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»FY06 result below market expectation. China Power announced
its FY06 net profit of Rmb 703 m (up 6% yoy) on turnover Rmb 5,202m (up
19% yoy). Net profit was below our forecast Rmb 764m. The additional
one-off operating expenditure of Rmb 53m and high repair and maintenance
costs in unit Shentou | were the main reasons for such under performance.

L ) Industry China Power
»Acquisition still on the lookout. China Power’s top management
confirmed again that the company’s total attributable capacity would reach
over 10,000MV in 2008 through organic growth and M&A, 87% up from Price HKS 4.00
5,348MV by the end-2006. But management did not specify the timetable '
for next acquisition. According to the management, Qinghe Power Plant  Target price HK$ 5.70
might not be in the acquisition list due to the continuing uncertainty on power
pooling in the North Eastern China. China Power targets at good assets of (+42%)
both its parent and the third-party. In our model, we factor in one acquisition  giqck code 2380

with 1,200MV capacity in 2008.

» More greenfield plants. By 2008, 600MV units would account for
over 61% of total attributable installed capacity of China Power's seven  Market cap. HK$14,422mn
power plants. The management strives to expand its capacity through new

projects under the Central and local governments’ planning and seizing new O/S Share 3,605mn
growth opportunities arising from the new policy of capacity substitution. 52wk high/low HK$5.19/2.40
The central government recently asked to shut down small-size coal-fried

power plants and encouraged power producers to substitute small units with ~ NAV per share Rmb2.5

larger-scale ones through various incentives.  Overcapacity in China and

environmental concerns may prompt China Central Government to rein in

new project approvals. The new policy of capacity substitution offers China  najor shareholder China Power
Power new growth opportunities to utilize those small-size coal-fired plants International
owned by its parent. Holding (55.4%)

»2007 a challenge year for China power sector. China Power
faces challenges of coal cost rise (about Rmb20-30/ton), declining utilization
hours, environmental pressures and high income tax rate (Shentou | Power
Plant). As the Central Government pays more attention to environmental
protection, we believe that more strict environmental policies will be
introduced. We believe that the power producers will have to increase
expenditures on environmental protection.

»Maintain BUY. We are bearish on China’s power sector, but are very
optimistic on China Power. = We maintain Buy rate on China Power on

its best quality operating performance and robust capacity growth in 2008.
Risk to our target price is the delay of commissioning of new plants. Our new
target price HK$ 5.70 is based on 15x PE2008.

Earning Summary Price Performance
Year-end 31 Dec FYO5A FYO6A FYO7E FYO8BE FYQO9E HK$
Turnover (Rmb m) 4362 5203 6,119 10,021 13,910 600 1
Growth (%) 30% 19% 18% 78% 27%
Net Profit (RMb m) 662 703 761 1,265 1,502
Growth (%) 4% 6% 8% 66% 19% 4.00 -
EPS (Rmb) 0.21 0.22 0.21 0.35 0.42
Growth (%) -22% 6% 8% 66% 19%
PER (x) 19 18 19 12 10 200
DPS (Rmb) 0.08 0.08 0.08 0.08 0.08 6 6 b 6 6 A
Yield (%) 2% 2% 2% 2% 2% AT AP
wwm@gmmﬁ&}ﬁg ; 1HK$ = 9.99 Rmb Source: Bloomberg
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Figure 1: Higher than average utilization rate Figure 2: Lower standard coal price
in 2006
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Table 1. China Power’s 2006 operating cost analysis

(RMB per MWh sold) 2006 2005 Chang Analysis

Fuel costs 138.12 141.82 -2.6%  Lower coal cost of Shentou |

Depreciation 16.90 17.14 -1.4%  Light asset base of Shentou |

Staff costs 15.94 16.85 -5.4%  Low staff cost of Shentou |

Repairs and maintenance 11.94 9.86 21.1%  Higher unit repairs amd maintenance in Shentou |

due to seperation of R&M from generation

Consumables 3.05 3.39 -10.0% Strengthened material and spare parts procurement
13.51 8.72 54.9% High emission charge and water usage charge,

Other operating expenses,net Higher expenses for new plant construction,

Asset revalutation loss ect
Total 199.46 197.78 0.9%
One off expenses include: Rmb 18m asset value loss, Rmb 13m construction fee not able to be capitalised,
Rmb 22m land compensation fee for Shentou |

Source: Company information

Table 2: China Power’s operating data forecast

2005 2006 2007E 2008E 2009E
Total installed capacity(MW) 4,870 4,870 11,343 16,670 15,273
Attributable capacity(MW) 4,255 5,348 6,773 10,721 11,773
Consolidated install capacity(MW) 3,640 3,640 4,840 8,356 8,356
Gross generation (m KWh) excluding associates' 20,144 24,065 25,912 43,599 54,566
Yoy growth 28% 19% 8% 68% 25%
Net generation excluding associates' (m KWh) 18,701 22,262 24,199 41,335 52,166
Yoy growth 27% 19% 9% 71% 26%
Average tariff (Rmb/KWh) 233 234 253 264 267
Unit fuel cost(Rmb/per KWh sold) 142 138 157 164 165
Average utilization hours 6,529 6,611 6,259 6,106 6,465
Utilization rate 75% 75% 71% 70% 74%
Coal consumption rate (g/per KWh sold) 345 349 349 338 338
Stand coal price(Rmb/ton) 407 391 411 423 423
Source: Company information, FSSL
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Summary of Financials

Profit and Loss Statements

Ratio Analysis

FY-end Dec (Rmb m)

05A 06A 07E 08E 09E 05A 06A 07E 08E 09E
Revenue 4,362 5,203 6,119 10,921 13,910 Margins
Other income 76 75 56 49 26 EBIT margin (%) 17% 16% 14% 15% 15%
Fuel costs (2,652) (3,075) (3,797) (6,777) (8,632) EBITDA margin (%) 24%  23% < 22% 22% @ 21%
Depreciation (320) (355) (459) (746) (918) Net margin (%) 15% 14% 12% 12% 11%
Stuff costs (315) (376) (442) (670) (854)
Repairs and maintenance  (184) (266) (288) (513) (654) Operating Performance
Other operating expense:  (226) (369) (317) (620) (809) SG&A / revenue (%) 5% 7% 5% 5% 5%
Operating profit 739 838 872 1,642 2,069 Effective tax rate (%) 11% 13% 13% 18% 20%
Finance cost (118) (133) (225) (366) (448) Dividend payout (%) 37% 41% 38% 23% 19%
Associate's profit 122 102 227 268 270 Inventory turnover days 22 20 20 20 20
Tax (82) (104) (114) (278) (378) Payable days 24 17 17 17 17
Minority interest 1 1 1 1) (11) Receivable days 67 60 60 60 60
Net profit 662 703 761 1,265 1,502
Depreciation 320 376 459 746 918
EBITDA 1,060 1,214 1,331 2,389 2,987 Financial

Net debt to equity 27%  59% 100% 122% 91%

Growth Revenues / total assets 37%  30% 28%  43% 57%
Revenue (%) 30% 19% 18% 78% 27% Total assets / equity 2 2 2 2 2
EBITDA (%) 14% 15% 10% 79% 25% Interest coverage 6 6 4 4 5
EPS (%) -22% 6% 8% 66% 19%
Balance Sheet Cash Flow Statement
FY-end Dec (Rmb m) FY-end Dec (Rmb m)

05A 06A 07E 08E 09E 05A 06A 07E 08E 09E
Cashé&cash equilvalent 2,188 1,447 1,145 225 447 PBT 744 806 874 1,544 1,891
Trade receivable 804 861 1,012 1,807 2,301 Depreciation and amortatic 321 355 459 746 918
Inventories 266 287 338 603 768 Change in Working Capt.  (136) 158 (160) (838) (521)
Other current assets 228 224 224 224 224 Tax Paid (93) (104) (114) (278) (378)
Current assets 3,485 2,819 2,719 2,859 3,740 Others a73) 197 (264) (297) (276)
Fixed assets 5,343 8,207 12,648 16,002 15,905 Operating CF 663 1,412 795 877 1,634
Investment in associates 836 851 2,609 2,714 2,821 CAPEX (1,085) (3,271) (4,900) (3,000) (821)
Other L-T investments 2,044 5,254 3,589 3,589 2,060 Acquisition & others (1,652) (3,073) 171 (908) 1,697
Total assets 11,709 17,130 21,564 25,163 24,526 Investing activities CF (2,738) (6,344) (4,729) (3,908) 876
S-T bank loan 888 2,424 2,424 2,424 2,424 Change in Debt 1,486 2,777 3,920 2,400 (2,000)
Trade payables 287 240 283 504 642 Change in Equity 0 1,700 0 0 0
Short-term liabilities 545 965 965 965 965 Dividends (83) (288) (288) (288) (288)
Total current liab. 1,719 3,629 3,671 3,893 4,031 Other Financing Activities  (205) 2 0 0 0
L-T bank loan 2,714 3,812 7,732 10,132 8,132 Financing activities CF 1,197 4,191 3,632 2,112 (2,288)
Others 456 584 584 584 584
Total liabilities 4,889 8,025 11,987 14,609 12,747 Chang in cash (877) (741) (302) (919) 221
Minority interest 11 26 25 26 37 Cash at the beginning 3,064 2,188 1,447 1,145 225
Shareholders' eqt. 6,808 9,079 9,552 10,528 11,742 Cash at the end 2,187 1,447 1,145 225 447

Source: company information, FSSL
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This publication is prepared by First Shanghai Securities Limited (“FSSL”") and is intended for private circulation only. Any unauthorized use or
disclosure is prohibited. This report is solely for information purposes only and does not constitute an offer, solicitation, representation or
warranty with respect to the purchase or sale of any security. It has no regard to the specific investment objectives, financial situation or
particular needs of any specific recipient. Neither this report nor anything contained in it shall form the basis of or relied upon in connection with
any contract or commitment whatsoever. While reasonable care has been taken to ensure that the information contained herein is not untrue or
misleading at the time of publication, FSSL makes no representation as to its accuracy or completeness. Opinions expressed herein are subject
to change without notice and may differ or be contrary to opinions expressed by other subsidiaries or affiliates of FSSL as a result of using
different assumptions and criteria. Neither FSSL nor any officer or employee of FSSL accepts any liability whatsoever for any direct or
consequential loss arising from any use of this publication or its contents. FSSL and/or its affiliates may from time to time, perform investment,
advisory or other services for companies mentioned herein.
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