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China Power Generation Sector (NEUTRAL): Stabilizing earnings for
thermal, and short-term re-rating for hydro as the Mainland moves
from the dry to the high-water period

Event:

Listed power generation companies have all announced their 1H10 results. For the Mainland power generation sector
as a whole, net profit (excl. non-recurring gains and losses) increased 20.8% YoY in 1H10 (thermal: +16.3% YoY;
hydropower: +24.9% YoY) and 16.3% YoY in 2Q10. Net profit of hydropower generation surged 87.7% QoQ on
increased seasonal earnings, while thermal power declined 6.5% YoY (+3.7% QoQ) due to rising coal prices. By region,
thermal power plants in coastal areas fared better, while those in other areas continued to be weak. 3Q10E data
appears less than satisfactory on a YoY basis based on pre-announcements of some companies, but will likely
continue to rise QoQ.

Comment:

7

« Stabilizing thermal profit and seasonal surge of hydropower profit. In 1H10, the Mainland power
generation sector posted net profit (excl. non-recurring gains and losses) of Rmb7.92bn (+20.8% YoY), including
thermal profit of Rmb5.52bn (+16.3% YoY). After restructuring of major assets in Sep 10, Yangtze Power’s
hydropower generation posted net profit of Rmb2.06bn (+24.9% YoY), and its power grid booked net profit of
Rmb340m (+107.4% YoY) driven by the resumption of demand. In 2Q10, the power generation sector logged net
profit of Rmb5.16bn (+16.3% Y0Y). In particular, earnings growth rates for the three sub-sectors were: (i) thermal:
-6.5% YoY; (ii) hydropower: +62.1% YoY; and (iii) power grid: +79.2% YoY. From a trend perspective, sector
earnings rebounded after falling to a low level in 4Q09. Thermal earnings remained relatively stable (+3.7%
QoQ). Hydropower earnings surged 87.7% QoQ due to seasonal factors, while power grid shot up 451.5% QoQ
due to rebounding demand and higher self-sufficiency.

< Returning demand helped offset coal price hikes, with thermal earnings rising 6.5% YoY and
3.7% QoQ. Excluding non-recurring gains and losses, the thermal sub-sector recorded 2Q10 net profit of
Rmb2.81bn (-6.5% YoY). Although the sub-sector’s 2Q10 revenue surged 38.6% YoY on rebounding demand, a
2.4ppt decline in gross margin resulted in weaker profitability. 2Q10 revenue rose 3.8% QoQ. Given the slight
fluctuation of coal prices during the period, gross margin was 12.4% (basically flat vs. 1Q10). Excluding
non-recurring gains and losses, 2Q10 net profit rose 3.7% Qo0Q.

« Coastal thermal plants posted better results than their inland peers. In 2Q10, gross margin rose
in about half of the Mainland provinces and declined in the rest. Xinjiang, Zhejiang, Inner Mongolia, Beijing,
Liaoning and Guangdong saw relatively higher gross margins, while Tianjin, Hunan, Anhui, Hubei and Shanxi
recorded negative gross profits. EPS changes were broadly in line with the rising and declining trends of gross
margins. Based on absolute EPS value, Inner Mongolia, Beijing, Guangdong and Zhejiang ranked at the
forefront with relatively higher gross margin, while Tianjin, Shanxi, Jilin, Heilongjiang, Shandong, Hunan,
Liaoning and Hebei suffered losses on the whole.

« 3Q10E outlook: Weak YoY growth and rebounding QoQ growth. Pre-announcements of 3Q10E
results by some listed power producers (2 hydro and 1 thermal expecting higher earnings; 2 forecasting a
turnaround; 1 warning of decrease; and 7 looking for continued losses) depicted not-so-bright prospects for the
industry. According to these pre-announcements, most companies will see some QoQ improvement in 3Q10E.
However, it should be noted that 2Q10 earnings had been quite low for most companies, resulting in a stronger
QoQ rebound than the industry average. By segment, thermal earnings will likely continue to rise QoQ as the
number of utilization hours is expected to remain unchanged in 3Q10E (subject to local governments’ efforts in
restricting intensive-energy consumption) and the recent downtrend in coal prices. Hydropower will see a
substantial QoQ earnings rebound due to seasonal factors as China transitions from the dry to high-water period.
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< NEUTRAL rating remains with focus on individual shares. We continue to rate the sector NEUTRAL,
as it is difficult to see what a reasonable earnings level is given the excessive reliance of sector profitability on
coal prices and electricity tariff adjustment (both in terms of timing and magnitude of adjustment). Under the
current market environment, we suggest focusing on:

e The short-term re-rating of hydropower generation brought about when moving from the dry to the high-water
period, such as Yangtze Power and Guiguan Electric Power;

e For thermal power plays, focus on Shenzhen Energy, Inner Mongolia MengDian HuaNeng, Guodian Power
and Jingneng Thermal Power, given undemanding valuations, high growth and financing. In Hong Kong, we
favor Huaneng Power (00902.HK).

Peers’ comparisons - China Power Generation Industry

Price PER (x) PEG (x) P/B (x) Yield (%) ROE (%)
Company (HK$) 09 10E 11E 09-11E 10E 10E 10E
Hong Kong - average 13 16 12 1.2 1.1 2.7 7
CR Power (00836.HK) 17.08 14 14 12 15 1.9 2.3 14
Huaneng Power (00902.HK) 4.68 10 12 12 NA 1.1 43 9
Datang Int'l (00991.HK) 3.20 20 18 13 0.9 11 2.8 7
China Power (02380.HK) 1.66 10 14 11 NA 0.6 2.7 4
Huadian Power (01071.HK) 1.85 9 21 13 NA 0.7 1.5 3

Source: Respective companies, Bloomberg, CSI
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Disclaimer

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any
securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained in this report
has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited) ("CSBHK") from sources that it believes
to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this report are based on such
information and are expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any other person as to its accuracy
or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of CSBHK as of the date of this report only
and are subject to change without notice. Neither CSBHK nor its parent and affiliates accept any liability whatsoever for any direct or consequential loss arising
from any use of material contained in this report or otherwise arising in connection therewith.

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this research report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (ii) that no part of his or her recommendation was, is or
will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this report.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income from any
investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures results. This report
does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected to make their own
investment decision without relying on this publication. Before acting on any advice or recommendation in this report, clients are recommended to consider
seeking professional advice.

CSBHLK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or issuance of this
report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this report; and (2) have
provided significant advice or investment services to the companies referred to in this report. One or more directors, officers and/or employees of CSBHK, its
parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report.

If this report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for distribution.
Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require further information. This
report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and neither CSBHK, its parent, its affiliates, and
their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from their use of this report or its
content.

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this report is not
permitted under the applicable laws or regulations of such places.

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All rights are
reserved.

Regulatory disclosures
(] No part of the analyst compensation was, is or will be directly related to the specific recommendations or views contained in this research report.

° CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation
to securities have no disclosable financial interests in the stocks reviewed in this research report.

° CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation
to securities have not received compensation from or mandated for investment banking services in the past 12 months to listed corporations whose
stocks are being reviewed by CSBHK in this research report

° CSBHK and each its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation to
securities do not have an individual employed by or associated with them serving as an officer of the listed corporation whose stocks are being
reviewed by CSBHK in this research report

(] CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation
to securities are not market makers in the stocks reviewed by CSBHK in this research report.

° Further information on the securities discussed in this report is available upon request.

Investment rating system

Performance of stock or sector relative to MSCI-China Index over next 6 months after research publications

Rating Remark
Buy Relative performance over MSCI-China Index >20%
Overweight Relative performance over MSCI-China Index 5% ~ 20%
Stock rating Hold Relative performance over MSCI-China Index -10% ~ 5%
Sell Relative performance over MSCI-China Index > -10%
NR Not rated
Outperform Relative performance over MSCI-China Index >10%
Sector rating Neutral Relative performance over MSCI-China Index -10% ~10%
Underperform Relative performance over MSCI-China Index > -10%
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