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INTERNATIONAL AUDITORS REPORT TO THE SHAREHOLDERS OF
SHENZHEN NANSHAN POWER STATION CO., LTD.
(incorporated as ajoint stock limited company in the People’s Republic of China)

We have audited the accounts on pages 2 to 24 which have been prepared in accordance with accounting
principles generaly accepted in Hong Kong.

Respective responsibilities of directors and international auditors

The Company’ s directors are responsible for the preparation of accounts which give a true and fair view.
In preparing accounts which give atrue and fair view it is fundamental that appropriate accounting policies
are selected and applied consistently.

It isour responsbility to form an independent opinion, based on our audit, on those accounts and to report
our opinion to you.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong
Society of Accountants. An audit includes examination, on atest basis, of evidence relevant to the amounts
and disclosures in the accounts. It aso includes an assessment of the significant estimates and judgements
made by the directors in the preparation of the accounts, and of whether the accounting policies are
gppropriate to the Group' s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain al the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance as to
whether the accounts are free from material misstatement. In forming our opinion we aso evauated the
overall adequacy of the presentation of information in the accounts. We believe that our audit provides a
reasonable basis for our opinion.

Opinion

In our opinion the accounts give atrue and fair view of the state of the Group’s affairs as at 31 December
2003 and of its profit and cash flows for the year then ended.

Pricewater houseCoopers
Certified Public Accountants

Hong Kong, 14 March 2004



SHENZHEN NANSHAN POWER STATION CO.,LTD.

CONSOLIDATED PROFIT AND LOSSACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2003

Note 2003 2002

RMB’ 000 RMB’ 000

Turnover 3 1,863,937 1,622,904
Other revenues 3 94,556 50,883
1,958,493 1,673,787

Fuel costs (1,023,375) (753,020)
Staff costs 4 (85,859) (143,031)
Depreciation of fixed assets (137,831) (119,152)
Impairment of fixed assets - (11,320)
Amortisation of intangible assets (2,05) (8,190
Operating lease expenses - equipment (30,375) (26,198)
Repairs and maintenance expenses (59,291) (34,642
Other operating expenses 5 (62,190) (52,873
Operating profit b557,517 525,361
Finance costs 6 (12,367) (14,347)
Share of profit of associated companies 1,437 -
Profit before taxation 546,587 511,014
Taxation 7 (70,592 (51,672)
Profit after taxation 475,995 459,343
Minority interests - (93,701)
Profit attributable to shareholders 475,995 365,642
Dividends 8 256,448 230,146
Earnings per share - basic 9 RMBO0.87 RMBO0.67




SHENZHEN NANSHAN POWER STATION CO.,LTD.

CONSOLIDATED BALANCE SHEET
ASAT 31 DECEMBER 2003

Note 2003 2002
RMB’ 000 RMB’ 000
Intangible assets 11 (61,045) 14,292
Fixed assets 12 1,314,880 1,038,912
Construction in progress 13 231,976 54,864
Interest in associated companies 14 3,622 -
Investment securities 15 71,885 74,285
Current assets
Inventories 16 150,316 86,909
Trade receivables 216,190 148,368
Amount due from aminority shareholder 19 23530 -
Amount due from arelated company - 3223
Other receivables, deposits and prepayments 58,042 37,212
Bank balances and cash 17 494,178 570,956
942,256 846,668
Current lighilities
Trade payables 5,476 31,975
Amounts due to associated companies 18 3,238 2,367
Amount due to arelated company 20 13,865 1,148
Other payables and accrued charges 140,348 197,883
Taxation payable 48,657 40,834
Bank loans, unsecured 21 622,329 335,000
833,913 609,207
Net current assets 108,343 237,461
Tota assets less current ligbilities 1,669,661 1419814
Financed by:
Share capital 22 547,966 547,966
Reserves 23 521,098 429,679
Retained earnings 24
Proposed find dividend 256,448 230,146
Others 194,309 66,654
Shareholders’ funds 1,519,821 1,274,445
Minority interests 19,840 145,369
Bank loans, unsecured 21 130,000 -
1,669,661 1,419,814
Director Director



SHENZHEN NANSHAN POWER STATION CO.,LTD.

CONSOLIDATED STATEMENT OF CHANGESIN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2003

2003 2002

Note RMB’ 000 RMB’ 000

Total equity asat 1 January 1,274,445 1,079,372
Declaration of dividend 24 (230,146) (169,869)
Profit for the year 475,995 365,642
Exchange differences 23 60 1432
Utilisation of public welfare fund 23 (533) (2132
Tota equity as at 31 December 1,519,821 1,274,445




SHENZHEN NANSHAN POWER STATION CO.,LTD.

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2003

Note

Operating activities
Cash received from customers
Cash paid to suppliers
Cash paid to and on behalf of employees
Other cash received
Other cash payments

Net cash inflow generated from operations 25(a)
Interest paid
PRC income tax paid

Net cash inflow from operating activities

Investing activities
Purchase of fixed assets and payments for
construction in progress

Purchase of investment securities

Purchase of interest in a subsidiary from
minority shareholder

Dividend recelved from investment securities
Interest received
Loan to a minority shareholder

Net cash outflow from investing activities
Net cash (outflow)/inflow before financing

Financing activities 25(b)
New loansraised
Repayment of |oans borrowed
Decrease in pledged bank deposits
Capital contribution from minority shareholder
of asubsidiary

Dividends paid
Net cash inflow/(outflow) from financing

(Decrease)/increase in cash and cash
equivaents

Cash and cash equivaents at 1 January
Effect of foreign exchange rate changes

Cash and cash equivaents at 31 December 17

2003 2002
RMB’ 000 RMB’ 000
2,137,328 1,882,878
(1,269,047) (845,594)
(104,481) (103,256)
15,750 11,200
(327,847) (150,342)
451,703 794,886
(17,934) (16,379)
(64,456) (31,795)
369,313 746,712
(582,762) (360,124)
- (2,400)

(56,320) -
867 -
5,033 4178
(20,000) -
(653,182) (358,346)
(283,869) 388,366
752,329 335,000
(335,000) (295,000)
- 18,611

19,840 -
(230,138) (169,869)
207,031 (111,258)
(76,838) 277,108
570,956 292,416
60 1,432
494,178 570,956




SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

1

@

(b)

General

Shenzhen Nanshan Power Station Co., Ltd. (the “Company”) is a joint stock limited company
incorporated in the People' s Republic of China (the “PRC”). The Company’s A shares and B
shares are listed on the Shenzhen Stock Exchange. The Company and its subsidiaries
(collectively the “Group”) are principally engaged in the generation of electricity in the PRC.

Principal accounting policies
The principa accounting policies adopted in the preparation of these accounts are set out below:
Basis of preparation

These accounts have been prepared in accordance with accounting principles generally accepted
in Hong Kong and comply with Statements of Standard Accounting Practice (“SSAP”) issued by
the Hong Kong Society of Accountants (the “HKSA™) (collectively “HK GAAP’). This basis of
accounting differs in certain respects from that used in the preparation of the PRC statutory
accounts. Appropriate restatements have been made to these accounts to conform with HK
GAAP. Differences arising from the restatement are not incorporated in the accounting records
of the Group.

These accounts have been prepared under the historical cost convention.

In the current year, the Group adopted SSAP 35 “Government Grants and Disclosure of
Government Assistance” and SSAP 12 “Income Taxes’ issued by the HKSA which are effective
for accounting periods commencing on or after 1 July 2002 and 1 January 2003, respectively.
Thereis no material impact of adopting these SSAPs on the Group.

Consolidation

The consolidated accounts include the accounts of the Company and its subsidiaries made up to
31 December.

Subsidiaries are those entities in which the Company, directly or indirectly, controls more than half
of the voting power; has the power to govern the financiad and operating policies, to appoint or
remove the majority of the members of the board of directors; or to cast magjority of votes at the
meetings of the board of directors.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated
profit and loss account from the effective date of acquisition or up to the effective date of disposal,
as appropriate.

All significant intercompany transactions and balances within the Group are eiminated on
consolidation.



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

2
(b)

(©)

(d)

(e)

Principal accounting policies (continued)
Consolidation (continued)

The gain or loss on the disposal of a subsidiary represents the difference between the proceeds of
the sdle and the Group’s share of its net assets together with any unamortised goodwill or
negative goodwill or goodwill/negative goodwill taken to reserves and which was not previousy
charged or recognised in the consolidated profit and loss account and any related accumulated
foreign currency translation reserve.

Minority interests represent the interests of outside shareholders in the operating results and net
assets of subsidiaries.

Associated companies

An associated company is a company, not being a subsidiary, in which an equity interest is held
for the long-term and significant influence is exercised in its management.

The consolidated profit and loss account includes the Group’s share of the results of associated
companies for the year, and the consolidated balance sheet includes the Group's share of the net
assets of the associated companies.

Equity accounting is discontinued when the carrying amount of the investment in an associated
company reaches zero, unless the Group has incurred obligations or guaranteed obligations in
respect of the associated company.

Unrealised gains on transactions between the Group and its associates are eliminated to the extent
of the Group’s interest in the associates; unrealised losses are diminated unless the transaction
provides evidence of an impairment of the asset transferred.

Investment securities

Investment securities are stated at cost less any provision for impairment losses. The carrying
amounts of individua investments are reviewed at each balance sheet date to assess whether the
fair vaues have declined below the carrying amounts. When a decline other than temporary has
occurred, the carrying amount of such securities will be reduced to its fair value. The impairment
lossis recognised as an expense in the consolidated profit and loss account. This impairment loss
iswritten back to the consolidated profit and loss account when the circumstances and events that
led to the write-downs or write-offs cease to exist and there is persuasive evidence that the new
circumstances and events will persist for the foreseeable future.

Fixed assets and depreciation
Fixed assets are stated at cost less accumulated depreciation and accumulated impairment |osses.

Land use rights are depreciated on a straight-line basis over the lease period or the remaining
licensed operating period of the company concerned, whichever is shorter.



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

2 Principal accounting policies (continued)

(e) Fixed assets and depreciation (continued)
Generators powered by fuel and applied directly for the production of eectricity are included in
plant and machinery and depreciated over their estimated useful lives, taking into account the
estimated residua vaue, based on actud production hours over the budgeted total production
hours of the assets concerned. Other plant and machinery are depreciated over their estimated
useful lives of 10to 20 years, taking into account the estimated residual value, on a straight-line
basis.
Other tangible fixed assets are depreciated at rates sufficient to write off their cost less
accumul ated
impairment losses over their estimated useful lives on a straight-line basis, taking into account the
estimated residua value. The principa annud rates are as follows:
Buildings 4.5%
Motor vehicles, furniture, fixtures and other equipment 9% - 18%
Major costs incurred in restoring fixed assets to their normal working condition are charged to the
consolidated profit and loss account. Improvements are capitalised and depreciated over their
expected useful lives to the Group.
The gain or loss on disposal of afixed asset is the difference between the net sales proceeds and
the carrying amount of the relevant asset, and is recognised in the consolidated profit and loss
account.

® Construction in progress
Congtruction in progress represents fixed assets under construction and is stated at cost, which
includes the costs of acquisition and congtruction as well as borrowing costs arising from
borrowings used to finance the construction during the construction period.

(9) Intangible assets

(i) Negative goodwill

Negative goodwill represents the excess of the fair value of the Group’s share of the net assets of
the subsidiary acquired at the date of acquisition over the cost of acquisition.

To the extent that negative goodwill relates to expectations of future losses and expenses that are
identified in the Group’s plan for the acquisition and can be measured reliably, but which do not
represent identifiable ligbilities at the date of acquidtion, that portion of negative goodwill is
recognised in the consolidated profit and loss account when the future losses and expenses are
recognised. Any remaining negative goodwill, not exceeding the fair values of the non-monetary
assets acquired, is recognised in the consolidated profit and loss account over the remaining
weighted average useful life of those assets, negative goodwill in excess of the fair values of
those non-monetary assets is recognised in the consolidated profit and loss account immediately.



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

2

(9

(h)

(i)

0

Principal accounting policies (continued)
Intangible assets (continued)
(i)  Other intangible assets

Other intangible assets are stated at cost less accumulated amortisation and accumulated
impairment losses and are amortised using the straight-line method over their estimated seful
lives.

Impair ment of long-lived assets

At each balance sheet date, both internal and externa sources of information are considered to
assess Whether there is any indication that assets included in fixed assets, construction in progress
and intangible assets are impaired. If any such indication exists, the recoverable amount of the
asset is estimated and where relevant, an impairment loss is recognised to reduce the asset to its
recoverable amount. Such impairment losses are recognised in the consolidated profit and loss
account.

Inventories

Inventories comprise fuel oil, spare parts and consumables and are stated at the lower of cost and
net realisable value after provision for obsolete items, and are expensed to fuel costs or repairs
and maintenance when used, or capitaised to fixed assets when installed, as appropriate.

Cogt includes invoiced vaue plus procurement costs and is assigned to individua items on the
weighted average basis.

Contingent liabilities and contingent assets

A contingent ligbility is a possible obligation that arises from past events and whose existence will
only be confirmed by the occurrence or non-occurrence of one or more uncertain future events
not wholly within the control of the Group. It can aso ke a present obligation arising from past
events that is not recognised because it is not probable that outflow of economic resources will be
required or the amount of obligation cannot be measured reliably.

A contingent liability is not recognised but is disclosed in the notes to the accounts. When a
change in the probability of an outflow occurs so that the outflow becomes probable, it will then
be recognised as a provision.

A contingent asset is a possible asset that arises from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain events not wholly
within the control of the Group.

Contingent assets are not recognised but are disclosed in the notes to the accounts when an
inflow of economic benefitsis probable. When inflow is virtually certain, an asset is recognised.



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

2
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Principal accounting policies (continued)
Deferred taxation

Deferred taxation is provided in full, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the accounts.
Taxation rates enacted or substantively enacted by the balance sheet date are used to determine
deferred taxation.

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

Deferred taxation is provided on temporary differences arisng on investments in subsidiaries and
associates, except where the timing of the reversal of the temporary difference can be controlled
and it is probable that the temporary difference will not reverse in the foreseeable future.

Trandation of foreign currencies

Transactions in foreign currencies are trandated at exchange rates ruling at the transaction dates.

Monetary assets and liabilities expressed in foreign currencies at the balance sheet date are
trandated at rates of exchange ruling at the balance sheet date. Exchange differences arisngin
these cases are dealt with in the consolidated profit and loss account.

The balance sheets of subsidiaries expressed in foreign currencies are trandated at the rates of
exchange ruling at the balance sheet date whilst the profit and loss account is trandated at an
average rate. Exchange differences are dealt with as a movement in reserves.

Accounts and other receivables

Provision is made against accounts and other receivables to the extent they are considered to be
doubtful. Accounts and other receivables in the consolidated balance sheet are stated net of such
provision.

Cash and cash equivalents

Cash and cash equivalents are carried in the consolidated balance sheet at cost. For the purposes
of the cash flow statement, cash and cash equivalents comprise cash on hand, deposits held at call
with banks, cash investments with a maturity of three months or less from date of investment and
bank overdraft.

Operating leases
Leases where substantially al the risks and rewards of ownership of assets remain with the
leasing company are accounted for as operating leases. Payments made under operating leases

net of any incentives received from the leasing company, if any, are charged to the consolidated
profit and loss account on a straight-line basis over the lease periods.

10



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

2

(P)

()

(r)

Principal accounting policies (continued)

Revenue recognition

Revenue from the sale of electricity is recognised when the electricity is transmitted to the supply
centre of Guangdong Guang-dian Power Grid Group Co., Ltd. Shenzhen Power Supply Branch
(“SPSB”) which was formerly known as Shenzhen Municipa Electricity Bureau (“*SMEB”).

Interest income is recognised on atime proportion basis, taking into account the principa amounts
outstanding and the interest rates applicable.

Dividend income is recognised when the right to receive payment is established.

Consultancy fee income is recognised on an accruals basis in accordance with the substance of
the relevant agreements.

Employee benefits

Retirement benefits

The Group has to make defined contributions to the staff retirement scheme managed by the local
government in accordance with the relevant rules and regulations. Contributions to the retirement
benefit scheme are charged to the consolidated profit and loss account as and when incurred.
Bonus plans

The expected cost of bonus payments are recognised as a liability when the Group has a present
legd or constructive obligation as a result of services rendered by employees and a reliable

estimate of the obligation can be made.

Liahilities for bonus plans are expected to be settled within 12 months and are measured at the
amounts expected to be paid when they are settled.

Borrowing costs

Borrowing costs that are directly attributable to the acquisition or construction of an asset that
necessarily takes a substantial period of time to get ready for its intended use are capitalised as
part of the cost of that asset.

All other borrowing costs are charged to the consolidated profit and loss account in the year in
which they are incurred.

11



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

2 Principal accounting policies (continued)

(s) Government grants
A government grant is recognised, when there is a reasonable assurance that the Group will
comply with the conditions attaching with it and that the grant will be received.

Grants relating to income are deferred and recognised in the profit and loss account over the
period necessary to match them with the costs they are intended to compensate.

Government grants relating to the purchase of fixed assets are included in non-current ligbilities
as deferred income and are credited to the profit and loss account on a straight-line basis over
the expected lives of the related assets.

3 Turnover and revenues
The Group is principally engaged in the generation of eectricity. Revenues recognised during the
year were as follows:

2003 2002
RMB’ 000 RMB’ 000
Turnover

Sales of eectricity (note (a)) 1,863,937 1,622,904

Other revenues
Government grants - tax refunds (note (b)) 72,906 46,705
Consultancy fee income 15,750 -
Interest income 5,033 4178
Dividend income 867 -
94,556 50,883
Total revenues 1,958,493 1,673,787

@ Turnover represents sales of electricity to SPSB at the prices as approved ly the Shenzhen
Commaodity Bureau, less vaue-added tax.

(b) Pursuant to various circulars issued by the Shenzhen Municipa Adminigtration of State Taxation
and local gvernment authorities, the Group received a refund on value-added tax paid. The
refund is recognised upon assessment and approval by the relevant authorities. Pursuant to the
circular “Shenguoshuifa [2002] No0.415" issued by the Shenzhen Municipd Adminigtration of
State Taxation on 19 December 2002, value-added tax paid by the Group after 1 January 2003
would not be refunded.

(© No segmental information is presented in the accounts as the turnover and results of the Group

are principaly derived from power generation in the PRC.

12



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS
4 Staff costs

2003 2002
RMB’000 RMB’ 000
Wages and salaries 30,701 34,503
Bonuses 77,621 99,758
Retirement scheme contributions (note (a)) 3,829 6,932
Allowances and others 1,660 1,838
Bonuses refunded (note (b)) (27,952) -
85,859 143,031
@ The Group participates in defined contribution retirement schemes organised by the relevant loca

(b)

government authoritiesin the PRC. The Group is required to make monthly contributions to the
retirement scheme at a rate of 14% (2002: 14%), based on the digible employees basic salaries.
The loca government authorities are responsible for the pension liabilities to retired employees.
Forfeited contributions made by the Group on behalf of employees who leave the scheme prior to
full vesting of the contributions may not be used to reduce the existing leve of contributions.

In previous years the Group made bonus payments to staff based on the current and expected
future growth in sales which was estimated to be brought to the Group as a result of the cost
incurred by staff to increase the production capacity of certain existing plant and machinery of the
Group. According to the resolutions of Shenzhen Discipline Investigation Committee passed

during the year, directors and management staff of the Group are required to return al or part of
the bonuses received.

Other operating expenses

Other operating expenses include the following:

2003 2002

RMB’ 000 RMB’ 000

Write-down of inventories to net redisable vaue - 6,844
Provision for/(recovery of) doubtful debts 157 (145)
Net exchange loss 706 679
Loss on disposa of fixed assets 198 46

13



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS
6 Finance costs
2003 2002
RMB’ 000 RMB’ 000
Interest on bank loans 17,934 16,379
Less: amount capitalised in construction in progress (5,567) (2,032
12,367 14,347

The average capitalisation rate applied to funds borrowed generaly and used for the development
of construction in progress was 3.5% (2002: 5.0%) per annum.

7 Taxation

The amount of taxation charged to the consolidated profit and loss account represents:

2003 2002
RMB’ 000 RMB’ 000

PRC income tax:
The Group 70,377 51,671
The associated companies 215 -
70,592 51,671

(@ The companies comprising the Group and the associated companies are subject to income
tax rate in their respective jurisdictions. The PRC enterprise income tax rate applicable to
those companies incorporated in the PRC is 15% which is the preferentia income tax rate
for enterprises established in the Shenzhen Specia Economic Zone.

(b) A subsidiary, Shenzhen New Power Industriad Co., Ltd. (“SNP”), is a sino-foreign joint
venture engaged in power generation business and is entitled to a two years tax exemption
followed by three years of 50% tax reduction, commencing from the first profit making year
net of losses carried forward. As SNP only commenced operation in August 2001, the
company elected 2002 as its first profit making year. No income tax was provided for 2003
and 2002.

(c) No provison for deferred taxation has been made in the accounts as the effect of all
temporary differences is not materia to the Group.

14



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

7

Taxation (continued)

The taxation on the Group’ s profit before taxation differs from the theoretical amount that would

arise using the taxation rate of the home country of the Company as follows:

2003 2002

RMB’ 000 RMB’ 000

Profit before taxation 546,587 511,014

Calculated at ataxation rate of 15% (2002: 15%) 81,988 76,652

Profit earned in the tax holiday period (14,431) (28,667)

Income not subject to taxation (732) -

Expenses not deductible for taxation purposes 3,717 3,550

Unrecognised tax losses 50 136

Taxation charge 70592 51671
Dividends

2003 2002

RMB’ 000 RMB’ 000

Find, proposed 256,448 230,146

At ameeting held on 14 March 2004 the directors declared a fina dividend of RMB0.468 (2002:
RMBO0.420) per ordinary share. This proposed dividend is not reflected as a dividend payable in
these accounts, but will be reflected as an appropriation of retained earnings for the year ending

31 December 2004.

Earnings per share

The caculation of basic earnings per share is based on the Group’'s profit attributable to
shareholders of RMB475,995,000 (2002: RMB365,642,000) and the number of shares in issue of

547,966,000 (2002: 547,966,000).

No diluted earnings per share amount is presented as the Company has no dilutive potential shares.

15



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

10

11

Acquisition of interest in a subsidiary from a minority shareholder

SNP was previoudly held as to 26%, 25% and 49% by the Company, Hong Kong Syndisome Co.,
Limited(* Syndisome’)(a wholly owned subsidiary of the Company) and Shenzhen Jinbiwan
Investment Development Company Limited (“Jnbiwan”) (a company owned by certain staff of
the Company). On 18 February 2003, the Company entered into a share transfer agreement with
Jinbiwan to acquire the entire 49% equity interest in SNP held by Jinbiwan for a consideration of
RMB56,320,000. The consideration was calculated by reference to the amount of capital injected
by Jinbiwan in SNP plus an agreed return up to 31 December 2002. Following the transfer, SNP
became a wholly owned subsidiary of the Company.

On 12 March 2003, Jinbiwan further agreed to waive a portion of the dividend receivable from
SNP and the waiver was finalised and approved in the shareholders meeting of SNP held on 13
June 2003. The amount waived by Jnbiwan of RMB44,853,000, attributable to the Company and
Syndisome, was calculated by reference to the agreed rates of return on net assets of the
Company and SNP for 2001 and 2002. Income tax totalling RMB1,902,000 has been provided in
the books of the Company and Syndisome in respect of the waiver.

The excess of the fair value of the Group’'s share of the net assets of SNP at the date of
acquisition over the cost of acquisition, as adjusted by the amount of dividend waived (net of tax)
by Jinbiwan, was taken to negative goodwill (note 11).

Intangible assets

Amounts paid
for the
construction
of electricity
Negative output
goodwill (note fecilities
@) (note (b)) Total
Y ear ended 31 December 2003 RMB’ 000 RMB’ 000 RMB’ 000
Opening net book amount - 14,292 14,292
Acquisition of additiona interest in
asubsdiary (note 10) (73,282) - (73,282)
Amortisation charge for the year 4,885 (6,940) (2,055)
Closing net book amount (68,397) 7,352 (61,045)
At 31 December 2003
Cost (73,282) 81,900 8,618
Accumulated amortisation 4,885 (74,548) (69,663)
Net book amount (68,397) 7,352 (61,045)
At 31 December 2002
Cost - 81,900 81,900
Accumulated amortisation - (67,608) (67,608)
Net book amount - 14,292 14,292

16



SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS

11 Intangible assets (continued)

@ The negative goodwill is amortised over the remaining weighted average useful life of non-
monetary assets of the subsidiary acquired of 15 years.

(b) The amounts were paid to SPSB for the construction of relevant facilities in respect of increasein

electricity output by the Group and are amortised over the useful life of the facilities of 10 years.

12 Fixed assets

Motor
vehicles,
furniture,
Land use fixturesand
rights Plant and other
and buildings machinery equipment Total
RMB’ 000 RMB’ 000 RMB’000 RMB’000
Cost
At 1 January 2003 128,299 1,759,124 48,184 1,935,607
Additions 539 17,218 4,102 21,859
Transfer from construction in
progress (note 13) 7 385,824 5,537 392,138
Disposals - (19 (1,775) (1,799)
At 31 December 2003 129,615 2,162,147 56,048 2,347,810
Accumulated depreciation
and impair ment
At 1 January 2003 51,742 807,496 37,457 896,695
Depreciation charge 6,388 128,126 2,817 137,831
Disposas - (17) (1,579) (1,596)
At 31 December 2003 58,630 935,605 38,695 1,032,930
Net book value
At 31 December 2003 70,985 1,226,542 17,353 1,314,830
At 31 December 2002 76,557 951,628 10,727 1,038,912

@ The land occupied by the Group is located in the PRC and the land use rights are for periods of 20

to 30 years.

13 Construction in progress

At 1 January

Finance cost capitalised (note 6)
Other additions

Transfer to fixed assets (note 12)

At 31 December

2003 2002
RMB’ 000 RMB’ 000
54,864 81,314
5,567 2032
563,683 353,392
(392,139) (381,874)
231,976 54,864
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SHENZHEN NANSHAN POWER STATION CO.,LTD.

NOTESTO THE ACCOUNTS
14 Interest in associated companies
2003 2002
RMB’ 000 RMB’ 000
Share of net assets 3,622 -

As at 31 December 2003, the Company has equity interest in the following unlisted companies
which are companies incorporated with limited liability and operated in the PRC:

Registered/ Attributable
Name paid up capital equity interest Principal activities
Held Held

directly indirectly

Shenzhen Server Petrochemical RM B55,300,000 50% - Trading of fuel oil
Supplying Co., Ltd.
(“ Shenzhen Server”)

Shenzhen Y ueliangwan Renhe RMB12,000,000 - 20% Management of fuel
Industrial Co., Ltd. pipes and trading
(* Yudliangwan Renhe’)

(note ()

@ During the year, the Group’s investment in Yueliangwan Renhe is reclassified from investment
securities to interest in associated companies following the acquisition by the Company of
additiona interest in SNP (note 10) which owns 20% interest in Y ueliangwan Renhe and increase
of influence in the management of Y ueliangwan Renhe.

15 Investment securities
2003 2002
RMB’000 RMB’000
Unlisted investments, at cost 71,885 74,285

As a 31 December 2003, the Company held direct interests in the following unlisted companies
which are companies incorporated with limited liability and operated in the PRC:

Registered/ Attributable
Name . ital S - -
Anhui Province Tongling RMB392,634,000 10% Power generation
Shenneng Power Co., Ltd.
Shenzhen Energy RMB290,000,000 10% Power generation
Environmenta Engineering (yet to commence
Co., Ltd. operation)
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NOTESTO THE ACCOUNTS
16 Inventories
2003 2002
RMB’ 000 RMB’ 000
Fud ail 35,771 32,289
Spare parts and consumables 121,389 61,464
157,160 93,753
Less: provison (6,844) (6,344)
150,316 86,909
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Tota cost of inventories recognised as fud costs, repairs and maintenance and other expenses of
the year was RMB1,082,329,000 (2002: RMB775,193,000).

At 31 December 2003, inventories with cost amounted to RMB6,844,000 (2002: RMB6,844,000)
were carried at zero realisable vaue.

Bank balances and cash

For the purpose of the consolidated cash flow statement, the cash and cash equivalents comprise:

2003 2002

RMB’000 RMB’ 000

Bank balances 493,791 570,764
Cash 387 192
494,178 570,956

Amounts due to associated companies

The amounts represent fees payable for rental of oil tanks and use of pipes for transportation of
fud oil. The amounts are unsecured, interest free and repayable in accordance with the terms of
the rental contracts and transportation agreements.

Amount due from a minority shareholder

The amount due from a minority shareholder is unsecured and included aloan of RMB20,000,000
which is charged at prevailing bank borrowing rate and for a period of six months. The remaining
balance is interest free and repayable on demand.

Amount dueto arelated company

The amount due to a related company represents the dividend payable to Jinbiwan, a company

which is owned by certain staff of the Company and also a former minority shareholder of a
subsidiary. The amount is unsecured, interest free and repayable on demand.
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Bank loans, unsecur ed

Wholly repayable within one year
Wholly repayable within two to five years

Share capital

Regigtered, issued and fully paid
85,538,864 shares held by the State
289,015,071 shares held by legd persons
64,846,135 PRC listed Renminbi shares (“A shares”)
108,565,928 PRC listed foreign shares (“B shares’)

Total

2003 2002
RMB’ 000 RMB’ 000
622,329 335,000
130,000 -
752,329 335,000
2003 2002
RMB’ 000 RMB’ 000
85,539 85,539
289,015 289,015
64,846 64,846
108,566 108,566
547,966 547,966

Pursuant to the Company’s articles of association, all shares are of nomina vaue of RMB1 each

and registered ordinary shares with equal rights.

Reserves
Discretionary
Statutory surplus Public
Capital surplus reserve welfare Exchange
reserve  reserve fund fund fund difference
(note (a)) (note (b)) (note (b)) (note (c)) reserve Total
RMB’000 RMB’000 RM B’ 000 RMB’'000 RMB’000 RMB’000

At 1 January 2002 215,488 93,373 8,344 44,600 (860) 360,945
Appropriation from

retained earnings - 46,289 23,145 69,434
Transfer of reserve funds - 14,405 (14,405) - -
Exchange differences - - 1,432 1,432
Utilisation of public welfare

fund (2,132) (2,132
At 31 December 2002 215,488 139,662 22,749 51,208 572 429,679
At 1 January 2003 215,488 139,662 22,749 51,208 572 429,679
Appropriation from

retained earnings - 58,005 29,002 - 87,007
Exchange differences - - - 60 60
Transfer to capital reserve 4,885 - 4,885
Utilisation of public welfare

fund (533) (533)
At 31 December 2003 220,373 197,667 22,749 79,677 632 521,098
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Reser ves (continued)

Capita reserve mainly comprises (i) the difference between the value of the assets and the
nomina value of shares issued as a result of the conversion of the Company from a joint venture
company to a joint stock limited company; (ii) share premiums from the issuance of shares; and
(iii) amounts transferred from retained earnings for income that is not available for distribution in
the PRC statutory accounts.

According to relevant PRC regulations, the Company and its subsidiaries established in the PRC
should alocate 10% of its profit after taxation (per PRC statutory accounts) to the statutory
surplus reserve fund until such reserve reaches 50% of the registered capital. The statutory
surplus reserve fund may be agpplied to make up losses, if any, or to capitaise for share issue
purposes but the funds after the issue should amount to not less than 25% of the registered capital.

The discretionary surplus reserve fund can be set up by means of appropriation from the profit
after taxation (per PRC statutory accounts) or transfer from the public welfare fund. Subject to
the approva of shareholders in general meeting, the reserve can be used to make up any losses,
to increase share capita or to pay dividends.

The Company and its subsidiary established in the PRC are also required to gppropriate a certain
percentage (as determined by the directors) of the profit after taxation (per PRC datutory
accounts) to the public welfare fund. The use of the public welfare fund is restricted to capita
expenditure for staff collective welfare facilities which are owned by the Company and its
subsidiary. The public welfare fund is not available for distribution to the shareholders (except
upon liquidation of the company). Once the capital expenditure on staff welfare facilitiesis made,
an equivalent amount is transferred from the public welfare fund to the discretionary surplus
reserve fund.

Pursuant to a document issued by the Shenzhen Municipa government dated 23 June 1997, the
Company was dlowed to utilise the fund to pay a portion of the contributions to the staff
retirement scheme. Pursuant to the document Caigi [2003] No.61 issued by the Finance Bureau
dated 9 February 2003, the Company is no longer allowed to utilise the fund to pay any portion of
the contributions to the staff retirement scheme from 1 April 2003 onwards.

Retained earnings

2003 2002

RMB’ 000 RMB’ 000

At 1 January 296,300 170,461
Profit for the year 475,995 365,642
Transfer to capital reserve (4,885) -
Appropriation to funds (87,007) (69,434)
Dividends declared (230,146) (169,869)
At 31 December 450,757 296,800
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Retained earnings (continued)

The retained earnings at year end represent:

Note

A fina dividend proposed after year end
Others

2003 2002
RMB’ 000 RMB’ 000
256,448 230,146
194,309 66,654
450,757 296,800

As at 31 December 2003, he retained earnings of the Group included accumulated losses of

RMB25,428,000 (2002: RMB26,650,000) attributable to the associated companies.

Pursuant to relevant PRC regulations, profit available for distribution to shareholders shal be the
lower of the accumulated distributable profits determined according to PRC accounting standards
and regulations as stated in the PRC gtatutory accounts and the accumulated distributable profits

determined according to HK GAAP.

Notes to the consolidated cash flow statement

Reconciliation of operating profit to net cash inflow from operating activities

Operating profit

Depreciation of fixed assets

Impairment of fixed assets

Loss on disposal of fixed assets

Amortisation of intangible assets

Write-down of inventories to net realisable vaue
Provision for /(recovery of) doubtful debts
Dividend received from investment securities
Interest income

Operating profit before working capital changes

Increase in inventories

(Increase)/decrease in amounts due from arelated
company and a minority shareholder, trade receivables,
other receivables, deposits and prepayments

(Decrease)/increase in amount due to arelated company
and associated companies, trade payables, other
payables and accrued charges

Net cash inflow generated from operating activities

22

2003 2002
RMB’ 000 RMB’ 000
557,517 525,361
137,831 119,152

- 11,320

198 46

2,055 8,190

- 6,344

157 (145)

(867) -
(5033 (4,178)
691,858 666,590
(63,407) (24,167)
(82,3%) 45,843
(94, 355) 106,620
451,703 794,886
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25 Notesto the consolidated cash flow statement (continued)
(b) Andysis of changes in financing during the year
Bank loans —Pledged bank deposits ~ ___Minority interests
2003 2002 2003 2002 2003 2002
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
At 1 January 335,000 295,000 - 18,611 145,369 51,668
Capital contribution from minority
sharehol der - - - - 19,840
Minority interest’ s share of profit - - - - - 93,701
Acquisition of interest in a subsidiary
from minority shareholder - - - - (145,369)
New |oans raised 752,329 335,000
Repayment of loans borrowed (335,000) (295,000)
Pledged bank deposits withdrawvn - - - (18,611)
At 31 December 752,329 335,000 - - 19,840 145,369
26 Commitments
@ Capitd commitments for fixed assets
At 31 December 2003, the Group had capitd commitments for acquisition and construction of
fixed assets as follows:
2003 2002
RMB’000 RMB'’ 000
Contracted but not provided for 194,664 65,549
(b) Commitments under operating leases

At 31 December 2003, the Group had future aggregate minimum lease payments under non-
cancellable operating leases as follows:

2003 2002

RMB’ 000 RMB’ 000

Not later than one year 38,160 6,840
Later than one year and not later than five years 37,152 -
75,312 6,340
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27 Related party transactions

Significant related party transactions which were carried out in the normal course of business
during the year, other than those as disclosed €lsewhere in these accounts, are as follows:

2003 2002
RMB’ 000 RMB’ 000
The associated companies
- Shenzhen Server
Purchase of fud ail 17,555 32,672
Leasing of fud oil tankers 30,375 26,198
- Yudiangwan Renhe
Fud ail transportation fee paid 3,903 1,148

28 Subsidiaries

As a 31 December 2003, the Company held interests in the following unlisted subsidiaries al of
which are companies with limited liability:

Place of
incorporation Registered / Attributable
Name andoperation ~ _paidupcapital ~ _____equityinterest  _Principal activities
Held Held
directly indirectly
Shennan Energy Singapore SGD1,500,000 100% - Investment
(Singapore) Pte Ltd. holding
Hong Kong Syndisome Hong Kong HKD200,000 - 100% Investment
Co., Limited holding
Shenzhen New Power PRC RMB57,500,000 75% 25% Power generation
Industrial Co., Ltd.
(note 10)
Shennandian PRC RMB99,200,000 55% 25% Power generation
(Zhongshan) Power (yet to commence
Co., Ltd. operation)

29 Ultimate holding company
The directors regard the Company has no ultimate holding company.
30 Approval of accounts

The accounts were approved by the board of directors on 14 March 2004.
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SHENZHEN NANSHAN POWER STATION CO.,LTD.

SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED 31 DECEMBER 2003

The impact of HK GAAP adjustments on the PRC statutory accounts is as follows:
Profit after

taxation and
minority interests

for the year ended Net assets as at
31 December 2003 31 December 2003
RMB’ 000 RMB’ 000
As per PRC statutory accounts 471,110 1,588,218
Impact of HK GAAP adjustments
- Reclassfication of negative goodwill arisng on the
acquisition of interest in a subsidiary from capita
reserve account to intangible assets and provision
of related amortisation 4,885 (68,397)
As per HK GAAP accounts 475,995 1,519,821
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