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BEIJING DATANG POWER GENERATION CO. LTD.




Advancing beyond Our Power Base

Beijing Datang Power has advanced a major step during 2003. The Company has
substantially enhanced its profitability through producing more on-grid electricity.
Its total installed capacity has jumped 1,640 MW to 7,810 MW. The Company has
expanded its operations beyond the Beijing-Tianjin-Tangshan area, now with power
plants situated in Hebei Province, Shanxi Province and Inner Mongolia Autonomous
Region. There are also new projects in other parts of China: west to Gansu,
southwest to Yunnan, east to Zhejiang, and south to Guangdong. Meanwhile, the
Company has advanced beyond its coal-fired base of power generation while taking
dual emphasis on coal-fired generation versus hydropower development. By prudently
pursuing hydropower projects, the Company has been proactively deploying its
sustainable development strategy.

In many aspects, 2003 was a year during which Beijing Datang Power has advanced
beyond its “power base”. The Company will continue to extend its capabilities,
striding towards the goal of becoming China’s leading power generation company
with an international reputation.
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Company
Profile

Fundanwontal Sieotions

Beijing Datang Power Generation Company Limited (“Beijing Datang Power” or
the “Company") was incorporated as a joint stock limited company and registered
with the State Administration for Industry and Commerce of the People’s Republic
of China (the "PRC") on 13th December 1994, and transformed to a Sino-foreign
joint stock limited company on 13th May 1998. As at 31st December 2003, the
. registered capital of the Company amounted to approximately Rmb5.163 billion,
I with total assets of the Company and its subsidiaries amounting to approximately
Rmb35.544 billion.

Beijing Datang Power was listed in Hong Kong and London on 21st March 1997,
raising proceeds of approximately Rmb3.7 billion with the issue of approximately
1.431 billion H shares. in 2001, the Company’s American Depositary Receipts
(ADRs) was approved for trading in the U.S. over-the-counter market. In September
2003, the Company issued 5-year US Dollar convertible bond of US$$153.8 miltion.

Business it Brief

ks one of ihse largest independent power producers in China, Beijing Datang
aged in the development and operation of power plants, the sale
the ‘repair and maintenance of power equipment and power-

ices. Toiat installed capacity amounted to 7,810MW as at




Strengthening Our Operation Scale and Capacity

Beijing International  Hebei Construction China Datan Holders of Tianjin Jinneng
Power Development and Investment Cor orationg H Shares investment
Investment Company Company P Company
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L 400% b f00% . C0%
Dou He Gao Jing f Xia Hua Yuan Zhang Jia Kou
Power Plant Power Plant ‘ Power Plant Power Plant
(1,550MW) (600MW) | (400MW) (2,400MW)
I
75% 50% P043% 20% :
Tianjing Datang Inner Mongolia i Hebei Huaze Shanxi Datang
Panshan Datang Tuoketuo ‘ Hydropower Shentou
Power Generation Power Generation Development Power Generation
Company Limited Company Limited Company Limited Company Limited
(1,200MW) (3,600MW) 1 (20MwW) {(1,000MW)
; T |
| 20% z: 72% | 5%
Shanxi Datang 1 Yunnan Datang 1 Gansu Datang
Yungang Thermal Power | Honghe Power Generation i Liancheng Power Generation
Company Limited ; Company Limited . Company Limited
(440MW) 3 (600MW) (600MW)
A |
L ~O t - P 4 £
Hebei Datang Yunnan Datang Yunnan Datang Chongging Datang
Tangshan Thermal Power Lixianjiang Hydropower Nalan Hydropower Pengshui Hydropower
Company Limited Development Development Development
(600MW) Company Limited Company Limited Company Limited
(579MW) (150MW) (1,750MwW)

Note 1 : Formerly known as Shanxi Datang Pingwang Thermal Power Company Limited and has been renamed to
Shanxi Datang Yungang Thermal Power Company Limited on 11th December 2003.

Note 2:  Apart from the above-mentioned companies, the Company has also commenced some preparation work
on certain preliminary projects in the provinces of Guangdong, Fujian, Jiangsu and Zhejiang.
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Philosophy

m To become a first-rate power generation company

Our Corporate Values
® Team spirit, results-oriented and pursuit of excellence

Our Mission

~in China with an international reputation




Major
Fvents
N 2003
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Aug
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Leading international rating agency Standard & Poor’s
re-affirmed the Company’s BBB long-term credit rating.
The outlook for the rating was “stable”.

Beijing Datang Power ranked fourth among 43 power
generation entities in 2002 in terms of reliability
indicators for 100MW-800MW coal-fired units analysed
by province and independent power generation
companies, according to Electricity Reliability
Management Report (Issue No.122) published by the
Electricity Reliability Management Centre. Analysed by
capacity, Beijing Datang Power ranked fifth among
100MW units, first among 125MW units, second among
200MW units, seventh among 300MW units and fourth
among 600MW units.

Inner Mongolia Datang Tuoketuo Power Generation
Company Limited Unit 1 (600MW) commenced
operation.

Inner Mongolia Datang Tuoketuo Power Generation
Company Limited Unit 2 (600MW) commenced operation.

The Yunnan Branch of Beijing Datang Power was
established, representing an important move of Beijing
Datang Power to commence management functions in
relation to project development, construction and
operation in Yunnan in response to requirements from
the Company's power generation projects in Yunnan.

Feasibility study report on Yunnan Datang Honghe
Power Generation Company Limited was approved by
the National Development and Reform Commission by
virtue of the document Fa Gai Neng Yuan {2003] 960.
The project was a continuation of the project for
domestically made clean-coal power generation
technology for large-scale circulating fluidised bed, with
an installed capacity of 2x300MW.

Beijing Datang Power moved up one spot from the
Previous Year to 48th in the ranking of PRC Listed
Companies 2003 announced by Fortune.

Beijing Datang Power successfully completed the issuance
of US$153.8 million five-year convertible bond, which
was the first convertible bond international offering by
a Chinese H-Share company since 1997 and the first
public financing exercise conducted in overseas capital
markets by a Chinese power company since 1999,

Shanxi Datang Yungang Thermal Power Company Limited
Unit 1 (220MW) commenced operation.

Shanxi Datang Yungang Thermal Power Company Limited
Unit 2 (220MW) commenced operation.

e o it
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Distribution of
the Company’s
Power Plants

1 Gao Jing Power Plant

[2. Dou He PowerPlant

(3. Zhang Jia Kou Power Plant
[4. Xia Hua Yuan Power Plant

Major Povwer Generation Companies Owned by Beijing
Datang Power with Controlling Interests:

O Tianjin Datang Panshan Power Generation Company
Limited (“Datang Panshan Power”)

O Inner Mongolia Datang Tuoketuo Power Generation
Company Limited (“Datang Tuoketuo Power”)

O Hebei Huaze Hydropower Development Company Limited
("Datang Fengning Hydropower")

O Hebei Datang Tangshan Thermal Power Company Limited
(“Datang Tangshan Thermal Power”)

O Shanxi Datang Shentou Power Generation Company
Limited (“Datang Shentou Power"”)

O Shanxi Datang Yungang Thermal Power Company Limited
(“Datang Yungang Thermal Power”)

O Gansu Datang Liancheng Power Generation Company
Limited (“Datang Liancheng Power")

O Yunnan Datang Honghe Power Generation Company
Limited (“Datang Honghe Power")

O Yunnan Datang Lixianjiang Hydropower Development
Company Limited (*Datang Lixianjiang Hydropower”)

C Yunnan DatangiNaIan Hydropower Development Company
Limited (“Datahg Nalan Hydropower")

O Other Preliminary Projects




'Zhéng Jia Kou Pwer Plant

-,

atang Taﬁgshan Thermal Power

| Power

Datang Honghe Power

* Datang Natan Hydﬁppower




Financial and
Operating Highlights

(Amounts expressed in millions of Rmb)

For the year ended 31st December 1999 2000 2001 2002 ALlE
Operating revenue 5,220 5,694 6,550 8,018 o3
Profit before taxation 1,874 2,070 2,146 2,010 2
Taxation (624) (695) (714) (672) T
Profit after taxation 1,250 1,375 1,432 1,338
Minority interests — — 6 67 &
Net profit 1,250 1,375 1,438 1,405 2%
Note:
No analysis of turnover by geographical location
has been prepared as 100% of turnover comes
from the PRC, and no cantribution to profit from
any of the geographical location is substantially
out of line with normal ratio of profit to turnover.
Conselidated Balanes Sheets
As at 31st December 1999 2000 2001 2002 s
Total assets 16,208 16,986 23,190 26,820
' Total liabilities (4,103) {6,652) (8,808) {11,533)
i Minority interests (240) (403) (530) (908)
Shareholders’ equity 11,865 12,931 13,852 14,379 Sk




(Amounts expressed in millions of Rmb)
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To all shareholders:

2003 saw Beijing Datang Power advance
much beyond its “power base”. A year of
leapfrogging growth thanks to its unwavering
focus on development and profitability. A
year during which the Company achieved
encouraging results in production, operations
and construction, securing rapid growth and

enhancing its integral capabilities.




As at 31st December 2003, consolidated total assets of the Company and its subsidiaries
amounted to approximately Rmb35,544 million, an increase of approximately Rmb8,724
million over 2002 (the “Previous Year”). The gearing ratio was 52.28%. Consolidated

operating revenue amounted to approximately Rmb9,951 million, an increase of 24.10%
over the Previous Year. Consolidated net profit amounted to approximately Rmb 1,812 million,
an increase of 28.99% over the Previous Year. Basic earnings per share was approximately
RmbQ.35, an increase of RMB 0.08 over the Previous year. Total installed capacity of the
Company and its subsidiaries amounted to 7,810MW.

In 2003, the Company continued to maintain a high level of safe production with an overall
equivalent availability factor of 93.30%. Power generation by the Company increased by
approximately 28 44% growth over the Previous Year. Coal consumption rate was
approximately 356.5 gm/kWh, a decrease of approximately 3.75 gm/kWh over the Previous
Year. Weighted self-consumption rate was approximately 6.18%, a decrease of 0.49
percentage-point compared to the Previous Year.

China‘s national economy maintained a continued, healthy and rapid growth in 2003,
progressing smoothly towards the macro-economic objective of attaining moderate affluence.
As such, China is expected to sustain rapid economic growth for a considerable period of
time ahead, and power consumption is also expected to maintain substantial growth in
tandem. National supply and demand of power in 2003 was characterised by overall shortage
in supply and serious undersupply in certain regions, as opposed to the past scenario of
overall balance despite shortage in selected regions. Given the pace of economic growth
and the construction period required for power plants, power supply is expected to remain
stretched in 2004, presenting a unique opportunity on which the Company will capitalise
to facilitate further business expansion.

In 2004, the Company intends to pursue rapid, sustainable growth and swift enhancement
of integral capabilities as strategic goals; to fulfil the objective of enhancing shareholders’
value and maximising profitability; to focus on competitiveness domestically and abroad; to
provide quality assurance by introducing innovations to internal systems, mechanisms and
management methods; to operate on the basis of capacity expansion and the provision of
high-quality and safe power supply to the public; and to gear up fully for rapid, sustainable
development through the development, construction and operation of environment-friendly
power plants utilising new forms of energy and technologies. All in all, we intend to build
the Company into a large, technologically advanced and high-growth generation company
with outstanding cost efficiency and cross-region, multi-faceted developments.




To achieve rapid, sustainable development and swift enhancement of integral capabilities, the Company
must develop new power generation projects in other regions nationwide in which we enjoy advantages
in terms of cost, market share and government policies, while consolidating its position in the Beijing-
Tianjin-Tangshan (“BTT") Area. To improve its ability for sustainable development, the Company must
also actively develop hydropower projects in addition to its focus on coal-fired power, so as to secure a

more balanced structure in power generation. In particular, hydropower projects of
medium scale or above at reasonable costs should be developed in regions where
rich hydro resources can pe located.

To effectively enhance shareholders’ value and maximise profitability, the Company
must exercise prudence in the development of new projects or in the acquisition of
existing power plants to ensure protection for the interests of existing shareholders.
Expansion moves should proceed in an appropriate pace, and stringent cost
management should be exercised to ensure sound financial conditions and minimise
financial risks at all times.

To enhance market competitiveness at home and abroad, the Company must step up approval procedures
and construction works of its projects to capitalise on the relatively lower finance and equipment costs
prevailing at the moment. Reductions in the Company’s long-term operating costs should be sought
through cost controls over construction works, thereby minimising market risks.

To introduce innovations to internal systems, mechanisms and management methods, advanced
management thinking and philosophies must be reflected in every single task to solidify management
initiatives and improve management systems. Management should be people-oriented, with due focus
on equipment management and human resource development. A mechanism for universal staff training
should be developed, as are mechanisms for professional training and incentives for outstanding employees.

To provide high-guality and safe power for the public, the Company must develop, construct and operate
environment-friendly power plants by utilising new forms of energy and technologies as a means to
secure safe on-grid power supply.




Meanwhile, the Company will continue to count on investors for their views and opinions and will
endeavour to seek effective communication with shareholders, so as to achieve high management
effectiveness and transparency. We will enhance our efforts in communicating to the market in various
forms, so as to cultivate the Company’s influence in the market, in an endeavour to uphold its positive
image and procure continued growth in shareholders’ value.

Last but not least, may | express sincere gratitude to all shareholders, institutions concerned and associates

of the Company for their trust and support in the past.

Zhai Ruoyu
Chairman

17th March 2004
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‘Management Discussion

and Analysis

®

Operating Environment

China continued to enjoy steady economic growth in 2003 (the "Year”) with its
national GDP growth rate of approximately 9.10%. Power consumption
increased by 15.40% over the Previous Year nationwide in tandem with surges
in power demand driven by domestic economic growth. Medium-to-large-scale
industries remained the major driving force behind the growth in power demand,
while consumption of residential and commercial sectors was also on the rise.

Currently, electricity generated by the Company and its subsidiaries is transmitted
to the Beijing-Tianjin-Tangshan (the “BTT ”) Power Grid. Sales of electricity in
the BTT Area during the Year are analysed as follows:

Others Others

m&/so?f, 6%,
Residential ‘ Residential - ‘
15.54% ’ %’ /

Agricultural {4:54% See \'\\\ Agricultural (4% ~~- .
) N . \
-‘11.50%// 61.92% Industrial u%/ - 64% ° Industrial
i L
Commercial & Commercial

2002 2003

Business Review

Consalidated operating revenue of the Company and its subsidiaries for the
Year was approximately Rmb9,951 million, representing an increase of
approximately 24.10% as compared to the Previous Year. Consolidated net
profit of the Company and its subsidiaries was Rmb1,812 million, representing
an increase of approximately 28.99% as compared to the Previous Year. Basic
earnings per share was approximately Rmb0.35, representing an increase of
approximately Rmb0.08 per share as compared to the Previous Year.

Total power generation of the Company and its subsidiaries during the Year
increased by 28.44% over the Previous Year. During the Year, the subsidiaries’
power generation units with total capacity of 1,640MW were put into operation,
laying solid foundations for the Company’s ongoing development.

1.  Production
As at 31 December 2003, the installed capacity (managed capacity) of
operating units owned by the Company and its subsidiaries was 7,810
MW, Total power generation of the Company and its subsidiaries for the
Year amounted to approximately 41.196 million MWh, representing an
increase of approximately 28.44% over the Previous Year. Total on-grid
electricity amounted to approximately 38.651 million MWh, representing
an increase of approximately 29.11% over the Previous Year. The increase
in power generation and on-grid electricity was mainly attributable to: (1)




the continuous increase in power demand - the natignwide power
consumption increased by approximately 15.40% for the Year;
(2) the increase in power generation capacity - with four units put
into operation during the Year, the installed capacity managed by
the Company and its subsidiaries increased by 1,640 MW over
the Previous Year; (3) safe and stable operation of existing units at
high operating levels - the equivalent availability factor reached
approximately 93.30% during the Year; and (4) secured fuel supply
- the increase in power demand during the Year driven by
substantial economic growth had resulted in tension in coal supply.
Under these unfavourable conditions, the Company and its
subsidiaries proactively coordinated to further enhance effective
resource allocation; actively identified new sources of coal supply
and work closely with the mining and railway authorities. With
the adoption of these effective measures, the Company and its
subsidiaries have secured sufficient coal supply for their power
plants and ensured their normal operation.

Operating conditions of the Company’s major power plants during
the Year were as follows:

. The power generation of the Company’s bower plants,
namely Gao Jing Power Plant, Dou He Power Plant, Zhang
Jia Kou Power Plant and Xia Hua Yuan Power Plant, with a
total installed capacity of 4,950 MW, was approximately
30.104 million MWh during the Year.

*  The power generation of units 1 and 2 of Datang Panshan
Power , a subsidiary of the Company, with total installed
capacity of 1,200 MW, was approximately 7.204 million
MWh during the Year.

] The power generation of units 1 and 2 of Datang Fengning
Hydropower, a subsidiary of the Company, with a total
installed capacity of 20MW, was approximately 26 million
kWh during the Year.




. Units 1 and 2 (2x600 MW) of Datang Tuoketuo Power, a subsidiary of the Company,
were put into operation in June and July of the Year, respectively. The power generation
of these units for the Year was approximately 3.593 million MWh. The commissioning
of Units 1 and 2 coincided with the peak summer season. These units, being the only
new units in the BTT Power Grid when there was heavy power demand in summer,
played an important role in ensuring no power supply rationing in the BTT Grid area and
the city of Beijing during summer.

. Units 1 and 2 (2x220 MW) of Datang Yungang Thermal Power, a subsidiary of the
Company, were put into operation in November and December of the Year, respectively.
The total power generated by these units for the Year was approximately 269 million
kWh.

Certain operation statistics of the Company’s four wholly-owned power plants and several
subsidiaries for the five years ended 31st December 2003 are set out as follows:

Dou He Power Plant

1999 2000 2001 2002 2l

Installed capacity (MW) 1,550 1,550 1,550 1,550
Gross generation (MWh) 8,811,552 8,242,351 9,487,437 8,206,075
On-grid generation (MWh) 8,192,947 8,601,896 8,826,988 8,569,001

Available hours 8,053 8,395 8,274 8,338
Operating hours 6,769 7,414 7.211 7,354 PR
Utilisation hours 5,685 5,963 6,121 5,938
Capacity factor (%) 64.90 76.88 69.87 67.80
Load factor (%) 83.99 80.43 84.88 80.76
Equivalent availability factor (%) 9190 95.97 94.45 95.17 SR

Coal consumpticn per unit of
electricity delivered
(gm standard coal/kwh) 360 360 360 362 on




Gao ling Power Plant

1999 2000 2001 2002 2603
Installed capacity (MW) 600 600 600 600 820
Gross generation (MWh) 2,954,094 3,104,832 3,116,727 3,469,695 3,623,892
On-grid generation (MWh) 2,650,945 2,795,874 2,803,954 3133434 3,277,718
Available hours 8,340 8,341 7,966 8,384 8,248
Operating hours 6,878 7,291 7,21 7,751 7,859
Utilisation hours 4,923 5175 5,195 5,783 €.042
Capacity factor (%) 56.20 58.91 59.30 66.02 52.98
Load factor (%) 71.58 70.97 72.04 7461 75.5C
Equivalent availability factor (%) 95.10 94.85 90.94 95.68 84.13
Coal consumption per unit of
electricity delivered
(gm standard coal/kWh) 407 406 405 404 404
Zhang Jia Kou Power Plant
1999 2000 2001 2002 2003
Installed capacity (MW) 1,500 2,100 2,400 2,400 2,400
Gross generation (MWh) 6,044,930 7,319,127 10,809,051 12,323,686 13,804,780
On-grid generation (MWh) 5,715,376 6,885,949 10,132,866 11,623,376 13,155,88¢
Available hours 6,619 7,937 7,910 8,155 8,115
Operating hours 5,638 6,658 7,107 7,313 7,865
Utilisation hours 5,343 4,550 4,855 5,135 5,74
Capacity factor (%) 60.99 51.80 55.42 58.62 £6.14
Load factor (%) 70.13 6834 68.31 70.22 73.68
Equivalent availability factor (%)  95.20 90.60 91.16 93.02 92.46
Coal consumption per unit of
electricity delivered
(gm standard coal/kWh) 351 349 347 346 346
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Xia Hua Yuan Powver Plant

1999 2000 2001 2002 A
Installed capacity (MW) 400 400 400 400 &2
Gross generation (MWh) 2,628,738 2,662,483 2,733,054 2,698,145
On-grid generation (MWh) 2,438,835 2,466,796 2,532,995 2,519,993
Availabte hours 8,075 8,518 8,139 8,476
Operating hours 7,469 7,764 7,757 7,742
Utilisation hours 6,572 6,656 6,833 6,745
Capacity factor (%) 75.02 75.77 78.00 77.00
Load factor (%) 88.00 - 85.73 88.09 87.12
Equivalent avallability factor (%)  92.20 96.97 92.91 96.75
Coal consumption per unit of
electricity delivered
(gm standard coal’kWh) 383 382 382 382
Datang Panshan Power
1999 2000 2001 2002
Installed capacity (MW) - - - 1,200
Gross generation (MWh) - - - 4,354,875
On-grid generation (MWh) - - - 4,068,694
Available hours - - - 6,469
Operating hours - - - 5,432
Utilisation hours - - - 4615
Capacity factor (%) - - - 52.68
Load factor (%) - - - 84.96
Equivalent availability factor (%) - - - 93.08
Coal consumption per unit of
electricity delivered
{gm standard coal/kwWh) - - - 349




Datang Tucketuo Power

1999 2000 2001 2002 2303
Installed capacity (MW) - - - ~ 1,200
Gross generation (MWh) - ~ - ~ £,593,18¢8
On-grid generation (MwWh) - - - ~ 3,355,424
Available hours - - - - £,578
Operating hours - - - - £,594
Utilisation hours - - - - 3302
Capacity factor (%) - - - - 3841
Load factor (%) - - - - 7548
Equivalent availability factor (%) - - - - 2370
Coal consumption per unit of
electricity delivered
{gm standard coalfkwh) - - - - 349

Notes:

(m Units 1 and 2 of Datang Tuoketuo Power commenced operation on Sth June 2003 and 29th Jjuly 2003,

respectively.

2) Units 1 and 2 of Datang Yungang Thermal Power commenced operation on 11th November and 13th

December 2003, respectively, and achieved power generation of 268,583 MWh during the Year.

(3)  The two hydropower units (20MW) at Datang Fengning Hydropower contributed an annual power
generation of 25,546 MWh.

While endeavouring to increase power

generation, the Company also put a strong 433,(!3%&@;“&@'
OmURRr SRR TR

emphasis on the implementation of
environmental protection improvement projects
in accordance with relevant environmental
protection requirements of the State. The focus
of the Company's environmental protection
measures during the Year was desulphurisation.

Currently, the overall desulphurisation plan for
Zhang Jia Kou Power Plant has been confirmed, while tendering of the 3,800MW
desulphurisation projects for a total of 12 boilers at Dou He Power Plant, Gao Jing Power Plant
and Datang Tangshan Thermal Power have also been completed. Amongst these, the
desulphurisation projects at Dou He Power Plant and Datang Tangshan Thermal Power have
already commenced, while the design of the desulphurisation project plan for Gao Jing Power
Plant has been approved and ready for commencement. The Company invested a total of
approximately Rmb100 million in environmental protection projects during the Year.
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The Company and its subsidiaries approved a total of 175 technological upgrade projects,
with a total investment of approximately Rmb320 million, with a view to improving the safety
standards, reliability, environment-friendliness and economic viability of its equipment.

Major projects included:

Moadification of the steam circulation systems for Units 1, 2, 3 and 4 at Gao Jing Power Plant;
DCS maodification for Units 7 and 8, modification of the steam circulation systems for the
medium- to high-pressure tank of Unit 7 and modification of the ash disposal systems for
Units 5-8 at Dou He Power Plant; modification of the electric dust remover for Unit 4 and NCS
modification for the network control system at Zhang lia Kou Power Plant; and DCS modification
for Unit 3 at Xia Hua Yuan Power Plant.

Operational Management

The Company and its subsidiaries achieved consolidated operating revenue of approximately
Rmb9,951 million during the Year, representing an increase of approximately 24.10% over
the Previous Year. The increase in operating revenue was mainly attributable to the increase in
on-grid electricity by the Company and its subsidiaries.

During the Year, the Company and its subsidiaries achieved consolidated net profit of
approximately Rmb 1,812 million, representing an increase of 28.99% as compared to the
Previous Year.

The substantial increase in the consolidated net profit of the Company and its subsidiaries for
the Year was mainly attributable to the increase in the on-grid electricity of the Company and
its subsidiaries, as well as the continued stringent cost control measures, the implementation
of rigorous economic-target accountability system and diligent verification of financial budgets
adopted by the Company and its subsidiaries. With the increase in power demand, coal supply
was tight and fuel prices were on the rise throughout the Year. Under such unfavourable
conditions, in addition to the measures taken to ensure stable coal supply, the Company and
its subsidiaries also made appropriate adjustments to the structure of power generation. With
the two 600 MW generation units of Datang Tuoketuo Power with lower fuel operating costs
put into operations and other measures taken, the Company was able to control the fuel
price increase within a relatively low level. Meanwhile, the Company and its subsidiaries
continued to implement effective energy conservation measures and improve the operating
efficiencies of its generating units which resulted in coal consumption rate being 3.75 gm/
kWh lower than that of the Previous Year, while weighted average self consumption rate of
the plants dropped by approximately 0.49 percentage-point as compared to the Previous
Year. Accordingly, the unit fuel cost of the Company and its subsidiaries’ generating units
were reduced by approximately Rmb3.33 / MWh as compared to the Previous Year.

During the Year, the Company successtully issued 5-year convertible bonds amounting to
US$153.8 million at an annual coupon interest rate of 0.75%, reflecting the Company’s strong
financing ability.




Business Expansion

The construction projects of the Company and its subsidiaries progressed smoothly during the
Year. Two 600 MW units (a total of 1,200 MW) of Datang Tuoketuo Power and two 220 MW
units (a total of 440 MW) of Datang Yungang Thermal Power were put into operation during

the Year. Breakthroughs were achieved in both construction and pre-construction projects to

ensure continued growth in the production capacity of the Company and its subsidiaries.

Major business expansion of the Company and its subsidiaries is as follows:

(1) Units 1 and 2 (2x600 MW) of Datang
Tuoketuo Power were put into operation
in June and July, respectively, during the
Year. The interval of 50 days between the
commissioning of the two units set a new
record for similar units in North China area.

(2) Units 1 and 2 (2x220 MW) of Datang
Yungang Thermal Power were put into

operation in November and December of

the Year, respectively. It took less than 20 months for the two units to start generating

power since the commencement of their foundational works, setting a new record of

construction progress for large-scale domestic direct air-cooling units in cold regions.

(3) The construction works of the Company’s subsidiaries progressed smoothly during the

year:

Units 3 and 4 (2x600 MW) of Datang Tuoketuo Power are under construction and
scheduled to put into operation in 2004,

Unit 1 of the technological upgrade project (2x300 MW thermal power units) of
Datang Tangshan Thermal Power was put into operation in the first quarter of
2004, and Unit 2 is expected to be put into operation in the fourth quarter of
2004.

The two 500 MW units of Datang Shentou Power are under construction, and the
first unit is expected to start generating power in 2004,

The two 300 MW units of Datang Liancheng Power are under construction, and
the first unit is expected to start generating power in 2004.

Datang Honghe Power has obtained approval from the National Development and
Reform Commission (“NDRC") for its construction commencement report of the
two 300 MW coal-fired units. Official construction is scheduled to begin in 2004,

Pre-construction works progressed effectively, of which:

Preparations for the construction of Units 5 and 6 of Datang Tuoketuo Power are
underway and the project proposal has been submitted to NDRC for approval.
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. The construction commencement report for the development, construction and
operation of Yunnan Nalan Hydropower Project (3x50 MW hydropower units) by
Datang Nalan Hydropower has been approved by Yunnan Provincial Planning and
Development Commission.

J The construction commencement report for Yayangshan Hydropower Project (2x50
MW), to be developed, constructed and operated by Datang Lixianjiang Hydropower
has obtained approval from the Yunnan Provincial Planning and Development
Commission. Preparations for construction for power stations in Longma, Jufudu,
Gelantan and Tukahe along Lixianjiang are underway.

. The development right for Zhejiang Wushashan Power Generation Project located
in Wushashan of Zhejiang Province has been obtained in the Year. Preparations for
the construction of four 600 MW coal-fired units are underway.

. Datang Pengshui Hydropower, invested by the Company and other shareholders,
was established on 28 August 2003 to construct five 350 MW hydropower units
in the downstream area of Wujiang, Pengshui County, Chongging City. Preparations
for the construction are underway.

The Company has also started preliminary development works in areas where there is

the market advantage, such as Guangdong, Fujian, Zhejiang and Jiangsu provinces.

While actively expanding its business, the Company also put a lot of efforts in ensuring
high quality of its construction projects which is the cornerstone of smooth operation of
the units and market competitiveness in the future. At the beginning of 2004, Units 7
and 8 of Zhang lJia Kou Power Plant and Unit 1 of Datang Panshan Power won the silver
award of The Nation's Best Quality Projects 2003 from The Nation's Quality Projects
Awards Assessment Committee.

Financial Analysis

(1) Operating Results

The Company and its subsidiaries achieved consolidated net profit of approximately Rmb1,812
million representing an increase of approximately 28.99% over the Previous Year. Basic earnings
per share was approximately Rmb0.35, representing an increase of approximately Rmb0.08
per share over the Previous Year.

. Operating revenue: consolidated operating revenue of the Company and its subsidiaries
for the Year amounted to approximately Rmb9,951 million, representing an increase of
approximately 24.10% over the Previous Year. The increase in consclidated operating
revenue was mainly resulted from increase in on-grid electricity.




. Operating costs: consolidated operating costs of the Company and its subsidiaries for
the Year amounted to Rmb6,795 million, representing an increase of approximately
21.76% over the Previous Year. Among this, fuel costs amounted to approximately
Rmb3,165 million, 23.82% highef as compared to the Previous Year. Increase in fuel
costs was mainly resulted from the increase in on-grid electricity. However, unit fuel cost
for the Year was lowered by approximately Rmb3.33/MWh, which was caused by the
commissioning of large units with larger capacities, lower consumption rates and lower
costs. Depreciation of fixed assets for the Year increased by approximately 18.87% as
compared to the Previous Year mainly because of additional depreciation of Datang
Panshan Power Unit 2 for additional half-year and the generation units of Datang
Tuoketuo Power and Datang Yungang Thermal Power which were put into operation
during the Year.

. Finance costs: finance costs for the Year decreased by approximately 31.72% as compared
to the Previous Year, which was mainly attributable to a reduction of fair value loss for
interest rate swap by approximately Rmb187 million as compared to the Previous Year.

(2} Financial Position

As at 31 December 2003, total consolidated assets of the Company and its subsidiaries
amounted to approximately Rmb35,544 million, representing an increase of approximately
Rmb8,724 million over the Previous Year. Total consolidated liabilities amounted to
approximately Rmb 18,582 million, representing an increase of approximately Rmb7,049 million
over the Previous Year. Minority interests amounted to approximately Rmb1,241 million,
representing an increase of approximately Rmb333 million over the Previous Year. Shareholders’
equity amounted to approximately Rmb15,721 million, representing an increase of
approximately Rmb1,342 million over the Previous Year. The increase in total assets mainly
resulted from the implementation of the expansion strategy by the Company and its subsidiaries
and the corresponding increase in investments in construction-in-progress.

() Liquidity

As at 31 December 2003, the asset-to-liability ratio (i.e. the ratio between total liabilities and
total assets, excluding minority interests) for the Company and its subsidiaries was approximately
52.28%. The net debt-to-equity ratio (i.e. (total loans + convertible bond - cash and cash
equivalents - bank deposits - quoted securities) /shareholders” equity) was approximately
61.07%.

As at 31 December 2003, total cash and cash equivalents and bank deposits with a maturity
of over 3 months of the Company and its subsidiaries amounted to approximately Rmb5,428
million, among which the equivalent of approximately Rmb2,035 million was in foreign
currencies. The Company and its subsidiaries had no entrusted deposits or overdue fixed
deposits during the Year.




As at 31 December 2003, short-term loans of the Company and its subsidiaries amounted to
approximately Rmb2,861 million which bore annual interest rates ranging from 2.88% to
4.78%. Long-term loans (excluding those due within 1 year) amounted to approximately
Rmb10,306 million and long-term loans due within 1 year amounted to approximately Rmb829
million at annual interest rates ranging from 1.30% to 5.76%, of which an amount equivalent
10 approximately Rmb2,776 million was denominated in United States Dollars. The convertible
bond was denominated in United States Dollars and equivalent to an amount of Rmb1,032
million. The Company and its subsidiaries pay regular and active attention to foreign exchange
market fluctuations and constantly assess foreign currency risks.

As at 31 December 2003, former North China Power Group Company ("NCPGC”, currently
known as North China Grid Company Limited) and some minority shareholders of Company's
subsidiaries provided guarantee for the loans of the Company and its subsidiaries amounting
1o approximately Rmb6,096 million. The Company had not provided any guarantee in whatever
forms for any other company apart from its subsidiaries.

Performance of the Company’s Shares and Investor Relations
Beijing Datang Power was a favourite counter in the stock market as investors bought on its
excellent operating results. Driven by strong investor interest, the share price of the Company
rallied in the secondary market throughout 2003 to close the year at HK$5.550, a historic
high since August 1997 and representing a P/E ratio of 21.79 times. The average share price
for the year was HK$3.666, representing a P/E ratio of 14.35 times.

Meanwhile, the Company duly impressed the market with its management and achievements,
bagging numercus awards from Euromoney, Finance Asia, Asiamoney and CFO, including
Best Corporate Governance in China, Best Managed Company in China, Best Investor Relations,
Best in Financial Management and Best Annual Report in China. The Company was named
among China‘’s Top 100 Listed Companies by Fortune and the World’s Top 250 Energy
Companies by Global Energy Business. It is particularly noteworthy that earlier in 2004, the
Company was named the Best Company in China for the Year by The Banker, an affiliate
publication of Financial Times. This award came through a process of preliminary screening
followed by selection among over 500 companies from 35 countries on the basis of poll
results as well as articulate and objective assessments. Only 29 companies representing 29
countries emerged as the final award winners for 2003, among which Beijing Datang Power
represented the only candidate from China.

Outlock for 2004

It is forecasted that China will continue to achieve steady economic growth in 2004. Nationwide
power consumption is expected to grow by approximately 12%. Tension in power supply
provides new business opportunities to the Company and its subsidiaries. The Company and
its subsidiaries will expand their business across the nation in addition to the continued
development in the BTT Area. The Company will actively develop, construct, operate and
manage large-scale power plants in various regions to expand its market shares nationwide
and to improve its ability to counteract against risks and pursue sustainable development.
NDRC has announced a new tariff policy, according to which the on-grid tariffs for electricity
sold to provincial or higher level power grids by coal-fired units were increased by Rmb7/
MWh (tax inclusive) from 1 January 2004. The previous year’s average tariff of the relevant




provincial power grid will be adopted as the tariff of the newly operating units. With the

implementation of the new tariff policy, and more new units being put into operation over the

years, the profitability of Company and its subsidiaries will increase steadily. On the other

hand, there are also unfavourable conditions in
2004: the increase in fuel prices and the
increasingly stringent environmental protection
requirements may affect the Company’s
profitability. The Company will further enhance
its management standards to overcome the
challenges of such adverse factors and achieve
competitive advantages in the future competitive
bidding power market. The Company’s work

focus in 2004 includes:

(1M

@)

(5)

Zhang Yi
President

17th March 2004

Actively pursue business expansion, continue pre-construction works and identify as
well as create development opportunities;

Actively identify different financing channels that would help lower the Company’s capital
costs and appropriately rationalise its capital structure to prepare for the future financing
requirements arising from the Company's rapid business expansion;

Continue to enhance its construction works to ensure Units 3 and 4 of Datang Tuoketuo
Power (2x600 MW), Units 1 and 2 of Datang Tangshan Thermal Power (2x300 MW),
Unit 1 of Datang Shentou Power (500 MW) and Unit 1 of Datang Liancheng Power (300
MW) will be put into operation in 2004, and also to strive to control project costs and
ensure project quality so as to provide solid foundations for enhancing the Company’s
competitiveness in future;

Improve the overall safety standard of all the generating units by enhancing scientific
and standardised production management, strengthening repair and maintenance, and
technical management with special emphasis on appropriate arrangements of overhaul
programmes to improve the quality of repair and maintenance works, and enhancing
maintenance of equipment to eliminate defects and hazards that might affect the safe
and stable operation;

Ensure fuel supply for the Company and its subsidiaries’ operating plants by enhancing
fuel management and procurement; optimising allocation of coal resources and railway
transport capacity; effectively handling external coordination with mining and rail
authorities; and organising deployment plans for coal; and

Enhance efforts in cost management and explore new sources for revenue and
opportunities for cost saving; and secure growth in sales revenue by increasing power
generation, raising tariffs and optimising on-grid electricity structures.
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It is specified in the Articles of Association of Beijing Datang Power that the General
Meeting shall be the supreme authority of the Company and that the Board of Direc-
tors and the Supervisory Committee shall be accountable to the General Meeting,
while the President shall be accountable to the Board of Directors. The powers and
obligations of the shareholders and the General Meeting, the Directors and the Board
of Directors, the Supervisors and the Supervisory Committee and the Company's
President have also been specified in the Articles of Association. Over the years, the
Company has sought to regulate its organisation and activities of the Company as
well as the rights and obligations between the Company and the shareholders and
among shareholders in accordance with the Articles of Association, resulting in a
gradual improvement in governance structure and smooth progress and develop-
ment of its operation and management.

I.  Shareholders and the General Meeting

On top of pursuing business expansion to secure sound economic benefits for
shareholders, the Company has also made major efforts towards the provision
of timely and accurate information on the Company's operation and manage-
ment to shareholders through various means. Annual General Meetings are
convened each year as required to determine the operating principles and in-
vestment plans of the Company; elect and replace Directors and Supervisors,
review the work of the Board of Directors and the Supervisory Committee; and
review the annual financial budgets, final accounts and profit distribution pro-
posals of the Company. Annual and interim results and reports are published
every year to provide details on the Company’s operations and the Directors
and to address the concerns of shareholders and investors. Relevant informa-
tion in respect of major decisions made by the Board of Directors and the Board's
implementation of resolutions made by the General Meetings are published for
shareholders’ information on a periodic basis in accordance with the Listing
Rules. The Company has also set up a department with dedicated staff to re-
ceive visitors, and to answer telephone enquiries at any time, as long as it com-
plies with the regulations concerned, through published contact numbers.
Meanwhile, a corporate website has also been launched where information on
the Company such as latest updates, track records and management organisation
could be found, with a view 1o giving shareholders and investors a comprehen-
sive understanding of the Company’s operations.

iI. The Board of Directors
The Company's Board of Directors currently consists of 14 Directors, including 4
Executive Directors, 8 Non-executive Directors and 2 Independent Directors,
among whom are technical or management experts in power generation, fi-
nancial experts and scholars.




It is specified in the Articles of Association that the duties of the Direc-
tors shall be to determine the business plans and investment proposals
of the Company; to formulate its annual financial budgets and final
accounts, profit distribution proposals and proposals for making up
losses; to determine the setting up of the Company’s internal manage-
ment organisation; and to lay down the Company's basic management
system. In 2003, the Board of Directors convened 9 meetings (including
board meetings in writing) and reviewed 39 proposals.

As of now, all Directors have been honouring their duties and obliga-
tions as directors with full dedication to procuring steady development
of the Company's business and establishing and protecting the
Company's fine reputation.

The Supervisory Committee

The Company’s Supervisory Committee is formed by three members,
including two shareholder representatives and one staff representative.
The shareholder representatives are subject to election and removal by
the General Meeting. The staff representative is subject to election and
removal by staff through democratic means. The Directors, the Presi-
dent and the Financial Controller of the Company may not act concur-
rently as Supervisors.

Being accountable to the General Meeting, the Supervisory Committee
performs its duties in accordance with the law to: inspect the finance of
the Company; exercise supervision in respect of any violations of the
law, administration regulations or the Articles of Association by the Di-
rectors, the President and other senior management officers of the
Company in the discharge of their duties; and verify financial informa-
tion to be submitted to the General Meeting by the Board of Directors
such as financial reports and profit distribution proposals. By attending
the Board of Directors meetings, the Supervisors are informed of the
bases on which decisions of the Board of Directors are made and whether
such bases are fair on a concurrent basis. The Supervisors also attend
meetings of the Audit Committee of the Board of Directors to exercise
joint supervision of the Company’s internal decision-making procedures
and to audit the performance and accountabilities of the auditors.

The Audit Committee

An Audit Committee has been set up under the Board of Directors of
the Company to assist the Board of Director in internal controls and
financial management. During 2003, the Audit Committee convened
two meetings to conduct conscientious audit of the Company’s interim
and annual results and related financial matters, as well as assessment
of the auditors” work.
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The President and the Management

Being accountable to the Board of Directors, the Company’s President is responsible for coordinat-
ing the work of the senior management and other staff of the Company in the implementation of
the Board of Directors’ decisions.

The Company published the Working Rules in 2003 to specify the Company’s internal work proce-
dures, the duties of the management and the manner in which significant management decisions
should be made, in a bid to enhance scientific operation by systematising and standardising the
Company's internal procedures. The President’s Office convenes meetings to study production and
operation management as well as coordinate the implementation of the Board’s decisions. The
major agenda of the meetings are: (1) to formulate the Company’s annual operation plans and
their implementation; (2) to study the Company's development strategy, medium- to long-term
ptanning and capital operation plans; (3) to formulate proposals for major investment and financ-
ing plans; (4) to study major construction projects and significant issues relating to power genera-
tion and operation; (5) to formulate the Company’s basic management system and rules and regu-
lations; (6) to establish and adjust the Company’s internal management systems and mechanisms
as well as its internal departments; and (7) to study significant issues in the Company's auditing.

As provided by the Work Rules, the President’s Office convenes meetings at least once a week to
procure timely solutions to issues arising from the Company’s daily operation.

Speciat Committees

The Company has set up a number of special committees to assist the President in decision-making
and complete various specific tasks in the Company’s operations. Currently the Company has 26
special committees, including:

The Budget Management Committee: The Committee is responsible for proposing annual ex-
penditure budgets of the Company, cost-control measures and budget adjustments. The President
and the Financial Controller of the Company act as the Director and the Deputy Director, respec-
tively, of the Budget Management Committee, while other committee members comprise senior
management staff and the heads of various financial departments. A Budget Preparation and Re-
view Task Group has been set up under the Budget Management Committee, comprising the
heads of various departments of the Company.

The Safe Production Committee: Safe production has always been emphasised as the corner-
stone to power generation, and the prime responsibility for safe production rests with the Presi-
dent. This Committee assists the President to make proposals relating to overall safety in the
Company’s operations, including safety for production, infrastructure, equipment and personal
safety. The President acts as the Director of the Committee, which comprises the Vice President
responsible for safe production and the heads of various departments.

The Steering Group for Fuel Supply: Responsible for assisting the President in the coordination
of fuel supply, maintaining communications with coal mines and rail operators and making propos-
als relating to fuel allocation.

The Steering Group for Energy Conservation: Responsible for assisting the President to coordi-
nate the Company’s energy conservation initiatives, setting major annual energy consumption bench-
marks, as well as reviewing and supervising the implementation of energy conservation planning
and measures.
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The Steering Group for Reliability Management: Responsible for studying and formulating the
Company’s reliability management objectives; establishing the corporate reliability management
system; formulating rules and regulation for reliability management; organising training and tech-
nical exchange programmes for professional technical staff responsible for reliability management;
and conducting appraisals of reliability benchmarks.

The Steering Group for Power Project Design, Construction and Tendering: Responsible for
coordinating the designs and tenders of the construction projects under the Company’s operating
units and providing overall supervision of the entire process of calling for and selection of tenders.

The Steering Group for Power Equipment Tendering: Responsible for coordinating power
equipment tenders for construction and production projects under the Company’s operating units
and providing overall supervision of the entire process of calling for and selection of tenders.

Internal Audit

The Company set up the Inspection and Audit Department in 2003 as a dedicated department for
internal audit, the main duties of which are to conduct internal audit of the Company and its
subsidiaries and majority-owned companies to ensure compliance with laws and regulations, reso-
futions and other rules and regulations; to handle reports of fraud and complaints; to conduct
investigation in respect of material cases; and to conduct appraisals, check violations and monitor
operational efficiency.

Pursuant to the Company’s internal audit system, all senior management staff of the Company’s
subsidiaries and majority-owned companies must be subject to relevant business audit upon their
departure from office 1o indicate their performance and whether there has been any significant
negligence.

Credentials

Our open and transparent management and our thoughtful and truthful service to our sharehold-
ers have won praises from shareholders and the investment community at large. In 2003, the
Company won numerous awards from Euromoney, Finance Asia, Asiamoney and CFO, including
Best Corporate Governance in China, Best Company Management in China, Best Investor Rela-
tions, Best in Financial Management and Best Annual Report in China. The Company ranked among
China’s Top 100 Listed Companies named by Fortune. It is particularly noteworthy that in early
2004, the Company was named the Best Company in China for the Year by The Banker, an affiliate
publication of Financial Times. As the only PRC company to have received this honour, Beijing
Datang Power is well rated by the adjudication com-
mittee for the award, who notes that “In the process
of China's power industry restructuring, Beijing Datang
Power aspired to become not the largest, but the most
efficient and competitive company in China... Beijing
Datang Power has differentiated itself from others by
its well-defined strategies, professional management,
excellent investor relations and transparency in op-
eration. These characteristics have already won for the

Company numerous international awards in the past.”
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Human Resources

Overview

Structure of Human Resources and Training

As at 31 December 2003, the Company and its subsidiaries had a total of 7,632 employ-
ees. The per MW unit ratio of manpower employed for the operation was lowered by
16% as the Company’s installed capacity increased by 1,640 MW amid the Company’s
rapid development in 2003.

An new labour management initiative was adopted to contain staff expansion, whereby
the organisation and staff size of new business divisions were streamlined while man-
agement and professional/technical staff from existing companies were deployed in new
projects.

Training was enhanced in response to requirements of the management system. The
equipment site inspection system was adopted for new projects and introduced on a trial
basis in existing companies, with a view to training equipment inspection personnel into
a high-calibre team.

The Company made diligent efforts to develop three teams: 1) a high-calibre manage-
ment team of 1,107 managers, including 45% holders of bachelor or higher degrees
and 48% graduates of vocational colleges; 2) a professional technical team of 524 tech-
nical staff, of whom 57 held senior titles, 173 held intermediate titles and 206 held
junior titles; and 3} a technical team of 2,917 technical workers, comprising 30 certified
or senior technicians, 132 senior workers, 501 intermediate-grade workers and 369
junior waorkers.

Staff training was enhanced during 2003 to improve the quality of these three teams.
Selected senior management staff attended MBA courses at Tsinghua University, while
middle management staff took part in an in-service training programme on financial
knowledge for four months. Two in-service training courses, each lasting for nine weeks,
were organised for thermal controllers, while an eight-week full-time training was pro-
vided for professional technical staff for relay protection. In addition, the Company imple-
mented graded skill assessment to motivate employees to acquire more technical knowl-
edge. Through the internal incentive system, employees were encouraged to take on
further studies to enhance their knowledge, upgrade their technical level and increase
their operating skills.

In 2004, the Company will continue to enhance staff training by selecting senior man-
agement staff to attend MBA courses at Tsinghua University and organising training
sessions for professional technical staff for thermal controf and relay protection. Further
progress in technical training will be made through graded skill assessment.




Board of Directors, Supervisory Committee and
Senior Management

Members of the Board of Directors

Executive Directors

Yu Hongji

Aged 62, graduated from the Mechanical and Electrical Engineering Department
of Tsinghua University, professor-grade senior engineer. Mr. Yu joined the North
China Power System in 1968. He held various positions including Head of Shanxi
Liangziguan Power Plant and Datong Power Plant No. 2 and had been Deputy
Director of North China Power Administration Bureau and Deputy General Man-
ager of North China Power United Company since 1991. Later he became Deputy
General Manager of NCPGC. Mr, Yu became Vice Chairman and President of the
Company since july 1999. On 3rd March 2003, the Board approved the resigna-
tion of Mr. Yu from the positions of Vice Chairman and President. Mr. Yu has long
been engaged in the fields of power production, production technology manage-
ment and operational management. He has extensive experience in power gen-
eration and operational management.

Zhang Yi

Aged 56, postgraduate of North China Power College majoring in thermal engi-
neering and a professor-grade senior engineer. He is currently Vice Chairman and
President of the Company. Mr. Zhang joined the North China Power System in
1982. He had held various positions including Head of the Thermal Engineering
Office and Deputy Director of the North China Power Labaratory, Deputy Head of
North China Power Institute, and Plant Manager of the Tianjin Dagang Power
Plant. Mr. Zhang was the Deputy Chief Engineer and Manager of the Technology
Department of NCPGC. He joined the Company as Deputy General Manager in
December 1998, and became Vice Chairman and President of the Company in
March 2003. Mr. Zhang is experienced in power plant systems and equipment,
with specific expertise in thermal engineering facilities. Mr. Zhang is a govern-
ment-sponsored expert designated by the State Council.

Yang Hongming

Aged 57, graduated from North China Power College majoring in power systems
and automation. He is a senior economist and is currently Vice President and Sec-
retary to the Board of Directors of the Company. Mr. Yang joined the North China
Power System as he worked in Handan Power Supply Bureau in Hebei Province in
1968. He had held various positions including technician of Handan Power Supply
Bureau in Hebei, as well as Research Analyst and Deputy Chief of Production Con-
trol Office of Hebei Provincial Economic and Trade Commission. He became the
Cémpany‘s Deputy Chief Economist, Manager of the Planning and Development
Department and Chief Economist since July 1996, and was appointed Deputy
General Manager of the Company in March 2003. Mr. Yang is knowledgeable in
macroeconomics and market administration of the power industry, and is particu-
larly well experienced in respect of government regulations.
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Wang Xianzhou

Aged 49, graduated from Beijing Broadcast Television University majoring in in-
dustrial statistics. He is a senior accountant and the Chief Financial Officer of the
Company. Mr. Wang joined North China Power System in 1970 and had held
various positions including Head of the Financial Department of Xia Hua Yuan
Power Plant and Deputy Chief Accountant and Head of the Financial Division of
Zhang Jia Kou Power Piant. Since 1995, Mr. Wang had held various positions
including Deputy Financial Manager and Financial Manager of NCPGC, Financial
Manager and Chief Accountant of the Company. He has been Chief Financial
Officer of the Company since August 2000. Mr. Wang has acquired extensive
experience in the financial management of power companies from his long-stand-
ing focus in this area.

Non-executive Directors

Zhai Ruoyu

Aged 57, graduated from the Economic Management Department of Liaoning
University, professor-grade senior engineer. He is currently Chairman of the Com-
pany and General Manager of CDT. Mr. Zhai worked in Liaoning Power Plant since
1966 and held various positions inciuding Deputy Director and Director, etc. Since
1992, Mr. Zhai had taken various positions including Deputy Chief of Security and
Environmental Protection Division of the Ministry of Energy of the PRC, Deputy
Director of the Safety Production Department and Vice Director and Director of
Supervisory Bureau of the PRC Ministry of Power Industry, as well as Head of
General Office of the State Power Corporation of the PRC Ministry of Power In-
dustry. In March 1999, Mr. Zhai took up the position of General Manager of the
Northeast branch of the State Power Corporation. He served as General Manager
of NCPGC since December 2000. He became General Manager of CDT since De-
cember 2002. Being in the power industry for over 30 years, Mr. Zhai has long
been engaged in the fields of power production, production technology manage-
ment, administration and financial management. He has extensive experience with
specific expertise in power generation and business management.

Hu Shengmu

Aged 43, university graduate and senior accountant. He is currently Chief Finan-
cial Controller of CDT. Mr. Hu joined the North China Power System as he worked
in Beijing Power Supply Bureau in 1981. He had been Deputy Head and Deputy
Manager of the Finance Department of the North China Power Administration
Bureau of (NCPGC), Chief Accountant and Financial Manager of the Company
and Chief Accountant of NCPGC. Mr. Hu was appointed Chief Accountant of CDT
in January 2003. Mr. Hu has been involved in financial management of power
system for 22 years. He is knowledgeable in financial management and has exten-
sive experience in financial practices.




Yang liayi

Aged 45, graduated from the Faculty of Civil Engineering of Taiyuan University of
Technology majoring in industrial and civil construction, and subsequently gradu-
ated from Zhongnan University of Finance and Economics majoring in investment
economics. Mr. Yang is a master degree holder and was assessed as an associate
professor in Economics in 1992. In 1993, he became a certified public accountant,
as well as a senior engineer. He is currently Deputy General Manager of Beijing
International Power Development & Investment Company. He had worked in the
Municipal Construction Commission of Yuci City, Shanxi Province since 1978. In
1983, he pursued postgraduate studies in investment economics in Zhongnan
University of Finance and Economics. Subsequently, Mr. Yang taught in the De-
partment of Investment at Central University of Finance & Economics from 1986
to 1996 and had been Deputy Head of Department. In 1994, he studied at the
Faculty of Business Administration of Grenoble Business School No. 2 in France.
He has been Deputy General Manager of Beijing International Power Develop-
ment and Investment Company since 1996. He was engaged in research projects
in the School of Government of Harvard University, the U.S. from September 2000
to January 2001. With his long-standing involvement in the theoretical study and
actual practice of investment management, Mr. Yang has acquired extensive expe-
rience in corporate financial management and investment and corporate finance
planning.

Liu Haixia

Aged 42, graduated from North China Power College majoring in power plant
thermal energy. He subseguently pursued postgraduate studies in Business Ad-
ministration in the Renmin University of China. He is a senior engineer and Assis-
tant to General Manager of Beijing International Power Development and Invest-
ment Co. Mr. Liu joined Beijing Electric Power Company in 1983 and had since
undertaken positions of Technician, Engineer and Assistant to Manager and Deputy
Manager. He has been Assistant to General Manager of Beijing International Power
Development and Investment Company since 1998. With his long-standing in-
volvement in corporate management and planning management of power com-
panies, Mr. Liu has acquired extensive experience in corporate management and
industrial planning and investment.
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Su Tiegang

Aged 56, university graduate and senior engineer. He is currently Deputy General
Manager of Hebei Construction Investment Company. He started his career in
1968 and had worked in the Provincial Construction Commission of Qinghai and
Qinghai No. 3 Construction Engineering Company. Mr. Su became Head of Project
Office of Hebei Construction Investment Company in 1989. Later in 1991, he
served in Hebei Provincial Planning Committee as Head of investment Depart-
ment. He has become Deputy General Manager of Hebei Construction Investment
Company since December 1995. With his long-standing involvement in corporate
management and planning management, Mr. Su is well experienced in corporate
management and industrial planning and investment.

Ye Yonghui

Aged 51, presently Manager of the Energy Branch of Hebei Construction Invest-
ment Co. Mr. Ye started his career in 1969 and joined the Energy Branch of Hebei
Construction Investment Co. in 1990, holding posts such as Administrative Of-
ficer, Deputy Manager and Manager of the Jibei Branch. From August 1999 to
date, he has been Manager of the Energy Branch of Hebei Construction Invest-
ment Co. With his long-standing involvement in corporate management and plan-
ning management, Mr. Ye has acquired extensive experience in corporate man-
agement and industrial planning and investment.

Tong Yunshang

Aged 62, graduate of Northeast Forestry College, professor-grade senior engi-
neer. Mr. Tong is presently General Manager of Tianjin Jinneng Investment Com-
pany. He started his career in 1965 in Tianjin Stationery Company. Subsequent to
this, he had held various positions including Plant Manager of Tianjin Paper Manu-
facturing Company, and Head of Industrial Department of Tianjin Municipa! Plan-
ning Committee. He has become General Manager of Tianjin Jinneng Investment
Company since 1996. With his long-standing involvement in corporate manage-
ment and planning management, Mr. Tong is well-experienced in corporate man-
agement and industrial planning and investment.




Zhang Wantuo

Aged 57, graduated from the Tianjian University of Finance and Economics, pres-
ently Deputy General Manager of Tianjin Jinneng Investment Company. Mr. Zhang
started his career in 1970 in Tianjin Teachers Institute. He has been the cadre,
Deputy Division and Director of the Energy Department of Tianjin Municipal Plan-
ning Committee since March 1981. In February 1999, he became Deputy General
Manager of Tianjin Jinneng Investment Company. With his long-standing involve-
ment in energy planning and planning management, Mr. Zhang has acquired ex-
tensive experience in corporate management and power planning and investment.

Independent Non-executive Directors

Xu Daping

Aged 60, graduated from Tsinghua University specialising in thermal engineering
surveying and automatic control. He is currently a professor cum advisor for PhD
students at the North China Power University. Mr. Xu joined the No.1 Engineering
Bureau of the Ministry of Hydropower in 1967 responsible for construction man-
agement. He then joined Guozhou Dam Hydropower Engineering Institute in 1979,
assuming various positions such as Department Head, Deputy Director and Direc-
tor of the Institute. In 1993 Mr. Xu became Deputy Director of Beijing Dynamics
and Economics Institute. Since 1995 he has been Executive Deputy Principal and
then Principal of North China Power University, and concurrently as Director of
Beijing Institute for Electric Power Management Cadres. He is currently Secretary
of the Communist Party Committee of North China Power University. Mr. Xu has a
wealth of knowledge and practical experience in power generation and manage-
ment. ‘

Wu Zhentao
Aged 49, Managing Director of Guo Tai International Group.
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Members of the Supervisory Committes

Zhang lJie

Aged 55, graduated from the Central Communist Party School majoring in politi-
cal theories. Mr. Zhang is a senior economist and Chairman of the Supervisory
Committee of the Company. He started his career in 1968 and joined the Power
System in 1973. Mr. Zhang had held positions including Deputy Head of the Pub-
licity Division, Deputy Director of the Maintenance Office and General Secretary to
Party Committee of Datong General Power Plant and Chairman of the Staff Union
of Datong Second Power Plant. He worked in Chengde Power Supply Company as
Secretary to Party Committee in 1994 and in Beijing Power Supply Company (Power
Supply Bureau) as Deputy Secretary to Party Committee in January 1995. Mr. Zhang
has become Chairman of the Supervisory Committee of the Company since Sep-
tember 2000. Mr. Zhang has long been engaged in management work at power
enterprises and has extensive experience in administrative management.

Fu Guogiang

Aged 41, university educated, senior accountant. Mr. Fu is Deputy Head of the
Finance Department of CDT. He was Head of the Finance and Assets Management
Department of Hebei Power Company and Manager of the Finance Department
of NCPGC. Mr. Fu took up the position of Deputy Head of the Finance Depart-
ment of CDT since January 2003. Mr. Fu has been engaged in finance manage-
ment in power system for an extensive period and has accumulated extensive
experience in practice and management.

Shi Xiaofan

Aged 52, tertiary educated, senior economist. He is presently Assistant to General
Manager and Head of the Human Resources Department of the Company. Mr. Shi
had worked in NCPGC as Head of the Personnel Department. He became Head of
the Human Resources Department of the Company in 1996 and Assistant to Gen-
eral Manager and Head of the Human Resources Department of the Company in
March 2003. Mr. Shi is well-experienced in human resources development and
management in the power industry and is well-experienced in the management
of human resources in the sector.

Company Secretary
Yang Hongming
Aged 57, Executive Director and Vice President of the Company.




Senior Management

Yu Libin

Agea 58, graduated from North China Power College majoring in thermal dynam-
ics with a master’s degree. Mr. Yu is a professor-grade senior engineer and Deputy
- General Manager of the Company. He started his career in Northeast Power Con-
} struction Company in 1966, serving as Deputy Director of Yuanbaoshan Power
| Plant, Head of Power Generation Division of the Northeast Power Administration
+ Bureau’s Production Department, Director of Tieling Power Plant, Deputy Chief
1 Engineer and Head of the Production Department of Northeast Power Group Com-
pany, as well as Deputy General Manager of Liaoning Power Generation Company
Limited. He took up the position of Deputy General Manager of Shanxi Power
. Generation Company Limited in November 2000 and became Deputy General
Manager of the Company in March 2003. Mr. Yu has worked in the Power System
for over 30 years and is well-experienced in the fields of power generation and
management,

Wei Yuan

Aged 48, graduated from the Hebei Broadcast & TV University majoring in party
politics. Mr. Wei is a senior economist and is presently Deputy General Manager of
the Company. He joined the North China Power System in 1977, serving positions
such as Director of Tangshan Power Plant, Deputy Director and Secretary to Party
Committee of Dou He Power Plant and Director of Qinhuangdao Thermal Power
Plant. Mr. Wei served as the Company’s Deputy Chief Economist and Manager of
the Development and Planning Department in April 1998, and became Deputy
\ General Manager in March 2003. He has extensive experience in power plant
administration and production management.

Qiao Xinyi

Aged 51, graduated from North China Power College majoring in thermal dy-
namic. He is a senior economist and is presently Director of the Work Division
Committee and Head of Corporate Culture Department of the Company. Mr. Qiao
joined the North China Power System in 1969. He had undertaken positions as
Assistant to Director, Deputy Director and Assistant Manager of Human Resources
Department of NCPGC and Deputy General Manager of Qinhuangdao Power
Company. He became Director of the Work Deployment Committee and Head of

the Professional Culture Department of the Company in February 2000. Mr. Qiao
has been involved in the corporate and operational management of power gen-
eration companies for many years and is well experienced in administrative man-
agement,




Qiu Ling

Aged 57, graduated from Beijing Power College majoring in thermal engineering
automation. He is a professor-grade senior engineer and is presently Chief Econo-
mist of the Company. Mr. Qiu started his career in 1970 in Luan He Power Plant
and had since held pasitions such as Deputy Director of Hebei Electric Power Test-
ing & Research Institute, NCPGC's Engineering Officer of the Production Technol-
ogy Department and Engineering Officer of the Power Station Construction De-
partment. He has served the Company as Engineer Officer and Manager of the
Construction Department since 1999 and became the Chief Economist since March
2003. Mr. Qiu has been involved in power generation technology for a long time
and is well-experienced in power generation construction.

Zhao Qingzheng

Aged 59, graduated from Beijing Power College majoring in thermal dynamics.
He is a senior economist and is presently Assistant to General Manager of the
Company. Mr. Zhao started his career in 1968, and had since served as Deputy
Director of Beijing Thermal Power Plant and The General Thermal Power Plant,
Head of Finance Department of NCPGC, General Manager of North China Power
Industrial Corparation and Deputy General Manager of NCPGC. He became Assis-
tant to General Manager of the Company in 1999. Mr. Zhao is well experienced in
management of power companies.

Cai Enzhi

Aged 60, graduated from Jilin Power College majoring in thermal dynamics. He is
a professor-grade senior engineer and is presently Deputy Chief Engineer of the
Company. He joined the North China Power System in 1967 and served as Man-
ager of Hebei First Power Infrastructure Company, Deputy Chief Engineer of NCPGC.
He became Deputy Chief Engineer of the Company in 1999. Mr. Cai is knowl-
edgeable in power production facilities and corporate management and is well-
experienced in management of power companies.

Song Yuluo

Aged 50, graduated with a master’s degree from North China Power University
majoring in thermal dynamics. He is a senior engineer and is presently Deputy
Chief Engineer and Production Manager of the Company. He started his career in
1968 and joined the North China Power System in 1976 and served as Deputy
Director and Director of Datong Power Plant No.2 in 1985 and 1994 respectively.
He became Deputy Chief Engineer of the Company in January 1997 and Produc-
tion Manager in October 2000. Mr. Song is knowledgeable in power production
process and corporate production process management and is well experienced in
management of power generation business.




Zhu Guanqun

Aged 45, graduated from Zhejiang University majoring in precision engineering.
He is a senior engineer and is presently Deputy Chief Economist and Director of
International Cooperation Department of the Company. He joined the North China
Power System in 1982 and served as Deputy Director of Beijing General Power
Equipment Plant. Deputy Manager of General Planning Department and Deputy
Manager of Finance Department of NCPGC, as well as General Manager of North
China Power International Trading Company. He became Deputy Chief Economist
and Director of International Cooperation Department of the Company in January
2002. Mr. Zhu has extensive experience in management and marketing of power
generation business.

Tong Yiying

Aged 41, graduated from North China Power Institute majoring in power plant
thermal energy with a master’s degree in engineering. A professor-grade senior
engineer, Ms. Tong joined the North China Power System in 1983 and had held
various positions in a number of power generation enterprises. Ms. Tong is knowl-
edgeable in power production, operation and management, and is well-experi-
enced in power production management. Ms. Tong has been the Company’s Deputy
Chief Engineer since May 2003, and has also taken up the position of Production
Manager since August 2003,

Li Shidong

Aged 41, graduated from Hefei Industrial University majoring in Agriculture and
Hydraulics, a professor-grade senior engineer. He is currently the Company’s Deputy
Chief Engineer. Mr. Li worked in the Beijing Prospecting and Design Institute un-
der the [Ministry of Hydropower] in 1984, He was Head of the Planning Depart-
ment with China Hydraulics and Hydropower Construction Engineering Consult-
ing Company, Director of the Planning Division with China Hydropower Consult-
ing Company Limited and Deputy Chief Engineer of the Hydropower and Hydrau-
lics Planning institute. He has been the Company’s Deputy Chief Engineer since
November 2003. Mr. Li has long been involved in national planning and macro
pre-construction works in hydropower, and possesses extensive experience in the
planning and design of hydropower and pumped-storage stations.
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Questions Frequently
VeSIors

Asked by In
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1.

Following acute power shortage in 2003, what are the trends
of power supply and demand in China expected for 2004 and
the two years ahead? What opportunities are the Company
facing as a result?

China experienced extensive power shortage in 2003, with 21 provinces being
obliged to implement rationing of power supply. Meanwhile, China’s economy
is entering another high-growth period as rapid economic expansion contin-
ued in 2003 with a GDP growth rate of 9.10%, the fastest since 1996. The fact
that demand for power grew by 15.40% while supply increased by only 7.8%
in 2003 only partially demonstrated the overall lack of balance in power supply
and demand. In fact, shortage in power supply capitulated in 2002 when de-
mand had outgrown installed capacity for some years in a row since 1998, but
the situation deteriorated in 2003.
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Estimates of the State Power Resources Dispatching Centre indicate that the

tension in power supply in China will be aggravated in 2004. Substantial

undersupply remains as demand is expected to grow by 11% and installed
capacity by approximately 9.10% for the year. The 10th and 11th Five Year
Pians of the State have set a target for China’s power industry to double the
nation’s installed capacity to over 600,000MW. In tandem with this stated tar-
get, China‘s installed capacity of power generation for the seven years from
2003 to 2010 should grow by 6.56% each year on a weighted average basis.
The planned annual increase of installed capacity during this period will be
approximately 23,000-25,000MW, whereas demand will increase by approxi-
mately 30,000MW, implying a shortfall of approximately 5,000-7,000MW.
Therefore, China’s power market is expected to remain in undersupply in the
two years ahead, a period in which China’s independent power generation
companies would enjoy a rare, golden opportunity to maintain high growth.
Beijing Datang Power will capitalise on this historic opportunity to actively ex-
pand its power generation business, enlarge its market shares and make pre-
emptive moves for business growth, striving to achieve the development goal
of expanding its installed capacity to 12,899MW by 2006.




What does the Company think of the present tension in
coal supply? What are the Company’s strategies in re-
sponse to this situation?

The present tension in the domestic coal market is not an indication of
long-term depletion of resources. Statistics show that China produced
1,440 million tons of coal ore during the first 11 months of 2003, which
was 21.7% more compared to the corresponding period of the previ-
ous year. During the same period, 690 million tons of coal were con-
sumed in nationwide power generation, 17.3% more compared to the
corresponding period of the previous year. These figures show that sup-
ply and demand in the coal market is generally balanced at present.
Only certain types of coal are subject to tight supply. Tension in domes-
tic coal supply in 2003 was mainly attributable to: 1) the impact of
government policies, such as tariff regulation and the liberalisation of
the coal market; 2) robust growth of power demand beyond market
expectations; 3) substantial increase in the demand for coal as a result
of certain southern regions previously dependent on hydropower switch-
ing to coal-fired power because of extraordinary drought in 2003; 4)
aggravated bottlenecking of rail transport as most coal transport sched-
ules were postponed to the second half of the year due to the outbreak
of SARS; 5) frequent production hazards at certain small coal kilns re-
sulting in prolonged lead time for rectification and affecting coal pro-
duction.

The Company endeavoured to fulfil its general objective of controlling
costs through the implementation of a series of measures to lower fuel
costs: 1) Long-term relationships with major coal suppliers were devel-
oped in the course of procurement and communications were enhanced
based on mutual trust and understanding. In the past two years, Beijing
Datang Power was able to purchase about 80% to 85% of its coal
requirements through procurement contracts at reasonable prices amid
tight supply. The Company also sought to optimise its coal procure-
ment structure and minimise the impact of coal market risks on produc-
tion by streamlining the consolidated cost of procurement, which com-
prised coal prices and transportation costs. 2) Technological upgrades
relating to energy conservation were implemented and cost manage-
ment was strengthened, resulting in a decrease of 3.75 grmvkWh in unit
coal consumption for electricity delivered in 2003 over the Previous Year
against substantial increase in power generation. 3) Management over
safe production was enhanced; overhaul schedules were prudently ar-
ranged; and optimisation of the power generation structure was achieved
by increasing power generation from units with lower unit fuel costs,
with a view to bucking the rise of unit fuel costs.




52

Through effective implementation of the aforesaid measures, the Company overcame the adverse
impact of coal price hikes by Rmb5 per ton at the end of 2002 and by Rmb8 per ton throughout
2003. Unit fuel cost was Rmb81.89/MWh, Rmb3.33/MWh lower as compared to the Previous Year.

Coal costs continue to account for a significant portion of the Company’s overall costs for power
generation, as most of the Company’s operating units are still coal-fired. The Company has adopted
the following long-term strategies to control coal costs and mitigate market risks: 1) to reduce unit
coal consumption by utilising large-capacity units with high technologies and low energy consump-
tion; 2) to streamline the flow of coal transport by developing power plants near coal mines; 3) to
strategically strengthen the protection of fuel resources by entering into strategic alliances with
large-scale coal suppliers and participating in the investment and development of coal resources in
an appropriate and prudent manner; 4) to divert the fuel market risks by enhancing hydropower
development.

Please discuss the impact of the reform of the power tariff regime on Beijing
Datang Powver.

@ The past, present and future development of China’s power tariff regime can be
g analysed into three phases: 1) The approval system, whereby tariffs were determined
on the basis of individual costing and there was no motivation for power suppliers to
2| seek cost reductions. 2) Document No. 701 on power tariffs promulgated by the
State, which provided for the determination of tariffs on the basis of average social
cost plus a reasonable return of profit. This policy change signalled transition to a
market-oriented mechanism and prepared the industry for market competition on a
level field, providing opportunities for cost reductions. 3) Power pooling based on
price competition will be introduced as the market-oriented pricing system matures.
Power tariffs are to be determined on the basis of supply and demand in the market by way of a
"two-tier” tariff regime.

New policies on power tariffs were promulgated by the State in 2003 in a bid to ensure smooth
transition to the new tariff regime: 1) The linking of coal prices and power tariffs: The NDRC an-
nounced a power tariff policy that allowed on-grid tariffs for coal-fired units to go up by Rmb7/
MWh for every increase of Rmb12/ton in coal prices, in an attempt to end the controversy on coal
prices and power tariffs. This policy helped to mitigate the structural conflict arising from the fact
that coal prices had been liberalised while power tariffs were still under regulation. It also helped to
protect the profitability of power investments by indicating the government’s firm commitment to
resolve the problem of power shortage and encourage investment in the industry. Moreover, this
tariff adjustment provided a paradigm of fuel risk control for power companies prior to the intro-
duction of full price competition. 2) Abolition of tariff approval for new units: For units commis-
sioned after 1st January 2004, the average purchase price of the relevant power grid in the previous
year shall apply. In this way, power generation companies can avoid any negative impact on their
profitability as a result of implementing provisional settlement rates while awaiting tariff approval.




The two new tariff policies mentioned above will benefit a power generation company that owns a
host of new projects, such as the Company, in the following ways: 1) It helps to reduce the risk of
tariff-related uncertainties for new projects after they commence operation and improve the pre-
dictability of the Company’s future profit; in this way the Company will be able to devote substan-
tial resources to developing new projects and expanding its market share. 2) It will have a profound
impact for the Company as it makes investment decisions easier. The implementation of the peak/
low period tariffs will be enhanced, which will help adjusting and optimising the structure of power
consumption and improving the operating efficiency and utilisation of generator units. it will also
be profoundly significant in providing guidance to power suppliers in determining different types of
units in future investment.

Any reform of the power tariff regime has to take effect in a power market, and no reform would
be possible without a suitable market. Under the present situation of extreme tension in the supply
and demand of power, it is evident that a market that will work in tandem with tariff reforms has
yet to come of age. While anticipating the advent of a market of fair competition, the Company, as
a member of China’s power industry, will continue to make diligent efforts to prepare for the
realisation of such a market. '

Please discuss how Beijing Datang Power would make the best use of various
financing options to ensure support for the Company’s sustainable and high-
gueality growth.

According to our current development plans, the Company's total installed capacity will reach
12,889MW by 2006 through a weighted annual average growth rate of 17.44%. The total amount
of the Company’s planned capital expenditure for the next three years would be approximately
Rmb18 billion. Raising low-cost capital through various financing options to meet the funding
needs arising in the course of the Company's rapid growth will help to optimise the Company’s
capital structure as it would generally result in lower weighted average capital cost. Moreover, it
would forge competitive strengths for the Company to cope with imminent market competition by
containing financial risks in the Company'’s development and operation.

The Company launched a series of financing initiatives in 2003: 1) The issue of US$153.8 million
five-year convertible bond was completed successfully, featuring the highest conversion premium
(30%) and lowest coupon rate (0.75%) ever achieved by a China registered issuer. The issue has
been recognised as a landmark in overseas financing by Chinese companies. 2) Leading interna-
tional rating agency Standard & Poor’s re-affirmed the Company’s BBB foreign debt rating with
stable outlook in 2003, which was at par with China‘s sovereignty rating. 3) The Company con-
cluded strategic partnerships with major domestic banks such as China Development Bank, Agri-
cultural Bank of China, Bank of China and Industrial and Commercial Bank of China, which had
granted banking facilities of Rmb85 billion in aggregate, providing strong financial cover for the
Company's further expansion moves. 4) The Company refinanced certain long-term loans with
high interest rates by entering into short-term borrowings, capitalising on the current low interest
for short-term bank loans.
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Looking ahead, based on its current capital expenditure plans, the Company has secured all fund-
ing requirements for its existing new projects. Meanwhile, the Company will actively explore vari-
ous financing options to provide strong support in low-cost financing for the Company’s future
development while maximising shareholders’ value, capitalising on its strengths and opportunities
in the domestic and international markets to enjoy the full advantage of financial leverage while
maintaining an optimal capital structure.

Please explain the impact of China’s new environmental policies on Beijing
Datang Power and the Company’s corresponding strategies.

The Company will be affected by the new environmental policies in the following ways: 1) The new
policies are underpinned by a stronger emphasis on equality in application. The previous definitions
of the two “Restricted Zones” are abolished, whereby all qualifying power generation companies
will be subject to payment of discharge fees. Gao Jing Power Plant owned by Beijing Datang Power
will no longer be treated as a special case required to pay a pollutant discharge fee. Since the fee is
equally applicable to all power generation companies, they will be affected to the same extent. This
policy will apply to the industry as a whole, so there should not be any additional burden for any
individual entity. 2) While levying the pollutant discharge fees, the government also encourages
environmental treatment works by offering refund of the environmental fees. Whilst fawfully en-
larging the scope of such fees, the Regulations Governing the Levy and Application of Pollutant
Discharge Fees have strictly limited the use of such fees, that is, including such fees in the State’s
fiscal budget serving as grants and loan interest subsidies for pollution treatment projects. In other
words, revenues generated from such fees will be entirely used for the prevention of pollution.
Moreover, the emphasis of the regulations on the universal levy on all sources of pollution and the
focused application of limited funds to enhance pollution prevention by major polluting sources
will be conducive for power suppliers requesting subsidies for the treatment of sulphur dioxide. 3)
The implementation of varied pollutant discharge fees for different stages will help avoid any sud-
den increase in power generation costs. The levy on the discharge of sulphur dioxide will be imple-
mented according to the following schedule: Rmb0.20 per unit equivalent for the period from 1
July 2003 to 30 June 2004; Rmb0.40 for the period from 1 July 2004 to 30 June 2005; and Rmb0.60
beginning from 1 July 2005. This arrangement has taken into consideration the lack of flexibility to
cost variations under the current power tariff regime, while a more reasonable reflection of the
impact of environmental costs on profitability is expected following the implementation of the new
tariff regime in 2006 and beyond when the supply and demand for power will have achieved a
better balance.

Beijing Datang Power is taking pro-active measures to cope with the environmental issue: 1) To
implement environmental upgrade programmes for existing power generating units, such as
desulphurisation, leveraging fully the State’s policy regarding discharge fee refund; 2) To reduce
discharge of poliutants through technical measures, such as increased use of large-capacity, high-
efficiency and low-discharge units as well as low-sulphur coal in new projects; 3) To increase the
weighting of hydropower in power generation assets for new projects and to actively explore the
feasibility of using clean energy such as gas-fired generation.




How (s Beijing Datang Power going to
maintain its competitive edge and en-
hance returns for investors as China’s
power market anticipates full competition
in the near future?

The reform of China’s power tariff regime will ulti-
mately lead to effective competition through power

pooling in a regulated regional market with relative
balance in supply and demand. In future competition,
which will be underpinned by market-oriented tariffs, whoever is capable of exercising better con-
tro! over construction, production and financial costs will be rewarded with higher returns and
larger market shares. While as one of China’s independent power generation companies the Com-
pany anticipates fair competition in an orderly market, it is also making active preparations to cope
with challenges with a view to enhancing shareholders’ value while forging full competitive strengths.
1) The Company will pursue active business expansion by maximising strategic planning in regions
where there are cost, market or policy advantages, with a view to identifying as well as creating
development opportunities. 2) To provide fundamental assurances for growth in power generation
and utilisation hours by enhancing equipment management‘and improving the safety and reliability
levels of generating units on the back of the Company’s strengths in professional management of
production operations. 3) To seek reductions in construction project costs and fuel costs, leveraging
the Company’s strengths in professional construction cost management and fuel cost manage-
ment. In this connection, the Datang Panshan Power Project has achieved cost savings of approxi-
mately 20% and the fuel cost for Datang Tuoketuo Power, as a plant situated adjacent to the coal
mine, is lower than the average market level by about 50%. 4) To enhance the Company’s competi-
tiveness by increasing the construction and operation of large-capacity and high-efficiency units of
600MW or above, on the back of the Company’s strengths in professional technology manage-
ment. 5) To secure financial cover for the Company’s development capitalising on the availability of
various low-cost financing options.

55







er

; wer has taken sustainable development as
one of its:business goals, and has advanced beyond coal-
fired generat nin recent years. Datang Fengnmg
Hydropower-in Hebei Province commenced operation in
2002, while Patang Lixianjiang Hydropowerand Datang
Nalan Hydropower in Yunnan have been-preparing-for -
construction. Fhe Company marked anothermilestone of its
hydropower development in the second half of 2003 when
the new Ch@ng‘qmg Datang Pengshui Hydropow

established.




Report of

the Directors

The Directors are pleased to present the audited results of the Company and its
subsidiaries for the year ended 31st December 2003.

Listing and Issue of Shares

The Company's H shares have been listed on The Stock Exchange of Hong Kong
Limited (the “SEHK") and the London Stock Exchange since 21st March 1997. On 9
September 2003, the Company issued 5-year US Dollar convertible bond of US$153.8
million, which are listed on the Luxembourg Stock Exchange, at 0.75% interest rate
per annum and a conversion premium of 30%. As at 31st December 2003, no bond
holder has converted the bonds into the Company’s shares. During the Year, the
Company did not issue any new shares.

Performance of the Company’s H Shares in 2003:
Closing price per H Share as at 31st December 2003 HK$5.55

Highest traded price per H Share between 1st January
and 31st December 2003 HK$5.55

Lowest traded price per H Share between 1st January

and 31st December 2003 HK$2.40
Total number of H shares traded 3,212,736,000 shares
Accounts

The Company and its subsidiaries’ audited consolidated results for the year ended
31st December 2003 are set out in the Consolidated Income Statement on page 68.
The financial position of the Company and its subsidiaries as at 31st December 2003
is set out in the Balance Sheets on page 69.

The Company and its subsidiaries’ consolidated cash flows for the year ended 31st
December 2003 are set out in the Consolidated Cash Flow Statement on page 71.

Main Businesses
The main businesses of the Company are to acquire, own and operate existing power
plants and to develop, construct, own and operate new power plants.




Major Suppliers and Customers
The percentage of purchases and sales attributable to the Company’s major suppliers
and customers for the Year are as follows:

2003 2002
Purchases
The largest supplier 22% 17%
Five largest suppliers 63% 52%
Sales
The largest customer 99.97% 100%
Two largest customers 100% 100%

To the knowledge of the directors, none of the directors, supervisors, their associates
or shareholders own more than 5% of the capital of the Company’s suppliers and
customers mentioned above during the Year.

Subsidiaries and Associates
Details of subsidiaries and associates of the Company are set out in Note 1 to the
financial statements on page 72 to page 75.

Dividends and Earnings per Share

Detalls of dividends and earnings per share are set out in Notes 27 and 28 to the
financial statements on page 111.

Reserves
Movements in reserves during the Year are set out in Note 15 to the financial state-
ments on page 95 to page 97.

Property, Plant and Equipment
Details of movements in property, plant and equipment during the Year are set out in
Note 4 to the financial statements on page 88 to page 89.

Share Capital

Details of the change of share capital of the Company during the Year are set out in
Note 14 to the financial statements on page 95.

Share Capital Structure

As at 31st December 2003, the total number of shares issued by the Company was
5,162,849,000 shares. The Company’s shareholders were China Datang Corporation
("CDT"), Beijing International Power Development and Investment Company, Hebei
Construction Investment Company, Tianjin Jinneng Investment Company and for-
eign holders of H Shares, holding 1,828,768,200 domestic shares, 671,792,400 do-
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mestic shares, 671,792,400 domestic shares, 559,827,000 domestic shares and 1,430,663,000 H shares,
respectively, representing 35.43%, 13.01%, 13.01%, 10.84% and 27.71%, respectively, of the entire
share capital of the Company.

Number of Shareholders
Details of the shareholders as recorded in the register of members of the Company at 31st December
2003 are as follows:

Total number of shareholders 301
Holders of domestic Shares 4
Holders of H Shares 297

Shares Held by Substantial Shareholders

As at 31st December 2003, the largest shareholder of the Company was CDT, which held 1,828,768,200
domestic shares, representing 35.43% of the entire share capital of the Company. Beijing International
Power Development and Investment Company, Hebei Construction Investment Company and Tianjin
Jinneng Investment Company are respectively interested in 671,792,400, 671,792,400 and 559,827,000
domestic shares in the Company, representing 13.01%, 13.01% and 10.84% of the total share capital
of the Company, respectively.

Save as disclosed above, the Company has not been aware of any interest and short positions which are
required to the disclosed pursuant to the Securities and Futures Ordinance {the “SFO") as of 31st Decem-
ber 2003.

Interests of Directors and Supervisors in Share Capital

At any time during the Year, none of the directors, supervisors of the Company or their associates held or
were deemed to hold interests interests or short position in the shares, underlying shares or debentures
of the Company or any of its associated corporation (as defined in the SFO), nor were they granted any
rights to subscribe for or acquire any shares or debt equities of the Company or any of its associated
corporations.

Directors’s Service Contracts
Each of the executive directors entered into a service contract with the Company with a term from 1st
July 2001 to 30th June 2004.

Interests of Directors and Supervisors in Contracts

No contracts of significance in relation to the Company’s business to which the Company or any of its
subsidiaries was a party, and in which any director or supervisor had a material interest, subsisted at the
end of the Year or at any time during the Year.




Directors and Supervisors’ Benefits from Rights to Acquire Shares or Debentures
No arrangements were made by the Company or its subsidiaries at any time during the Year for any
director or supervisor of the Company to acquire any shares in or debentures of the Company or any of
its subsidiaries.

Highest Paid Individuals

All of the highest paid individuals of the Company during the Year include directors and senior manage-
ment staff. Details of their remuneration are set out in Note 26(b) of the financial statements on page
110.

Purchase, Sale and Redemption of the Company’s Listed Securities

There was no purchase, sale or redemption of the Company’s listed securities by the Company during the
Year.

Bank Borrowings, Overdrafts and Other Borrowings

Apart from the loans from NCPG Finance Company Ltd, long-term loans from banks and other long-term
loans as set out in Notes 16 to 17 to the financial statements on page 97 to page 99, there were no other
loans of the Company and its subsidiaries as at 31st December 2003.

Pre-emptive Rights
According to the Articles of Association of the Company, there is no pre-emptive right requiring the
Company to offer new shares to the existing shareholders in proportion to their shareholdings.

Connected Transactions

During the Year, NCPGC was no longer the shareholder of the Company and therefore, the transactions
between the Company and NCPGC did not constitute connected transactions as set out in Chapter 14 of
the Listing Rules of the SEHK. On 16th March 2004, the Company, CDT (which became a substantial
shareholder of the Company as of 1st January 2003) and NCPGC entered into an agreement whereby
CDT replaced NCPGC as the contractual party and acquired all the rights and obligations of NCPGC in
relation to the following connected transactions with the Company:

Details Amount (Rmb’000)
1. Ash disposal fee payable to CDT and its divisions and affiliates 94,338
2. Rental payable to CDT 7,229

The Company has applied to the SEHK for a waiver from the relevant requirements imposed by the
Listing Rules on such connected transactions and is awaiting the decision of the SEHK. The Company will
issue further announcement regarding this matter if necessary.
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Material Litigation
The Company was not involved in any material litigation during the Year.

Retirement Scheme

In accordance with the State's employee retirement scheme, the Company and its subsidiaries have to
pay a basic pension insurance premium on behalf of the employees at a rate of 19% to 20% of the entire
staff's salaries whereby the employees would receive a monthly pension payment from the government
after they retire. In addition, the Company and its subsidiaries have also implemented a supplementary
retirement plan, whereby employees will make monthly contributions in accordance with their years of
service as individual savings retirement insurance fund, while the Company and its subsidiaries will con-
tribute an amount equivalent to twice the amount of the employees’ contributions. The Company and its
subsidiaries may at its discretion provide additional non-recurring corporate supplemental savings retire-
ment insurance fund depending on the operating results of the year. Apart from such contributions, the
Company and its subsidiaries have no other liabilities towards the staff retirement scheme.

Interest Capitalisation

During the Year, interest capitalised in respect of construction-in-progress amounted to approximately
RMB219,000,000.

Other Significant Matters

(1) Authorised by shareholders’ general meeting, the Board of Directors completed the issuance of 5-
year US Dollar convertible bond of US$153.8 million at a coupon interest rate of 0.75% per annum
in September 2003. The initial conversion price is HK$5.558 per share, subject to adjustment in
accordance with terms and conditions governing the issue.

2y CDT entered into Power Generation Entities Transfer Agreement (the “Agreement”) with NCPGC
on 15 January 2004, pursuant to which 35.43% equity in the Company and the corresponding
assets, liabilities and guarantees formerly owned by NCPGC were transferred to CDT with retro-
spective effect from 1 January 2003.

. (3)  On 5 August 1996, the Company entered into the Ash Disposal Agreement and the Buildings Lease

Agreement with its former shareholder, NCPGC, in respect of the provision of ash disposal services
and the leasing of buildings by NCPGC to the Company. On 16 March 2004, the Company, CDT
and NCPGC entered into a variation agreement in respect of the Ash Disposal Agreement and the
Building Lease Agreement whereby CDT has been substituted in place of NCPGC as the contractual
party of such agreements. The aforesaid parties agreed that NCPGC shall have transferred all the
rights and obligations under the Ash Disposal Agreement and the Building Lease Agreement to
CDT retrospectively from 1 January 2003,

' Code of Best Practice

. To the knowledge of the Directors, the Company had complied with the Code of Best Practice set out in
. Appendix 14 of the Listing Rules of the SEHK throughout 2003.

)




Auditors

The Company's 2003 financial statements prepared under International Financial Reporting Standards
("IFRS"”) have been audited by PricewaterhouseCoopers. A resolution to re-appoint
PricewaterhouseCoopers as the international auditors will be proposed at the Annual General Meeting.

By Order of the Board
Zhai Ruoyu
Chairman

17th March 2004




Report of the
‘Supervisory Committee

To all shareholders: f

In 2003, in accordance with the Company Law

\ of the Peoples’ Republic of China, the relevant
laws and regulations of Hong Kong and Lon-
don where the Company was listed, the Ar-
ticles of Association of the Company and the
authorities derived therefrom, the three mem-
bers of the Supervisory Committee of Beijing
Datang Power have conscientiously exercised

their functions and powers to monitor the
operation of the Company in a lawful and ef-

: fective way. They have performed their duties
’ with due initiatives, faithfulness, diligence and
prudence to protect the interests of shareholders and the Company. Major work
carried out by the Supervisory Committee in 2003 included: to attend the general
meetings and the Board's meetings and to opine on production operations and project
development; to seriously monitor the guiding principles for decision-making and

the major decisions made to ensure compliance with the laws and regulations of the
‘ State, rules and regulations governing the listing of securities and the Articles of
i | Association and that they are in the interests of shareholders; to audit regularly the
financial conditions, review the financial reports submitted by intermediary, carry out
vetting of the financial report and profit distribution plan submitted to the general
meeting by the Board of Directors and conscientiously supervise the process.

The Supervisory Committee confirmed that during 2003, the Directors, the President
: and other senior management of the Company have fulfilled their responsibilities
\ dutifully and diligently, and have actively organised the staff to conscientiously carry
' : out their duties, with a view to implementing standardised operations, further en-
’ hancing production safety management, implementing various investment plans and
| actively developing greenfield projects. All these efforts have led to good economic
effectiveness. In accordance with IFRS, total consolidated assets, consolidated oper-
ating revenue and consolidated net profit of the Company and its subsidiaries for
2003 amounted to approximately Rmb35,544 million, Rmb9,951 million and
Rmb1,812 million, respectively. Basic earnings per share was RMBO0.35.

The Supervisory Committee has examined the financial management systems of the
Company and its subsidiaries and believed that the financial management systems of
the Company and its subsidiaries were weli-developed and effective. The Supervisory
Committee has regularly examined accounting evidence, books of accounts and ac-
counting reports and has reviewed part of the intermediary’s report on the Company
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and its subsidiaries. In the opinion of the Supervisory Committee, the financial state-
ments, financial management and accounting functions of the Company have com-
plied with the Accounting Law of the People’s Republic of China and the accounting
standards issued by the Ministry of Finance of the People’s Republic of China and
IFRS. The Supervisory Committee has not discovered any problems in respect of the
foregoing.

The Supervisory Committee has reviewed the Report of the Directors, the financial
report and the profit distribution plan prepared by the Board of Directors of the
Company for submission to the general meeting and has given full concurrence thereto.
In the course of the Company's operations, the Board of Directors, the President and
other senior management of the Company have complied with their fiduciary duties
with faithfulness and have dutifully and diligently discharged their duties and in the
exercise of their rights or performance of their obligations. No cases of power abuse
or infringement of the interests of shareholders and staff have been found so far.

The Supervisory Committee is satisfied with the assurances furnished and the results
and economic efficiencies achieved by the Company, and is fully confident about the
Company’s prospects for development.

On Behalf of the Supervisory Committee
Zhang Jie
Chairman of the Supervisory Committee

17th March 2004
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Taxation of

the United Kingdom

The comments below are a general guide only, based on the tax law and practice
in force as at the date of this document that may be subject to changes or
revisions. They relate only to certain limited aspects of the tax position of United
Kingdom (“UK") resident shareholders of the Company and may not apply to
certain classes of shareholders. This section is not intended to be and should not
be construed as legal or tax advice to any particular shareholder. If you are in any
doubt as to your tax position you should consult an appropriate professional
advisor.

Shareholders of the Company who are resident in the UK will generally be sub-
ject to UK income tax or corporation tax on the gross amount of dividends paid
by the Company, but will normally be entitled to a credit against such UK income
tax or corporation tax for any PRC withholding tax charged on the dividend
which cannot be re-claimed under the double taxation treaty between PRC and
UK.

Under the current double taxation treaty between the PRC and the UK, share-
holders of the Company who are resident in the UK will generally be entitled to
a reduced rate of PRC withholding tax on dividends paid to them by the Com-
pany and/or refund of any PRC withholding tax withheld in excess of such rate,
on making an application to the appropriate PRC tax authority (details of which
can be obtained from such shareholders’ respective UK tax offices).

Furthermore, corporate shareholders of the Company who are resident in the UK
and who control (directly or indirectly) at least 10% of the voting rights of the
Company will be entitled to credit against UK corporation tax chargeable in re-
spect of dividends paid to them by the Company for any underlying PRC tax
payable by the Company in respect of the profits out of which dividends were
paid.

if the dividend paid to shareholders of the Company who are resident in the UK
were made through agents in the UK, the agents may need to withhold a tax
payment in accordance with a reduced UK tax rate which is currently at 20%.
Certain shareholders who have been granted tax exemption for the UK tax may
make an appropriate declaration to the agents by using a UK tax office form and

may obtain exemption of the withholding tax.




Auditors’ Report

PRICEWVATERHOUSE( COPERS

BEBRARESIGESLN PricewaterhouseCoopers
" 22nd Floor, Prince’s Building
Central, Hong Kong

TO THE SHAREHOLDERS OF

BEJING DATANG POWER GENERATION COMPANY LIMITED
(Incorporated in the People’s Republic of China with limited liability)

We have audited the accompanying balance sheet of Beijing Datang Power Generation Company Limited
(the "Company”) and the consolidated balance sheet of the Company and its subsidiaries as at 31 Decem-
ber 2003, and the related consolidated statements of income and cash flows for the year then ended.
These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit. This report is made solely to you, as
a body, and for no other purpose. We do not assume responsibility towards or accept liability to any other
person for the contents of this report.

We conducted our audit in accordance with International Standards on Auditing. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial state-
ments are free of material misstaternent. An audit includes exarining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements give a true and fair view of the financial position of the Company
as at 31 December 2003, and of the financial position, results of their operations and cash flows of the
Company and its subsidiaries as at and for the year then ended in accordance with International Financial
Reporting Standards.

PricewaterhouseCoopers

17 March 2004
Hong Kong
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Consolidated
Income Statement

For the year ended 31 December 2003
(All amounts expressed in thousands of Rmb,
except per share data)

Note 2002
21 8,017,912
Local government surcharges (102,012)
Fuel (2,556,173)
Depreciation (1,382,613)
Repairs and maintenance (278,085)
Wages and staff welfare (544,514)
Others (716,957)
e (5,580,354)
22 2,437,558
SERIRRIE 6 5,499
o 89,314
e e 23 (522,145)
2,010,226
24 (672,156)
1,338,070
66,542
1,404,612
3 27 619,542

B
28 0.27
28 N/A
¢ oo N . 27 0.120

The accompanying notes are an integral
68 ' part of these financial statements.

4—“




Balance Sheets

As at 31 December 2003
(All amounts expressed in thousands of Rmb)

Note 2002 2002
Property, plant and equipment 4 20,856,652 10,324,706
Investments in subsidiaries 5 - 2,184,460
Investments in associates 6 142,351 142,351
Available-for-sale investments 7 47,820 46,920
Deferred housing benefits 8 224,079 224,079
Goodwill 9 44 745 44,745
Long-term deposit - -
Deferred tax assets 24 99,489 -
21,415,136 : 12,967,261
Inventories ‘ 10 302,108 255,713
Other receivables and current assets 106,320 92,216
Accounts receivable 11 769,510 559,720

Short-term bank deposits over
three months 12 1,876,610 1,876,610
Cash and cash equivalents 13 2,350,004 2,299,599
5,404,552 5,083,858
26,819,688 18,051,119
Share capital 14 5,162,849 5,162,849
Reserves 15 9,216,430 : 9,168,904
14,379,279 14,332,753
907,234 -
Long-term loans 16 8,125,089 2,122,000
Convertible bond 18 - , -
Deferred tax liabilities 24 31,123 8,208
8,156,212 2,130,208
Accounts payable and accrued liabilities 19 1,886,388 797,184
Dividends payable 27 - -
Short-term loans 17 316,000 -
Current portion of long-term loans 16 540,953 182,000
Taxes payable 633,622 608,974
' 3,376,963 1,588,158
11,533,175 3,718,366
26,819,688 18,051,119

Approved by the Board of Directors on
17 March 2004:
Zhang Yi Wang Xian Zhou 59
Director Director

The accompanying notes are an integral
part of these financial statements.




Consolidated
Statement of Changes in
Shareholders' Equity

For the year ended 31 December 2003
(All amounts expressed in thousands of Rmb)

Statutory
Statutory  public Discretionary Total share
Share  Cepitdl  supls welfare  swpls Restricted  Other  Refained Totdl  holders
Note aptal - reseve reserve find  reserve  resere  reseve  eaings  resenes  equity

(Note 3}

Batance & at 1 January 2002 5162849 3653421 950,988 4879 260893 226,51 - 1184730 8,689,502 13852350
Dividends declared - - - - - - - [B77634) (377.684) (B77,684)
Net profit - - - - - - - 1404612 1404612 1404602
Transfer between reserves 15(¢ - - - e8] 4800 - - - - -
Transfer to restricted reserve 15(e} - - - - - [32360) - 3360 - -
Profit appropriations 15 - - 155 156541 258,33t - - Ay - -
Balance & at 31 December 2002 5162849 3653421 107528 12317 2976397 194,161 - L2605 9216430 14379278
Dividends decfared 7 - - - - - - - (19542) (619542) (019,542)
Net profit - - - - - - - 1311799 1811799 1,811,799
Transfer between reserves 150 - - - (56466) 56,466 - - - - -
Transfer o restricted reserve 15(e) - - - - - {32360 - 32360 - -
Profit appropriations 15 - - 20458 201130 - - - {t0s88) - -
Convertible bond-equity component 15 - - - - - - 149796 - 149795 149,7%
Balance a5 at 31 December 2003 5162849 3653421 1312067 256981 3022863 161801 14979 1,991,554 10,558,483 15721332

(Note a) For each of the years ended 31 December 2003 and 2002, the capital reserve included revaluation surplus about Rmb3,785
million.

The accompanying notes are an integral

70 part of these financial statements.




Consolidated Cash
Flow Statement

For the year ended 31 December 2003
(All amounts expressed in thousands of Rmb)

Note 2002
Cash generated from operations 29(a) ' : 3,676,349
Enterprise income tax paid (628,953)
Dividends paid (877,684)
Net cash from operating activities 2,169,712
Casy G B ot T GERTTEE B ey
Decrease in short-term bank deposits
over three months 1,353,436
Acquisition of investments held for
trading (200,000)
Proceeds from disposal of investments
held for trading 500,981
Investments in associates (97,552)

Withdrawal of investments in
associates

Additions of available-for-sale
investments

Additions to property, plant and
equipment

Proceeds from disposal of property,
plant and eguipment

Interest received

Dividends received

Addition for other long-term asset

Net cash used in investing activities

Casam i e e s

)

Capital contribution into subsidiaries
from minority shareholders

Capital withdrawal from subsidiaries
by minority shareholders

Proceeds from issue of convertible bond

Proceeds from long-term loans

Proceeds from short-term loans

Repayments of long-term loans

Repayments of short-term loans

Interest paid

Net cash from financing activities

(4,947,114)

576
141,181
7,494

(3,240,998)

443,888

2,992,478

1,533,961
(891,360)
(1,459,081)
(471,718)

2,148,168

1,076,882

1,273,122

2,350,004

The accompanying notes are an integral
part of these financial statements.
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Notes to the
Financial iStatements

31 December 2003 I
(All amounts expressed]in Rmb unless otherwise stated)

'
i

1. ORGANISA"}I'ION AND OPERATIONS

Beijing Datanjg Power Generation Company Limited (the "Company”) was incorporated in Beijing, the People’s Repub-
lic of China (the "PRC”), on 13 December 19394 as a joint stock limited company. The Company listed its H Shares on the
Stock Exchange of Hong Kong Limited and the London Stock Exchange Limited on 21 March 1997. The Company was
registered as a Sino-foreign joint venture on 13 May 1998. The Company and its subsidiaries currently own and operate
seven coal-fired power plants and one hydropower plant. As at 31 December 2003, the Company and its subsidiaries
had 7,632 en]wployees (2002 — 7,332 employees).

The principall activity of the Company and its subsidiaries is power generation in the PRC. Substantially all of the
business of tﬁe Company and its subsidiaries are conducted within one industry segment. As at 31 December 2003, the

installed capafcity of the Company and its subsidiaries in operation is summarised as follows:

Total installed

capacity Province/
Total installed  attributable to municipality
Operating Pllants capacity the Company located
| (MW) (MW)
Four originai operating plants:
Douhe Power Plant 1,550 1,550 Hebei
Gaojing PoWer Plant 600 600 Beijing
Xia Hua Yu;an Power Plant 400 400 Hebei
Zhang Jia Kiou Power Plant 2,400 2,400 Hebei
Subsidiaries
Tianjin Date’,ang Panshan Power Generation
Company Limited ("Datang Panshan”) 1,200 900 Tianjin
Hebei Huaze Hydropower Development
Company; Limited ("Datang Fengning Hydropower") 20 18 Hebei
Inner Mongolia Datang Tuoketuo Power
Generatic?m Company Limited
("Datang, Tuoketuo™) 1,200 720 Inner Mongolia
Shanxi Datafng Yungang Thermal Power
Company: Limited (“Datang Yungang") 440 352 Shanxi
7,810 6,940

1

1
i
i




Notes to the
Financial Statements

31 December 2003
(All amounts expressed in Rmb unless otherwise stated)

1.  ORGANISATION AND OPERATIONS (CONT'D)

As at 31 December 2003, the Company holds equity interests in the following subsidiaries and associates, all of which
are limited liability companies established and operated in the PRC:

Date of Registered Paid-up Attributable
Company name establishment capital capital interest Principal activities
‘000 ‘000
Subsidiaries
Datang Tuoketuo 17 Novemnber 1,414,020 1,414,020 60% Power generation
1995
Datang Panshan 6 August 1997 1,050,791 831,253 75% Power generation
(Note a)

Datang Fengning 29 July 1998 59,161 59,161 90% Hydropower
Hydropower generation

Shanxi Datang Shentou 8 December 261,200 261,200 60% Power generation
Power Generation 1998 (under construction)
Company Limited
{"Datang Shentou”)

Datang Yungang 14 July 2000 207,000 207,000 80% Power generation

Yunnan Datang Honghe 27 April 2001 10,000 10,000 70% Power generation
Power Generation {under construction)
Company Limited
(“Datang Honghe")

Gansu Datang Liancheng 18 August 10,000 10,000 55% Power generation
Power Generation 2001 (under construction)
Company Limited
("Datang Liancheng )

Hebei Datang Tangshan 21 February 215,000 215,000 80% Power generation
Thermal Power 2002 (under construction)
Company Limited
("Datang Tangshan")

Yunnan Datang Nalan 30 October 2002 25,000 25,000 51% Hydropower
Hydropower generation

Development
Company Limited
("Datang Nalan")

{under construction)
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Notes to tﬁe
Financial $tatements

31 December 2003 ]
(All amounts expressed ianmb unless otherwise stated)

|
1. ORGANISATIPN AND OPERATIONS (CONT’D)
]

Date of Registered

Paid-up Attributable

Company nam{e establishment capital capital interest Principal activities
g ‘000 ‘000

Subsidiaries

Yunnan Datang\‘ 8 November 2002 10,000 10,000 70% Hydropower
Lixianjiang - : generation
Hydropower | (under construction)
Developmenti
Company Limited
("Datang Lixianjiang”)

Shanxi Datang ‘Yuncheng 28 March 2003 10,000 8,000 51% Power generation
Power Generiation (pre-construction)
Company Lirﬁited
("Datang Yuncheng")

Jiangsu Datang]Lvsigang 18 September 50,000 50,000 90% Power generation
Power Generégtion 2003 {pre-construction)
Company Limited
(“Datang Lvsi’gang”)

|

Guangdong Dat;lang 15 November 30,000 30,000 75% Power generation
Chaozhou Pol‘wer 2003 (pre-construction)
Generation |
Company Limited
("Datang Chaiozhou”)

fujian Datang Niingde 2 December 2003 50,000 50,000 55% Power generation
Power Generation (pre-construction)
Company Limited
("Datang Ninéde")

Associates (

North China Electric 7 December 2000 100,000 100,000 30% Power related
Power Resear?ch technology services
Institute Combany
Limited (“NCEPR")

1

Wenshan Maluténg 19 September 2001 91,300 91,300 20% Hydropower

Power Genera?tion generation

Company Limited
("Wenshan Malutang”)

74 !
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Notes to the
Financial Statements

31 December 2003
(All amounts expressed in Rmb unless otherwise stated)

1. ORGANISATION AND OPERATIONS (CONT'D)

Date of  Registered Paid-up Attributable

Company hame establishment capital capital interest Principal activities
'000 ‘000
Associates
Tianjin Dagang Huashi 5 April 2002 10,000 10,000 30% Power generation
Power Generation (under construction)

Company Limited
("Tianjin Dagang”)

Beijing Datang Texin 27 April 2002 172,800 172,800 49% Provision of heat
Heat Company Limited ‘ transfer service
("Datang Texin”)

Shanxi Datang
Niangziguan Power 9 January 2003 2,000 2,000 54% Power generation
Generation Company {pre-construction)
Limited (“Datang
Niangziguan”) (Note b)

Chongging Datang 28 August 2003 50,000 50,000 40% Hydropower
Pengshui Hydropower generation
Development (pre-construction)

Company Limited

Ningxia Datang Daba 31 October 2003 20,000 20,000 45% Power generation
Power Generation (pre-construction)
Company Limited
("Datang Daba")

Note {a}) In accordance with the resolution of shareholders’ meeting dated 18 November 2003, the capital of Datang Panshan was
reduced to Rmb831,253,000 in 2003. As at 31 December 2003, the legal procedure for revising the registered capital was
in progress.

Note (b) Though the Company holds majority equity interest of Datang Niangziguan, the Company has not obtained power to
govern its financial and operating decision. Therefore, the Company classifies it as associate.
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Notes to Ji[he
Financial Statements

31 December 2003

H
|
}

(All amounts expressed in Rmb unless otherwise stated)

|
i
H
1
i
i

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

7
i
1

The principal accounting policies adopted in the preparation of the balance sheet of the Company and the consolidated
financial state%nents of the Company and its subsidiaries are set out below:

(a)

(b)

|

Basis of |preparation

The acco’mpanying financial statements of the Company and its subsidiaries have been prepared in accordance
with International Financial Reporting Standards (“IFRS”), including International Accounting Standards (“IAS™)
and Interpretations issued by the International Accounting Standards Board. These financial statements have been
prepared|under the historical cost convention as modified by the revaluation of certain property, plant and equip-
ment, in\)‘estments held for trading and available-for-sale investments.

The prepération of financial statements in conformity with generally accepted accounting principles requires the
use of es}timates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
continger}wt assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses]during the reporting period. Although these estimates are based on management’s best knowledge of
current event and actions, actual results ultimately may differ from those estimates.

!
1
)

Principles of consolidation
§

(i) Subsidiaries
|
Sub%idiaries, which are those entities in which the Company has the power to govern the financial and
operiating policies, are consolidated from the date on which control is transferred to the Company and are
no longer consolidated from the date that control ceases. The purchase method of accounting is used to
account for the acquisition of subsidiaries. The cost of an acquisition is measured at the fair value of the
assefts given up, shares issued or liabilities undertaken at the date of acquisition plus costs directly attribut-
able’} to the acquisition. The excess of the cost of acquisition over the fair value of the net assets of the
substidiary acquired is recorded as goodwill. See Note 2(f) for the accounting policy on goodwill.

Intercompany transactions, balances and unrealised gains on transactions between group companies are
elimi{nated; unrealised losses are also eliminated unless cost cannot be recovered. Where necessary, account-

ing p?olicies of subsidiaries have been changed to ensure consistency with the policies adopted by the Com-
pany.

i
In the Company’s financial statements, investments in subsidiaries are accounted for using the equity method.

i
i
.
!
!

i
|

i
i




Notes to the
Financial Statements

31 December 2003
(All amounts expressed in Rmb unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
(b) Principles of consolidation (cont'd)
(i) Associates

Associates are entities over which the Company generally has between 20% and 50% of the voting rights,
and over which the Company has significant influence, but which it does not control. Investments in associ-
ates are accounted for by the equity method of accounting. Under this method the Company’s share of the
post-acquisition profits or losses of associates is recognised in the income statements and its share of post-
acquisition movements in reserves is recognised in reserves. The cumulative post-acquisition movements are
adjusted against the cost of the investments. Unrealised gains on transactions between the Company and its
associates are eliminated to the extent of the Company’s interest in the associates; unrealised losses are also
eliminated unless the transaction provides evidence of an impairment of the asset transferred. When the
Company's share of losses in an associate equals or exceeds its interest in the associate, the Company does
not recognise further losses, unless the Company has incurred obligations or made payments on behalf of
the associate.

In the Company's financial statements, investments in associates are accounted for using the equity method.
(c) Foreign currency translation

(1)  Measurement currency
[tems inciuded in each of the financial statements of the Company and its subsidiaries are measured using
the currency that best reflects the economic substance of the underlying events and circumstances relevant
to that entity (“the measurement currency”). The measurement currency of the Company and its subsidiar-
ies is Rmb.

(i) Transactions and balances
Foreign currency transactions are translated into the measurement currency using the exchange rates pre-
vailing at the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of

such transactions and from the translation of monetary assets and liabilities denominated in foreign curren-
cies are recognised in the income statements.

Translation differences on debt securities and other monetary financial assets measured at fair value are
included in foreign exchange gains and losses. Translation differences on non-monetary items such as equi-
ties held for trading are reported as part of the fair value gain or loss.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

|
(d) Propert);', plant and equipment

Property,} plant and equipment of the original four power plants during the formation of the Company are re-
corded a*é appraised value as at that time. The asset appraisal was conducted by an independent valuer. Revalua-
tions of property, plant and eguipment are to be performed periodically, normally by professionally qualified
valuers. |

|

Additions} subsequent to the formation of the Company are recorded at cost. The initial cost comprises its pur-
chase pri"ce, including import duties and non-refundable purchase taxes and any directly attributable costs of
bringing t}he asset to its working condition and location for its intended use. Property, plant and equipment, apart
from con%truction-in-progress, are stated at cost or original appraised value less accumulated depreciation and
accumulated impairment loss.

i
|

Expenditu“re incurred after the property, plant and equipment have been put into operation, such as repair and
maintenahce and overhaul costs, are normally charged to the income statement in the period the costs are in-
curred. Inisituations where it can be clearly demonstrated that the expenditure has resulted in an increase in the
future ecc})nomic benefits expected to be obtained from the use of an item of property, plant and equipment
beyond its originally assessed standard of performance, the expenditure is capitalised as an additional cost of
property, pi)lant and equipment.

Depreciati:\on is calculated on a straight-line basis to write off fixed assets, after taking into account the estimated
residual vé;lue, over their estimated useful lives as follows:

h
i

Buildings ; 20-50 years
Electricity utility plant in service:
Coal-ﬂre‘;d electricity utility plant 12-30 years
Hydro el}ectricity utility plant 12-45 years
Transportaition facilities, computer and others 4-10 years

Where the‘J carrying amount of an asset is greater than its estimated recoverable amount, it is written down
immediatei'y to its recoverable amount.

|
Constructi%)n-in—progress represents properties, plant and equipment under construction and is stated at cost.
This includes the costs of construction, plant and machinery and other direct costs. Construction-in-progress is
not depreciated until such time as the relevant assets are completed and ready for its intended use when they are
transferred|to the relevant asset category.

|
Gains and losses on disposals are determined by comparing the proceeds on disposal with the carrying amount
and are inciuded in operating profit.




Notes to the
Financial Statements

39 December 2003
(All amounts expressed in Rmb unless otherwise stated)

2,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

(d)

(e)

Property, plant and equipment (cont'd)

Interest costs on borrowings to finance the construction of property, plant and equipment are capitalised during
the period of time that is required to complete and prepare the assets for its intended use. Other borrowing costs
are expensed.

Management considers that the amount of property, plant and equipment as at 31 December 2003 is not mate-
rially different from fair value.

Investments

The Company and its subsidiaries classified its investments in debt and equity into the following categories: held
for trading, held-to-maturity and available-for-sale. The classification is dependent on the purpose for which the
investments were acquired. Management determines the classification of its investments at the time of purchase
and re-evaluates such designation on a regular basis. Investments that are acquired principally for the purpose of
generating a profit from short-term fluctuations in price are classified as held for trading investments and in-
cluded in current assets; for the purpose of these financial statements short term is defined as 3 months except for
short term bank deposits. Investments with a fixed maturity that management has the intent and ability to hold to
maturity are classified as held-to-maturity and are included in non-current assets, except for maturities within 12
months from the balance sheet date which are classified as current assets. During the year ended 31 December
2003, the Company and its subsidiaries did not hold any investments in this category. Investments intended to be
held for an indefinite period of time, which may be sold in response to needs for liquidity or changes in interest
rates, are classified as available-for-sale. Such investments are included in non-current assets unless management
has the expressed intention of holding the investment for less than 12 months from the balance sheet date or
unless they will need to be sold to raise operating capital, in which case they are included in current assets.

Purchases and sales of investments are recognised on the trade date, which is the date that the Company and its
subsidiaries commit to purchase or sell the asset. Cost of purchase includes transaction costs. Trading and avail-
able-for-sale investments are subsequently carried at fair value. Held-to-maturity investments are carried at amor-
tised cost using the effective yield method. Realised and unrealised gains and losses arising from changes in the
fair value of trading investments are included in the income statement in the period in which they arise. Unrealised
gains and losses arising from changes in the fair value of securities classified as available-for-sale are recognised in
equity. The fair values of investments are based on quoted bid prices or amounts derived from cash flow models.
In circumstances where fair values can be reliably calculated, fair values of unlisted equity securities are estimated
using applicable price/earnings or price/cash flow ratios refined to reflect the specific circumstances of the issuer.
Equity securities for which fair values cannot be measured reliably are recognised at cost less impairment. When
securities classified as available-for-sale are sold or impaired, the accumulated fair value adjustments are included
in the income statements as gains and losses from investment securities.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

)

(9

(h

M

Goodwill

|
Goodwill represents the excess of the cost of an acquisition over the fair value of the Company’s share of the net
assets a:cquired at the date of acquisition.

|
)

Goodwill is amortised using the straight-line method over its estimated useful life and recognised in the income
stateme‘,nt as other operating expenses. Management determines the estimated useful life of goodwill based on
its evallation of the respective companies at the time of the acquisition, considering factors such as existing
market ;share, potential growth and other factors inherent in the acquired companies.
At each‘!balance sheet date, the Company assesses whether there is any indication of impairment. If such indica-
tions exist an analysis is performed to assess whether the carrying amount of goodwill is fully recoverable. A write
down is|made if the carrying amount exceeds the recoverable amount.

1

i

Operati:ng lease
1

Leases V\i/here a significant portion of the risks and rewards of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases (net of any incentives received from the lessor) are
chargedlto the income statement on a straight-line basis over the period of the lease.

Impairment of long lived assets
]

|

Property, plant and equipment and other non-current assets, including goodwill and intangible assets are re-
viewed f:or impairment losses whenever events or changes in circumstances indicate that the carrying amount may
not be récoverable. An impairment loss is recognised for the amount by which the carrying amount of the asset
exceeds fits recoverable amount, which is the higher of an asset’s net selling price and value in use. For the
purposes;: of assessing impairment, assets are grouped at the lowest level for which there are separately identifi-
able casﬁ Hlows.

lnventoni'ies

|
lnventori]‘es are stated at the lower of weighted average cost or net realisable value, and are expensed to fuel costs
or other felevant operating expenses when used, or capitalised to fixed assets when installed, as appropriate. Cost
of inventories includes direct material cost and transportation expenses incurred in bringing the materials and
supplies ‘to the working locations. Net realisable value is the estimated selling price in the ordinary course of
business jess selling expenses.

|
i
)
i
i
i
1
]
1

1
i
i
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2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

()

(k)

(M

(m)

Receivables

Receivables are carried at the original invoiced amount less provision made for impairment of these receivables. A
provision for impairment of receivables is established when there is objective evidence that the Company and its
subsidiaries will not be able to collect all amounts due. The amount of the provision is the difference between the
carrying amount and the recoverable amount, being the present value of expected cash flows, discounted at the
market rate of interest for similar borrowers.

Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost. For the purposes of the cash flow statement,
cash and cash equivalents comprise cash on hand, deposits held at call with banks and financial institution and
other short-term highly liquid investments with original maturities of 3 months or less.

Borrowings

Borrowings are recognised initially at the proceeds received, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost using the effective yield method; any difference between proceeds (net of
transaction costs) and the redemption value is recognised in the income statement over the period of the borrow-
ings.

When a convertible bond is issued, the fair value of the liability portion is determined using the market interest
rate for an equivalent non-convertible bond. This amount is recorded as non-current liability on the amortised cost
basis until extinguishment on conversion or maturity of the bond. The remainder of the proceeds are allocated to
the equity conversion option, which is recognised and included in shareholders’ equity. The value of the equity
conversion option is not changed in subsequent periods.

Deferred income taxes

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the
tax bases of assets and liabilities and their carrying amounts in the financial statements. Currently enacted tax
rates are used in the determination of deferred income tax.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be available
against which the temporary differences can be utilised.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and associates,
except where the timing of the reversal of the temporary differences can be controlled and it is probable that the
temporary difference will not reverse in the foreseeable future.
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2. SUMMARY {OF SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)

(n)

(o)

(p)

Govern%ment grants

|
Governrr:went grants are not recognised until there is reasonable assurance that the Company will comply with the
conditio‘ps attached to them and that the grants will be received. Government grants are deferred and recognised
in the income statement over the period necessary to match them with the related costs that they are intended to
compen%ate on a systematic basis. Grants related to the acquisition of property, plant and equipment are ac-
counted for as deferred income in the financial statements and are recognised as income over the useful life of the
asset. :

Provisio}ns

Provisionis are recognised when the Company and its subsidiaries have a present legal or constructive obligation as
a result of past events, it is probable that an outflow of resources will be required to settle the obligation, and a
reliable e“stimate of the amount can be made. Where the Company and its subsidiaries expect a provision to be
reimbursed, for example under an insurance contract, the reimbursement is recognised as a separate asset but

only when the reimbursement is virtually certain.
Revenue; and income recognition
i

Revenue 1and income are recognised when it is probable that the economic benefits associated with a transaction
will flow tto the Company and its subsidiaries and the revenue and the costs incurred or to be incurred in respect
of the transaction can be measured reliably and on the following bases:

1

2
(i)  Operating revenue
|
)
Sub{stantially all operating revenue represents amount of tariffs billed for electricity generated and transmit-

ted\to the respective regional or provincial power companies. Operating revenue is billed and recognised
upo1n transmission of electricity and heat to the customers.

(ii) Intei‘rest income

Inte;rest income from deposits placed with banks and other financial institutions is recognised on a time
proportion basis that takes into account the effective yield on the assets.

|
(i) Dividend income
%
Divicﬁend income is recognised when the right to receive payment is established.
i
|
i
{

|
|
1
|




Notes 1o the
Financial Statements

31 December 2003
(All amounts expressed in Rmb unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)
(q) Retirement and staff housing benefits

() Pension obligations
The Company and its subsidiaries have various defined contribution plans in accordance with the local con-
ditions and practices in the municipalities and provinces in which they operate. A defined contribution plan
is a pension plan under which the Company and its subsidiaries pay fixed contributions into a separate entity
(a fund) and will have no legal or constructive obligations to pay further contributions if the fund does not
hold sufficient assets to pay all employees benefits relating to employee service in the current and prior
periods.
Costs of retirement benefits are charged to income statement as incurred.

(i)  Staff housing benefits
The Company and its subsidiaries provide housing to their employees at a discount price. The price differ-
ence between the selling price and the cost of housing is considered as housing benefit and is amortised on
a straight line basis over the estimated average service lives of relevant employees and included in other

operating costs.

Apart from housing benefit, the Company and its subsidiaries also contribute to the state-prescribed hous-
ing fund. Such costs are charged to the income statement as incurred.

(r) Related parties
Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making financial and operating decisions. Parties are also
considered to be related if they are subject to common control or common significant influence.

(s) Minority interests

Minority interests include the minorities’ proportion of the fair value of identifiable assets and liabilities of subsid-
jaries.

Changes in minority interests represent new capital injection from minority shareholders and share of profit and
loss, which should belong to minority shareholders.
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2. SUMMARY]OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

(s)

(®

|

Minority interests (cont’d)

1

The losses applicable to the minority in a consolidated subsidiary may exceed the minority interest in the equity of
the subsidiary. The excess, and any further losses applicable to the minority, are charged against the majority

|

interest except to the extent that the minority has a binding obligation to, and is able to, make good the losses. If
the subsidiary subsequently reports profits, the majority interest is allocated all such profits until the minority’s
share of losses previously absorbed by the majority has been recovered.

As at 31 December 2003, all losses of subsidiaries attributed to minorities were less than the minorities’ invest-
ment inlthe subsidiaries and therefore the Company did not absorb any such loss.

Financial instruments

(i)

(i)

Liability and equity
|

Fidancial instruments are classified as liabilities or equity in accordance with the substance of the contractual
arfangement. Interest, dividends, gains and losses relating to a financial instrument classified as a liability,
ar¢ reported as an expense or as income. Distributions to holders of financial instruments classified as equity
aré charged directly to equity. When the rights and obligations regarding the manner of settlement of finan-
cial instruments depend on the occurrence or non-occurrence of uncertain future events or on the outcome
ofjuncertain circumstances that are beyond the control of both the issuer and the holder, the financial
ins‘;trument is classified as a liability unless the possibility of the issuer being required to settle in cash or
another financial asset is remote at the time of issue, in which case the instrument is classified as equity.

{
Derivative financial instruments

On inception, the Company and its subsidiaries identify certain derivatives as either i) a hedge of the fair
value of an asset or a liability (fair value hedge), ii) a hedge of the exposure to variability in cash flows
att‘%ributable to an asset or liability or a forecast transaction (cash flow hedge) or iii) a hedge of a net invest-
mént in a foreign entity.

Thé Company and its subsidiaries’ criteria for classifying a derivative instrument as a hedge include: i) the
he:dge transaction is expected to be highly effective in achieving offsetting changes in fair value or cash
flows attributable to the hedged risk, ii) the effectiveness of the hedge can be reliably measured, iii) there is
adéquate documentation of the hedging relationships at the inception of the hedge, and iv) for cash flow
hedges, the forecasted transaction that is subject of the hedges must be highly probable.

Dejrivative financial instruments that are not designated as hedging instruments are classified as held-for-
trading and carried at fair value, with changes in fair value included in the income statement.

|
)
|
i

j
|
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

)

(u)

(v)

(w)

Financial instruments (cont’d)
(i) Derivative financial instruments (cont'd)

An embedded derivative is separated from the host contract and accounted for as a derivative if i) the
economic characteristics and risks of the embedded derivative are not closely related to the economic char-
acteristics and risks of the host contract; ii) a separate instrument with the same terms as the embedded
derivative would meet the definition of a derivative; and iii) the hybrid (combined) instrument is not mea-
sured at fair value with changes in fair value reported in net profit or loss.

Financial instruments are reviewed for impairment at each balance sheet date. For financial assets carried at
amortised cost, whenever it is probable that the Company and its subsidiaries will not collect all amounts due
according to the contractual terms of loans, receivables or held-to-maturity investments, an impairment or bad
debt loss is recognised in the income statement. A reversal of impairment losses previously recognised is recorded
when the decrease in impairment loss can be objectively related to an event occurring after the write-down. Such
reversal is recorded in income. However, the increased carrying amount is only recognised to the extent it does not
exceed the amortised cost which would have been recorded had the impairment not been recognised.

Contingencies

Contingent liabilities are recognised in the financial statements when it is probable that a liability will crystallise.
Where no provision is recorded, they are disclosed unless the possibility of an outflow of resources embodying
economic benefits is remote. A contingent asset is not recognised in the financial statements unless virtually
certain but disclosed when an inflow of ecanomic benefits is probable.

Dividends

Dividends are recorded in the financial statements of the Company and its subsidiaries in the period in which they
are approved by the shareholders of the Company and its subsidiaries.

Subsequent events
Post-year-end events that provide additional information about a company’s position at the balance sheet date

(adjusting events) are reflected in the financial statements. Post-year-end events that are not adjusting events are
disclosed in the notes when material.
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3. FINANCIAL Rl‘:SK MANAGEMENT

i

(a) Financial frisk factors

]

i
The activities of Company and its subsidiaries expose them to a variety of financial risks including changes in debt
and equityimarket prices, interest rates and foreign exchange rates.

(i)

(i)

(1if)

/nter:est rate risk

|
The floating rate loans expose the Company and its subsidiaries to interest rate risk. The Company and its
subsijdiaries use derivative instruments, to the extent available in the PRC, to manage exposure to fluctua-
tionslin interest rates. When considered appropriate, the Company uses interest rate swap to manage the
relati}/e level of its exposure to cash flow risk associated with borrowings with floating interest rates.

|
Interest rates applicable to the Company and its subsidiaries’ borrowings and the schedule of long-term loan
repayments are disclosed in Notes 16 and 17.
Foreign currency risk

The t}usinesses of the Company and its subsidiaries are principally conducted in Rmb, except that purchases
and financing of certain electricity utility plant equipment are denominated in United States dollars (USD).
Dividends to shareholders holding H Shares are declared in Rmb and paid in Hong Kong dollars. As at 31
Dece}mber 2003, all of the Company and its subsidiaries’ assets and liabilities were denominated in Rmb
except for cash and bank deposits of approximately Rmb2,035 million (2002 - Rmb2,089 million), long-term
loans of approximately Rmb2,776 million (2002 - Rmb2,212 million) and convertible bond of approximately
Rmbﬁ,032 million (2002 - Nil) which were denominated in foreign currencies, principally in USD and Hong
Kong dollars. Fluctuation of exchange rate of Rmb against foreign currencies could affect the Company and
its sdbsidiaries' results of operation.

i
Credit risk
1
i

Each]power plant of the Company and its subsidiaries sells the electricity generated to its sole customer (the
provincial or regional power company) in the province or region where the power plant is situated.
Subs}tantia”y all of the Company and its subsidiaries’ sales for the year were made to North China Grid
Company Limited (“NCG"”, previously known as North China Power Group Company) and its subsidiary (see
Notei 21). In addition, the ten largest suppliers accounted for approximately 73% (2002 - 64%) of the coal
purchases of the Company and its subsidiaries for the year ended 31 December 2003.

As af 31 December 2003 approximately Rmb3,273,493,000 (2002 — Rmb49,090,000) and Rmb2,153,704,000
(2002 - Rmb4,177,250,000) of the Company and its subsidiaries’ cash and bank deposits were deposited
with!NCPG Finance Company Ltd. ("NCPG Finance”), a non-bank financial institution (Note 25(d)), and the
four |argest state-owned banks of the PRC, respectively.

|

|
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3.

FINANCIAL RISK MANAGEMENT (CONT'D)

(a)

(b)

(<)

Financial risk factors (cont'd)
(i) Credit risk (cont'd)

The Company and its subsidiaries do not guarantee obligations of other parties except for the Company's
proportionate share of the loans of its subsidiaries.

The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the
balance sheet. The Company considers that its maximum exposure is reflected by the amount of trade
receivables and other current assets, net of provisions for impairment recognised at the balance sheet date.

(iv)  Liguidity risk

The Company and its subsidiaries’ policy is to maintain sufficient cash and cash equivalents or have available
funding through an adequate amount of committed credit facilities to meet its commitments regarding
construction of power plants. The amount of undrawn credit facilities at the balance sheet date is disclosed
in Note 29(c).

Accounting for derivative financial instruments and hedging activities

Derivative financial instruments are initially recognised in the balance sheet at cost and subsequently are remeasured
at their fair value,

While derivative transactions provide effective economic hedges under the Company and its subsidiaries’ risk
management policies, the derivatives that do not gualify for hedge accounting under the specific rules in IAS 39
are carried at fair value with changes in fair value included in the income statement.

Fair values

The fair value of investments held for trading is estimated by reference to their quoted market price at the balance
sheet date. The fair value of interest rate swap is calculated as the present value of the estimated future cash
flows.

The carrying amounts of the Company and its subsidiaries’ cash and cash equivalents, short-term bank deposits
over three months, accounts receivable, accounts payable and short-term loans approximate their fair values
because of the short maturity of these instruments.

Available-for-sale investments are measured at cost as there is no quoted market price in an active market and
their fair value cannot be reliably measured (see Note 7).

The fair values of long-term loans, including current portions, of approximately Rmb11,133 million (2002 -~
Rmb8,648 million) as at 31 December 2003, have been estimated by applying a discounted cash flow approach
using interest rates available for comparable instruments. As at the same date, the book value of these liabilities
was approximately Rmb11,136 million (2002 - Rmb8,666 million).

Fair value estimates are made at a specific point in time and based on relevant market information and informa-
tion about the financial instrument. These estimates are subjective in nature and involve uncertainties and matters
of significant judgement and therefore cannot be determined with precision. Changes in assumptions could sig-
nificantly affect the estimates.
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|
|

4. PROPERTY, PLANT AND EQUIPMENT

!

Company and its subsidiaries

Transportation

| Electricity facilities, Construction-
i utility plants computers in-
Buildings in service and others progress Total
j ‘000 ‘000 ‘000 ‘000 ‘000
Cost or valuati:on (Note a)
Beginning of ;year 1,876,165 17,866,581 503,964 6,698,256 26,944,966
Addition 22,319 39,400 55,514 8,563,558 8,680,791
Disposals (1,792) (126,706) (12,538) - (141,036)
Transfer in/(odjt) 58,152 6,793,443 35,355 (6,886,950) -
Reclassificatiq‘n (46,190) 46,190 - - -
End of year 1,908,654 24,618,908 582,295 8,374,864 35,484,721
Accumulated ci]epreciation
Beginning of year 191,694 5,695,611 201,009 - 6,088,314
Charge for the year 16,635 1,583,686 53,386 - 1,653,707
Written back jon disposals (219) (93,762) (10,024) - (104,005)
Reclassificatio}n (3,374) 3,374 - - -
End of year 204,736 7,188,909 244,371 - 7,638,016
Net book value
End of year 1,703,918 17,429,999 337,924 8,374,864 27,846,705
Beginning of g/ear 1,684,471 12,170,970 302,955 6,698,256 20,856,652
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4,

PROPERTY, PLANT AND EQUIPMENT (CONT'D)

Company

Transportation

Electricity facilities, Construction-
utility plants computers in-
Buildings in service and others progress Total
‘000 ‘000 ‘000 ‘000 ‘000
Cost or valuation (Note a)
Beginning of year 1,196,056 14,264,470 372,045 305,800 16,138,371
Addition - 996 19,705 1,456,346 1,477,047
Disposals (1,792) (126,706) (12,386) - (140,884)
Transfer in/(out) 44,220 427,114 16,930 (488,264) -
End of year 1,238,484 14,565,874 396,294 1,273,882 17,474,534
Accumulated depreciation
Beginning of year 185,958 5,437,516 190,191 - 5,813,665
Charge for the year 14,696 1,090,950 38,445 - 1,144,091
Written back on disposals (219) (93,762) (9,877) - (103,858)
End of year 200,435 6,434,704 218,759 - 6,853,898
Net book value
End of year 1,038,049 8,131,170 177,535 1,273,882 10,620,636
Beginning of year 1,010,098 8,826,954 181,854 305,800 10,324,706

(Note a)

For the year ended 31 December 2003, the interest rates on the loans for which interest has been capitalised varies

from 1.30% to 5.76% (2002 - 2.88% t0 6.21%) per annum.

A valuation of the Company’s property, plant and equipment was carried out during 1997 by independent valuers. The

revaluation was done based on depreciated replacement costs.

Property, plant and equipment of approximately Rmb5,444 million (2002 - Rmb5,585 million) represents fixed assets of the
origina! four power plants during the formation of the Company, which are recorded at appraised value as the date of
formation of the Company conducted by an independent valuer.
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5.

)
i

INVESTMENTS IN SUBSIDIARIES

i
|
!
|
;
|

2002
‘000
{
Beginning of year 1,327,554
Addition | 958,073
Share of results|after tax (99,135)
Reduction | -
Dividends i (2,032)
End of year ’ 2,184,460
5
The reduction in 2003 represented the reduction of Company’s investment in Datang Panshan (Note 1(a)).
Details of the Cjompany’s subsidiaries are set out in Note 1.
|
INVESTMENTS IN ASSOCIATES
|
| 2002
\ '000
1
Beginning of ye%r R 33,913
Additions j 102,939
Share of results after tax 5,499
Reduction -
End of year | 142,351
i

The additions in{2003 mainly represented the Company’s investments in various power plant projects in several differ-
ent provinces of |PRC.

\
1
i

The reduction in} 2003 mainly represented the reduction of the Company’s equity investment in Wenshan Malutang
from 23% to 20%.
1

As at 31 Decembjer 2003, the Company's subsidiaries had no investments in associates.

Details of the Cojmpany’s associates are set out in Note 1.
{
]
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7. AVAILABLE-FOR-SALE INVESTMENTS

Available-for-sale investments of the Company and its subsidiaries mainly comprised a 16% equity investment (unlisted)
in NCPG Finance and a 10% equity investment (unlisted) in China Continent Property & Casualty Insurance Company
Ltd. ("CCPC"). NCPG Finance is a non-bank financial institution providing financing services. CCPC is a financial insti-
tution providing property insurance services.

These investments do not have a quoted market price in an active market. The principal activity of NCPG Finance is to
provide financial services exclusively to its shareholders and their affiliates. CCPC was only incorporated at the end of
2003 with minimal activities as at 31 December 2003. Based upon the limited forecast financial information regarding
these investments available to the Company, the directors are of the opinion that there are no appropriate methods to
reliably measure their fair values. Accordingly, these investments are stated at cost and are subject to review for impair-
ment l0ss.

There were no disposals or provisions for impairment on available-for-sale investments for the year ended 31 December
2003,
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]
8. DEFERRED HOUSING BENEFITS
Pursuant to the “Proposal on Further Reform of Housing Policy in Urban Areas” of the State and the implementation

schemes for staff quarters issued by the relevant provincial and municipal governments, the Company and its subsidiar-
ies have finalised a scheme for selling staff quarters in 1999.

Under the scheme, the Company and its subsidiaries provide housing benefits to its staff to buy staff quarters from the
Company anﬁ its subsidiaries at preferential prices. The offer price is calculated based on their length of service and
position pursiuant to the prevailing local regulations. The deferred housing benefits represent the difference hetween
the net book|value of the staff quarters sold and the proceeds collected from the employees. The housing benefits are
amortised ov‘jer the remaining average service life of the relevant employees. The estimated housing benefits are ex-
pected to berﬁefit the Company and its subsidiaries over ten years, which is the estimated remaining average service life
of the relevar}wt employees.

2002

‘000
Cost |
i
Beginning and end of year Lo 342,837
|
Accumulatecj amortisation
Beginning of year R (81,542)
Charge forlthe year R (37,216)
End of year o (118,758)
Net book val;ue
End of year| R 224,079

Beginning ojf year - . 261,295

|
As at 31 December 2003, there was no deferred housing benefit in subsidiaries’ accounts.
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9. GOODWILL

Goodwill arose from the Company’s acquisition of Zhang Jia Kou Power Plant Unit 2 in 2000 and is amortised over 10

years.
2002
000
Cost
Beginning and end of year R 57,363
Accumulated amortisation
Beginning of year A ‘ (7,026)
Charge for the year S (5,592)
End of year A (12,618)
Net book value
End of year R 44,745
Beginning of year C 50,337
The amortisation cost is included in other operating costs in the financial statements.
As at 31 December 2003, there was no goodwill in the subsidiaries’ accounts.
10. INVENTORIES
2002 . 2002
‘000 § ‘000
Fuel S 108,985 . 90,165
Spare parts and consumable supplies : A 193,123 s 165,548
302,108 255,713

As at 31 December 2003, all inventories were carried at cost.
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11.

12.

13.

!
ACCOUNTS 1RECEIVABLE

Accounts receiivable of the Company and its subsidiaries mainly represents the receivable from the respective regional
or provincial ﬁ)ower companies for tariff revenue. This receivable is unsecured and non-interest pearing. The tariff
revenue is sett‘jled on a monthly basis according to the payment provisions in the power purchase agreements. As at 31
December 2003, all tariff revenues receivable from the respective power companies were due within three months.
SHORT—TERM BANK DEPOSITS OVER THREE MONTHS
Short-term bank deposits over three months consist of fixed-term deposits denominated in Rmb, Hong Kong dollars or
USD with original maturities ranging from over three months to one year.

|
The effective i:‘nterest rates on short-term bank deposits over three months ranged from 0.90% to 1.11% per annum
(2002 - 1.98% to 2.24% per annum), and these deposits have an average maturity of 142 days (2002 - 82 days).

|
CASH AND CASH EQUIVALENTS

!

| ‘

| 2002 2002

[

: ‘000 ‘000
Deposits with NCPG Finance 49,090 49,090
Bank deposits | 2,300,640 : 2,250,269
Cash in hand : ‘ 274 240

| 2,350,004 2,299,599

i

The effective interest rates on the above deposits were ranging from 0.90% to 1.76% per annum (2002 - 1.43% to

1.71% per annfum) and these deposits have an average maturity of 34 days (2002 - 25 days).

i
!
]

J
i
|
|
i
|
|
i
i
|
I
1
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14. SHARE CAPITAL

15.

As at 31 December 2003, the authorised share capital of the Company was Rmb5,162,849,000, divided into
5,162,849,000 shares of Rmb1 each. The issued and fully paid up share capital of the Company as at 31 December
2003 and 2002 was as follows:

Share interest

Number of shares Share capital percentage

‘000 Rmb '000 %

Domestic Shares 3,732,180 3,732,180 72.29
H Shares 1,430,669 1,430,669 27.71
5,162,849 5,162,849 100.00

Domestic shares are non-listed promoter shares subscribed by promoters in Rmb upon the Company’s incorporation.

H-shares were listed on The Stock Exchange of Hong Kong Limited and the London Stock Exchange Limited on 21
March 1997.

Domestic shares and H shares rank pari passu with each other and in particular will rank in full for all dividends or
distributions declared and paid.

RESERVES

(a)

(b)

Capital reserve

Capital reserve comprises the revaluation surplus, the difference between the nominal amount of the domestic
shares issued and the fair value of the net assets injected into the Company during its formation and also pro-
ceeds from the issuance of H Shares in excess of their par value, net of expenses related to the issuance of the
shares in 1997.

Statutory surplus reserve

In accordance with the relevant laws and regulations of the PRC and the Company's articles of association, the
Company is required to appropriate 10% of its net profit, after offsetting any prior years’ losses, to the statutory
surplus reserve. When the balance of such reserve reaches 50% of the Company’s share capital, any further
appropriation is optional.

The statutory surplus reserve can be used to offset prior years’ losses, if any, and may be converted into share
capital by issuing new shares to shareholders in proportion to their existing shareholding or by increasing the par
value of the shares currently held by them, provided that the remaining balance of the reserve after such issue is
not less than 25% of share capital. The statutory surplus reserve is non-distributable.
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|

15. RESERVES (CONT'D)

(c)

(d)

(e)

Statutc}:ry public welfare fund
|

i
n accor}dance with the Company's articles of association, 10% of its net profit is to be appropriated to a statutory
public welfare fund. The statutory public welfare fund can only be utilised on capital items for the collective
beneﬂts} of the Company’s employees such as construction of canteen and other staff welfare facilities. Title of
these capital items will remain with the Company. This fund is non-distributable other than in liquidation.

Pursuan}i to the PRC Accounting System for Business Enterprises, effective in 2001, statutory public welfare fund
is transférred out to discretionary surplus reserve upon utilisation for the collective benefits of the employees. For
the yeag‘ ended 31 December 2003, approximately Rmb56,466,000 (2002 — Rmb49,103,000) of the statutory
public V\;/elfare fund was transferred out to discretionary surplus reserve a_ccordingly.

Discretionary surplus reserve
|

In accordance with the Company’s articles of association, the appropriation of profit to the discretionary surplus
reserve and its utilisation are made in accordance with the recommendation of the Board of Directors and is
subject t‘;o shareholders’ approval at their general meeting.

1
On 17 March 2004, the Board of Directors proposed an appropriation of profit of approximately Rmb509,077,000
to the djscretionary surplus reserve for the year ended 31 December 2003 (2002 - Nil). The proposed profit
appropri?tion is subject to the shareholders’ approval in their next general meeting.

|

1
The discr}etionary surplus reserve can be used to offset prior years' losses, if any, and may be converted into share
capital by issuing new shares to shareholders in proportion to their existing shareholding or by increasing the par
value of ’j[he shares currently held by them. The discretionary surplus reserve is distributable.

|
Restricte;d reserve

)

Pursuant!to documents Cai Qi [2000] 295, Cai Qi [2000] 878 and Cai Kuai [2001] 5 issued by MOF, deferred

housing i}?eneﬂts for staff quarters sold that were approved by the government before the effective date of Cai Qi
[2000] 295, i.e. 6 September 2000, should be directly deducted from shareholders’ equity starting from 2001.
Accordmfgly, approximately Rmb258,881,000 which represented the remaining deferred housing benefits balance
in relatioh to staff quarters sold approved by the government before 6 September 2000 has been directly de-
ducted fr{om the statutory public welfare fund under PRC accounting standards and regulations ("PRC GAAP").
For finané;ial statements prepared in accordance with IFRS, the deferred housing benefits are amortised over the
estimated average service lives of the relevant employees (see Note 8 above). To reflect the reduction of the
statutory ‘public welfare fund, an amount equivalent to the corresponding deferred housing benefits balance was
transferre{d from statutory public welfare fund to a restricted reserve specifically set up for this purpose. Upon
amortisation of the deferred housing henefits, an amount equivalent to the amortisatiaon far the period is trans-
ferred fro“m the restricted reserve to retained earnings. For the year ended 31 December 2003, approximately

Rmb32,360,000 (2002 - Rmb32,360,000) had been transferred out from this restricted reserve.

|
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15. RESERVES (CONT'D)
(f) Other reserve
Other reserve comprised of the value of equity conversion component of convertible bond issued on 9 September
2003 (Note 18), net of deferred income tax. The value of equity component is determined on the issue of bond
and is not changed in subsequent periods.

(g) Basis for profit appropriations

In accordance with document Cai Kuai Zi [1995] 31 issued by MOF, appropriations to statutory reserves are to be
determined based on the financial statements prepared in accordance with the PRC GAAP.

In addition, in accordance with the Company’s articles of association, the Company declares dividends based on
the lower of retained earnings as reported in accordance with PRC GAAP and those reported in accordance with
IFRS after deducting current year's appropriations to other reserves. As at 31 December 2003, the amount of
retained earnings as determined under IFRS was less than that determined under PRC GAAP by approximately
Rmb142 million (2002 — Rmb120million).

The profit attributable to shareholders for the year ended 31 December 2003 includes a profit of approximately
Rmb1,782,427,000 (2002 - Rmb1,406,801,000) that has been dealt with in the accounts of the Company.

16. LONG-TERM LOANS

Long-term loans include the long-term bank loans and other long-term loans as follows:

2002 2002
‘000 ‘000
Long-term bank loans (&) ‘ 6,892,252 2,304,000
Other long-term loans (b) 1,773,790 -
8,666,042 : 2,304,000
Less: Amounts due within

one year included under
current liabilities : (540,953) (182,000)
8,125,089 2,122,000
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1

16. LONG-TERM LOANS (CONT'D)
|

(a) Long-terr;h bank loans

As at 31 december 2003, approximately Rmb1,065 million (2002 — Rmb438 million) and Rmb8,359 million (2002
- Rmb6,4$4 million) of the long-term bank loans were denominated in USD and Rmb, respectively. All the long-
term bank loans were unsecured and bear interest at rates ranging from 2.19% to0 5.76% (2002 ~ 2.88% to
6.21%) pér annum. Approximately Rmb1,825 million (2002 -~ Rmb2,195 million) of the Company’s bank loans
were guaranteed by NCG (Note 25(e)). Approximately Rmb2,284 million (2002 — Rmb 1,470 million) of the loans
of the sub’;sidiaries were guaranteed by the minority shareholders according to their shareholding percentage in
the subsid;iaries.

The long-term bank loans, as summarised below, were drawn to finance the construction of electricity utility

plants: |

i
1

|
|
|
i
]
|

2002 2002
| ‘000 ‘000
Amount repayable

Within one year 422,000 182,000
Betwee‘,n one to two years 662,830 254,000
Betvvee"n two to five years 3,081,142 785,000
Over fi\}ie years 2,726,280 1,083,000

! - Tt - T

i 6,892,252 2,304,000

]
|
(b) Other long-term loans
i
Other long-term loans were borrowed by MOF from International Bank for Reconstruction and Development
("World Bank”) and on lent to the Company’s subsidiary, Datang Tuoketuo, for the construction of electricity

utility plants. The maturity of these loans were as follows:

|
|

i

2002
‘000

Amount jepayable
Within ;one year 118,953
Between one to two years : 94,960
Between two to five years 320,303
Over fi\f/e years 1,239,574

1,773,790

i
]
1
1
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16. LONG-TERM LOANS (CONT'D)
(b) Other long-term loans (cont’d)

All these loans were denominated in USD and unsecured. The other long-term loans bear interest at the rate of
LIBOR Base Rate plus LIBOR Total Spread as defined in the loan agreement between MOF and World Bank, which
approximated 1.30% to 1.60% per annum during the year ended 31 December 2003 (2002 - 2.12% t0 2.13%).
In accordance with a guarantee agreement between NCG and MOF, NCG agreed to guarantee 60% of the loan
balances (Note 25(e)). As at 31 December 2003, approximately Rmb1,027 million (2002 - Rmb 1,058 million) of
the loans were guaranteed by NCG, while the Company provided a counter-guarantee to NCG in respect of this
amount.

17. SHORT-TERM LOANS

Short-term loans, as summarised below, were drawn by the Company and its subsidiaries for the construction of elec-
tricity utility plants:

2002 2002

‘000 '000

Short-term bank loans SR - -
Short-term loans payable to

NCPG Finance : 316,000 . -

316,000 ’ -

As at 31 December 2003, all short-term loans were denominated in Rmb, unsecured and bear interest at rates ranging
from 2.88% t0 4.78% (2002 - 3.99% to 5.85%) per annum. Approximately Rmb960 million (2002 — Rmb44 million) of
short-term loans were guaranteed by the minority shareholders according to their shareholding percentage in the
subsidiaries.
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|

18. CONVERTiBLE BOND

On 9 Septémber 2003, the Company issued USD153,800,000, 0.75% convertible bond at a nominal value of
usD1 53,80@,000. The bond will be matured in 5 years from the issue date at their nominal value unless converted into
the Company’s ordinary shares at the holder's option at the rate of HK$5.558 per share, subject to adjustment in certain
circumstandes and with a fixed rate of exchange applicable on conversion of the convertible bond of HK$7.799 per
usD1. §
The fair valdge of the liability component and the equity conversion component were determined on the issue of the
bond. The fair value of the liability component was calculated using a market interest rate for an equivalent non-
convertibleibond. The residual amount, representing the value of the equity conversion component, is included in
shareho\der{fs’ equity in other reserve, net of deferred income tax.

<
In subseque}nt periods the liability component continues to be presented on the amortised cost basis, until extinguished
on conversion or maturity of the bond. The equity component is determined on the issue of bond and is not changed in

subsequent|periods.

The converti;ible bond recognised in the balance sheet as at 31 December 2003 was as follows:
|

| 2003

| '000
Face value c}af convertible bond issued on 9 September 2003 1,272,956
Issuance cogt (34,953)
Net proceecjﬁs 1,238,003
Equity conv}ersion component, net of deferred tax liability (149,796)
Deferred ta:x liability (73,780)
Liability cor’fﬁponent on initial recognition on 9 September 2003 1,014,427
Interest exp:ense 17,295
Liability cor%;wponent at 31 December 2003 1,031,722

]
|
The carryin'g amount of the liability component at 31 December 2003 of the convertible bond approximated its fair

value. |

[nterest exyﬁense on the bond is calculated on the effective yield basis of 5.51% by applying the effective interest rate
for an equivalent non-convertible bond to the liability component of the convertible bond after considering the effect
of issuance|cost.
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19. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities comprised:

2002 2002
‘000 ‘000

Construction costs and deposits
payable to contractors 983,337 o 187,986
Fuel and material costs payable 335,281 288,785
Salary and welfare payable ' 111,883 ‘ 101,900
Government grants ~ 118,928 ‘ 118,928
Interest rate swap liability : 215,286 : -
Other ‘ 121,673 99,585
1,886,388 : 797,184

The Company received government grants from local environmental protection authorities for undertaking approved
environmental protection projects. The Company has nat recognised any income from government grants during the
year, as all projects related to the government grants have not been completed as at 31 December 2003.

As at 31 December 2003, other than certain deposits for construction, which were due between one and two years,
substantially all accounts payable were due within one year.

As at 31 December 2003, the notional principal amount of the outstanding interest rate swap contract of Datang

Tuoketuo was USD213,627,000 (2002 - USD214,195,000), and the fixed rate and floating rate were 5.15% (2002 -
5.15%) and 1.11% (2002 - 1.92%) (LIBOR offered by British Bankers’ Association at 14 July 2003), respectively.
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20.

21.

i
1

i

RETIREMENT!AND STAFF HOUSING BENEFITS

i
]

Retirement belneﬁts

The Company and its subsidiaries are required to make specific contributions to the state-sponsored retirement plan at
a rate of 19% |to 20% (2002 ~ 19% to 20%) of the total salaries of the PRC employees. The PRC government is
responsible forfthe pension liability to the retired employees. The employees of the Company and its subsidiaries are
entitled to a mjbnthly pension at their retirement dates.

In addition, thejCompany and its subsidiaries have implemented a supplementary defined contribution retirement scheme.
Under this sch&}me, the employees of the Company and its subsidiaries have to make a specified contribution based on
the number of working years of the employees, and the Company and its subsidiaries are required to make a contribu-
tion equal to t};/vice the staff's contributions. Moreover, the Company and its subsidiaries may, at their discretion, pro-
vide additional contributions to the retirement fund depending on the operating results of the year.

The total retirJement cost incurred by the Company and its subsidiaries during the year ended 31 December 2003
pursuant to these arrangements amounted to approximately Rmb76,939,000 (2002 - Rmb126,890,000).

i

Housing ben}efits

As discussed fn Note 8 above, the Company and its subsidiaries sell staff quarters to their employees at preferential
prices. The deferred housing benefits represent the difference between the net book value of the staff quarters sold and
the proceeds collected from the employees. Amortisation of the deferred housing benefits for the year ended 31 De-
cember 2003jamounted to approximately Rmb37,347,000 (2002 -~ Rmb37,216,000).

In addition, 1rp accordance with the PRC housing reform regulations, the Company and its subsidiaries are required to
make contribbtions to the state-sponsored housing fund at rate ranging from 8% to 10% (2002 — 8% to 10%) of the
specified sala:ry amount of the PRC employees. At the same time, the employees are required to make a contribution
equal to the Company and its subsidiaries’ contributions out of their salary. The employees are entitled to claim the
entire sum oi% the fund under certain specified withdrawal circumstances. The Company and its subsidiaries have no
further oblig?tions for housing benefits beyond the above contributions made. For the year ended 31 December 2003,
the Compan}'/ and its subsidiaries provided .approximately Rmb19,120,000 (2002 - Rmb15,996,000) to the fund.

|
OPERATING REVENUE

| 2002
= /000
Electricity ‘ . 8,017,912
Heat ’ -
f 8,017,912

]
l
i
i
1

Pursuant tojthe power purchase agreements entered into between the Company and its subsidiaries and the regional or
provincial power companies, the Company and its subsidiaries are required to sell their entire net generation of electric-
ity to thesef power companies at an approved tariff rate as determined based on a regulatory process. For the year
ended 31 december 2003, all of the electricity generated by the Company and its subsidiaries were sold to NCG and its
subsidiaries.

i
!
|
!
|
|

———
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22. OPERATING PROFIT

Operating profit was determined after charging (crediting) the following:

2002
‘000

Loss on disposals of property, plant and equipment 74,606
Amortisation of goodwill 5,592
Personnel expenses

- Wages 235,868

- Retirement benefits 121,797

— Staff housing benefits 52,418

- Other staff costs 134,431
Depreciation 1,393,699

— Capitalised as construction-~in-progress 4,715

- Included as operating expenses 1,382,613

- Included as other operating expenses 6,371
Auditors’ remuneration 5,976
Cost of inventories

- Fuel 2,556,173

— Spare parts and consumable supplies 48,929
Operating lease

— Buildings 14,622
Dividend income (7,494)
Loss/(Gain) on disposals of investments held for trading (15,300)
Receivable

~ Impairment charge for bad and doubtful debt 4,407
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23. FINANCE C(‘;)STS

i
i

| 2002
=‘ ‘000
Interest expense on:
1
Short-term pank loans 7,133
Short-term !oans payable to NCPG Finance 14,503
Long-term bank lcans
- wholly r:epayable within five years 20,536
- repayable beyond five years 351,611
Other Iong-‘germ loans
- repayab]le beyand five years 33,079
Convertible ;bond -
| 426,862
Less: amount capitalised in property, plant and equipment (144,384)
; 282,478
|
Exchange gain,\ net (557)
Fair value loss én an interest rate swap (Note a) ) 240,224
3 —_— —_—
522,145
]

(@) To hedge against its interest rate risk on long-term loans, Datang Tuoketuo has entered into an interest rate swap,

which is carried at fair value. However, since the swap does not meet the definitions of an effective hedge under
IAS 39, the change in its fair value is included in the income statement.

]

{
|
i
|
1

|
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24. TAXATION
2002
‘000
Current tax 764,130
Deferred tax (91,974)
672,156

Enterprise income tax is provided on the basis of the statutory profit for financial reporting purposes, adjusted for
income and expense items, which are not assessable or deductible for income tax purposes. The applicable PRC enter-
prise income tax rate for the Company and its subsidiaries is 33% (2002 - 33%), except for Datang Tuoketuo and
Datang Fengning Hydropower. Pursuant to document Guo Ban Fa [2001] 73 issued by State Council of PRC and ap-
proved by the local tax authorities in late 2003, Datang Tuoketuo was granted a tax concession to pay PRC income tax
at a preferential rate of 15% until 2011. In addition, pursuant to document Feng Zheng [1996] 51 issued by the local
government, all the enterprise income tax paid by Datang Fengning Hydropower is refunded for ten years starting from
2002.

(@) The taxation of the Company and its subsidiaries differs from the theoretical amount that would arise by the
statutory tax rate in the PRC. The reconciliation is shown as follows:

2002

‘000

Profit before taxation 2,010,226

Tax computed at the statutory tax rate of 33% o 663,375

Add: Tax effect of non-tax deductible items ; 8,781

Preferential tax rate impact on the income of subsidiaries -
Preferential tax rate impact on deferred tax assets arising

from the fair value loss of interest rate swap ‘ -

Tax charge 672,156
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24. TAXATION ](CONT'D)

(by The mofvement in deferred tax assets during the year is as follows:
J

!

j 2002
|
!
!
i Total
4‘ ‘000
]
Beginning of year : . S - :’ 10,630
(Charged) / Credited to
net p’roﬂt ) L : 88,859
i
End of year e 99,489
As at 3)1 December 2003, there were no deferred tax assets in the Company's accounts.
(c)  The movement in deferred tax liabilities during the year is as follows:
J', 2002
i L Total
1 ‘000
Beginnfing of year o ) . L 33,570
Chargéd to equity - ) -
(Creditjed) / Charged to
net |}:)rofit : : ' L (2,447)
End of year | 31,123
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24. TAXATION (CONT'D)

() The movement in deferred tax liabilities during the Year is as follows: (cont’d)

2002
Total
‘000
Beginning of year ‘ 9,576
Charged to equity - B : , -
(Credited) / Charged to net profit ol o , (1,368)
End of year o : 8,208

The amounts of deferred tax assets and deferred tax liabilities shown in the consolidated balance sheets include
the following:

2002
‘000
Deferred tax assets to be recovered after more than 12 months B 65,713
Deferred tax liabilities to be settled after more than 12 months - . 28,239

25. RELATED PARTY TRANSACTIONS
The related parties of the Company and its subsidiaries are as follows:

Name of related parties Nature of relationship

Related parties in which the Company has no equity interest

China Datang Corporation (“China Datang”) (Note (i) Substantial shareholder

Tianjin Jlinneng Investment Company Shareholder

Beijing International Power Development and Investment Company Shareholder

Inner Mongolia Mengdian Huaneng Power Generation Minority shareholder of Datang
Company Limited Tuoketuo

Related parties in which the Company has equity interest

NCEPR Associate

107
NCPG Finance Investee of the Company




|

Notes to the
Financial Statements

31 December 2003

1
h
i

(All amounts expressed in f}?mb unless otherwise stated)

|

25. RELATED PAI-‘{‘TY TRANSACTIONS (CONT'D)

108

@)

Pursuant %o document Guo Han (2003] 16, “Approval from the State Council Regarding the Establishment of
China Datang Corporation” and Power Generation Entities Transfer Agreement entered into between CDT and
NCG on 1}}5 January 2004 (“Entities Transfer Agreement”), NCG transferred its 35.43% equity interests in the
Company|to CDT with retroactive effect from 1 January 2003. Immediately following the equity transfer on 1
January 2003, CDT became the substantial shareholder of the Company.

5

]
The follovjving is a summary of the major related party transactions undertaken by the Company and its subsidiar-
ies during the year: :

|

i

5 Note 2002
‘000
Ash disposal fee to divisions and affiliates of China

Datang/NCG (a) . 86,392
Rental fee to QDT/NCG (b) 7,229

Technical supervision, assistance and testing service
fee to NCEPR (© 32,569
interest incoml‘e from NCPG Finance (d) ’ 3,177
Interest expenses to NCPG Finance (d) 14,503
) 7,107

Dividend incor}ne from NCPG Finance

(a)

1

|

The ash jdisposal fee was determined based on ash disposal operating costs, taxes, depreciation of ash yards and
a profit margin at 5% to 10% of the total costs incurred by CDT / NCG.

{
i

The Com]\pany has leased buildings of 141,671 (2002 ~ 141,671) square metres from CDT for an annual rental rate
of appr?iximately Rmb7 million in 2003 (2002 — Rmb7 million).

)
i

NCEPR provides technical supervision, assistance and testing services to the Company and its subsidiaries in rela-

tion to the power generation eguipment and facilities. Pursuant to the technical supervision services contract,
[N . . . . .

such services are charged at a pre-determined rate based on the installed capacity of the Company and its subsid-

jaries. |

!

i
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25. RELATED PARTY TRANSACTIONS (CONT’'D)

(d)

As at 31 December 2003, cash and cash equivalents of approximately Rmb3,273,493,000 (2002 - Rmb49,090,000)
were deposited with NCPG Finance at the prevailing market interest rate of 0.72% t0 1.76% (2002 —= 0.72%). In
addition, as discussed in Notes 16 and 17 above, the Company and its subsidiaries had loans payable to NCPG
Finance totalling approximately Rmb2,191 million (2002 - Rmb316 miflion) as at 31 December 2003.

As discussed in Notes 16 and 17 above, NCG and the minority shareholders of the Company’s subsidiaries had
provided guarantees for the Company and its subsidiaries’ loans totalling approximately Rmb6,096 million as at
31 December 2003 (2002 ~ Rmb4,767 million). Pursuant to the Entities Transfer Agreement, CDT will assumes all
of NCG's obligations in relation to the guarantees provided for the Company and its subsidiaries. The legal proce-
dures of this arrangement was still in the process as at 31 December 2003.

In addition to the transactions identified above, there are related companies owned/managed by certain manage-
ment personnel of the Company and its subsidiaries, which provided property management, cleaning, transporta-
tion, and other services of approximately Rmb116,628,000 (2002 — Rmb56,015,000) to the Company and its
subsidiaries. In addition, coals purchased from these related companies by a subsidiary of the Company amounted
to approximately Rmb66,254,000 (2002 ~ Nil) for the year ended 31 December 2003. As at 31 December 2003,
the balance due from and to these companies amounted to approximately Rmb3,320,000 (2002 - Rmb1,210,000)
and Rmb12,695,000 (2002 - Rmb1,733,000) respectively, and were included in other receivables and accounts
payable.

Apart from the above related party transactions, the Company has also entered into numerous transactions with
other state-owned enterprises to which the exception in IAS 24, Related Party Disclosure, applies.
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26. DIRECTORS;’, SENIOR EXECUTIVES’ AND SUPERVISORS’ EMOLUMENTS

{

(a) Details ‘pf directors’ and supervisors’ emoluments were:

3 2002
]
i o ‘000
Fees forjexecutive directors, non-executive directors
and supervisors -
Other en'no]uments for executive directors
- basié; salaries and allowances e 304
- bOﬂtitJS T 292
~ retirement benefits . 208
Other emoluments for non-executive directors ‘ SO 1,014
Other err]woluments for supervisors R 330

T

!

No direct‘;ors‘ and senior executives’ special bonuses was provided for during the year ended 31 December 2003,

]
No director had waived or agreed to waive any emoluments during the year ended 31 December 2003.

i
i

(b) Details c}f emoluments paid to the five highest paid individuals including directors and senior
management were:
]
]

i oD 2002
{ '000
1
Basic salaries and allowances 490
Bonus ! 55 305
Retirement benefits i 210

T

For the ye?ar ended 31 December 2003, no emoluments were paid to directors, supervisors or the five highest paid
indfvidua|$ as an inducement to join or upon joining the Company or as compensation for loss of office.

For the ye%ar ended 31 December 2003, the annual emoluments paid to each of the directors, supervisors and the
five highest paid individuals did not exceed Rmb1,000,000.
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27.

28.

DIVIDENDS

On 17 March 2004, the Board of Directors proposed a dividend of Rmb0.175 per share, totalling approximately
Rmb903,499,000 for the year ended 31 December 2003. The proposed dividends distribution is subject to the share-
holders’ approval in their next general meeting.

On 3 March 2003, the Board of Directors proposed a dividend of Rmb0.12 per share, totalling approximately
Rmb619,542,000 for the year ended 31 December 2002. The proposed dividends distribution was approved by the
shareholders in the general meeting dated 10 July 2003.

EARNINGS PER SHARE AND DIVIDEND PER SHARE

The calculation of basic earnings per share for the year ended 31 December 2003 was based on the net profit of
approximately Rmb1,811,799,000 (2002 - Rmb1,404,612,000) and on the weighted average number of 5,162,849,000
shares (2002 - 5,162,849,000 shares) in issue during the year.

The diluted earnings per share is calculated adjusting the weighted average number of ordinary share outstanding to
assume conversion of all dilutive potential ordinary shares. The convertible debt is assumed to have been converted into
ordinary shares and the net profit is adjusted to eliminate the interest expenses less the tax effect. No diluted earnings
per share have been presented for the year ended 31 December 2002 as there were no dilutive potential ordinary shares
outstanding by then. 1

Net profit attributable to shareholders (Rmb ‘000) LT
Interest expense on convertible bond (net of tax) (Rmb '000) o

Net profit used to determine diluted earnings per share (Rmb ‘000) : ',;_?.«_“1«_.»:3:-

Weighted average number of ordinary shares in issue (shares in thousand)
Adjustments for assumed conversion of convertible bond (shares in thousand)

Weighted average number of ordinary shares for diluted earnings per share
(shares in thousand) IR

Diluted earnings per share (Rmb)

Proposed dividend per share for the year ended 31 December 2003 were calculated based on the proposed dividends of
approximately Rmb903,499,000 (2002 - Rmb619,542,000) divided by the number of 5,162,849,000 shares (2002 ~
5,162,849,000 shares) in issue as at 31 December 2003.

11
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1

29. NOTESTO ST;ATEMENT OF CASH FLOWS

I
|

(a) Reconciliation of profit before taxation to cash generated from operations:

|

|
| 2002
| 000
Profit befol!re taxation 2,010,226
Adjustmenits for:
Deprecia:tion of property, plant and equipment 1,388,984
Fair valu;e loss on an interest rate swap 240,224
Amortisation of goodwill 5,592
Amortisation of staff housing benefits 37,216
Loss on disposals of property, plant and equipment 74,606
Loss/(Gaan) on disposals of investments held for trading (15,300)
Interest income (88,314)
Interest expenses 282,478
Dividend| income (7,494)
Share of‘proﬁt from associates (5,499)
Operating 1profi‘[ before working capital changes 3,921,719
(Increase) ci‘ecrease in current assets:
Inventori'jes (43,094)
Other re?eivables and current assets 20,061
Accounts receivable (318,527)
Increase (d:ecrease) in current liabilities:
Accountsﬁ payable and accrued liabilities 56,022
Taxes payable 40,168
|
Cash provided by operations 3,676,349

1

i
i
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29. NOTES TO STATEMENT OF CASH FLOWS (CONT'D)
(b} Significant non-cash transactions
The Company and its subsidiaries incurred additiona! payable of approximately Rmb 515 million (2002 - Rmb147
million) to contractors and equipment suppliers for construction-in-progress during the year ended 31 December
2003.
(c) Undrawn borrowing facilities
The undrawn borrowing facilities in Rmb and USD available to settle the Company and its subsidiaries’ capital

commitments for investments in subsidiaries and associates and construction of electricity utility plants as at 31
December 2003 were as follows.

2002 A 2002
‘000 ‘000
Expiring within one year P S 12,839,498 RO 9,942,400
Expiring beyond one year S 43,040,086 P 40,000,000

RN 55,879,584 o ' 49,942,400
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|
30. COMMITMENTS

31.

32.

33.

(a) Capitallcommitments

As at 3i December 2003, the Company had capital commitments related to investments in subsidiaries and
associat}es amounted to Rmb6,757 million (2002 - Rmb 1,615 million). In addition, capital commitments of the
Companiy and its subsidiaries in relation to the construction and renovation of the electricity utility plants not
providec'!i for in the balance sheets were as follows:

i
i
i
|
‘
]
i
]
3

2002 : 2002

‘000 ‘000

Authorised and contracted for SRR 6,070,345 R 139,877
Authorised but not

contracted for L 4,869,639 SR 228,149

‘ 10,939,984 : : 368,026

i
i

i

(b) Operatirhg lease commitment

Operatinb fease commitments extending to November 2016 in relation 1o buildings were as follows:

? T 2002

| " ‘000
Amount %epayable

Within‘}one year ' 12,127

Betwee;n one to five years ' ' 36,161

Over fi\‘{e years T 64,953

| —_ - -

113,241

i
i
{
1
1
}

|
SUBSEQUENT EVENT

On 16 January 32004, Datang Tangshan and CDT entered into an agreement under which Datang Tangshan agreed to
acquire the net| assets of Tangshan Power Plant from CDT for a cash consideration of approximately Rmb155 million.
The sales transéction is subject to approval of relevant government authorities.

]

ADDITIONAL FINANCIAL INFORMATION

{
As at 31 Decem1ber 2003, net current liabilities and total assets less current liabilities of the Company and its subsidiar-
ies amounted t(’;) approximately Rmib178 million (2002 - net current assets Rmb 2,028 million) and Rmb28,425 million
(2002 - Rmb23}443 million), respectively.

!
PRIOR YEAR COMPARATIVES
!

i
Certain comparative figures of 2002 have been reclassified to conform to the presentation of financial statements for
the year ended 31 December 2003.

i
]
i
1
i

|
i
i
i
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The following terms have the following meaning in this Annual Report, uniess
otherwise required by the context.

Available hours

BTT Area
BTT Power Grid

Capacity factor

Equivalent availability
factor

Gross generation

Installed capacity

Load factor

Major Serviced Area

North China Power
Grid

Operational hours

Total on-grid power
generation

Utilisation hours

kWh

MW
MWh

For a specified period, the numbers of hours in that period
that a generator is available for generation

Beijing, Tianjin and northern areas of Hebei Province

The power transmission network covering Beijing, Tianjin,
and northern areas of Hebei Province

For a specified period, the ratio (expressed as a percentage)
of the number of utilisation hours of a power plant to the
total number of hours in such period

For a specified period and a given power plant, the ratio
(usually expressed as a percentage) of the number of available
hours in that period (reduced, in the case of hours in which
the attainable generating capacity of such plant is less than
the installed capacity, by the propartion of installed capacity
not so attainable) to the total number of hours in that period

For a specified period, the total amount of electrical power
produced by a power plant in that period including electrical
power consumed in the operation of the power plant

The highest level of electrical cutput which a power plant is
designed to be able to maintain continuously without causing
damage to the plant

For a specified period, the ratio (usually expressed as a
percentage) of the number of utilisation hours to the number
of operational hours of a power plant for such period

BTT Area

The power transmission network covering Beijing, Tianjin,
Hebei Province, Shanxi Province and Inner Mongolia
Autonomous Region

For a specified period, the number of hours that a power
plant supplies any amount of electrical energy to a grid or,
for power plants with multiple generating units, the weighted
average of the number of hours that each generating unit
supplies any amount of electrical energy to a grid, weighted
by the installed capacity of the generating units

The amount of power transmitted to the a power network
from a power plant as measured by the grid meter

For a specified period, the number of hours it would take
for a power plant operating at installed capacity to generate
the amount of electricity actually produced in that period

A unit of power generation equivalent to the output
generated by 1,000 watts of power in one hour

1,000,000 watts

A unit of power generation equivalent to the output
generated by 1,000,000 watts of power in one hour
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