by 5% yoy

Datang’s average on-grid tariff in 1HO7 increased by Rmb17/MWh to Rmb340/MWh
despite a decrease of Rmb0.24/MWh on-grid tariff in Western China. The drivers came
from 1) Rmb5.48/MWh increase due to the fuel-tariff pass-through implemented since
June 30, 2006; 2) Rmb 3.26/MWh increase driven by subsidized tariff for
desulphurization facilities effective since 2H06; 3) Rmb8.36/MWh increase in THO7 due
to the tariff of newly added capacity in Eastern coast areas.
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2HFYO07 outlook

Higher utilization hours

There will be three more calendar days in 2H07. There are more months being peak
load in 2HO07, such as July, August and December. And demand will keep strong in
2HO07. In July 07, demand for electricity grew by 17.3% yoy, higher than 16% yoy
demand growth in 1HO7. Utilization hours in BTT areas will rise to 6000 hours. These
factors will contribute to the slight rise of Datang’s utilization hours in 2007 as compared
to that of 20086.

In 2006, total installed capacity in China hit 622 GW. According to China Electricity
Association, it is estimated that about 90GW new capacity will be added in 2007, 50GW
in 2008, 50GW in 2009 and 50GW in 2010. New capacity expansion is going to slow
down, so we expect utilization hours in China to rebound from 2008 or 2009.

Aggressive capacity expansion

Datang has been in preparation for a number of projects, with 18,400MW new capacity
planned for 2008-2010. Several power projects and railway projects have obtained
approval from the Central and local governments. Based on approved projects, Datang
will add new capacity of 3,201.5MW, 4,377.5MW and 200MW for 2007, 2008 and 2009
respectively.

Table 2: Projects commencement plan 2007-09

MW
3000 2400
2000 1785
1500 1150
1000
500 315 192.5 200
0 ' ‘ —
2007 2008 2009
OWind Power @ Hydro Power

OThermal Power

Source: Company information

Coal prices will stay high

Coal prices are expected to stay high because of:

1) Tight supply due to stricter policies on the safety of coal mines and closing down on
small coal mines

2) The pressure of contract coal prices to converge with market coal prices
3) Production cost increase due to tax on coal resources and rising safety cost
4) High pricing power of coal mines to pass through costs to end users
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Coal-chemical project
An estimated return of 15.11% IRR

Datang is developing its coal resources in a more value-added way by building Duolun
coal-chemical project. Duolun coal-chemical projects locate in Duolun city, Inner
Mongolia, 220km from Beijing. Datang’s Shengli East No.2 open pit coalmine will
provide coal for the project. Shengli East 2 coalmine will start operation by the end of
2007, with 30m tons annual capacity for phase 1. The coal will be transported by Xiduo
railway to the project. The products of Duolun coal-chemical project will also be
transported by Xiduo railway and Datang’s Duofeng railway that is under construction.
The project has been approved by the Central Government on grounds of meeting
environmental requirement. Total investment of Guolun coal-chemical project is about
Rmb16bn. Datang plans to produce 0.46m tons polypropylene with byproducts of 36k
tons LPG and 180k tons naphtha annually. Duolun coal-chemical project can
consume 8m tons coal. The rest of the coal will be supplied to Datang’s power plants in
BTT areas by its own railways.

Located in Xilinhot Inner Mongalia and with 7bn tons reserve, Shengli coalmine is open
pit, easy to exploit with low exploitation cost.

The domestic polypropylene market has been in short supply, which is relying on import
to meet domestic demand. The current market price of domestic polypropylene is Rmb
12,000/ton. It is expected that China’s self-sufficient rate will be kept at 60%. The short
supply and rising petroleum prices will drive domestic polypropylene price higher in
future.

Based on crude oil pricing at USD40/bbl, Datang expects a 15.11% IRR return of its
Duolun coal-chemical project.

Table 3: Datang's announced investment in coalmines & railways

Capacity Reserve Year of Investment Operation
Coalmines Province (mtons) (bnton) Stake investment (Rmbm) schedule
Tashan Shanxi 15 53 28% 2004 300 1H2006
Shengli Inner Mongolia 30 7.0 100% 2006 NA End-2007
Yuzhou Inner Mongolia 10 0.94 50% 2006 NA 2007
Changtan Inner Mongalia 12 257 40% 2007 1,000 NA
Railyways
Daging Shanxi-Qinhuangda 250 1% 2004 140 Existing
Qiancao Qianan-Caofeidian 75 14% 2005 240 2008
Duofeng Mongolia- Chengde 20 NA 2007 3,170 NA

Source: Company information

-4 -
This report is not to be distributed to the US, Canada, Japan or to any US person



First Shanghai Securities Limited

Summary of Financials

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

04A  05A  06A 07E 0SE 04A  05A  06A 07E 0SE
Revenue 13,584 17,994 24835 32,330 38,103 Margins
Fuel cost (4,951) (7,532) (10,664) (14,232) (17,937) EBITDA margin (%) 455% 404% 40.7% 389% 36.0%
Maintenance (544)  (574)  (778) (1,252) (1,498) EBIT margin (%) 302% 250% 241% 255% 23.4%
Depreciation (2,087) (2,768) (4,108) (4,321) (4,794) Net margin (%) 16.9% 131% 112% 10.8% 10.8%
SG&A (1,733) (2,416) (3,018) (3,883) (4,512)
Others (169)  (205)  (279)  (388)  (457) Operating Performance
Operating profit 4099 4500 5988 8254 8905 SG8A / revenue (%) 13% 13% 12% 12% 12%
Netinterestexpense ~ (432) (635 (1,334) (1,962) (2,211) Effective tax rate (%) 25% 21% 23% 29% 22%
Associates &JV 4) (1) 9 0 0 Dividend payout (%) 50% 50% 49% 49% 49%
Earning before tax 3663 3863 4664 6,291 6,694 Inventory days 29 26 20 20 20
Tax paid (920)  (813) (1,081) (1,806) (1,448) Payable days 230 180 180 180 180
Minority Interest (451)  (699)  (805)  (981) (1,147) Receivable days 35 27 27 27 27
Net profit 2293 2351 2,778 3505 4,099
EPS-diluted (Rmb) 043 0.44 0.27 0.30 0.35 Financial
EBITDA 6,186 7,267 10,096 12,575 13,699 Net debt to equity (%) 132%  205%  206%  188%  169%
Growth Revenues / total assets 0.3 0.3 0.3 04 04
Revenue (%) 37% 32% 38% 30% 18% Total assets / equity 29 35 38 34 33
EBITDA (%) 29% 17% 39% 25% 9% Interest coverage 9 7 4 4 4
EPS (%) 24% 2% -40% 13% 17% ROE 134% 128% 11.6% 13.1% 14.2%
Balance Sheet Cash Flow Statement
FY-end Dec (Rmb m) FY-end Dec (Rmb m)

04A 05A 06A 07E 08E 04A 05A 06A 07E 08E
Cash & cash equilvaler 3,462 1,029 4451 1323 1,563 PBT 3663 3,863 4,664 6291 6,694
Trade receivable 1290 1410 3338 2392 2819 Depreciation and amortoz 2,093 2,774 4,109 4,321  47%
Inventories 443 693 807 1,362 1,361 Change in Working Capt.  (150)  (498)  (1,613) 231 1,348
Other current assets 435 558 730 878 1,053 Tax Paid (1,034)  (923) (1,048) (1,806) (1,448)
Current assets 5629 3690 9326 5955 6,795 Others (530)  (995) (1,048)  (40) 17
Fixed assets 42,636 58948 77,506 82,885 84,991 Operating CF 4042 4222 5064 8998 11,404
Others 695 676 2301 2076 2,019 CAPEX (15,573) (17,813) (15,394) (9,700) (6,900)
L-T investments 514 793 857 1,356 1,638 Free cash flow (11,531) (13,591) (10,330) (702) 4,504
Total assets 49475 64,536 90,711 92,272 95444 Other Investing Activities 633 103 (945) 487 (242)
S-T bank loan 5980 5717 9300 5180 5,034 Investing activities CF (14,940) (17,710) (16,340) (9,213) (7,142)
Trade payables 3456 4559 7648 7636 9,585 Change in Debt 11,050 12,484 12,789 (1,833) (1,459)
Currentportion of L-T1 1,107 2,489 2,943 2943 2,943 Change in Equity 0 0 32719 1,112 0
Others current liab. 501 358 1538 1,538 1,538 Dividends (1,189) (1,514) (1,751) (1,702) (1,990)
Total current liab. 11,043 13123 21,430 17,297 19,100 Other Financing Activities 343 115 387 (490)  (574)
L-T bank loan 17,949 29215 40,274 43,674 42,361 Financing activites CF 10,204 11,084 14,703 (2913) (4,022)
Convertible bond 1,078 1,09 1,112 0 0
Othersliab. 326 370 695 695 695 Chang in cash (694) (2,403) 3427 (3,128) 240
Total liabilities 30,396 43,807 63,510 61,665 62,155
Minority interest 1968 2403 3305 3,795 4,369 Cash at the beginning 4,155 3462 1,029 4451 1,323
Shareholders'eqt. 17,110 18,325 23,896 26,811 28,920 Exchange loss 0 (30) (5) 0 0

Cash at the end 3462 1,029 4451 1323 1563
Book value per share 33 36 2.3 2.3 2.5
Source: Company information, FSSL
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