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Wind potential overblown; add Dongfang-H to Conviction Sell

Wind power potential high, but market expectation even higher
We believe much of the recent share price outperformance of the three
power equipment makers has been due to: 1) investor interest in wind and
nuclear power capacity growth; and 2) market expectations of a recovery
in coal-fired capacity. On 1), we see the long-term benefits of fuel
diversity and the strong growth rates of wind and nuclear power, but
suspect the valuation has become unsustainable for Dongfang Electric
especially. On 2), we still believe the strong growth of coal-fired capacity
is not returning anytime soon. We revise our 12-month DCF-based target
prices by 3% to 57% (rolling over our base year to 2010) and 2009E-2011E
EPS estimates by -23% to +39%. Key assumption changes in general:
higher sales output, and lower profit margins and working capital growth.

Expensive valuation overwhelms thematic potential for Dongfang
We assume wind power equipment outputs for Dongfang to grow at a 2008-
2011E CAGR of 65%. Although we expect Dongfang’s wind output to make
up 27% of its total 2010E revenue, it is already trading in-line/above global
wind equipment makers on several 2010E valuation metrics, e.g. CROCI-
based valuation, P/E and EV/EBITDA. We think the 59% thermal revenue
deserves a lower valuation given its lower growth prospects.

Hopes for fast recovery of coal-fired growth may be misplaced
Recently, IPPs have resumed offering aggressive capacity growth targets.
Yet, we think financing constraints and still lengthy government approval
processes may delay capacity growth. We assume national coal-fired
capacity to grow at a 2008-2011E CAGR of 5% vs. 2005-2008 CAGR of
15%. With softer demand from coal-fired plants and rising revenue mix from
lower-margin segments (e.g. wind and nuclear equipment), we see difficult
gross margin recovery for equipment makers despite cheaper steel costs.

Add Dongfang Electric (H) to Conviction Sell List on 20X 2010E P/E
We upgrade our sector stance to Neutral on better-than-expected sales
volume. We upgrade Harbin Power and Shanghai Electric to Neutral from
Sell on now smaller potential downside to share prices. However, we add
Dongfang Electric (H) to Conviction Sell List as we think its high valuation
is unwarranted vs. its historical average, MSCI China, as well as to major
global wind equipment makers. Our target price of HK$30 implies 29%
potential downside. We maintain our Sell rating for Dongfang Electric (A).

KEY CHANGES

On Conviction Sell List:

Add Dongfang Electric-H (Sell) to Conviction Sell
List

Rating upgrade:

To Neutral from Sell: Harbin Power and Shanghai

Electric

DONGFANG ELECTRIC-H (SELL, CONVICTION LIST)

Key data Current
Price (HKS) 42.00
12 month price target (HK$) 30.00

Market cap (HK$ mn / US$ mn)

37,044.0/4,779.8
Foreign ownership (%) -

12/08 12/09E 12/10E 12/11E

EPS (Rmb) New 058 1.81 1.83 1.69
EPS revision (%) 0.0 31.2 (2.1) (13.3)
EPS growth (%) (78.6) 210.0 1.3 (7.8)
EPS (dil)( Rmb) New 0.54 1.81 1.83 1.69
P/E (X) 63.4 20.5 20.2 21.9
P/B (X) 15.7 10.8 8.2 6.7
EV/EBITDA (X) 6.8 1.8 89 9.9
Dividend yield (%) 0.6 2.0 2.0 1.9
ROE (%) 20.8 62.5 46.2 33.7

Source: Datastream, Company data, Gao Hua Securities Research
estimates.

VALUATION SUMMARY

Stock  12-m target P/E (X)

Company Ticker rating price 2010E
Dongfang Electric (H) 1072.HK Sell*  HK$ 30.00 20
600875.SS Sell Rmb  36.00 26
1133.HK  Neutral HK$ 6.80 13
2727.HK  Neutral HK$ 3.50 15
*Denotes stock is on Conviction list.
Upside/downside risks to our 12-month DCF-based target
prices: higher/lower-than-expected sales and gross margin.
Source: Datastream, Gao Hua Securities Research estimates.

Dongfang Electric (A)

Harbin Power

Shanghai Electric

Franklin Chow, CFA Beijli(ng Gao Hua Securities Company Limited and its affiliates do and

+86(21)2401-8923 | franklin.chow@ghsl.cn Beijing Gao Hua Securities Company Limited see|

to do business with companies covered in its research reports. As

a result, investors should be aware that the firm may have a conflict of
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consider this report as only a single factor in making their investment

Beijing Gao Hua Securities Company Limited

decision. For analyst certification, see the end of the text. Other
mportant disclosures follow the Reg AC certification, or contact your
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Snapshots of changes to rating, target prices and EPS estimates

Exhibit 1: Changes to ratings and DCF-based 12-month target prices

Rating changes 28-Sep-2009 Price target Change Potential
Company Ticker New Oid Closing price New Ooid (%) up/downside
Dongfang Electric (H) 1072.HK Sell* Sell HK$ 42.00 30.0 225 33% (29%)
Dongfang Electric (A) 600875.SS Sell Sell Rmb 48.50 36.0 23.0 57% (26%)
Harbin Power 1133.HK Neutral Sell HK$ 7.40 6.8 6.6 3% (8%)
Shanghai Electric 2727.HK Neutral Sell Rmb  3.66 3.5 24 46% (4%)

Notes: 1) * This stock is on our Conviction list. 2) A-share target prices are subject to assumptions in A-share premium and HK$/Rmb exchange and so their
changes are different from changes in Hong Kong shares. 3) For important disclosures, please go to http:/www.gs.com/research/hedge.html.

Source: Datastream, Gao Hua Securities Research estimates.

Exhibit 2: Changes to 2009-2011 EPS estimates in reporting currency

2009E EPS Change 2010E EPS Change ‘ 2011E EPS Change
Company New Old (%) New Old (%) New Old (%)
Dongfang Electric (A and H) 1.81 1.38 31% 1.83 1.87 (2%) 1.69 1.95 (13%)
Harbin Power 0.50 0.58 (14%) 0.51 0.63 (20%) 0.49 0.64 (23%)
Shanghai Electric 0.23 0.17 39% 0.22 0.19 13% 0.21 0.20 8%

Source: Gao Hua Securities Research estimates.

Exhibit 3: Reuters consensus estimates show that majority of the ratings on Dongfang are Buy vs. our Sell rating

Target Prices Range of % of "Buys" in % of "Sells" in
Currency GH Consensus Difference Consensus GH Rating Consensus Consensus
Dongfang Electric - H HK$ 30.0 39.4 24% below 22.6 - 50.1 Sell* 65% 18%
Dongfang Electric - A Rmb 36.0 39.9 10% below 11.9-53.0 Sell 79% 14%
Harbin Power HK$ 6.8 7.6 11% below 45-11.2 Sell 21% 50%
Shanghai Electric HK$ 3.5 3.3 5% above 1.5-45 Neutral 13% 47%

* This stock is on our Conviction list.

Source: Reuters, Gao Hua Securities Research estimates.

Gao Hua Securities Investment Research 2
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Exhibit 4: Our Dongfang 2010E EPS estimate is below Reuters consensus possibly on lower assumed output/margin

GH estimates Consensus Difference
Company Currency 2009E 2010E 2009E 2010E 2009E 2010E
Dongfang Electric Rmb 1.81 1.83 1.75 2.18 3% (16%)
Harbin Power Rmb 0.50 0.51 0.54 0.58 (6%) (12%)
Shanghai Electric Rmb 0.23 0.22 0.19 0.21 23% 6%

Source: Reuters, Gao Hua Securities Research estimates.

Exhibit 5: We assume generally declining output for coal-fired equipment
YoY change (%) in key assumptions for Dongfang Electric, Harbin Power, and Shanghai Electric

Dongfang Electric 2008 2009E 2010E 2011E
Output volume (MW)
Boilers 26,437 22,653 20,040 16,908
yoy change (%) 14% (14%) (12%) (16%)
Turbines 22,000 27,651 24,462 20,638
yoy change (%) (14%) 26% (12%) (16%)
Turbine generators 26,230 22,476 19,883 16,775
yoy change (%) 1% (14%) (12%) (16%)
Hydro 6,605 4,798 3,275 3,138
yoy change (%) 27% (27%) (32%) (4%)
Wind 1,200 1,992 3,606 5,386
yoy change (%) 285% 66% 81% 49%
Nuclear - - - 1,200

yoy change (%) - - - -

Harbin Power 2008 2009E 2010E 2011E
Output volume (MW)
Thermal 29,367 24,682 19,218 15,564
yoy change (%) 16% (16%) (22%) (19%)
Hydro 5,734 5,825 3,893 3,843
yoy change (%) (5%) 2% (33%) (1%)
Nuclear - - - 800

yoy change (%) - - - -

Shanghai Electric 2008 2009E 2010E 2011E
Output volume (MW)
Boilers 24,860 25,330 18,976 15,812
yoy change (%) (8%) 2% (25%) (17%)
Turbines 27,030 27,541 20,632 17,192
yoy change (%) (21%) 2% (25%) (17%)
Turbine generators 28,680 29,222 21,892 18,242
yoy change (%) 6% 2% (25%) (17%)
Wind 250 424 1,236 1,978
yoy change (%) 700% 70% 191% 60%
Nuclear - - - 800

yoy change (%) - - - -

Source: Company data, Gao Hua Securities Research estimates.

Gao Hua Securities Investment Research 3
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Add Dongfang Electric to C-Sell List; upgrade Shanghai Electric

Add Dongfang
Electric (H) to
Conviction Sell List

Upgrade to Neutral
from Sell:

- Harbin Power;

- Shanghai Electric

Gao Hua Securities Investment Research

Upon detailed review of the TH09 results, we have revised our forecasts. Our original

forecasts for certain 2009E outputs and margins may seem conservative in hindsight. We

believe part of the reason for higher-than-expected volume sales for TH09 could be due to
delay in product delivery from 2H08 to TH09. However, we see smaller impacts of such as
we go into 2H09 and 2010 (see Exhibit 6 for major changes to assumptions).

We add Dongfang Electric H-share to the Conviction Sell List (still Sell rated) on
unwarranted valuation. Dongfang’s 2010E P/E is 20X vs. its 2003-2009 average of 14X and
MSCI China’s 2010E P/E of 12X (per our Global ECS Research team’s forecast). We raise
our 12-month DCF-based target price by 33% to HK$30 (implying 29% potential downside)
and revise 2009E-2011E EPS estimates by -13% to +31%. We now assume, over 2009E-
2011E, average 6% higher power equipment output, higher average selling prices, an
average 57bps cut in EBIT margin, and a significantly smaller working capital need in our
DCF model due to lower sales volume growth. We also raise our 12-month DCF-based
target price for Dongfang Electric A-share by 57% to Rmb36 (implying 26% potential
downside) on earnings estimate changes as above and a higher A-share premium. Major
upside risks include higher-than-expected sales volume and profit margin.

We upgrade Harbin Power to Neutral from Sell. Since we added Harbin Power to the
Sell List on March 30, 2009, its share price has risen by 47% while MSCI China has risen by
44%. We believe our call has not worked as well as expected because of the market
perception in recent months of recovery in output growth. Over the past 12 months, the
stock has risen 22% while MSCI China has risen 23%. We raise our 12-month DCF-based
target price by 3% to HK$6.8 but cut 2009E-2011E EPS estimates by 14%-23%. We now
assume, over 2009E-2011E, an average 5% higher power equipment outputs, an average
87bps cut in EBIT margin, and a significantly smaller working capital need in our DCF
model due to lower sales volume growth. Major upside/downside risks include
higher/lower-than-expected sales volume and profit margin.

We upgrade Shanghai Electric to Neutral from Sell. Since we added Shanghai Electric to
the Sell List on Dec 9, 2008, it has risen by 13% while the MSCI China Index has risen by
44%. Over the past 12 months, the stock has risen 54% while the MSCI China has risen
23%. We raise our 12-month DCF-based target price by 46% to HK$3.5 and 2009E-2011E
EPS estimates by 8%-39%. We now assume, over 2009E-2011E, an average 24% higher
power equipment outputs, an average 41bps increase in EBIT margin, and 1% lower long-
term maintenance capex as a percentage of fixed assets. Major upside/downside risks
include higher/lower-than-expected sales volume and profit margin.
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Exhibit 6: Major changes in our assumptions of thermal and wind outputs as well as EBIT margins, 2009E-2011E

Thermal outputs (MW)

2009E Change 2010E Change 2011E Change
Company New Oid (%) New Old (%) New Old (%)
Dongfang Electric 72,780 61,658 18% 64,385 55,397 16% 54,321 52,249 4%
Harbin Power 24,682 18,595 33% 19,218 16,648 15% 15,564 17,385 (10%)
Shanghai Electric 82,092 57,979 42% 61,500 49,404 24% 51,245 52,924 (3%)
Wind outputs (MW)
2009E Change 2010E Change 2011E Change
Company New Old (%) New Old (%) New Old (%)
Dongfang Electric 1,992 1,525 31% 3,606 1,935 86% 5,386 2,032 165%
Harbin Power - - - - - - - - -
Shanghai Electric 424 395 7% 1,236 645 92% 1,978 677 192%
EBIT margin (%)
2009E Change 2010E Change 2011E Change
Company New Old (% point) New Old (% point) New Old (% point)
Dongfang Electric 5.6% 4.4% 1.2% 6.7% 7.2% (0.5%) 6.1% 6.3% (0.1%)
Harbin Power 3.1% 4.1% (1.0%) 3.5% 4.3% (0.8%) 3.5% 4.2% (0.8%)
Shanghai Electric 5.7% 4.6% 1.2% 5.7% 5.5% 0.2% 5.4% 5.5% (0.1%)

Notes: 1) Thermal outputs include boilers, turbines, and turbine generators. 2) Harbin Power has no output in wind power equipment in our forecast.

Source: Gao Hua Securities Research estimates.

Exhibit 7: Harbin Power share price performance versus peer group
Prices as of the close on Sept. 28, 2009

0 q Price Price as of s 3 montbh price 6 month price 12 month price|

Eomeany jcken Grmanyanalvst currency 09/28/09 [FETED performance performance performance]
since 03/30/09

Asia Pacific Industrials Peer Group
Harbin Power Equipment 1133.HK Franklin Chow, CFA HK$ 7.40 47% (5%) 33% 22%
ACC ACC.BO Pritesh Vinay Rs 817.15 45% 5% 45% 34%
Ambuja Cements ABUJ.BO Pritesh Vinay Rs 98.30 40% 12% 40% 16%
Asia Cement 1102.TW Jim Hung NT$ 35.00 22% 1% 20% 29%
Bharat Heavy Electricals BHEL.BO Ishan Sethi Rs 2,245.60 52% 5% 51% 38%
China Communications Construction (H) 1800.HK Tommy Wong HK$ 8.38 (1%) (10%) (7%) 12%
China Railway Construction (A) 601186.SS Tommy Wong Rmb 8.60 (9%) (15%) (10%) (8%)
China Railway Construction (H) 1186.HK Tommy Wong HK$ 10.42 3% (12%) 0% 7%
China Railway Group (A) 601390.SS Tommy Wong Rmb 5.74 5% (14%) 4% (1%)]
China Railway Group (H) 0390.HK Tommy Wong HK$ 6.70 50% 4% 39% 37%
Dongfang Electrical Corporation (A) 600875.SS Franklin Chow, CFA Rmb 48.50 32% 24% 35% 89%
Dongfang Electrical Corporation (H) 1072.HK Franklin Chow, CFA HK$ 42.00 156% 44% 146% 93%
Doosan Heavy Industries & Construction 034020.KS Paul Hwang w 68,700.00 3% 5% (2%) (26%)
Doosan Infracore 042670.KS Paul Hwang w 18,300.00 28% 26% 25% (9%)
Everest Kanto Cylinder EKCL.BO Ishan Sethi Rs 203.05 75% (3%) 80% (25%)
GMR Infrastructure GMRI.BO Ishan Sethi Rs 138.95 48% 3% 42% 55%
Grasim Industries GRAS.BO Pritesh Vinay Rs 2,834.25 85% 21% 83% 52%
Guangxi Liugong 000528.8Z Tommy Wong Rmb 16.23 29% (4%) 27% 20%
GVK Power and Infrastructure GVKP.BO Ishan Sethi Rs 45.65 1M11% 1% 113% 55%
Hyunjin Materials 053660.KQ Paul Hwang w 24,600.00 (23%) (30%) (28%) (29%)
India Cement ICMN.BO Pritesh Vinay Rs 134.00 28% (5%) 30% (2%)|
IRB Infrastructure Developers IRBI.BO Ishan Sethi Rs 211.95 164% 40% 168% 82%
IVRCL Infrastructure and Projects IVRC.BO Ishan Sethi Rs 382.70 219% 1% 210% 51%
Jaiprakash Associates JAIABO Ishan Sethi Rs 237.35 202% 9% 181% 92%
Larsen & Toubro LART.BO Ishan Sethi Rs 1,645.90 153% 8% 164% 28%
Lonking Holdings 3339.HK Tommy Wong HK$ 4.45 99% 14% 73% 47%
Punj Lloyd PUJL.BO Ishan Sethi Rs 259.25 204% 24% 218% (15%)
Sany Heavy 600031.SS Tommy Wong Rmb 32.82 41% 11% 38% 102%
Shanghai Electric Group 2727.HK Franklin Chow, CFA HK$ 3.66 64% 5% 53% 54%
Sintex Industries SNTX.BO Ishan Sethi Rs 248.25 163% 20% 168% (14%)
Taewoong 044490.KQ  Paul Hwang w 82,700.00 (1%) (17%) (3%) 1%
Taiwan Cement 1101.TW Jim Hung NT$ 35.20 28% 9% 22% 76%
Ultratech Cement ULTC.BO Pritesh Vinay Rs 750.60 41% 6% 46% 36%
MSCI China 59 44% 5% 36% 23%

Note: Prices as of most recent available close, which could vary from the price date indicated above.
This table shows movement in absolute share price and not total shareholder return. Results presented should not and cannot be viewed as an indicator of future performance.

Source: Factset, Quantum database, Gao Hua Securities Research.

Gao Hua Securities Investment Research 5
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Exhibit 8: Shanghai Electric Group share price performance versus peer group
Prices as of the close on Sept. 28, 2009

. . Price Price as of [P 3 month price 6 month price 12 month price]|

Cempany [lickey Rimapepalvst currency 09/28/09 eronmance performance performance performance]
since 12/09/08

Asia Pacific Industrials Peer Group
Shanghai Electric Group 2727.HK Franklin Chow, CFA HK$ 3.66 13% 5% 53% 54%
ACC ACC.BO Pritesh Vinay Rs 817.15 89% 5% 45% 34%
Ambuja Cements ABUJ.BO Pritesh Vinay Rs 98.30 69% 12% 40% 16%
Asia Cement 1102.TW Jim Hung NT$ 35.00 37% 1% 20% 29%
Bharat Heavy Electricals BHEL.BO Ishan Sethi Rs 2,245.60 65% 5% 51% 38%
China Communications Construction (H) 1800.HK Tommy Wong HK$ 8.38 (10%) (10%) 7%) 12%
China Railway Construction (A) 601186.SS Tommy Wong Rmb 8.60 (16%) (15%) (10%) (8%)
China Railway Construction (H) 1186.HK Tommy Wong HK$ 10.42 (8%) (12%) 0% 7%
China Railway Group (A) 601390.SS Tommy Wong Rmb 5.74 (5%) (14%) 4% (1%)
China Railway Group (H) 0390.HK Tommy Wong HK$ 6.70 28% 4% 39% 37%
Dongfang Electrical Corporation (A) 600875.SS Franklin Chow, CFA Rmb 48.50 88% 24% 35% 89%
Dongfang Electrical Corporation (H) 1072.HK Franklin Chow, CFA HK$ 42.00 131% 44% 146% 93%
Doosan Heavy Industries & Construction 034020.KS Paul Hwang w 68,700.00 9% 5% (2%) (26%)
Doosan Infracore 042670.KS Paul Hwang w 18,300.00 17% 26% 25% (9%)
Everest Kanto Cylinder EKCL.BO Ishan Sethi Rs 203.05 28% (3%) 80% (25%)
GMR Infrastructure GMRI.BO Ishan Sethi Rs 138.95 130% 3% 42% 55%
Grasim Industries GRAS.BO Pritesh Vinay Rs 2,834.25 193% 21% 83% 52%
Guangxi Liugong 000528.SZ2 Tommy Wong Rmb 16.23 62% (4%) 27% 20%
GVK Power and Infrastructure GVKP.BO Ishan Sethi Rs 45.65 147% 11% 113% 55%
Harbin Power Equipment 1133.HK Franklin Chow, CFA HK$ 7.40 37% (5%) 33% 22%
Hyunjin Materials 053660.KQ Paul Hwang w 24,600.00 25% (30%) (28%) (29%)
India Cement ICMN.BO Pritesh Vinay Rs 134.00 57% (5%) 30% (2%)|
IRB Infrastructure Developers IRBI.BO Ishan Sethi Rs 211.95 148% 40% 168% 82%
IVRCL Infrastructure and Projects IVRC.BO Ishan Sethi Rs 382.70 183% 1% 210% 51%
Jaiprakash Associates JAIA.BO Ishan Sethi Rs 237.35 246% 9% 181% 92%
Larsen & Toubro LART.BO Ishan Sethi Rs 1,645.90 122% 8% 164% 28%
Lonking Holdings 3339.HK Tommy Wong HK$ 4.45 156% 14% 73% 47%
Punj Lloyd PUJL.BO Ishan Sethi Rs 259.25 74% 24% 218% (15%)
Sany Heavy 600031.SS Tommy Wong Rmb 32.82 85% 1% 38% 102%
Sintex Industries SNTX.BO Ishan Sethi Rs 248.25 54% 20% 168% (14%)
Taewoong 044490.KQ Paul Hwang w 82,700.00 1% (17%) (3%) 1%
Taiwan Cement 1101.TW Jim Hung NT$ 35.20 43% 9% 22% 76%
Ultratech Cement ULTC.BO Pritesh Vinay Rs 750.60 151% 6% 46% 36%
MSCI China 59 44% 5% 36% 23%

Source: Factset, Quantum database, Gao Hua Securities Research.

Modest EPS impact from announced private placements

Details remain uncertain for the announced private placements of Dongfang Electric and
Shanghai Electric in terms of placement values, share counts and timing. On 23 September
2009, Dongfang received conditional approval from the CSRC for its A-share placement.
The Shanghai Electric placement is still pending CSRC approval. We have not incorporated
these placements into our forecast but see modest impact on our 2010E-2011E EPS
estimates, assuming that they become effective October 1, 2009 (Exhibit 9).

Exhibit 9: 2009E-2011E EPS sensitivity analysis of announced private placements

Closing price as

EPS sensitivity assuming equity

Planned of the day issuance and lower debt
Planned issuance before Number of Growth in  Total capital to 2009E 2010E 2011E
Company A date date Issue shares to? price announcement shares (mn) shares (%) be raised EPS EPS EPS
Dongfang Tentative N/A, but within 6 No more than 10 No lower than HK$17.5 Not more than 16% Not more than 8% 7% 8%
Electric (H) announcement by months of CSRC institutional Rmb35.09 per 145mn A- Rmb5,000mn
management on 9-Apr- approval investors (including A-share shares
Dongfang 09; detailed parent) Rmb35.1 8% 7% 8%
Electric (A) announcement on 24-
Apr-09
Shanghai Trading suspended on N/A, but within 6 A limited number of  No lower than HK$3.06 for H- Not more than 6% Not more than 2% 1% 1%
Electric 20-Apr-09 pending months of CSRC ~ CSRC-approved Rmb7.15 per share/ 700mn A- Rmb5,000mn
announcement on approval private and A-share Rmb9.27 for A- shares
"potential issue of new professional share
securities"; institutional
detailed announcement investors
on 29-Apr-09
Note: We assume the announced minimum price and maximum shares as well as a lower debt as a result of the equity issuance in this sensitivity analysis.
Source: Company data, Datastream, Gao Hua Securities Research estimates.
Gao Hua Securities Investment Research 6



September 30, 2009 China: Capital Goods:Electrical Equipment

Underutilized capacity may keep capacity growth in check

We think even strong wind capacity growth is unlikely to offset slowing coal-fired
capacity growth. Although we expect utilization to rise from the 2009 trough, modest
improvement may still not drive just total power capacity growth to the previous growth
peak (21% yoy in 2006). Exhibit 10 shows that the trend of slowing power capacity growth
has continued for about two years now. We expect: 1) national average utilization to grow
by 3% and 3% yoy in 2010E and 2011E; 2) national capacity to grow by 6% and 7% yoy in
2010E and 2011E; and 3) power generation to grow by 10% and 10% yoy in 2010E and 2011E.

Exhibit 10: Power generation capacity growth has been quickly decelerating
YoY changes (%) in monthly capacity expansion, January 2007 - August 2009

YoY change in monthly capacity expansion (%)

60% -

. . 55%
Capacity growth continues to decelerate
40% +------

20% A

0%

(20%) 1

G B e August ™ -
* (50%)
(60%) - ---===—=mmmmmm e

(73%)

80%) -
(80%)
Jan-  Apr- Jul- Oct- Jan- Apr- Jul- Oct- Jan- Apr- Jul- Oct-
07 07 07 07 08 08 08 08 09 09 09 09

Note: Data was not released for the months of April, May, and June.

Source: China Electricity Council, Gao Hua Securities Research.

We expect wind capacity to make up 4% of total generation capacity by 2011, up from
almost 0% in 2006. After doubling for three years in a row (2006-2008), we think growth
rate could slow into 2011 (i.e. 2008-2011E CAGR of 70%). However, the fast growth has not
been without complications. Insufficient power grid connections and quality problems of
turbines have resulted in 30% of wind turbines not supplying power to the power grids in
2008, up from 20% in 2006 (Exhibit 12). Nonetheless, we do expect the “non-connection”
ratio to fall to 17% in 2011 due to: 1) more favorable government policy on tariffs (and,
therefore, profitability for wind farms), 2) government’s focus in upgrading power grid
connections, and 3) government’s policy to deter excessive growth of new wind capacity.
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Exhibit 11: Slowing power capacity growth (Installed capacity in China, 1993-2011E, GW)

Capacity (GW)
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793

2007

2009E
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2011E

Source: China Electric Power Yearbook, China Electricity Council, and Gao Hua Securities Research estimates.

Exhibit 12: 2006-2011E China power capacity yoy change (MW, %) and by fuel types (%)

2006 2007 2008 2009E 2010E 2011E
National power capacity (MW)
Thermal 483,822 556,074 602,858 639,633 672,894 703,174
Hydro 130,292 148,232 172,604 187,275 197,575 207,652
Wind 2,073 4,199 8,388 14,424 24,727 41,047
Nuclear 6,850 8,846 8,846 9,846 10,846 13,846
Others 661 865 35 1,553 1,689 2,013
Total 623,698 718,217 792,731 852,731 907,731 967,731
yoy change (MW) 106,513 94,518 74,515 60,000 55,000 60,000
Capacity yoy change (%)
Thermal 23.6% 14.9% 8.4% 6.1% 5.2% 4.5%
Hydro 11.0% 13.8% 16.4% 8.5% 5.5% 5.1%
Wind 95.8% 102.6% 99.8% 72.0% 71.4% 66.0%
Nuclear 0.1% 29.1% 0.0% 11.3% 10.2% 27.7%
Others 19.1% 30.8% N.A. N.A. 8.8% 19.2%
[Total 20.6% 15.2% 10.4% 7.6% 6.4% 6.6% |
Capacity breakdown (%)
Thermal 78% 7% 76% 75% 74% 73%
Hydro 21% 21% 22% 22% 22% 21%
Wind 0% 1% 1% 2% 3% 4%
Nuclear 1% 1% 1% 1% 1% 1%
Others 0% 0% 0% 0% 0% 0%
|Tota| 100% 100% 100% 100% 100% 100% |
Small coal-fired plant closures 3,140 14,380 16,690 21,860 15,000 15,000
Gross wind capacity 2,588 5,875 12,121 20,606 32,969 49,454
yoy change (%) 105% 127% 106% 70% 60% 50%
Non-connected wind equipment 516 1,676 3,733 6,182 8,242 8,407
% of non-connected wind turbines 20% 29% 31% 30% 25% 17%
Nuclear capacity addition 4 1,996 - 1,000 1,000 3,000

Source: China Electric Power Yearbook, China Electricity Council, and Gao Hua Securities Research estimates.
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Exhibit 13: We expect power generation to grow by 10% yoy in 2010E and 2011E
1970-2011E yoy change in utilization, power generation capacity, and power generation in China

YoY change (%) [ Utilization + Capacity (supply) === Generation (demand)
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Source: China Power Industry Statistical Yearbook, China Electricity Council, CEIC, Gao Hua Securities Research estimates.

Exhibit 14: We forecast utilization to begin recovering from its 2009 trough
1970-2011E utilization levels (hours) and yoy change in utilization (%)

YoY change (%) Hours
10% - 6,000
5,810 hrs Utilization hours ——yoy change (%) 7.9%
5% -+ /\ + 5,600
-
0% | | 1| ARG | -1 5,200
[ \
(5%) + | - \\/\/4,800
4,393 hrs
(10%) HE I HINF A ,,,@,,,,,,,,,,,O,,,,41400
(9.4%)
(15%) | 1 4,000
1970 1975 1980 1985 1990 1995 2000 2005 2010E

We forecast 2009E utilization to be a trough, down 5% to 4,458 hours (or 51% utilization).
Previous trough was 4,393 hours in 1999. The largest decline was a 9.4% yoy drop during 1974.

Source: China Power Industry Statistical Yearbook, China Electricity Council, CEIC, Gao Hua Securities Research estimates.
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We are less bullish than China IPPs’ guidance on their power capacity growth. For IPPs
that have already tapped heavily into debt and equity markets, additional funding channels
for many highly-geared IPPs may not be easy to find. We believe the government approval
process for new power plants will continue to be a lengthy process. We, therefore, believe
the eventual capacity growth by some IPPs may be substantially below their current
targets (Exhibit 15). We think slower-than-expected capacity growth for IPPs means
smaller-than-expected volumes sales for the three equipment makers.

Exhibit 15: 2010E and 2011E capacity addition of IPPs under coverage
Total attributable capacity additions in 2010E and 2011E (GW) and 2009E-20011E CAGR (%)

Capacity additions (2010E + 2011E, MW)
2009E-2011E CAGR (%)

6,000 T|15%
Total additions

2009E = 29.2GW
5000 5% 2010E = 11.0GW

2011E = 11.3GW
4,000 +

0,
3,000 + 6%
15% 6%
2,000
17% 6%
1,000 + 9%
0%
0 } } } } } } } } {
CRP Huaneng Datang CPI Huadian Shenergy Guodian  Guangdong  Yangtze
Electric

Note: Our forecast is substantially below company guidance in some cases as we believe it will be very difficult to meet the
guidance due to financing constraints and lengthy government approval procedures. For example, Huaneng, Datang, and CPI
announced that they plan to expand capacity by 16GW (19%), 5GW (12%), and 6GW (29%), respectively, over the period
2008-2010E. Huadian expects to add 17GW from now to 2013 (74% growth).

Source: Company data, Gao Hua Securities Research.

Rising overseas market sales may help mitigate slowing domestic sales growth, but
we see them contributing lower margins. Engineering, procurement, and construction
(EPC) contracts are widely known by the market to earn generally much lower profit
margins (low single digits) than the simpler domestic equipment sales. We are also
concerned about the more complicated billing problems and warranty expenses for
overseas sales. Nonetheless, we do think that building a successful track record of
overseas sales can be of long-term value for the equipment makers. We believe Shanghai
Electric has the highest proportion of order book and future revenue from overseas (e.g.
the JV with Siemens) (Exhibit 16).
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Exhibit 16: Among the three equipment makers, Shanghai Electric may continue to see the largest overseas business
Year-end order book and revenue by geographical region for equipment makers under our coverage, 2008

Dongfang Electric
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10%

Dom(:stic Domestic
78% 85%

Source: Company data, Gao Hua Securities Research.
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We think slowing new orders might be better indicators of future volume growth
than order book size. Exhibit 17 shows that new orders obtained in TH09 by Dongfang
Electric and Shanghai Electric were 24% and 45% smaller vs. TH08 values, mostly due to
considerably fewer new orders for core thermal equipment. Yet, growth for wind and
nuclear power equipment continues. In terms of fuel mix of new orders gained during
1HO09, Dongfang Electric’s appears to be the most diversified.

Exhibit 17: Slowing growth in new orders but growing diversification in fuel mix
Order book reviews for the equipment makers (Rmb bn), 2006-1H09

(in Rmb bn) Order book New orders
Company 2006 2007 2008 1H08 1H09 2006 2007 2008 1HO8 1H09
Dongfang Electric N/A 74 120 114 130 N/A 58 70 45 34
Harbin Power 65 85 92 N/A N/A 51 57 N/A N/A
Shanghai Electric 80 122 161 164 175 77 76 60 33
2008 new orders (in Rmb bn) % of total new order
Dongfang Harbin Shanghai Dongfang Harbin Shanghai
Electric Power Electric Electric Power Electric
By order-type
Thermal 32 32 46 45% 55% 61%
Nuclear 16 2 3 24% 4% 4%
Wind 10 0 1 15% 0% 1%
Hydro 6 8 0 8% 14% 0%
Gas turbines 6 N/A N/A 8% N/A N/A
Engineering service and EPC N/A 11 22 N/A 18% 29%
Others 0 5 4 1% 8% 6%
Total 70 57 76 100% 100% 100%
By region
Domestic 61 51 56 87% 89% 74%
Overseas 9 7 20 13% 12% 26%
Total 70 57 76 100% 100% 100%
2009 1H new orders (in Rmb bn) % of total new order
Dongfang Harbin Shanghai Dongfang Harbin Shanghai
Electric Power Electric Electric Power Electric
By order-type
Thermal 11 N/A 12 31% N/A 37%
Nuclear 10 N/A 2 30% N/A 5%
Wind 11 N/A 2 31% N/A 5%
Hydro 3 N/A 0 8% N/A 0%
Gas turbines N/A N/A 2 N/A N/A 7%
Engineering service and EPC N/A N/A 13 N/A N/A 40%
Others 0 N/A 2 0% N/A 6%
Total 34 N/A 33 100% N/A 100%

Notes: N/A means there was no disclosure from company on such data. Orders for Shanghai Electric refer to its power equipment

business only.

Source: Company data, Gao Hua Securities Research.
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High valuation driven by lofty hopes on wind equipment growth

Exhibit 18: Dongfang Electric is our top Sell among equipment makers under coverage
Financial summary of power equipment

Avg. daily trading Div. yield

Stock Market cap Price 12-m target vol. EPS (reporting currency)  EPS yoy change (%) P/E (X) (%)

Company Ticker rating (UsS$bn) 28-Sep-2009 price (3-m, US$mn) 2009E 2010E 2009E 2010E 2009E 2010E 2010E
Dongfang Electric (H) 1072.HK Sell* 4.8 HK$ 42.00 30.0 9 1.81 1.83 210 1 20 20 2.0
Dongfang Electric (A) 600875.SS Sell 6.3 Rmb  48.50 36.0 56 1.81 1.83 210 1 27 26 1.5
Harbin Power 1133.HK Neutral 1.3 HK$ 7.40 6.8 8 0.50 0.51 (33) 1 13 13 0.9
Shanghai Electric 2727 HK Neutral 5.9 HK$ 3.66 3.5 16 0.23 0.22 10 (6) 14 15 2.1
Average - H-shares 16 10 (6) 14 15 21

P/B Plcash FCF Net debt / EV/ Net margin ROE Share price performance (%)
(X) earnings (X) yield (%) equity (%) EBITDA (X) (%) (%) Absolute Relative

Company 2010E 2010E 2010E 2010E 2010E 2010E 2010E 1-m 3-m 1-m 3-m
Dongfang Electric (H) 8.2 17 3.8 (179) 10 5 46 8 44 6 37
Dongfang Electric (A) 10.8 20 2.9 (179) 14 5 46 15 24 18 30
Harbin Power 1.0 9 32.8 (66) 1 3 8 (7) (5) (8) (9)
Shanghai Electric 1.7 12 8.4 (40) 6 5 12 (1) 5 (2) (0)
Average - H-shares 1.7 12 8.4 (40) 6 5 12 ) 5 (2) (0)

Notes: 1) * This stock is on our Conviction List. 2) For dual-listed stocks, the financials are based on the financial reporting for H-shares.

3) Market cap is calculated based on the trading price of the share type (H-shares or A-shares) we cover times the total number of shares outstanding. 4) Cash earnings = net income + depreciation + amortization.
5) Free cash flow yield = (NOPLAT + depreciation - capex + change in working capital + change in other assets + net interest expense after tax) / (market cap + minority interest).

6) Net debt / equity: we include minority interest in the calculation of equity in our forecast and the valuation table above; however, the firmwide database does not in certain cases.

7) Benchmarks for H-shares, A-shares and Hong Kong shares are MSCI-China Index, China Shanghai-Shenzhen 300 Index and Hong Kong Hang Seng Index, respectively.

8) Relative share price performance is calculated as: [(price of stock on the printed day/price of stock on base day) / (price of index on the printed day/price of index on base day) - 1] x 100%.

9) EPS estimates are computed without non-recurring items and using basic weighted average shares outstanding.

10) For important disclosures, please go to http://www.gs.com/research/hedge.html.

Source: Company data, Datastream, and Gao Hua Securities Research estimates.

Against the GS Global ECS Research estimates on MSCI China and CSI 300
benchmarks, we see downside potential to valuation for the power equipment sector.

Exhibit 19: Current sector valuation seems unwarranted vs. market benchmarks
2010E and target equipment valuation against benchmark valuation by GS Global ECS Research

MSCI China Equipment HK shares
Target implied 2010E P/E 17.4X 13.4X
2010E P/E 12.2X 15.9X
2010E P/B 2.0X 3.6X
2010E EPS growth 25.0% -1.3%
2010E ROE 16.8% 21.9%

CSI300 Dongfang Electric A share
Target implied 2010E P/E 25.3X 19.4X
2010E P/E 17.5X 26.5X
2010E P/B 2.5X 10.8X
2010E EPS growth 26.5% 1.3%
2010E ROE 15.5% 46.2%

Source: GS Global ECS Research estimates, Gao Hua Securities Research estimates.
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Exhibit 20: Dongfang Electric is trading above its average historical P/E relative to the market
Relative 1-year forward P/E to MSCI China, 2002 (or IPO date, if later) to 2009E, or to CSI300, April 2005 to 2009E
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Source: Datastream, Gao Hua Securities Research estimates.

Exhibit 21: Dongfang Electric is trading above its recent historical average on P/B
1-year forward P/Bs of power equipment producers, 2002 (or IPO date, if later) to 2009E
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Source: Datastream, Gao Hua Securities Research estimates.
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Dongfang Electric looks expensive vs. global peers across several valuation multiples.
Although we expect Dongfang’s wind output to rise to 27% of its total 2010E revenue (up
from 10% in 2008), its P/E and EV/EBITDA multiples are already trading at or above global
peers in more pure-play wind power equipment (e.g. Gamesa, Goldwind, Gurit, Repower,
Nordex, Siemens, and Vestas) (Exhibits 22-24). We think core thermal revenue (59% of
total 2010E revenue) deserves a lower valuation given its lower growth prospect.

Exhibit 22: Dongfang trades at an unjustified premium on CROCI-based valuation
2010E EV/GCI vs. CROCI/WACC, global wind equipment makers

Ez"é‘;c' y=0.77x + 0.68
' R?=0.23
Dongfang
Electric (H)
2.0X 1 Dongfang \ :
Electric (H) .
TP-implied ¢ B
1.5X - o
- e
1.0X - .
0.5X A
OOX T T T T 1
0.0X 0.5X 1.0X 1.5X 2.0X 2.5X
CROCI/WACC

Source: Datastream, Goldman Sachs Research estimates, and Gao Hua Securities Research estimates.
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Exhibit 23: P/E of Dongfang (H) is close to peer average
2010E P/E of global wind power equipment makers

2010E P/E (X)

/X ——m e mmm e m—m e mmm e ——— e ——————— - 16X 7

G 20¢ _ | |-

25X 1

0Kt - ————-— - ——

15X q

10X q

sx+1 |--| |[--|] {--

0X

Exhibit 24: Dongfang’s EV/EBITDA is near peer average
2010E EV/EBITDA of global wind equipment makers

2010E EV/EBITDA (X)
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Average Dongfang

Electric (A)

Dongfang Repower  Nordex Repower

Electric (A)

Notes: Goldwind P/E is based on Reuters consensus estimates.

Source: Datastream, Goldman Sachs Research estimates, Gao Hua Securities Research estimates.

We think significant recovery to industry gross margin remains difficult. Though we
assume 2H09 gross margin to improve for these equipment makers, we are still concerned
about the longer-term trend as: 1) lower-margin products (e.g. wind, nuclear, EPC) rise in
revenue proportion; and 2) weaker demand growth from core product (coal-fired power
equipment) may make it more difficult to pass through inflation in production costs. Since
2005, gross margins for the Dongfang Electric and Shanghai Electric have been falling
while Harbin Power has exhibited a relatively better trend (Exhibit 25). Dongfang Electric’s
1HO9 gross margin for wind equipment rose to 14.2% from 11.5% in 2008, but it is still
below thermal equipment’s 1H09 gross margin of 17.5%.

We are less optimistic than company guidance and market expectation in terms of
wind equipment gross margin. Dongfang Electric and Shanghai Electric have guided
gross margin of 17% or more for wind equipment. That implies the wind equipment
margin will rise further from 1H09’s 14.2% in the near term. Yet, we think this is difficult in
the intensely competitive domestic wind turbine market in China. For example, gross
margin of Goldwind (the largest listed pure-play wind equipment maker in China) has been
declining since 2006 (Exhibit 26). Also, Gao Hua and Goldman Sachs see a flat gross
margin trend for the global wind equipment makers.
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Exhib

it 25: Gross margin has been declining for Dongfang Electric and Shanghai Electric

Semi-annual gross margins for the three equipment makers, 1H05 — 2HO9E

Gross margins (%)
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Note: Dongfang Electric margins fell to more normalized levels post the injection of the lower-margin
boiler and turbine business from its parent in 2007.

Source:

Company data, Gao Hua Securities Research.

Exhibit 26: Gao Hua and Goldman Sachs expects flat gross margins for wind equipment
2004-2010E gross margins of Dongfang Electric (wind only) and global wind equipment makers
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Exhibit 27: Scenario analysis shows high operating leverage to power capacity demand and gross margin assumptions
Earnings sensitivity to 2010E EPS (Rmb), ROE, P/E and P/B for H-share equipment makers under our coverage

Base case (our published estimates)

2010E EPS ROE P/E P/B Gross margin National capacity growth
Dongfang Electric 1.83 46% 20 8.2 18%
Harbin Power 0.51 8% 13 1.0 15% 55GW
Shanghai Electric 0.22 12% 15 1.7 17%

2010E EPS ROE P/E P/B Gross margin National capacity growth
Dongfang Electric 2.86 67% 13 7.2
Harbin Power 0.86 13% 8 0.9 200 bps higher 65GW
Shanghai Electric 0.31 17% 10 1.6

2010E EPS ROE P/E P/B Gross margin National capacity growth
Dongfang Electric 1.03 28% 36 9.2
Harbin Power 0.25 4% 26 1.0 200 bps lower 45GW
Shanghai Electric 0.15 8% 22 1.7

Source: Gao Hua Securities Research estimates.
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Exhibit 28: Dongfang Electric summary financials and revenue fuel mix
In Rmb mn, except for per share data and ratios; 2008 and 2010E revenue by fuel type (%)

Profit model (Rmb mn) 12/08 12/09E 12/10E 12/11E Balance sheet (Rmb mn) 12/08 12/09E 12/10E 12/11E
Total revenue 27,1713 31,335.9 30,415.1 32,016.1 Cash & equivalents 11,311.9 12,235.7 13,147.9 13,041.0
Cost of goods sold (22,453.4) (25,847.3) (24,837.9) (26,285.8) Accounts receivable 13,253.9 14,594.8 14,165.9 14,911.6
SG&A (3,186.2) (3,290.3) (3,041.5) (3,201.6) Inventory 19,870.7 21,244.4 20,414.8 21,604.8
R&D = = = = Other current assets 7,156.7 7,156.7 7,156.7 7,156.7
Other operating profit/(expense) 0.0 0.0 0.0 0.0 Total current assets 51,593.1 55,231.5 54,885.2 56,714.0
EBITDA 1,531.7 2,198.4 2,535.6 2,528.7 Net PP&E 3,682.8 3,916.5 4,292.7 4,716.7
Depreciation & amortization (430.5) (448.7) (502.3) (562.7) Net intangibles 111.7 84.8 58.0 31.1
EBIT 1,101.2 1,749.7 2,033.4 1,966.1 Total investments 353.4 379.5 405.6 431.6
Interest income 147.3 113.1 122.4 131.5 Other long-term assets 1,122.4 1,122.4 1,122.4 1,122.4
Interest expense (279.5) (274.9) (513.8) (513.8) Total assets 56,763.3 60,734.7 60,763.8 63,015.8
Income/(loss) from uncons. subs. (16.2) 7.9 7.9 7.9 Accounts payable 27,245.9 24,785.1 23,817.2 25,205.6
Others (561.1) 348.1 318.1 318.1 Short-term loans 551.2 551.2 5561.2 551.2
Pretax profits 391.8 1,944.0 1,968.0 1,909.8 Other current liabil 22,198.9 22,654.6 22,663.3 22,611.7
Income tax 122.7 (306.9) (310.7) (376.8) Total current liabilities 49,996.0 47,990.8 47,031.7 48,368.5
Minorities (34.6) (41.8) (40.7) (42.6) Long-term debt 3.0 5,003.0 5,003.0 5,003.0

Other long-term liabilities 4,495.8 4,495.8 4,495.8 4,495.8
Net income pre-preferred 479.9 1,595.3 1,616.6 1,490.5 Total long-term liabilities 4,498.8 9,498.8 9,498.8 9,498.8
Preferred dividends 0.0 0.0 0.0 0.0 Total liabilities 54,494.8 57,489.6 56,530.5 57,867.3
Net income (pre-exceptionals) 479.9 1,595.3 1,616.6 1,490.5
Post tax exceptionals 0.0 0.0 0.0 0.0 Preferred shares 0.0 0.0 0.0 0.0
Net income 479.9 1,595.3 1,616.6 1,490.5 Total common equity 2,079.6 3,023.1 3,979.2 4,860.7

Minority interest 188.9 222.0 254.1 287.8
EPS (basic, pre-except) (Rmb) 0.58 1.81 1.83 1.69 Total liabilities & equity 56,763.3 60,734.7 60,763.8 63,015.8
EPS (basic, post-except) (Rmb) 0.58 1.81 1.83 1.69
EPS (diluted, post-except) (Rmb) 0.54 1.81 1.83 1.69 BVPS (Rmb) 2.36 3.43 4.51 5.51
DPS (Rmb) 0.22 0.74 0.75 0.69
Dividend payout ratio (%) 38.1 40.9 40.9 40.9 Ratios 12/08 12/09E 12/10E 12/11E
Free cash flow yield (%) 23.3 (12.3) 3.8 0.8 ROE (%) 20.8 62.5 46.2 33.7

ROA (%) 1.0 2.7 2.7 2.4
Growth & margins (%) 12/08 12/09E 12/10E 12/11E ROACE (%) (16.4) (29.7) (58.4) (64.5)
Sales growth 12.7 15.3 (2.9) 5.3 Inventory days 259.4 290.3 306.1 291.7
EBITDA growth (43.8) 43.5 15.3 (0.3) Receivables days 192.7 162.2 172.6 165.7
EBIT growth (54.6) 58.9 16.2 (3.3) Payable days 456.3 367.4 357.1 340.4
Net income growth (78.4) 232.4 1.3 (7.8) Net debt/equity (%) (474.2) (205.9) (179.4) (145.4)
EPS growth (78.6) 210.0 1.3 (7.8) Interest cover - EBIT (X) 8.3 10.8 5.2 5.1
Gross margin 17.4 17.5 18.3 17.9
EBITDA margin 5.6 7.0 8.3 7.9 Valuation 12/08 12/09E 12/10E 12/11E
EBIT margin 4.1 5.6 6.7 6.1 P/E basic (X) 63.4 20.5 20.2 21.9

P/B (X) 15.7 10.8 8.2 6.7
Cash flow statement (Rmb mn) 12/08 12/09E 12/10E 12/11E EV/EBITDA (X) 6.8 11.8 9.9 9.9
Net income pre-preferred dividends 479.9 1,595.3 1,616.6 1,490.5 Dividend yield (%) 0.6 2.0 2.0 1.9
D&A add-back 430.5 448.7 502.3 562.7
Minorities interests add-back 34.6 41.8 40.7 42.6 Additional metrics 12/08 12/09E 12/10E 12/11E
Net (inc)/dec working capital 4,485.0 (5,175.4) 290.6 (5647.3) Power generation (kWh) = = = =
Other operating cash flow 1,793.6 (26.1) (26.1) (26.1) Power attributable capacity (MW) = = = =
Cash flow from operations 7.223.7 (3,115.7) 2,424.1 1,522.3 Wtd-avg power tariffs (Rmb/kWh) - - - -

Unit coal costs (Rmb/kWh) - - - -
Capital expenditures (2,140.5) (755.6) (851.6) (959.8) Wstd-avg tariff coal-fired (Rmb/kWh) = = = =
Acquisitions 0.0 0.0 0.0 0.0 Utilization rate (%) - - - -
Divestitures 1.0 0.0 0.0 0.0 Reserve margin (%) - - - -
Others 199.7 0.0 0.0 0.0 Gas sales volume (gas unit) = = = =
Cash flow from investments (1,939.8) (755.6) (851.6) (959.8) Witd-avg gas tariffs (Rmb/gas unit) - - - -

Unit gas costs (Rmb/gas unit) - - - -
Dividends paid (common & pref) (196.1) (196.1) (651.8) (660.5) Tap water tariffs (Rmb/cu. mtr.) - - - -
Inc/(dec) in debt (200.3) 5,000.0 0.0 0.0 Tap water capacity (cu. mtr.) = = = =
Common stock issuance (repurchase) 1,297.4 0.0 0.0 0.0 Tap water sales volume (cu. mtr.) - - - -
Other financing cash flows 313.0 (8.8) (8.6) (9.0) Sewage proc. tariffs (Rmb/cu. mtr.) - - - -
Cash flow from financing 1,214.0 4,795.1 (660.4) (669.5) Sewage proc. capacity (cu. mtr.) = = = =
Total cash flow 6,498.0 923.8 912.2 (106.9) Sewage proc. volume (cu. mtr.) = = = =

Note: Last actual year may include reported and estimated data.

Source: Company data, Sachs i

2008 2010E
Others, 6%
Hydro, 10% ’ Hydro, 6%
Wind, 10% Others, 8%
Thermal,
Thermal, Wind, 27% 59%
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Source: Company data, Gao Hua Securities Research estimates.
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Exhibit 29: Harbin Power summary financials and revenue fuel mix
In Rmb mn, except for per share data and ratios; 2008 and 2010E revenue by fuel type (%)

Profit model (Rmb mn) 12/08 12/09E 12/10E 12/11E Balance sheet (Rmb mn) 12/08 12/09E 12/10E 12/11E
Total revenue 29,903.5 28,045.6 24,033.0 22,475.6 Cash & equivalents 7,221.7 7,942.9 9,727.8 11,146.4
Cost of goods sold (25,426.1) (24,006.1) (20,400.1) (19,098.6) Accounts receivable 13,761.5 13,062.3 11,193.5 10,468.1
SG&A (2,5679.1) (2,524.1) (2,163.0) (1,955.4) Inventory 12,941.2 11,838.6 10,060.3 9,418.5
R&D - - - - Other current assets 10,191.9 10,191.9 10,191.9 10,191.9
Other operating profit/(expense) (74.0) (196.3) (144.2) (112.4) Total current assets 44,116.3 43,035.7 41,173.5 41,224.8
EBITDA 1,824.4 1,319.1 1,325.8 1,309.2 Net PP&E 3,802.8 3,936.5 4,081.4 4,238.8
Depreciation & amortization (470.4) (455.9) (493.2) (5633.7) Net intangibles 114.2 97.1 79.9 62.7
EBIT 1,354.0 863.2 832.6 775.5 Total investments 449.0 477.0 507.8 541.6
Interest income 237.5 197.6 217.3 266.2 Other long-term assets 484.3 484.3 484.3 484.3
Interest expense (195.3) (156.6) (123.8) (102.5) Total assets 48,966.6 48,030.5 46,326.9 46,552.2
Income/(loss) from uncons. subs. 23.3 28.0 30.8 33.9 Accounts payable 10,527.8 9,865.5 8,383.6 7,848.7
Others 153.7 100.0 100.0 100.0 Short-term loans 870.7 870.7 870.7 870.7
Pretax profits 1,573.2 1,032.2 1,056.9 1,073.1 Other current liabilities 19,098.9 19,057.2 19,057.8 19,055.4
Income tax (289.5) (180.8) (195.0) (228.6) Total current liabilities 30,497.4 29,793.4 28,312.1 27,774.8
Minorities (241.9) (156.2) (161.1) (164.2) Long-term debt 3,535.1 2,535.1 1,5635.1 1,535.1

Other long-term liabilities 5,366.2 5,366.2 5,366.2 5,366.2
Net income pre-preferred 1,041.8 695.2 700.9 680.3 Total long-term liabilities 8,901.3 7,901.3 6,901.3 6,901.3
Preferred dividends 0.0 0.0 0.0 0.0 Total liabilities 39,398.7 37,694.7 35,213.5 34,676.2
Net income (pre-exceptionals) 1,041.8 695.2 700.9 680.3
Post tax exceptionals 0.0 0.0 0.0 0.0 Preferred shares 0.0 0.0 0.0 0.0
Net income 1,041.8 695.2 700.9 680.3 Total common equity 8,136.1 8,747.7 9,364.3 9,962.8

Minority interest 1,431.8 1,588.0 1,749.1 1,913.2
EPS (basic, pre-except) (Rmb) 0.76 0.50 0.51 0.49 Total liabilities & equity 48,966.6 48,030.5 46,326.9 46,552.2
EPS (basic, post-except) (Rmb) 0.76 0.50 0.51 0.49
EPS (diluted, post-except) (Rmb) 0.76 0.50 0.51 0.49 BVPS (Rmb) 5.91 6.35 6.80 7.24
DPS (Rmb) 0.09 0.06 0.06 0.06
Dividend payout ratio (%) 12.0 12.0 12.0 12.0 Ratios 12/08 12/09E 12/10E 12/11E
Free cash flow yield (%) 9.0 20.9 32.8 18.2 ROE (%) 13.6 8.2 7.7 7.0

ROA (%) 253 1.4 i1 1.5
Growth & margins (%) 12/08 12/09E 12/10E 12/11E ROACE (%) 19.4 13.0 16.4 20.7
Sales growth 8.2 (6.2) (14.3) (6.5) Inventory days 165.9 188.4 195.9 186.1
EBITDA growth (22.2) (27.7) 0.5 (1.3) Receivables days 162.3 174.5 184.2 175.9
EBIT growth (27.9) (36.2) (3.6) (6.9) Payable days 138.6 155.0 163.3 155.1
Net income growth (31.8) (33.3) 0.8 (2.9) Net debt/equity (%) (29.4) (43.9) (65.9) (73.6)
EPS growth (32.6) (33.3) 0.8 (2.9) Interest cover - EBIT (X) NM NM NM NM
Gross margin 15.0 14.4 15.1 15.0
EBITDA margin 6.1 4.7 5.5 5.8 Valuation 12/08 12/09E 12/10E 12/11E
EBIT margin 45 &l 35 35 P/E basic (X) 8.6 12.9 12.8 13.2

P/B (X) 1.1 1.0 1.0 0.9
Cash flow (Rmb mn) 12/08 12/09E 12/10E 12/11E EV/EBITDA (X) 6.3 3.4 1.2 0.2
Net income pre-preferred dividends 1,041.8 695.2 700.9 680.3 Dividend yield (%) 1.4 0.9 0.9 0.9
D&A add-back 470.4 455.9 493.2 533.7
Minorities interests add-back 241.9 156.2 161.1 164.2 Additional metrics 12/08 12/09E 12/10E 12/11E
Net (inc)/dec working capital 716.5 1,139.5 2,165.3 832.4 Power generation (kWh) - - - -
Other operating cash flow 51.1 (28.0) (30.8) (33.9) Power attributable capacity (MW) - - - -
Cash flow from operations 2,521.6 2,418.8 3,489.6 2,176.6 Witd-avg power tariffs (Rmb/kWh) - - - -

Unit coal costs (Rmb/kWh) - - - -
Capital expenditures (1,275.2) (572.4) (621.0) (673.8) Witd-avg tariff coal-fired (Rmb/kWh) - - - -
Acquisitions 0.0 0.0 0.0 0.0 Utilization rate (%) - - - -
Divestitures 56.5 0.0 0.0 0.0 Reserve margin (%) - -- - --
Others (2,220.4) 0.0 0.0 0.0 Gas sales volume (gas unit) - - -- -
Cash flow from investments (3,439.0) (572.4) (621.0) (673.8) Witd-avg gas tariffs (Rmb/gas unit) - - - -

Unit gas costs (Rmb/gas unit) - -- -- --
Dividends paid (common & pref) (123.9) (125.3) (83.6) (84.3) Tap water tariffs (Rmb/cu. mtr.) -- -- -- --
Inc/(dec) in debt (420.7) (1,000.0) (1,000.0) 0.0 Tap water capacity (cu. mtr.) - - - -
Common stock issuance (repurchase) 0.0 0.0 0.0 0.0 Tap water sales volume (cu. mtr.) - - - -
Other financing cash flows 21 0.0 0.0 0.0 Sewage proc. tariffs (Rmb/cu. mtr.) - -- - --
Cash flow from financing (542.4) (1,125.3) (1,083.6) (84.3) Sewage proc. capacity (cu. mtr.) - - - -
Total cash flow (1,459.9) 721.2 1,785.0 1,4185 Sewage proc. volume (cu. mtr.) - - - -

Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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Source: Company data, Gao Hua Securities Research estimates.
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Exhibit 30: Shanghai Electric summary financials and revenue fuel mix
In Rmb mn, except for per share data and ratios; 2008 and 2010E revenue by fuel type (%)

Profit model (Rmb mn) 12/08 12/09E 12/10E 12/11E Balance sheet (Rmb mn) 12/08 12/09E 12/10E 12/11E
Total revenue 58,906.9 56,778.2 58,514.6 62,503.6 Cash & equivalents 12,666.5 13,970.1 15,722.0 18,076.7
Cost of goods sold (48,049.5) (46,994.4) (48,501.0) (52,118.4) Accounts receivable 13,815.7 12,444.5 12,825.1 13,699.4
SG&A (5,354.7) (4,542.3) (4,681.2) (5,000.3) Inventory 21,367.9 19,312.8 19,931.9 21,4185
R&D - - - - Other current assets 15,887.0 15,887.0 15,887.0 15,887.0
Other operating profit/(expense) (1,810.3) (1,022.0) (994.7) (937.6) Total current assets 63,737.1 61,614.4 64,366.0 69,081.6
EBITDA 3,692.4 4,219.5 4,337.7 4,447.3 Net PP&E 11,252.2 11,584.9 11,876.8 12,185.9
Depreciation & amortization (979.4) (958.9) (1,015.8) (1,074.9) Net intangibles 952.7 847.9 743.0 638.2
EBIT 2,713.0 3,260.7 3,321.9 3,372.4 Total investments 3,543.6 4,181.1 4,848.4 5,547.2
Interest income 213.7 211.3 233.1 262.3 Other long-term assets 2,525.5 2,525.5 2,525.5 2,525.5
Interest expense (72.8) (42.1) (108.8) (108.3) Total assets 82,011.0 80,753.7 84,359.8 89,978.5
Income/(loss) from uncons. subs. 527.0 597.5 627.4 658.7 Accounts payable 47,300.8 45,063.2 46,507.8 49,976.6
Others 653.9 390.0 390.0 390.0 Short-term loans 666.8 666.8 666.8 666.8
Pretax profits 4,034.8 4,417.4 4,463.6 4,575.2 Other current liabilities 2,656.3 2,773.8 2,721.7 2,696.8
Income tax (394.6) (567.0) (759.2) (891.6) Total current liabilities 50,623.8 48,503.7 49,896.3 53,340.2
Minorities (1,106.7) (926.6) (953.5) (1,015.3) Long-term debt 2,536.9 2,536.9 2,536.9 2,536.9
Other long-term liabilities 693.3 693.3 693.3 693.3
Net income pre-preferred 2,533.6 2,923.8 2,750.9 2,668.3 Total long-term liabilities 3,230.1 3,230.1 3,230.1 3,230.1
Preferred dividends 0.0 0.0 0.0 0.0 Total liabilities 53,854.0 51,733.8 53,126.4 56,570.3
Net income (pre-exceptionals) 2,533.6 2,923.8 2,750.9 2,668.3
Post tax exceptionals 0.0 0.0 0.0 0.0 Preferred shares 0.0 0.0 0.0 0.0
Net income 2,533.6 2,923.8 2,750.9 2,668.3 Total common equity 21,598.7 22,178.6 24,1011 25,965.9
Minority interest 6,558.3 6,841.2 7,132.3 74423
EPS (basic, pre-except) (Rmb) 0.21 0.23 0.22 0.21 Total liabilities & equity 82,011.0 80,753.7 84,359.8 89,978.5
EPS (basic, post-except) (Rmb) 0.21 0.23 0.22 0.21
EPS (diluted, post-except) (Rmb) 0.21 0.23 0.22 0.21 BVPS (Rmb) 1.73 1.77 1.93 2.08
DPS (Rmb) 0.06 0.07 0.07 0.06
Dividend payout ratio (%) 28.8 30.1 30.1 30.1 Ratios 12/08 12/09E 12/10E 12/11E
Free cash flow yield (%) 0.0 10.7 8.4 9.9 ROE (%) 12.3 13.4 11.9 10.7
ROA (%) 3.2 3.6 33 3.1
Growth & ins (%) 12/08 12/09E 12/10E 12/11E ROACE (%) 19.2 20.1 19.5 19.1
Sales growth 4.4 (3.6) 3.1 6.8 Inventory days 143.8 158.0 147.7 144.8
EBITDA growth (12.7) 14.3 2.8 2.5 Receivables days 83.8 84.4 78.8 77.4
EBIT growth (17.1) 20.2 1.9 {5; Payable days 336.7 358.7 344.6 337.9
Net income growth (10.0) 15.4 (5.9) (3.0) Net debt/equity (%) (33.6) (37.1) (40.1) (44.5)
EPS growth (10.4) 10.2 (5.9) (3.0) Interest cover - EBIT (X) NM NM NM NM
Gross margin 18.4 17.2 171 16.6
EBITDA margin 6.3 7.4 7.4 7.1 Valuation 12/08 12/09E 12/10E 12/11E
EBIT margin 4.6 5.7 5.7 5.4 P/E basic (X) 15.2 13.8 14.7 15.1
P/B (X) 1.9 1.8 1.7 1.6
Cash flow sta: (Rmb mn) 12/08 12/09E 12/10E 12/11E EV/EBITDA (X) 8.8 7.0 6.4 5.7
Net income pre-preferred dividends 2,533.6 2,923.8 2,750.9 2,668.3 Dividend yield (%) 1.9 2.2 2.1 2.0
D&A add-back 979.4 958.9 1,015.8 1,074.9
Minorities interests add-back 1,106.7 926.6 953.5 1,015.3 Additional metrics 12/08 12/09E 12/10E 12/11E
Net (inc)/dec working capital (583.7) 1,188.6 444.9 1,107.9 Power generation (kWh) - - - --
Other operating cash flow (1,017.4) (637.5) (667.4) (698.7) Power attributable capacity (MW) - - - --
Cash flow from operations 3,018.7 5,360.4 4,497.7 5,167.6 Witd-avg power tariffs (Rmb/kWh) - - - -
Unit coal costs (Rmb/kWh) - - - -
Capital expenditures (3,140.5) (1,186.7) (1,202.9) (1,279.2) Witd-avg tariff coal-fired (Rmb/kWh) - - - -
Acquisitions 0.0 0.0 0.0 0.0 Utilization rate (%) - - - -
Divestitures 407.0 0.0 0.0 0.0 Reserve margin (%) - - - -
Others 73.7 0.0 0.0 0.0 Gas sales volume (gas unit) - - - -
Cash flow from investments (2,659.8) (1,186.7) (1,202.9) (1,279.2) Witd-avg gas tariffs (Rmb/gas unit) -- -- - -
Unit gas costs (Rmb/gas unit) - - - --
Dividends paid (common & pref) 0.0 (763.0) (880.5) (828.4) Tap water tariffs (Rmb/cu. mtr.) - - - --
Inc/(dec) in debt 350.1 0.0 0.0 0.0 Tap water capacity (cu. mtr.) - - - -
Common stock issuance (repurchase) 0.0 0.0 0.0 0.0 Tap water sales volume (cu. mtr.) - - - --
Other financing cash flows (1,028.6) (2,107.1) (662.4) (705.4) Sewage proc. tariffs (Rmb/cu. mtr.) - - - --
Cash flow from financing (678.5) (2,870.1) (1,542.9) (1,533.8) Sewage proc. capacity (cu. mtr.) - - - -
Total cash flow (319.6) 1,303.5 1,751.9 2,354.7 Sewage proc. volume (cu. mtr.) - - - -
Note: Last actual year may include reported and estimated data.
Source: Company data, Sachs i
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Reg AC

I, Franklin Chow, CFA, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or
companies and its or their securities. | also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.

Investment Profile

The Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and market. The four
key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites of several
methodologies to determine the stocks percentile ranking within the region's coverage universe.

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective aggregate
of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend
yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

Disclosures

Coverage group(s) of stocks by primary analyst(s)

Franklin Chow, CFA: China Capital Goods, China Utilities.
China Capital Goods: Dongfang Electrical Corporation (A), Dongfang Electrical Corporation (H), Harbin Power Equipment, Shanghai Electric Group.

China Utilities: Beijing Capital, China Power International, China Resources Power, China Yangtze Power, CLP Holdings, Datang Int'l Power
Generation, Datang International Power Generation (A), GD Power Development, Guangdong Electric, Guangdong Investment, Hong Kong & China
Gas, Hong Kong Electric Holdings, Huadian Power International (A), Huadian Power International (H), Huaneng Power International (A), Huaneng
Power International (ADR), Huaneng Power International (H), Shanghai Chengtou Holding, Shenergy, Tianjin Capital (A), Tianjin Capital (H).

Company-specific regulatory disclosures

The following disclosures relate to relationships between Goldman Sachs Gao Hua Securities Company Limited ("Goldman Sachs Gao Hua") and
companies covered by the Investment Research Division of Beijing Gao Hua Securities Company Limited ("Gao Hua Securities") and referred to in
this research.

Goldman Sachs Gao Hua has received compensation for investment banking services in the past 12 months: Shanghai Electric Group (HK$3.77)

Goldman Sachs Gao Hua expects to receive or intends to seek compensation for investment banking services in the next 3 months: Dongfang
Electrical Corporation (A) (Rmb48.31), Dongfang Electrical Corporation (H) (HK$41.85) and Shanghai Electric Group (HK$3.77)

Goldman Sachs Gao Hua had an investment banking services client relationship during the past 12 months: Shanghai Electric Group (HK$3.77)
There are no company-specific disclosures for: Harbin Power Equipment (HK$7.48)

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as
a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to
a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage
group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment
recommendations focused on either the size of the potential return or the likelihood of the realization of the return.

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in
each report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the
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following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over
the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NR). The investment rating and target price have been removed pursuant to Gao Hua Securities policy when Goldman Sachs Gao Hua is
acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended
(RS). We have suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for determining an
investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock and should not be relied
upon. Coverage Suspended (CS). We have suspended coverage of this company. Not Covered (NC). We do not cover this company. Not Available
or Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful
and is therefore excluded.

General disclosures

This research is disseminated in China by Gao Hua Securities.

This research is for our clients only. This research is based on current public information that we consider reliable, but we do not represent it is
accurate or complete, and it should not be relied on as such. We seek to update our research as appropriate, but various regulations may prevent us
from doing so. Other than certain industry reports published on a periodic basis, the large majority of reports are published at irregular intervals as
appropriate in the analyst's judgment.

Goldman Sachs Gao Hua, an affiliate of Gao Hua Securities, conducts an investment banking business. Gao Hua Securities, Goldman Sachs Gao
Hua and their affiliates have investment banking and other business relationships with a substantial percentage of the companies referred to in this
document.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our proprietary trading desks and
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