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EXECUTIVE  SUMMARY

In the first half of year 2002, the general situation of power supply and
demand in China is basically in balance, but there are big disparities in
different areas. In local electric networks in the coastal developed areas
in Southeast China, limitation on power use still exists due to unmatched
capability of power conveyance and supply of the power networks.

In the aspect of power supply, the total power production in the first half
of this year is 741.4 billion kwh, increased by 8.8%. Among this,
waterpower is 108.7 billion kwh, increased by only 0.5%, heat power
622.9 billion kwh, increased by 10.3%, and nuclear power 9.2 billion
kwh, decreased by 11.7%. The average utilization hour of power
generating equipments increases by 57 hours compared with that in the
same period of last year, and the number of utilization hours for her
power generating equipments increases by 93 hours.

In the aspect of power demand, the total social power consumption in the
first half of year 2002 is 739.2 billion kwh, increased by 8.9% and
having an increase of 02 percentage point in growth. The corresponding
growth in power consumption are 2.5%, 9.2%, 11.4% and 7.0%
respectively for the first, second, third industries and residents living,
with a contributory rate to social power growth of 1.1%, 74.2%, 14.4%
and 10.3% respectively. Seen from different areas, power consumption in
East and West China continue to grow rapidly while that in Middle
China goes down to some extent and in Northeast China there appears
negative growth in power consumption. The major characteristics of
national power supply and demand situation in the first half of this year
are the following, part areas have improper electric source; growth rate
of utmost electric peak loan continuously exceed that of power
consumption; power demand grows too fast but power supply in the area
cannot meet the demand; regional differential exist in national power
supply.

Fixed assets investment in power industry grows to small extent. In the

first half of this year, Chinese power industry finalizes a fixed assets
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investment of 60.9 billion Yuan, correspondingly increased by 1.1%.
Among this, investment on infrastructure construction is 40.8 billion
Yuan, correspondingly increased by 33.2% and investment on reforms of
urban and rural electric networks is 2.6 billion Yuan, correspondingly
decreased by 36.7% with the first-phase projects basically finished. The
construction and transformation projects of urban and rural electric
networks are sped up, finalizing accumulatively an investment 93.4% of
total investment.

The general electricity price for end used is on a rising trend in the 90’s,
but it is rapidly declining in the new century due to measures like
transformation of rural electric networks.

Energy supply and its change don’t have great impact on power industry.
In the first half of this year, the growth of coal price falls back to some
extent, so the short coal supply for power generation also eases up and
the coal stock is quite adequate. Also the changes in domestic and
overseas oil market don’t produce great impact on power supply and
demand.

It is predicted that the growth rate of social power consumption is 9.2%
and 8.0% respectively in the third and fourth season of year 2002, and
the accumulated growth rate of power consumption is respectively 9.0%
and 8.7% in the two seasons. The estimated growth rate of social power
consumption is about 8.7% in a whole year and the power consumption
will reach 1.6 trillion kwh.

It is predicted that the growth rate of power demand will be about 7.5%
in year 2003, lower than that in year 2002.
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|. Analysis on Operation of National Power Industry In the First

Half of This Year

1. Analysis on Power Production

National Power Production Keeps Quite High Growth Rate in the First Half Year

In year 2001, Chinese installed power capacity reaches 338.61
million kwh, increased by 6.0%. Thereinto the waterpower is 83.01
million kwh, heat power 253.14 million kwh and nuclear 2.1 million
kwh. The total power production is 148.39 million kw, increased by
8.4%. The growth of power production is 2.4 percentage points
higher than that of installed power capability, which increases by
17.18 million kwh. Compared with that of last year, the growth in
installed power capability in the first half year keeps declining but
the net increase of installed power capability doesn’t change greatly.
Due to decrease in water stock in reservoirs, the waterpower
production in area with greater proportion of waterpower is reduced,
such as Jilin and Qinghai, but because of the increase in heat power
in various regions, national power production still keeps quite high
growth rate. The planned new power source is 15 million to 20
million kwh, 8.83 million of which has been finished by the end of
June, and there newly appears equipments with 4.5 million kwh
installed capability. In the first half of this year, the accumulate
national power production is 741.4 billion kwh, correspondingly
increased by 8.8%. Thereinto, waterpower is 108.7 billion kwh, only
increased by 0.5%, heat power 622.9 billion kwh, increased by
10.3% and nuclear power 9.2 billion kwh, decreased by 11.7%. The
average number of utilization hours of power generating equipments
increases by 57 hours compared with that in the same period of last
year, and the number of utilization hours for her power generating
equipments increases by 93 hours. Thereinto, number of utilization

hours of heat power generating equipments grows by more than 200
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in Fujian, Jiangxi, Hu’nan, Guangdong, Sichuan, Qinghai and

Ninghai.

While power production increases largely, the growth in peak load

of the major electric networks is faster in the first half of this year.
The peak load is respectively 11.8%, 3.4%, 6.4%, 14.0%, 9.8% and
14.7% in North China, Northeast China, East China, Central China,
Northwest China and Chuanyu electric networks.

Power Supply in the Second Season

Table 1

The total power production is 129.948 billion kwh and the daily
production is 4.332 billion kwh, increased by 13.2% than that in the
same period of last year. Thereinto, the waterpower is 24.913 billion

kwh and daily production is 0.83 billion kwh, increased by 10.65%;

heat power production is 102.758 billion kwh with a daily

production of 3.425 billion kwh, increased by 14.21%; nuclear

power production is 2.277 billion kwh with a daily production of 76

million kwh, increased by 50.58%.

Performance of Power Production Targets in April, May and June

Unit: 10® kwh, %

Production in April

Daily production

Corresponding growth

Power production 1247. 11 41.57 11.79
Hydropower 188. 43 6. 28 4.51
Heat power 1048. 86 34. 96 13. 50

Nuclear power 9.82 0.33 -12.02

Production in May

Daily production

Corresponding growth

Power production 1239. 10 39. 97 8.72
Hydropower 228. 92 7.38 8.33
Heat power 997. 63 32.18 9.39

Nuclear power 12.55 0. 40 -23.22

Production in June

Daily production

Corresponding growth

Power production 1299. 48 43. 32 13.26
Hydropower 249. 13 8.3 10. 65
Heat power 1027. 58 34. 25 14. 21

Nuclear power 22.77 0.76 50. 58

Data Source: State Power Corporation
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The total power production in North China electric network is
18.227 billion kwh in June, increased by 7.84% with a peak load of
33.59 million kw. The power production is 6.584 billion kwh in
Beijing-Tianjin-Tangshan electric network, 4.557 billion kwh in
North Heibei electric network, 4.647 billion kwh in Shanxi electric
network, 2.435 billion kwh in Inner Mongolia electric network. The
whole network reaches a frequency yield of 100%.

The total power production in Northeast China electric network is
12.38 billion kwh, increased by 1.64% with a peak load of 20.08
million kw. The power production is 5.567 billion kwh in Liaoning
electric network, 1.907 billion kwh in Jilin electric network, 3.217
billion kwh in Heilongjiang electric network. The whole network

reaches a frequency yield of 100%.

The total power production in East China electric network is 22.601
billion kwh in June, increased by14.18% with a peak load of 40.53
million kw. The power production is 8.114 billion kwh in Shanghai
electric network, 4.983 billion kwh in Zhejiang electric network,
3.737 billion kwh in Anhui electric network. The whole network
reaches a frequency yield of 99.996% and a loan rate of 86.08%.

The total power production in Central China electric network is
14.613 billion kwh, increased by 15.15% with a peak load of 27.13
million kw. The power production is 5.286 billion kwh in He’nan
electric network, 4.821 billion kwh in Hubei electric network, 2.679
billion kwh in Hu’nan electric network, 1.827 billion kwh in Jiangxi
electric network. The whole network reaches a frequency vyield of
99.999% and a loan rate of 87.00%

The total power production in North China electric network is 6.917
billion kwh, increased by 6.99% with a peak load of 11.77 million
kw. The power production is 2.381 billion kwh in Shanxi electric
network, 2.571 billion kwh in Gansu electric network, 0.761 billion
kwh in Qinghai electric network, 1.204 billion kwh in Ningxia
electric network. The whole network reaches a frequency yield of
99.998% and a loan rate of 87.60%
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Table 2 Power Production of Major Electric Networks in April, May and June

Unit: 10® kwh, 10* kw, %

April Power Correspondin Peak _Pow_er Freq_uency
Production g growth Contribution Yield
North China 183. 46 10. 18 3144 100
Northeast China 123. 45 5.71 2037 99. 999
East China 208. 62 8.09 3591 99. 990
Central China 127. 60 14.13 2302 99. 990
Northwest China 67.17 7.34 1112 99. 999
South China 162. 21 19. 05 3032 99.971
Shandong 77.76 5.37 1331 99. 990
Fujian 43. 17 21.73 738 99. 999
Sichuan 29. 45 20. 00 589 99. 997
Chongging 12. 04 14. 95 193 99. 996
May Power Correspondin Peak _Pow_er Freq_uency
Production g growth Contribution Yield
North China 186. 06 7.25 3132 100
Northeast China 127. 68 5.42 2041 100
East China 208. 44 5.85 3650 100
Central China 128. 77 5.13 2320 100
Northwest China 68. 83 5.75 1110 99. 999
South China 166. 32 15. 82 3026 99. 965
Shandong 77.35 2.75 1362 99. 987
Fujian 45. 84 20. 71 763 99. 998
Sichuan 28. 85 9.94 568 99. 979
Chongging 10. 30 7.63 146 99. 997
June Power Correspondin Peak _Pow_er Freq_uency
Production g growth Contribution Yield
North China 182. 27 7.84 3359 100
Northeast China 123. 80 1.46 2008 100
East China 226.01 14. 18 4053 99. 996
Central China 146. 13 15. 15 2713 99. 999
Northwest China 69. 17 6.99 1177 99. 998
South China 168. 83 28. 31 3005 99. 973
Shandong 79. 24 9.95 1435 99. 991
Fujian 45. 96 20. 61 764 99. 999
Sichuan 28. 84 29. 97 613 99. 999
Chongging 8.02 —-5.77 146 99. 999

Data Source: State Power Corporation

The total power production in Sichuan electric network is 2.884
billion kwh, increased by 29.97%, and the power production is
0.802 billion kwh in Chongqging electric network, increased by
5.77% in negative sense. The Sichuan-Chongging electric network
reaches a frequency yield of 99.995%. In June the power production
is 1.42 billion kwh in Ertan Hydropower Station and the

8
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accumulated power production reaches 4.861 billion kwh.

Table 3 Power Receiving and Production of Major Electric Networks in April, May and
June

Unit: 10® kwh, %

i Power Receiving and Corresponding
April i Peak load
Production Growth
North China 183. 68 10. 31 3160
Northeast China 123.23 5.52 2023
East China 219.71 13.10 3662
Central China 126. 46 12. 18 2283
Northwest China 66. 84 6. 82 1105
South China 162. 82 21.20 2836
Shandong 77.76 5. 37 1331
Fujian 39. 47 11.28 666
Sichuan 34. 56 16. 82 654
Chongging 13.57 8.83 225
May Power Recelv.lng and Corresponding Peak load
Production Growth
North China 188. 06 8. 72 3176
Northeast China 125. 67 4.72 1996
East China 222.58 11.31 3721
Central China 124. 46 2.90 2268
Northwest China 68. 83 5.75 1110
South China 168. 09 16. 50 2859
Shandong 77.35 2.75 1362
Fujian 42.23 11. 21 692
Sichuan 33.31 4. 10 671
Chongging 12.71 -5.33 213
June Power Recelv.lng and Corresponding Peak load
Production Growth
North China 184. 80 9. 30 3404
Northeast China 121. 26 0.84 1964
East China 243. 31 19. 76 4198
Central China 142. 28 15. 10 2637
Northwest China 69. 17 6.99 1177
South China 172.71 23.49 2863
Shandong 79. 24 9.95 1435
Fujian 43. 69 14. 66 698
Sichuan 39. 47 31.39 793
Chongging 13.43 17.82 273

Data Source: State Power Corporation
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The power production is 16.883 billion kwh in the South electric
network, increased by 28.31%, and the frequency yield is 99.973%.
Guangdong receives power of 1.563 billion kwh from the west

areas.

2. Power Consumption Analysis

The social power consumption is 739.2 billion kwh in the first half
of this year, increased by 8.9%, and the growth increased by 0.2%.
Thereinto, power consumption in the first industry increases by
2.5%, the growth falling back by 1.7 percentage points. This is
mainly because the serious drought in northern China last year
results in large-scale growth in power use for irrigation and drainage,
while rainfall is plenty this year, which causes negative growth in
power use for irrigation and drainage. The power consumption in
the second industry increases by 9.2%, the growth increased by 1%;
the power consumption in the third industry increases by 11.4, the
growth increased by 3.3%; and household consumption increases by
7.0%, the growth falling by 1.4%. The contributory rate to social
power consumption growth is respectively 1.1%, 74.2%, 14.4% and
10.3% for the first industry, the second industry, the third industry
and household consumption.

Industrial power consumption, which accounts for 72.5% of total
power consumption, increases by 9.2% as the main force in boosting
rapid development in social power consumption. The fields like
non-ferrous metals smelting, rubber and plastic products, medicine
and textile all have a growth over 10% in power consumption and
power consumption in chemicals industry grows most rapidly. At
the same time, the third industries like transportation, post and
telecommunications, and commerce also keep quite high growth rate
of 13.3% and 14.9% respectively. But the household power
consumption, especially rural household power consumption, which
has been keeping rapid growth, has gone down to rather great
extent.

10
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Power consumption keeps rapid growth in East and West China,
while that in central China falls to certain degree and negative
growth appears in power consumption in Northeast China. West
provinces like Inner Mongolia, Sichuan, Chongqging and Ningxia are
among the 11 provinces with a growth rate over 10% in power
demand, and the others are Hainan, Shandong, Fujian, Jiangxi,

Guangdong, Zhejiang and Jiangsu.

3. Power Investment

In the first half of this year, Chinese power industry actualizes a
fixed investment of 60.9 billion Yuan, increased by 1.1%. Thereinto
investment on infrastructure construction is 40.8 billion Yuan,
increased by 33.2% and the investment on transformation of urban
and rural electric networks is 2.6 billion Yuan, decreased by 36.7%
with the first-phase projects finished. The construction and
transformation projects on urban and rural electric networks are
sped up and the investment accounts for 93.4% of the total. The
investment, final accounts and acceptance check of the first-phase
transformation project on rural electric networks has been
completed, and the second-phase project has been fully extended.
By the end of June, 2,104,572 Yuan out of the planned
7,678,675-Yuan investment has been actualized for the
second-phase transformation project of rural electric networks,
accounting for 27% of the planned investment.

4. Analysis on Operation of Electric Networks

Quite Great Regional Differentials Exist in Inter-network Power Exchange

In the first half of year 2002, the general situation of power supply
and demand in China is basically in balance, but there are big
disparities in different areas. Power demand in Zhejiang and Beijing
is far greater than the supply in those areas, while Shanxi, Guizhou
and Sichuan all have power export in large quantity.

Within the South China network, Guangdong and Guangxi

11
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respectively receive from west networks a power quantity of 5.8
billion kwh and 2.6 billion kwh. Besides, Guangdong purchases a
power of 1.2 billion kwh when transporting 3.8 billion kwh to Hong
Kong and Macaw together. Ertan Power Station within
Sichuan-Chonggqing electric network transports 1.15 billion kwh to
Chongging and 3.65 billion kwh to Sichuan, while Sichuan
transports 2.22 billion kwh to Chongging. Within North China
electric network, Beijing, Tianjin and Tangshan purchase 5.37
billion kwh from Shanxi and Inner Mongolia while sending 0.48
billion kwh to south Hebei. In Central China network, the power
transported to He’nan and Jiangxi is greatly reduced compared with
that in the same period last year, but power send to Hu’nan increases
by large scale. In East China network, the net power receiving in
Shanghai, Jiangsu and Zhejiang and the net power export from
Anhui all increase by large scale. In Northwest China network,
Shanxi and Gansu both have power export and the power export
from Qinghai decreases greatly while power received in Ningxia
increases to some extent.

Bottle-neck Exist in Structure of Local Electric Network

China has made considerable achievements in the transformation of
urban and rural electric networks in the past three years, and the
power transportation and distribution capability is obviously
enhanced in many provincial electric networks. However, in local
electric networks in coastal developed areas in Southeast China,
there still exists limitation on power use due to unmatched
capability of power conveyance and supply of the power networks.
It is predicted that the limitation on power consumption in part areas
like Zhejiang and Guangdong cannot be removed fundamentally

within this year.

In the aspect of inter-network power exchange, optimized resources
distribution is hard to be realized due to lack in reasonable price

system on power import and export. He’nan and Hubei in central

12
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China is in short of power while Jiangxi has extra power supply, but
because of lack in reasonable price system on power import and
export and the subsequent difficulty in setting down power price
acceptable for both sides, it is hard to send out extra power and
realize optimized resources distribution.

5. Estimate of Present Situations on Power Supply and Demand

In the first half of this year, the general situation on power supply
and demand is still basically in balance in China. However, since the
summer, especially since July, most areas in China suffer from
unusual persistent high temperature. Beginning from July 8, high
temperature over 350C goes on in Sichuan for 7 days. On July 12,
the highest temperature in Yuncheng district in Shanxi Province
reaches 410C. On July 14, Beijing and central southern He’nan
witness a temperature as high as 400C to 430C. So the power loan
for sunstroke prevention grows sharply, and the power loan and
daily power production in many electric networks all create
historical new high. Limitation on power use appears in Beijing,
Shandong, Jiangsu, Zhejiang, Hebei, Shanxi and Sichuan. Its
characteristics are as the follows.

First, daily power consumption break the record. Persistent hot
weather results in sharp growth in power consumption on sunstroke
prevention In the first ten days of July the national daily power
production is 4.403 billion kwh and increases to 4.6 billion kwh on
July 10 to 4.7 billion kwh on July 11 to 4.908 billion kwh on July
12 and to 5.184 billion kwh on July 15 increased by 0.781billion
kwh compared with the daily production in the first ten days of July
and creating historical records for several successive days

Second  power load creates new high in succession Most areas

including North China East China Central China Shanxi in the
northwest and southern area  witness unusual persistent high
temperature almost at the same time which results in sharp growth

in power loan in major cities. The peak load and daily production

13
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both create historical new high with a double-digit growth rate in the
electric networks in North China, Central China, East China,
Sichuan and Chonggiong and South China.

North China electric network. On July 12, the power load in evening
rush  hour creates another historical new high in
Beijing-Tianjin-Tangshan electric network, reaching 18.33 million
kw, This exceeds the peak value of last year by 15.8 million kw with
a growth rate of 16%, and it is higher by 9.28 million kw than the
predicted peak load of this year. During the three days from July 12
to July 15, the power load in Beijing rises from 7.27 million kw
t08.26 million kw, and that in Tianjin and Qinhuangdao reaches
4.334 million kw and 0.641 million kw respectively, also setting
new records. Because of the insufficient capability of distribution
network, blockade situation appears, resulting in limitation in part
periods in North China. The peak load and daily power production
in Shandong network also create new record on July 15, reaching
0.34 billion kwh and 15.65 million kw in respect.

East China electric network. Ever since the middle of July,
persistent high temperature over 370C appears in East China and the
power load rise sharply. The power load in East China network
reaches the all-time 49.865 million kw on July 15, steeply increased
by 6.9 million kw compared with that in year 2001 with an increase
rate of 16.1%. The power production on that very day is 0.997 bilion
kwh and the gap between crest and trough reach 16.67 million kw,
increased by 4 million kw compared with that of last year with a
growth rate of 31.6%. The minimal load rate is 66.6%. Because
power load is overmuch higher than the original estimate, power
demand cannot be well satisfied although the power stations in the
networks work stably and fully and the import has reached the
utmost. So short supply unusual in the past few years appears in the
whole network. On July 15, in order to meet the fast growing power
demand, Jiangsu electric network bought from Fujian network 0.1
million kw for 4 hours per day in three days at a high price of 0.6
Yuan per kwh.

14
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Central China electric network. Since July 11, the four provinces in
central China are enclosed by high temperature, the production and
consumption load and power production and consumption all
creating historical new high. On July 15, the consumption load in
the whole network is 3.007 million kw and the total power
consumption reach 0.64 billion kwh, both higher by over 10% than
the maximum of last year. This is the first time that daily
consumption load and daily power consumption exceed 30 million
kw and 0.6 billion kwh respectively in the Central China electric
network. In the evening rush hour, many major power stations
generate power at full strength, and the generators in the four
provinces almost all reach the utmost. 12 large units with installed
capability of 0.2 million kw are at work in East Hubei electric
network.

Sichuan-Chongging electric network. The power production and
purchase in Sichuan electric network reach 0.17 billion kwh on July
15, 30 million kwh higher than the utmost daily power production
and purchase. Thereinto, the hydropower is 0.16 billion kwh. The
peak load reaches 8.75 million kw, 1.4 million kw higher than that
of last year with a growth rate of 19.6%, creating a historical new
high. Due to plenty rainfall in rain-abundant season, hydropower
plays a main role in Sichuan electric network. From 12th to 16th of
July, high temperature appears in Chongging and the load in
Chongging network grows sharply, renewing records continuously.
To July 16, the peak load in Chongging network has reached 3.69
million kw and the daily consumption reaches 7.031 million kwh.
The capacity that can be exported from Chongging network is only
about 3.7 million kw, 2.52 million kw of which is the provincial
capacity and the purchase from other provinces is 1.2million kw.
The insufficient capability in production and distribution results in
inevitable limitation on consumption in rush hours.

Guangdong electric network. Since April, high temperature and
drought cause rapid rise in peak load in Guangdong electric network.
On July 15, the peak load in Guangdong provincial network reaches
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1.94 million kw, 2.1 million kw higher than that of last year. In order
to relax the short supply situation, 22 cities including Dongguan,
Shenzhen and Zhongshan have begun power consumption in
non-rush-hours, which to some degree relaxes the short power
supply at present. But inadequate power source and insufficient
capability in power transportation and distribution network are the
main reasons for the short supply in Guangdong.

Third, the power exchange grows largely. To meet the fastigium in
the summer, the electric networks make optimized arrangement for
operation modes, make preparations for accidents, and put priority
to the examination and repair of generating units. Before summer,
the third-phase project in Eastward transportation of west power in
South China electric network, that is, the AC power transportation
and transformation project from Tiansheng Bridge to Guangdong, is
put to production on June 25, enabling the power transportation
capability from South China network to Guangdong to reach 3.7
million kw. The linking line between Sichuan-Chongging network
and Central China network also began production in May with a
power transportation capability of 0.6 million kw. At the same time,
in order to fully display the advantages of large electric networks,
the DC transportation from Gezhouba to East China, the linking line
from Fujian to East China and the linking line from
Sichuan-Chongging to Central China have all reached full load in
the fastigium in summer according to planned arrangement. In
South China network, the west power transported to Guangdong
operates at a stable limitation of 3.5 million kw; the full load in
linking line from Northeast China network to North China is 0.6
million kw; the power transported from Inner Mongolia network to
Beijing is increased from 0.93 million kw to 1.3 million kw; the
linking line from Shanxi network to Beijing can transport power of
0.5 million kw in rush hours.

One of the reasons for the intense production load and power
demand in the middle of July is the joint influence of fast growth in
industrial consumption load in southeast costal areas, due to fine
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situation of national industrial production and fixed investment in
the middle of July, and the fast growth in consumption load for
sunstroke prevention caused by persistent high temperature in July.
The second reason is the inadequate capability of power distribution
network, circuit failures and serious blockade, which is also the
cause for limitation on power usage in rush hours. Third, lack in
effective measures to eliminate the gap between crest and trough is
one of reasons for short power supply in rush hours. Another reason
is failure in generating units intensifies the situation of short power

supply in one or two regions.

Because before summer electric power departments of various
levels comprehensively analyze the security situation of the electric
networks and improve the veracity of load prediction; properly
arrange the examination and repair of generator units and push the
production of new equipments; strengthen the patrol and the
maintenance of equipments in operation to secure the full function
of the equipments in high temperature; carry out duty system and
rush repair in flood prevention and therefore ensure the stable
operation of major electric networks in national persistent high
temperature. There are not accidents of large-scale power cut due to
destroyed stableness of network and system disintegration, and the
days with specially high power load are spent without any
disturbances.

6. Impact of Power Price on Power Demand

Under market conditions, the impact of power price on power
demand becomes increasingly more obvious. The main influences
are on the power consumption of enterprises and the regional
distribution of highly power- consuming products. In the 90’s, the
general power price for end users takes a rising looking, but ever
since the new century, it is declining rapidly due to the performance
of some measures like transformation of rural electric networks.

Ever since 1998, 500 kinds of improper charges have been abolished
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from power price through price adjustment and electric network
transformation, enabling the power price in cities to decrease from
0.47 Yuan/kwh to 0.42 Yuan/kwh, decreased by 0.05 Yuan/kwh,
and price in rural areas from 0.67 Yuan/kwh to 0.57 Yuan/kwh,
decreased by 0.1 Yuan/kwh. The average power price is about 0.40
Yuan/kwh for urban residents in inner areas, 0.5 Yuan/kwh for rural
resident while price in coastal areas is usually higher by 0.15-0.20
Yuan/kwh than that in inner areas.

In the first half of year 2002, another batch of provinces carry out
power price reduction. Thereinto the urban power price in
Guangdong is reduced from 0.75 Yuan/kwh to 0.49 Yuan/kwh, the
rural price from 0.675 Yuan/kwh to 0.4 Yuan/kwh; the price in
Shanghai is reduced from 0.67 Yuan/kwh to 0.61 Yuan/kwh; the
price in He’nan is reduced from 0.85 Yuan/kwh to 0.69 Yuan/kwh.
(Details as the table)

Due to price reduction, the growth rate in power consumption in
Guandong rises up again from 10.9% in year 2001 to 12.5% this
year. The growth rate in power consumption in rural areas is faster,
and it is 38.9% in country of Guangzhou, 15%-20% in the country
of Tianjin compared with that in the same period of last year.

With the performance of separation of power stations from electric
networks and price competition to get in the network, the
improvement of operation efficiency in the power stations and the
reduction in coal consumption for power generation from 385g/kwh
last year to 381g/kwh now, the average network power price in
power stations is declining. The reduction in line loss per unit from
7.40% last year to 7.24% now due to transformation of electric
networks in the first half year will cause further reduction in power
price.

Besides, the central and local governments carry out favourable
power price to some large industries and highly power-consuming
industries. For example, to highly power-consuming products and
products like electrolytic aluminum and ferrosilicon, the state will
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remove the price differential on different voltage grades and
improve proportion of basic price through structural adjustment to
power price; try to lower and exempt some taxation items; reduce
the price level for enterprises with a annual production capability
over 40,000 tons; make discounts to the new growth in power
consumption of industrial customers, the discount extent jointly
determined by customers and power stations; enable the customers
of ferroalloy enterprises to determine the price according to either
their utmost demand or the transformer’s capability. Another
example is Hunan province rules that highly power-consuming
enterprises will get a preferential price of 10% lower than current
price in rain-abundant season (from April to July). The practice of
these measures will further reduce the power price for end user and
therefore further impel the rise in power consumption in China.
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ll. Main Environment and Factors Influencing Current Power

Supply and Demand

Power industry is a basic industry in national economy. Power
supply and demand directly condition economic development while
the economic development situation has immediate impact on power
supply and demand. At present, the main factor influencing power
supply and demand are the domestic and overseas economic
environment and energy market environment and factors like

environment for reforms and policy.

Seen from international economic environment, the global economic
situation tends to look up when the American economy picks up.
After slow development and even negative growth in three
successive seasons, the 30 member states of Asia-Pacific Economic
Cooperation Organization have a 0.9% growth rate in GDP fort the
first time in the first season of year 2002. Thereinto, the USA and
Japan have a growth of 5.6% and 1.4% respectively while the 12
countries in European Union only have a growth rate of 0.2%. But
in the second season the growth in American economy falls again to
merely 1.1% and international economic situation tends to be

strained.

Seen from domestic economic environment, at the end of year 2001
and at the beginning of year 2002, some state departments and
research institutes hold prudential attitude towards economic growth
this year, predicting a 7% or less growth rate for this year’s
economic development. The actual situation in the first half of this
year is better than the common anticipation with a GDP of 4.5536
trillion Yuan, increased by 7.8%. Thereinto, the GDP growth is 7.6%
in the first season and 8% in the second season. Our power supply
and demand is established in domestic demand. Industrial
production and sale directly influence power supply and demand
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while the three factors that influence economy, that is, investment,
consumption and export, all have impact on power supply and
demand. In the aspect of investment, the social fixed investment is
1.4462 trillion Yuan in the first half of this year, increased by 21.5%
and the growth rate increased by 6.4 percentage points. Thererinto,
investment on real estate grows by 32.9%, collective investment by
15.8%, individual investment by 19.4%, all obviously higher than
corresponding growth rate in year 2001. The contract value of
foreign investment reaches USD 44 billion increased by 31.5%, and
the actual utilization of direct foreign investment is USD 24.6
billion, increased by 18.7%. In the aspect of consumption, the total
consumer retail is 1.9448 trillion Yuan in the first half of this year,
increased by 8.6%. Thereinto, urban consumption grows by 9.7%
while rural consumption grows by only 6.7%, which indicates a
comparative backward growing capacity for rural consumption. And
in the aspect of export, the total import and export value is USD
270.7 billion, increased by 12.3%. Thereinto, the growth rate is
14.1% for export and 10.4% for import and the trade surplus is USD
13.4 billion. The growth in foreign trade is mainly pushed by the
export of mechanical and electric products and audio and video
equipments and the parts and attachments. The export of mechanical
and electrical products accounts for 35.65% of total export from
January to May with a growth rate as high as 30.3%, which is not
predicted at the beginning.
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lIl. Characteristics of Power Supply and Demand and Factors

Influencing It in the First Half Year

1. Characteristics of Power Supply and Demand

According to above-mentioned power supply and demand and the
inter-network power exchange, the national power supply and

demand in the first half year has the following characteristics.

First, unreasonable power source in part areas, that is, overmuch
proportion of hydropower without fine accommodating capability
causing inadequate production capability in low water period, is the
main reason for power limitation in Central China and
Sichuan-Chongging area (Sichuan and Hunan) in the first half of
this year.

Second, the growth rate of peak load continuously exceeds that of
power consumption. With the increase of air-conditioner number in
building and establishments and the rate of residents’ air-conditioner
ownership, the peak load in provinces is increasingly more sensitive
to temperature, and the gap between crest and trough becomes
greater. According to survey, the power load to lower temperature
by air-conditioner has already reached 3 million kw in Beijing,
accounting for 38% of the total load in Beijing area. Thereinto,
industrial load accounts for 9.6%, commercial load 25.5%, facilities
load 34.1%, household load 21.7% and other load 9.1%. And the
facilities load is in the direction of continuous growth.

Third, the faster power demand than power supply within the area is
one of the major reasons for the short power supply in rush hours in
Guangdong.

Third, 1/3 areas, mainly east areas with comparatively developed
economy, have basic balanced power supply and demand. Some
areas, such as Zhejiang and Guangdong, may have short supply in
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specific periods, but the duration is quite short. Power supply in 2/3
areas is relatively abundant.

2. Main Influencing Factors on Power Supply and Demand

There are many influencing factors on power supply and demand,
but the major ones are as the follows. We will make special analysis
on temperature factor.

Impetus of Market Demand

Under the influence of recovering global economy, China has a fine
opening of national economy, which keeps quite fast growth in
stableness and therefore pushes the power demand. This is mainly
showed by: first, the faster growth of industrial production. Total
state-owned industrial enterprises and non-state-owned industrial
enterprises with an annual sale over 5 million Yuan create 1.446
trillion Yuan added value, increased correspondingly by 11.7%, and
industries of different ownerships have all-round development. The
telecommunication equipments manufacturing and transportation
equipments manufacturing becomes the leading force in pushing the
rapid industrial growth; second, the fast developing fixed
investment. The investment in the second industry, which can push
power demand in large scale, is greatly enhanced by 25.3%. The
investments of all economic types grow fast and investment in real
estate development has a strong increasing trend. Third, sale in
domestic market is basically stable with low market price, and
residents’ consumption confidence gets stronger to certain degree.
The growth in resident income speeds up and the domestic
consumer’s market keeps stable, plus the completion of
transformation of part urban and rural electric networks. Fourth,
growth in foreign trade speeds up and the continuous fast growth in
foreign capital utilization also makes up part of the influence caused
by falling export. Rapid and persistent economic development leads
the fast growth in social power consumption by 8%. The growth in
industrial power consumption reaches 9.2%, becoming the major
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force in pushing power consumption growth in this round.

Continuous Development of Highly Power-consuming Industries

Production of highly power-consuming products has quite great
impact on Chinese power demand. In the first half of this year, the
growth rates of finished steel products, pig iron, raw coal, steel,
paper-making, cement, soda ash and chemical fertilizer are
increased to some extent compared with those of last year, while the
growth of ten kinds of non-ferrous metal and plate glass slows down
and production of ferroalloy witnesses negative growth. Thereinto,
the growth rates of raw coal, steel and chemical fertilizer grow by
10 percentage points, those of pig iron and paper-making by 5
percentage points. In general, the production of highly
power-consuming products realizes fast growth in the first half of
year 2002.

However, ever since January 1st, 2002, Chinese highly
power-consuming industries will face the challenge of large-scale
reduction in tariffs and non-tariff measures. China will fulfill its
promises on accession into WTO, that is, reducing general tariff
from 15.3% of last year to 12% and the average tariffs reduction in
crude oil and finished oil, paper and paper products, chemical
products, traffic vehicles, machinery products and electronic
products is over 25%. From year 2002 on, quota system on products
like steel will be abolished and the import quota of chemical
fertilizer, automobile and sugar will greatly increase, so Chinese
import will grow rapidly. Due to tariff reduction and abolishment of

guota system, the steel import will grow by large scale.

On the whole, the power consumption in highly power-consuming
industries keeps growing in the first half of this year. The
contributory rate of power consumption in these industries to
growth in industrial power consumption is 47.7%, decreased by 1.8
percentage points. And the growing trend will slow down in the
latter half of the year.
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IV. Reforms in Power Industry and the Policy Environment in the

First Half of the Year

In the first half of year 2002, the reform schemes in civil aviation
industry and power industry, and the reforms in domestic monopoly
industries continue to be the focus of general attention. The No.5
Document of the State Council defines the frame for the structural
reforms in power industry. Under the uniform leader and
arrangement of the State Council Leading Group on Structural
Reforms in Power Industry, the departments concerned is stipulating
the concrete implementing regulations. The power industry is
actively pushing structural reforms, and at the same time spare no
efforts to evade possible risks caused by reforms. Besides, the state
puts forward some policies influencing power supply and demand in
the first half of the year. One is that the state continues to carry out
active financial policy, planning to issue 150 billion Yuan long-term
construction state bonds in year 2002 to subsidize the state-bond
projects in operation and the new large infrastructure construction
projects. A part of 46 billion Yuan state bonds has been issued in the
first half of the year, and it will play its role in boosting economy in
the latter half of the year and in year 2003. Another policy is, with
the completion of the first-phase project of rural network
transformation, the starting of the project of transforming rural and
urban electric networks to be at the same price. Therefore, the State
Economic & Trade Commission puts forward regulations to boost
same price in rural and urban electric networks.

Compared with that in year 2001, the environmental factors on the
supply and demand in power market change to some degree in the
first half of this year. The same factors include: first, economic
growth rate, which is the same as and even faster than that of last
year; second, investment, which keeps quite rapid growth rate and
continues to increase; third, consumption growth, which is almost

the same as that of last year, and the task to increase farmers’
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income is still not fulfilled. The obviously changed factors include:
first, the evident recovery of international economic situations;
second, the clear acceleration of growth rate in foreign trade; third,
civilian investment has the start-up trend in growth; fourth, the
greater pressure from structural reforms in power industry; fifth, the

obvious recovery in coal supply for power generation.

Conclusion can be drawn from comprehensive analysis of the above
environment factors that the general environment has favourable
rather than disadvantageous impact on power supply and demand,
which benefits to the fast growth in power supply and demand and
also helps to guarantee power supply.
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V. Impact of Supply Change in Energy Industry on  Power

Industry

Energy market environment. In the aspect of coal, under the
influence of state policy of shutting down some coal mines and
reducing coal production, and also due to frequent accidents in coal
industry, the state strengthens regulations on small coal mines in
year 2001, which further reduces available coal supply. The global
rise in oil price and rapid growth in export demand broaden coal
demand. Because of the intense domestic coal demand, Chinese coal
industry sees development in both supply and demand and a
large-scale rise in coal price. Some areas like Sichuan and He’nan
witness short coal supply for power generation. Ever since January
1st of this year, the state abandons the regulatory price on coal for
power generation. In principle, coal price is set on the basis of
contract price between the buyer and seller in year 2001 and is
negotiated in reference to market supply and demand, but the rise
limit is stipulated. The rise in coal price falls to some extent in the
first half of this year, and the short coal supply for power generation
is also basically relaxed with abundant stock. For example, the
trimmed price of Shanxi quality raw coal in Qinhuangdao port, with
a heating capability of 6000 kca/kg, is 260 Yuan per ton in October,
2001, then it rises to 310 Yuan per ton in December, 2001, and
finally falls to 265 Yuan per ton in June, 2002. The Promotion
Meeting on power coal decides that the overall growth in coal price
should be limited within 8 Yuan per ton. The rise and fall in power
coal is closely related to the operation costs and benefits in power
industry, and now the once short power coals supply is relaxed to

large extent.

In the aspect of oil products, the oil price undergoes several ups and
downs due to production reduction by OPEC, the growth in
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American economy and the turbulence in Middle East. Petroleum
chemical industry suffers the most from oil price fluctuation while
some coastal areas bear the greatest impact on power demand. On
the whole, changes in international and domestic oil market have not
produced too great impact on power supply and demand by now.
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VI. Prospects of Development in Power Industry

1. Analysis on Power Supply and Demand Trend in the Latter Two Season of

This Year

In the latter half of year 2002 and the next year, Chinese power
supply and demand will hopefully continue the trend since this year.

Analysis from power demand trend

Supported by rapid economic growth rate, power consumption in
the latter half of the year will continue the rapid growth. Especially
the rapid increased in investment will help the power demand to go
on grow stably in the latter half of the year. But the development of
some industries in highly power-consuming industries, such as iron
and steel, aluminum smeltering, coal industry and chemical industry,
will be under the restriction of greater supply over demand in
domestic market and the challenge of imported products, so the
growth in power supply in these industries perhaps will slow down.

The areas with rapid growth in power demand in the first half of
year 2002 will be Zhejiang, Guangdong, Jiangsu, Fujian, Shandong
and Hainan in coastal area, Sichuan, Ningxia, Inner Mongolia and
Chongging in the west and Jiangxi in the central part. The major
demand is in the east and west, taking on a pattern of being high in
the east and west while low in the central part, which is almost the
same as growth pattern in power demand in year 2001. In the latter
half of year 2002, power demand in East China will continue to
keep rapid growth and North China will keep a growth rate lower
than the national average level. Thereinto, under the influence of
reduced growth in power consumption in coal industry, the growth
in power demand in Shanxin, which was obviously higher than

national average, will be lowered to the average. Due to relatively
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faster growth in power consumption in highly power-consuming
industries, growth in power consumption in Hebei Province will rise
to the national average. The predicted power consumption in
Hu’nan Province in Central China will in evident slack posture, its
growth rate reduced to lower by 5 percentage points than national
average. Growth in power consumption in Jiangxi Province, once 2
percentage points lower than national average, is now 2 percentage
points higher, realizing skipping growth. Growth in power
consumption in He’nan Province, once 4 percentage points higher
than national average, is now reduced to be the same, also reflecting
the influence of slowing growth rate in power consumption in coal
industry. Growth in power consumption in Sichuan-Chongging
district is higher by 8 percentage points than national average. It is,
on the one hand, because of the leading force of highly
power-consuming industries, and on the other hand, due to the
influence of reduced power generation in local electric network.
Northeast district will keep the slow growth at present and there are
still no new growth points in power consumption. Northwest district
will also keep the general growth in power consumption with a
growth rate slightly lower than national average. Thereinto, due to
rapid growth in production of highly power-consuming products,
growth rate in power consumption in Ningxia, once 2 percentage
points lower than national average, will rise to 4 percentage points
higher. Guangdong Province in South China will keep rapid growth
in power consumption, still one of the regions with short power
supply. Power consumption in Guizhou Province keeps increasing
for several years in succession. This is mainly because of the
preferential price policy to highly power-consuming industries,
which pushes the scale expansion of these industries. The reduction
in growth rate in year 2002 shows that the peak for this expansion
maybe has passed by.

Analysis from power supply capability

Ever since year 1998, Chinese power source construction has
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realized an annual installed capability put to production of 18
million kw and national capabilities put to production are all about
20 million kw in recent years. The gross capability should be able to
meet the growing power demand. But in recent years, shot power
supply still exists in some areas. It is mainly because the power
source put to production in certain region does not match the growth
in power demand there. Meanwhile, power transportation and
distribution networks in some areas with rapid growth in power
demand cannot meet the growing power demand, causing bottleneck.
Besides, coal supply for power generation also has certain impact on
power supply. There is another problem allowing ignorance, that is,
the low ability of optimized resource distribution in Chinese power
market and the small quantity of power exchange in different
regions, which causes a fact that extra power in areas with residual

capability cannot be transported to areas with short power supply.

In year 2002, the above-mentioned situation still exists, and what
changes obviously is the growth in scale of optimized resource
distribution in power market. The power quantity in power
transportation from the west to Guangdong, from Fujian to East
China, Northeast China to North China and the power exchange
between Central China and East China all grow by large scale. The
inter-provincial power exchange in several areas also grows to
different extents. Therefore, if keeping fast growth in year 2002,
some areas with fast growth in power consumption, such as
Zhejiang, Jiangsu, Guangdong and Beijing, will be able to guarantee
their power supply and there will be no limitation on power use in
large scale. The generator units newly put to production in areas
with fast growth in power consumption also play positive role in
relaxing the short supply in these areas. For example, the starting
production of Guangdong Ling’ao Nuclear Power Station will play
significant role in meeting the rush hours in Guangdong in the

summer.

In synthesizing various aspects, we can foresee that the growth rate

in social power consumption will be 9.2% and 8.0% respectively in
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the third and fourth season of year 2002, and the accumulated

growth rate in power consumption will be 9.0%
growth rate in power consumption will 8.75% in
with a total power consumption of 1.6 trillion kwh.

and 8.7%. The

the whole year

March June September December
(actual) (actual) (predicted) (predicted)
Growth rate in Power
. 6. 9% 8. 9% 9. 0% 8. 7%
Consumption
1% season 2" season 3" season 4"season
(actual) (actual) (predicted) (predicted)
Growth rate in Power
. 6. 9% 10. 9% 9.2% 8. 0%
Consumption

2. Estimate on Power Supply and Demand Trend in Year 2003

The analysis is made on both advantageous and disadvantageous

factors.

The advantageous factors for growing power demand in year 2003

include: first, national economy will keep good developing posture,

realizing properly rapid growth. According to present relationship

between power and economy, power demand will

reach the same

level as economic development; second, the 150 billion Yuan state

bonds issued in 2002, mainly used for infrastructure construction,

will push to certain extent the power demand;

third, civilian

investment will hopefully further increase and therefore push the

growth in economy and power consumption; fourth, some good

factors like the opening of the sixteenth Party Convention will

increase the anticipation towards economic growth.

The disadvantageous factors for power demand growth in year 2003

include: first, due to restriction of market demand and imported

products, the supply of major highly power-consuming products is

exceeds the demand in domestic and international markets. Chinese

highly power-consuming industries will face the challenge of price

reduction and increased stock, and the equipment utilization rate

will be lower than that in year 2001. The total industries will be in
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slack posture; second, impact of imported products will keep
growing after China’s accession into WTO, producing unfavorable
influence on growth rate in power consumption in areas highly
dependent on foreign trade.

In primary analysis, year 2003 will see smaller scale in generator
units put to production compared with that in recent years and East
China, Guangdong and Beijing-Tianjin-Tangshan district will still
have short power supply while Northeast China, Shandong and
Fujian will still have residual power production. Power supply and
demand in other areas will generally be in balance. In the whole
country, the supply and demand is in balance and parts areas have
short supply. Measuring with several models, analyzing with the
newly built Monitoring and Early Warning System on Power Supply
and Demand and referring to experts’ experience in various aspects,
we predict that the power demand growth rate will be about 7.5%,
lower than that in year 2002. More than 2/3 experts we invite think
the demand growth rate will be between 7.5% and 8%.
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Appendix

Table 1 National Production of Energy Products from January to June, 2002

Growth rate with

Growth rate with

Name of Index Unit Accumulated June
Accumulated last year June

total Energy .

i 10" ton 56212. 50 10239. 87 12.5 12.5
Production
Raw coal 10" ton 52511. 36 9362. 54 18.1 17.3
Natural  crude )
ol 10" ton 8445. 47 1480. 66 2.0 2.0
i
gasoline 10" ton 2071. 87 356. 73 -3.0 1.9
Kerosene 10" ton 403. 11 71.61 3.4 -1.9
Diesel Oil 10" ton 3809. 14 631. 30 3.6 -4.5
Coke 10" ton 5392. 56 959. 77 9.5 8.2
Power 0

i 10" kwh 7414. 44 1354. 76 8.8 13.4
Production
Thermal Power 10" kwh 6229. 01 1063. 32 10.3 13.8
Hydropower 10" kwh 1087. 11 259. 17 0.5 6.0

Data Source: State Bureau of Statistics
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Table 2 Regional Power Production and Supply in the First Half of 2002

Units: 10* kwh

Power |Correspondi| Thermal |Correspondi| Hydropo |Correspondi| Power Corr_espo
production | ng growth | power | ng growth wer ng growth | supply nding
growth
Total 74223219 13.44 162299014 13.85 |10946049| 6.32 73320669| 11.51
Beijing 658262 -0.94 645621 -0. 94 4049 0.1 1797271 | 1.32
Tianjin 1169599 3.71 1169599 3.71 — — 1787761 | 12.53
Hebei 4716149 9.3 4699654 9.04 15676. 1 66. 84 5042338 | 7.51
Shanxi 3927736 21.34 3786932 19.83 [140804.5| 104.05 | 2456781 | 7.63
Inner Mongolia| 2537919 7.34 2423709 4. 94 109442. 1| 124.3 1548269 | -0.73
Liaoning 3341464 7.85 3276610 8.83 58569 -30.25 | 4371103 | 0.76
Jilin 1387133 -12.58 | 1201874 | -10.73 |[181679.3| -22.79 | 1292816 | 2.39
Heilongjiang | 2267688 15. 83 22231783 15. 21 43905 31.32 1838323 | 2.48
Shanghai 2792810 9.12 2792810 9.12 — — 2627974 | 9.92
Jiangsu 5160312 1.07 5160008 1.06 304 296.77 | 4612840 | 8.82
Zhejiang 3590088 15.04 2948526 16.76  [473690. 1 9.02 4383655 | 20. 62
Anhui 2043550 20. 65 1989928 18.48 |53621.58| 99.94 1792599 | 4.7
Fujian 2447100 19. 31 1549900 | 154.09 896000 | -32.81 |2163000 | 12.11
Jiangxi 1138068 27.16 |882512.7| 43.21 |255555.8| -3.88 [612159.6| 14.91
Shandong 5636915 12. 23 5636324 12.23 33 -80 6091897 | 15.13
He’nan 4024867 10. 49 3920368 8. 77 92602.4 | 147.66 |4331234| 8.11
Hubei 2748770 10. 28 1417395 -2.49 1331375 19.6 2027398 | 4.85
Hu’nan 1967475 11.91 |885855. 1| 19.26 1081620 8.44 1609974 | 20.4
Guangdong | 7093163 26. 56 5929532 24.66 |403529.2| -42.48 | 7481114 | 23.29
Guangxi 1431807 5.63 628201. 1] 14.67 |803605.8| 2.18 1893670 | 10.61
Hainan 235232. 1 8.08 177953. 8 7.34 57278.35| 12.63 |170729.2| 13.86
Chongging | 943614.6 4. 65 758367.3| -2.35 |185247.3 19.4 1049366 | 10.69
Sichuan 3121133 34. 55 1464051 58. 53 1655745 | 26. 67 3725649 | 22.62
Guizhou 2495124 32.26 1517098 44.99  |978025.5| 21.37 1944655 | 10. 51
Yunnan 1731344 9.7 838289 22. 45 893055 5.61 2149219 | 13.57
Shanxi 1594268 8.32 1432900 -4.97 |161367.5| 135.97 | 1563646 | 14.12
Gansu 1597971 19. 44 1072560 29. 61 523401 9.42 1408840 | 10.21
Qinghai 633032.4 | -14.75 245239 0. 94 387793.4| -21.34 |532801.8| 8.67
Ningxia 861133. 4 5.34 824466 2.72 36667. 42| 104.77 |366971.1| 14.46
Xinjiang 929490. 7 8.18 798948. 1 7.18 121406.7| 11.16 646615 | —2.61

Data Source State Bureau of Statistics
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Steel and Iron Ore

We provide the following market research service in steel and iron
ore industry

Current status and forecast of production, consumption, price,
supply chain, import & export of steel products (steel tube, plate
and others), coke and coking coal, stainless steel , Steel Scrap,
in China, Equipment of steel enterprises in China

Reserve, grade, production of key iron ores in China
Expansion plans of domestic iron ore projects in China
Current overseas iron ore projects in China

Iron ore procurement details of each Chinese steel mills
Details of Chinese pellet and sinter plants in China

We are famous in market research in iron ore resources, seamless steel tube
, heavy plate industries in China

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Case Bauxite Resource Market Research

HL consulting finished the market study of Bauxite Resource in China in 2008
The scope of service includes:

Reserve, basic reserve and Grade of Bauxite in China, with emphasis on
Shanxi,Guangxi,Guizhou and Henan Province but include other provinces

Current split between open pit and underground ,and in the next 5 years the
percent of these mines that would change to underground/open pit

Average cost for China, average cost by province, average cost of open pit
and average cost of underground (legal and illegal)

Percent of mines selling bauxite as 3rd party market and % integrated mines
Market price

Distance of mines to refineries (on map)

Photos of operation (underground and open pit)

Taxes and likelihood of changes in royalties/taxes in the future

Costs of starting up a bauxite mine - approvals required for local vs
foreign company

Opportunity for a foreign company to secure a good bauxite mine/source
Purchase volume, technical requirements of each enterprise

Specification of purchase of each customer

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Notice Classification principles of Chinese system for minerals

Introduction to History of Classification system in China

China’s Classification for resources /reserves of solid fuels and mineral
commodities i1s developed from Soviet Union.

In 1971, China’s complete Classification system iIs set up, and resources
/reserves are classified as four Grades,ie; A,B,C,D reserves, after 1999,
new system 1s introduced and the system is effective presently. Chinese
government plans to refine the system, the work start in 2008 and currently
It 1s not clear when the new system will be implemented

Economic of exploitation
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Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Notice

Classification principles of Chinese system for minerals

Classification principles of Chinese system

China classifies known (identified) mineral resources
according to three parameters: degree of assurance of
occurrence (degree of geological assurance), degree of
feasibility study, and economic of epr0|tat|on.

Degree of assurance of occurrence (degree of geological
assurance) takes account of information on quantity
(tonnage) and chemical composition (grade);

Degree of feasibility study: means three level of
feasibility study, feasibility study, pre- feasibility
study, and geological study. The feasibility study is the
most detailed.

Economic of exploitation. takes account of changing
economic factors such as commodity prices, operating
costs, capital costs, and discount rates.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Notice Classification principles of Chinese system for minerals
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parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Energy

We provide the following market research service in energy
Power industry

Wingpower equipment market research,Wind park investment feasibility
study

On Grid Tariffs and End User Tariffs market research

Power grid and equipment market, power grid investment market
Bio-diesel market in China
Coal Industry

Coal reserve, production ,consumption, price, transportation, import and export
Coal mechanical products market research

Energy-saving and emission reduction market in China

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e 18



Case Bauxite Resource Market Research

HL consulting finished the market study of Bauxite Resource in China in 2008
The scope of service includes:

Reserve, basic reserve and Grade of Bauxite in China, with emphasis on
Shanxi,Guangxi,Guizhou and Henan Province but include other provinces

Current split between open pit and underground ,and in the next 5 years the
percent of these mines that would change to underground/open pit

Average cost for China, average cost by province, average cost of open pit
and average cost of underground (legal and illegal)

Percent of mines selling bauxite as 3rd party market and % integrated mines
Market price

Distance of mines to refineries (on map)

Photos of operation (underground and open pit)

Taxes and likelihood of changes in royalties/taxes in the future

Costs of starting up a bauxite mine - approvals required for local vs
foreign company

Opportunity for a foreign company to secure a good bauxite mine/source
Purchase volume, technical requirements of each enterprise

Specification of purchase of each customer

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Cost and performance

The cost and time of the service will usually change with the detailed
requirements of customers and different sectors, we will provide project
proposal with detailed cost and performance after we get the requirements
of customers

Usually the cost and time are:
20-50 K USD and 1-4 month for difficult tasks

10 K USD and 1-2 month for some simple tasks
Customers can send the requirements to SW@HLconsulting.cn

Customers can send the requirements of market research to SW@HLconsulting.cn

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 20
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3 Feasibility Study Report

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. HL
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Introduction

We can prepare feasibility study reports for the following

purpose
Feasibility study reports for approval of National
Development and Reform Commission (NDRC) of People’s

Republic of China, we got the highest qualification from NDRC

Feasibility study reports for registration of corporation in
China

Feasibility study reports for bank loan and financing
Feasibility study reports for decision of business partners
Feasibility study reports of VAT reduction in China

Feasibility study report for approval of overseas
investment of Chinese enterprises.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Industry with qualification

For feasibility study reports for approval of NDRC,we got
the qualification in the following industries

Natural gas and petroleum
Chemical and medicine
Machinery

Light industry

Textile

Agriculture

Construction materials
Electronic

Construction and realestate
Agriculture

Forestry

Municipal utilities (water supply and drainage)
Hydrogeological

Engineering Survey
Geotechnical Engineering

23
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Business Plan Services

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. HL
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Introduction

Beijing HL Consulting Co., Ltd I1s a ® re
professional business plan consulting m
firm that helps companies develop ‘
investor-grade business plans to move S
down the road towards a successful
capital or strategic transaction.

We have finished more than 200
professional-grade business plans for
our clients at nearly every stage of
development.

Our team has prepared business plans
for clients seeking various levels of
capital ranging from seed iInvestments
to hundreds of millions in debt and
equity financings.

i
»
-Q‘
i
S

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Business Plan

Business plan is critical to successful finance, however it is not easy to prepare an

excellent business plan.

You may know the operation of your business, however you may not know how to

express your idea clearly and logically and be accepted by investors, what is more .

You need more intelligence in financing to maximize your interests.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il
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Business Plan

. Business plan covers extensive analysis including :
= production,
= technology,
= law,
= financing,
= accounting,
= market and marketing,

= risk analysis.

27

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e oy



Business Plan

With our effective consulting service and business intelligence in lots of

industries , we can clearly understand :
= the business model,
= products and services,
= production,
= marketing,
= fund request,
= competition of our clients,

so we make the integration of our experience and professional knowledge with your

information.

28

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
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Business Plan

We can provide high quality market analysis for we are also a famous market research
and business intelligence company, and so put forward better competition strategy

and marketing strategy .

We have engineers and experts in lots of industries to finish the technology and
production part of business plan. We actually have professionals in accounting, law,

investment scheme design and funding request.

By leveraging our experience in the capital markets, our team offers customized
business planning services that facilitate financial transactions and business growth

for clients.

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 29
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. 1
Business Plan

Our clients rely on us to develop business plans, selling memorandums, financial

projections and investor presentations to help them:

= Raise equity from venture capitalists, private equity firms, angels and other
investors

= Secure debt financing from banks, financing companies or leasing firms
= Merge, acquire or divest their company, division or subsidiary

= Present new opportunities to strategic investors or partners

= (Gain interest from potential management teams and board members

= Intelligently plan and document their growth objectives and strategies

30

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
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Cases

Machinery

Pump Plant Business Plan of Jiangsu Changyuan Power
Co., Ltd

Transmission Plant Business Plan of Dongheng Power
Co., Ltd

Transmission shaft Plant Business Plan of Shanghal
Bao’an Co., Ltd

Casting and forging plant Business Plan of Profund
Group

Special purpose vehicle plant Business Plan  of
Profund Group

Engine plant Business Plan of Profund Group
Boiler Business Plan of Hebeir Baoding Tarhang Group

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL'
Censulting
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Cases

~  Electronics
~ Business Plan of Hongguang Co., Ltd
. Business Plan of Indra Rada Plant in China

~ Car _ Navigator System Business Plan of
Yatar’anxun Co., Lt

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. ol 32
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Cases

Energy and Metallurgical

Business Plan of silicon-manganese ferroalloy
plant in Taojiang city of Hunan province

Business Plan of steel tube plant of Tianchang
Group

Carbon Electrode Expansion Project (Annual
Output of 40 K tons/a) Business Plan of Ningxia
Yonvey Coal industry Co.,Ltd

Business Plan of Bio-diesel plant of Beijing
ZhongZhi Lihua Technology Development Ltd

Business Plan of Haozhi Coal Mine 1n Guizhou
province

Business Plan of Hongshan Coal Mine of Xinjiang
production and construction Corp

Business Plan of High Performance Universal
Lubrication O1l of First energy Co., Ltd

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Cases

Food, agriculture and forest
Business plan of Panxing Group

Business plan of furfural plant of Zhuzhuang
Co., Ltd in Jilin province

Business plan of Wood gathering plate plant iIn
Fujian province

Business plan of import Wine into China of Nam
Kwong(Group) Company Limited

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 34
Consulting
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Case

. Transportation

. Business Plan of Phoenix General Aviation Co.,
Ltd

~ Business Plan of Puhui Lianyun Logistics Co.,
Ltd

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e 35



Case

=~ Internet
. QTSTAR net Business Plan
~ Business Plan of ML945.com
. Business Plan of www.hua2.com
. Business Plan of HihomeChina.com

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e 36



Cases

Real estate

Business Plan of Luoyang Royal City of Luoyang
Kangdu Realestate Co., Ltd

Business Plan of Royal Palace Real Estate
Development Project of ShenYang YongFeng
Realestate Development Co., Ltd

Business Plan of Real estate Project in Sugian
city In Jiangsu province

Business Plan of Wanxinyuan Park 1In Hengshui
city iIn Heber Province

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Cases

Medical

Business Plan of Rabies vaccine
Business Plan of Lunan Hospital

Business Plan of Aprotinin Plant of Beijing Luosheng
Co., Ltd

Business Plan of Yuanping Hospital i1n Shanxi
Province

Business Plan of MD JAPAN
Business Plan of Hainan Gaosheng Medical Co., Ltd

Business Plan of Subbing Spray Series (New Drugs)
of Beijing Zhengguang Hengye Controlled Release
Preparation Research Institution

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 38
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Our customers

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. H'_
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Our Main Customers

Accenture

BASF Aktiengesellschaft

BHP Billiton

Centro di Ahi Studi CASCC
COMPANHIA VALE DO RIO DOCE
DaimlerChrysler

Dakin Property S.L

ENVIRGY GMBH

Groen Brother's Aviation

Honeywel

ICF Consulting

INSEAD FR

INVISTA

Japan Technical Information Service

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il
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«*  Our Main Customers

JATISSK TELECOM CO LTD KR
KPMG International

LLAG (Lurgi Lentjes)
McKinsey & Company

Metec Itd

Mitsubishi Corporation

NTC s.r.l

Putzmeister Co.

Sepco SA.

STF S.p.A.

Thales Corporate

The Boston Consulting Group
The Parthenon Group
Viessmann

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il
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6

Contact us

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. H'_
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THANK YOQU!

Add:Room A-2204, U-Space Building,No.8 Guangqumen Quter Street, Chaoyang District, Beijing, 100022 P.R.China

Tel:+86-10-58613952 Mr. Shen,
Fax:+86-10-58613956

Email: sw@HLconsulting.cn

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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