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Overview of the Company

Harbin Power Equipment Company Limited (the
“Company”) was formed through the restructuring of
Harbin Power Plant Equipment Group Corporation
(“HPEGC™), which is the oldest large-scale power plant
equipment manufacturer in the People’s Republic of China
(the “PRC™) and its three affiliates: Harbin Electrical
Machinery Works, Harbin Boiler Works and Harbin Turbine
Works (“the three major power factories”). These three
major power factories were established in the 1950s. The
Company was established in Harbin, PRC on 6th October,
1994. The dealings in the shares of the Company
commenced on the Stock Exchange of Hong Kong Limited
(the “HKSE”) on 16th December, 1994.

As at 31st December, 2006, the share capital of the
Company comprised of 1,274,451,000 shares, of which
562,981,000 shares were circulated on the HKSE as H
shares.

The Company and its subsidiaries (the “Group”) are the
largest manufacturer of power plant equipment in the
PRC. The Group’s principal activities include:

. Thermal power equipment: boilers, steam turbines
and steam turbine generators with single unit
capacity up to 1,000MW heavy-duty gas turbine and
combined cycle units, the largest manufacturing
base for clean coal comboeaves were cwaseTD0.1285 Tc0.2
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Overview of the Company - (continued)
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. Contract supply of complete sets of thermal and
hydro power equipment

. Import and export of power equipment

. Engineering technology R&D of complete set of
power equipment

. System R&D of complete set of power equipment

. R&D of power equipment and its ancillary equipment

. Technology transfer, technical consultation and
services

Environmental protection engineering services

The Group possesses a comprehensive range of advanced
production and research facilities. Its capabilities in
research and development, product manufacturing and
power station construction have been in the forefront of
the power plant equipment manufacturing industry in the
PRC.

The Group is located in Harbin, PRC, also known as the
“City of the Power”.
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Overview of the Company — (continued)

oooooooo
Corporate Structure and Main Business Line
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Financial Highlights
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Financial Highlights — (continued)

00D000DO000DO0DODOODOOno The summary of results, assets and liabilities of the Group for the
last five years are as follows:

BE+t-A=+t—-BLFE

Unit Year ended 31st December,

oo 2006 2005 2004 2003 2002
ooo ooooo 29,098,016 18,464,106 10,215,670 5,144,246 3,821,280
Turnover Rmb’000
ooooao ooooo 1,543,573 696,125 168,963 70,336 53,279
Profit before tax Rmb’000
goooao ooooo 1,024,581 464,990 117,572 53,471 37,691
Net profit for the year Rmb’000
oooo oooono 37,444,548 36,448,887 31,015,199 17,513,741 10,605,175
Total assets Rmb’000
gooao ogoooo 31,665,150 31,924,207 27,361,591 13,992,527 7,146,537
Total liabilities Rmb’000
ooooaono ooooo 947,931 640,052 540,546 516,189 499,949
Minority interests Rmb’000
oooao ooooo 4,831,467 3,884,628 3,113,062 3,005,025 2,958,689
Shareholders’ fund Rmb’000
ooooao oooo 3.79 3.05 2.62 2.53 2.49
Net assets per share Rmb
oooo oooo 0.804 0.389 0.099 0.045 0.032
Earnings per share Rmb
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Financial Highlights — (continued)

FEEK PRINCIPAL ACTIVITIES

Oo00o0oooooooooooooo The Company acts as an investment holding company and
Ooooooooooog provides corporate management services to its subsidiaries.

BZ2006512A31ALEE 0020050120310000
Year ended 31st December, 2006 Year ended 31st December, 2005
RIREROBEREREXNAEM BXE XA 0oo 0o0o
Turnover and contribution to operating Turnover  Contribution to Turnover Contribution to
profit by major product categories operating operating
profit profit
ARETF T AREFT ooooo ooooo
Rmb’'000 Rmb’000 Rmb’000 Rmb’000
gooooo 21,836,612 2,646,262 13,253,712 1,523,274

Main thermal power equipment

0ooooo 1,608,561 112,097 1,214,099 67,851
Main hydro power equipment

oooooo 3,007,672 5,199 2,248,903 33,051
Engineering services for power stations

ooooooogo 1,053,026 265,585 316,693 79,788
Power equipment accessories and parts

goooooooooooo 1,592,145 209,838 1,430,699 159,125
A.C./D.C. motors and other products and services

29,098,016 3,238,981 18,464,106 1,863,089
oooooo 384,251 259,096
Profit from other activities
00000oDooooo 2,091,624 1,426,060
Expenses not allocated to major products
gooo 1,543,573 696,125

Profit before tax
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Chairman’s Statement
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Mr. Gong Jing Kun, Chairman

To all shareholders,

It is my honor to present our Company’s 2006 Annual
Report to the shareholders. | would like to take this
opportunity to convey my most sincere gratitude to all
the shareholders who have constantly concerned for and
supported the development of our Company.

During the year of 2006, the national economy grew in a
fast and steady pace and the demand for power grew
accordingly. The installed capacity of new power
generating equipments in the country achieved the new
historical high and the demand of the power equipment
market soared. The further implementation of the national
strategy to revitalize the equipment manufacture industry
and the northeast old industrial base has provided the
Company with a healthy market and a positive policy
environment.

During the year of 2006, thanks to the support of all
shareholders and the hard work of all of our staff
members, our Company has achieved record success in
many areas, including the total production output, revenue
from principle business activities, and operation profit.
This year contributed a glorious brand new chapter to
our Company’s history.
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Chairman’s Statement — (continued)

For the year ended 31st December, 2006, the Company
recorded consolidated profit after taxation and minority
interest of RMB1024.58 million, representing an increase
of 120.3 per cent over last year. Turnover was
RMB29,098.02 million, representing an increase of 57.5
per cent over last year. (Please see details in the section
“Management Discussion and Analysis”).

To acknowledge the support by our shareholders, the
Board of Directors proposed at the shareholders’ General
Meeting the payment of a final dividend of
RMB123,912,540 from the profit available for dividend,
representing a dividend of RMB0.090 per share. This is
our Company’s return to the shareholders for their great
support.

In the past year, the Company obtained new orders with
an amount of RMB28.5 billion. This maintained the
Company’s leading position on the large hydropower
generation equipment and heavy-duty gas turbine market
in the country, and solidified the Company’'s market share
of its regular products. The development of the
international market also produced outstanding result.

Meanwhile, the Company invested RMB450 million in
technological research, to help develop new products and
maintain the Company’s sustainable competitiveness. Our
research result on all air-cooling 700 MW hydro-generators
has become a leading success in the world. Our Company
faced the challenge of record high demand on our
products. However, we managed to satisfy customer
demand, and the overall financial and managerial
performance also improved substantially.

To satisfy the demands of projects such as the Nuclear
Island main equipment production project and domestically
produced large size pumped storage unit project, upon
the approval of the shareholders’ Annual General Meeting
2005, the Company issued additional 102.355 million H
shares on Hong Kong Stock Exchange, raised a net capital
of approximately 1 billion Hong Kong Dollars. This
provided the Company with strong financial backup for
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Chairman’s Statement — (continued)
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A shareholders’ Extraordinary Meeting was held in
September 2006, and the fifth session of the Board of
Directors was elected at the meeting. The number of
independent directors sit on this new session of the Board
of Directors was increased from three of last session to
five. Its members include professionals from the fields of
electrical power, financial, academic and mechanical
engineering. Such composition ensured the vitality and
proper structure of the Board of Directors. On behalf of
the new Board of Directors, | would like to acknowledge
the trust bestowed on us by the shareholders. We promise
to carry forward the good tradition Harbin Power has
established during its over fifty years of development.
Based on the foundation of the effectiveness built by the
previous Board of Directors, we promise to strive to the
Company’'s development by holding sincerity, innovation,
cooperation, customer first as our objectives, and by
working toward the target of making our Company the
best in China, and the first class in the world.

We are certain that in year 2007 China’s national economy
will continue to prosper. The development of power
industry will focus on the adjustment of power source
structure. To fulfill the aspiration of a harmonious society
and an economized development pattern, and with the
State strengthening its effort on macro-management, the
power equipment market will be turning its head towards
the development of new sophisticated technology products
that are more environmentally friendly and more efficient.
The demand for nuclear power, IGCC, wind power and
pumped storage-based electric power generating
equipments will rise and become the focus point of the
market, indicating the power equipment market has
entered a new competitive stage.
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Chairman’s Statement — (continued)

200700 000000000000000
goboooobooooooboboooon
00000ooezo0s500z2006000000
oooooocoooooboooobooobo
ooooooobooobooonoooo
ooooooooboobooooogooooo
oooooooooboboooboooooooo
oooobooooooboooooooon
oooboboooboooboooooooon
ooooooooboboooooooooon
ooooboooooooobooooooo
oooooooboboobooooooo
oo

gbooboobobooboobooboboboo
goobozo070000000D000O00OO
gbooboobbooo

ooo

==

000000020070 40 200

Year 2007 is going to be an important year for us to
create yet another bright year where the Company will
take what past has left us while set a new course. Based
on past years’ effort, we have won valuable contracts.
Armed with the experiences gained from the production
peak of 2005 and 2006, all the technical adjustment
projects are progressing well. We shall seize the
opportunity presented; apply innovative spirit, down to
earth attitude and effective measures to ensure the fast
yet sustainable development of the Company. We shall
be on the leading edge of the power equipment product
development, endeavor to further advance environmentally
friendly and efficient new products such as nuclear power.
We shall occupy the cutting edge of the technological
section of the market while cement our market share. We
shall set the improvement of financial performance as our
goal, integrate our internal resources, tighten up the
management, and realize the optimization of resources
to lay the solid foundation for the Company’s
development.

| believe that the Company will grasp develop opportunity

and make much more outstanding achievement in 2007,
and to reward our shareholders for their trust and support.

Chairman
Gong Jing-kun

Harbin, the People’ Republic of China, 20th April, 2007
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Management Discussion and Analysis
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MACRO-ECONOMY & INDUSTRY DEVELOPMENT

In the year of 2006, China economy continued to grow
steadily and rapidly, with a 10.7 per cent increase in GDP
growth over last year. As the rapid development of
national economy and the improvement of people’s life
standard, overall domestic power consumption amounted
to 2,824.8 billion KW/h, an increase of 14 per cent over
last year. National power generation amounted to 2,834.4
billion KW/h, an increase of 13.4 per cent over last year.
The new approved start-up projects reached 101.17MW,
while the total capacity surpassed 600,000MW to
622,000MW, an increase of 20.3 per cent over last year.
The strong demand for power keeps promoting the rapid
development of power generation equipment industry.

NEW CONTRACTS

In the year of 2006, the new-receiving contracts of the
Group have already amounted to Rmb28.5 billion, among
which the thermal power equipments contracts have
reached Rmb18.4 billion, and for hydro power equipments
is Rmb2.6 billion, and Rmb4.1 billion for engineering
services and Rmb2.1 billion for gas turbines. The Group
on the one hand, seeks to increase the market occupation
of large scale units; on the other hand, the Group focused
on the development trend of the industry, and speeded
up the development of high-tech products and
environment-friendly products, including ultra super
critical products, large scale hydro power units, heavy
duty gas turbines and nuclear power equipments.

In the hydro power front: The Group has signed a contract
in November 2006 with Ertan Hydropower Development
Company Limited to manufacture 6 X 600MW Francis
Turbine hydro-generators for Jinping-I Hydropower Project,
which raised the Group to the leading position of the
industry. The Group also signed a contract with Xinyuan
Company to supply Pushi River 4 X 300MW pumped
storage units, turning its role to general contractor form
sub-contractor in large scale pumped storage units.
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Management Discussion and Analysis — (continued)
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In the Thermal Power front: The Group won the contracts
to supply Chaozhou 2 X 1,000MW boiler, steam turbine
and power generator, Wuhu 2 X 1,000MW class boiler
and Tieling 2 X 600MW ultra super critical boiler, steam
turbine and power generator; the order for Jiangxi Fenyi
330MW circle fluid bed boiler, the first unit with
proprietary intellectual right; and the tender of deNOx of
Guangdong Desheng 300MW thermal unit, which marked
an important step forward of the Group’s environment-
friendly business.

In the gas power front: After signing the Taiyanggong
gas turbines contract with the Beijing Taiyanggong Heat
and Power Company to supply power, gas and cooling
for the Beijing Olympics on Jan 2006, the Group won a
contract to supply four 9FA class gas turbines and
combined circle units to Fujian Jinjiang projetct, which
further strengthened the Group's leading position in heavy
duty turbine market.

In the international market and general contract for power
plant engineering field: the Group made great effort to
develop international market and won general contracts
for Vietnam Cam pha 1 X 300MW project and Guangdong
Desheng 2 X 300MW project, which is the first time to
contract for overseas and domestic 300MW class EPC
projects, and an export contract of 2 X 600MW boiler to
India, which is of the largest capacity in exported boilers
from China.

PRODUCTS AND SERVICES

Given the feature of tight schedule and heavy task in
2006, the Group focused on the customer’s need and
strengthened the project management. Based on the effort
to enhance the communication with the user and to
allocate production resources properly, all the orders were
delivered on-schedule and the product output created the
record in the history of the Group.

13




14

OooooboDDoonn
Management Discussion and Analysis — (continued)
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The total output for the year was up to 27,056MW (in
terms of steam turbine generator units and hydro power
turbine generator units), representing an increase of 26.77
per cent compared with that of last year. Among which,
52 units of utility boiler with total capacity of 21,345MW,
an increase of 4.07 per cent over last year; 64 steam
turbines for power plant with total capacity of 20,097MW,
a decrease of 13.82 per cent over 2005 and 65 turbine
generators with total capacity of 23,470MW, an increase
of 28.74 per cent over 2005; 26 units of hydro power
turbo-generators with total capacity of 3,576 MW, an
increase of 15.21 per cent over last year; 4 units of gas
turbines with total capacity of 1,020MW.

Yuhuan | and Il boilers have been putting into operation,
while boiler Il is delivered and boiler IV is under the
process of delivery. The technology preparation and
material purchase for Taizhou 2 X 1,000MW boiler, steam
turbine and steam turbine generator has completed, with
some of the parts have been shipped to the site and under
assemble. The technology preparation for Heyuan project
is under progress, and purchase for major materials is
getting started. For power plant engineering services,
Hancheng project has completed and under inspection,
while Vietnam Cao Ngan thermal power project has passed
test operation process and under accepting process. Sudan
Merowe transmission line project, Vietnam Tuyen Quang
hydro power, second stage of combined circle power plant
projects for Iran Towicz and Sudan Elgaili are all
progressed smoothly.

Successful Yuhuan project is the first 1,000MW class ultra
super critical units put into power generation operation
in China. The Wusha Mountain project, where 4 X 600MW
units applied to business production within one year, also
marked a record in the industry.

R&D AND TECHNOLOGY INTRODUCTION

In the year 2006, the Group completed 173 items of R&D,
among which the outstanding ones have obtained
provincial or ministerial awards. Total investment in R&D
amounted to Rmb450 million, representing an increase of
48.5 per cent compared to that of 2005.
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Management Discussion and Analysis — (continued)
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The Group has been putting more efforts on the
cooperation with large international firms in both depth
and extent, to carry out technology transfer and
cooperation, which created a necessary foundation for
the improving of independent innovation ability and the
development acceleration. The Group has completed the
600~1,000MW ultra super critical boiler technology
transfer and signed an agreement of technology transfer
of 1,000MW ultra super critical steam turbine and power
generator with Toshiba. In the meantime, the technology
transfer agreement of large scale pump storage units with
France Alstom Corporation is under execution, of which
the transfer of critical technology is due to complete by
2007.

Besides introducing and absorbing advanced technology
from abroad, the Group initiated R&D in proprietary
intellectual right technology and products. The Boiler
Company has worked with Xi'an Thermal Power Research
Institute to develop Fenyi 330 MW Large Scale Boiler, the
first unit with proprietary intellectual right; the R&D of
air-cooling steam turbine units has achieved a significant
progress; the hydro power turbine generator units in right-
shore of Three Gorges Hydro-power Station is a self-
developed and largest all-air-cooling 700 MW hydro power
turbine generator units in the world, with all the technical
indicators achieved or surpassed the standards of the left-
shore units in Three Gorges Station.

PROFIT

In the year of 2006, the net profit of the Group was
Rmb1,024.58 million, an increase of 120.3 per cent
compared to the last year; the earnings per share was
Rmb0.80, an increase of Rmb0.41 compared to the
corresponding period of last year; the net asset as at the
end of the period was Rmb4,831.47 million, an increase
of Rmb946.84 million compared to the beginning of the
year; the net asset per share was Rmb3.79, an increase
of Rmb0.74 compared to the beginning of the year.

During the period, the growth in the profit of the Group
was due to the substantial increase in return from principal
operations as well as the effective measures adopted by
the Group to control cost expenditure and to improve the
ability to make profit.
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Management Discussion and Analysis — (continued)
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DIVIDEND

A dividend of Rmb0.090 per share for the year of 2006
(2005: Rmb0.061 per share) was proposed by the Board
of Directors.

TURNOVER

In 2006, the Group recorded turnover of main business
activities of Rmb29,098.02 million, an increase of 57.5
per cent compared to the last year. In particular, turnover
of the thermal power main equipment was Rmb21,836.61
million, an increase of 64.8 per cent over last year,
representing 75 per cent of the turnover of main business
activities. Turnover of hydropower main equipment was
Rmb1,608.56 million, an increase 32.5 per cent over last
year, representing 6 per cent of the turnover of main
business activities. Turnover of power plant engineering
services project was Rmb3,007.67 million, an increase of
33.7 per cent compared to last year, representing 10 per
cent of the turnover of main business activities. Turnover
of power plant accessories and parts was Rmb1,053.03
million, an increase of 232.5 per cent over last year,
representing 4 per cent of the turnover of main business
activities. Turnover of AC/DC motors and other products
and services was Rmb1,592.15 million, an increase of 11.3
per cent over last year, representing 5 per cent of the
turnover of main business activities.

The increase of turnover was mainly driven by remarkable
demand for power generation equipment and more
products delivery during the year.

During the period under review, the export sales of the
Group (which was mainly in Asia and in Africa) amounted
to Rmb3,544.05 million, an increase of Rmb225.73 million
over last year, representing 12.2 per cent of the turnover
of main business activities.

COST

During the period under review, the cost of main business
activities of the Group was Rmb25,859.04 million, an
increase of 55.8 per cent as compared to last year. The
increase in turnover of main business activities led to the
corresponding increase in cost.
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googooo GROSS PROFIT AND PROFIT MARGIN

000000000000 0O0D323,898 During the period under review, the gross profit from

O0000O00o00ooOoo073.9%00000 main business activities of the Group was Rmb3,238.98

11.13%000000001.0400000 million, an increase of 73.9 per cent as compared to last
year. The profit margin is 11.13 per cent, an increase of
1.04 per cent over last year.

DO0000O0000000264,6260 000 Among which the profit for thermal power main
OoOO0oOooo1112,2990000000 equipment were Rmb2,646.26 million, an increase of
121%000000000.70000000 Rmb1,122.99 million compared to last year. The profit
ooooooomn22o0co0ooogooon margin for thermal power main equipment was 12.1 per
04,4250 0000007.0%0000000 cent, an increase of 0.7 per cent compared to last year.
0140000000000 00ODOCOOO The profit for hydropower main equipment was Rmb112.1
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year. The profit margin for hydropower power main
equipment was 7.0 per cent, an increase of 1.4 per cent
compared to last year. Due to the Rmb appreciation, the
profits for power plant engineering services were Rmb5.2
million, a decrease of Rmb27.85 million compared to last
year. The profit margin for engineering services was 0.2
per cent, a decrease of 1.3 per cent over last year. And
the profit for power plant accessories and parts were
Rmb265.59 million, an increase of Rmb185.8 million
compared to last year. The profit margin for power plant
accessories and parts were 25.2 per cent, almost the same
as last year. The profit for the AC/DC motors and other
product and service was Rmb209.84 million, an increase
of Rmb50.71 million compared to last year. The profit
margin for he AC/DC motors and other product and service
was 13.2 per cent, an increase of 2.1 per cent over the
same period last year.

The main reason for profit margin increase is that the
strategy for cost management has gained a satisfactory
result.

EXPENSES DURING THE PERIOD

The Group’'s expenses from operation activities during the
year of 2006 amounted to Rmb365.34 million, an increase
of Rmb140.2 million compared to last year, of which the
main reason is the increase in marketing expenses.

Expense from administration activities amounted to
Rmb1,544.05 million, an increase of Rmb411.51 million
compared to last year of which the main reason is the
increase in R&D expenses, asset impairment provision and
labor cost.
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INTEREST EXPENSE

In 2006, the Group has incurred an interest expense of
Rmb 156.65 million, an increase of Rmb122.88 million
compared to last year. This is mainly due to the increase
of long-term load.

FUNDING AND BORROWINGS

The Group’s funding for operation and development
mainly has three resources; they are shareholder capital,
customer loans and bank borrowings. The borrowings of
the Group will be arranged according to specific projects.
Except for those special situations, the loans will be
separately conducted by subsidiaries under the Group.
However, the Group must approve the capital investment
borrowings in advance. As at 31st December 2006, the
total sums of the Company’'s bank borrowings are
Rmb4,373.04 million (31st December 2005;: Rmb3,130.95
million). The Group's bank borrowings are loans from
various commercial banks and the State’s policy banks
with interest rates stipulated by the state. Among which
the Group’s borrowings due within one year were
Rmb501.12 million, an increase of Rmb48.94 million
compared to the beginning of the year. The Group's
borrowings due after one year were Rmb3,871.92 million,
an increase of Rmb1,193.16 million compared to the
beginning of the year.

DEPOSITS AND CASH FLOW

As at 31st December 2006, bank deposits and cash flow
of the Group amounted to Rmb5,738.47 million, an
increase of Rmb857.76 million over the beginning of the
year. During the period, net cash outflow from operating
activities amounted to Rmb1,640.33 million. Net cash
inflow from investment activities amounted to
Rmb1,239.34 million. And net cash inflow from financing
activities was Rmb962.34 million.
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CAPITAL STRUCTURE AND ITS CHANGES

As at 31st December 2006, total assets of the Group
amounted to Rmb37,444.55 million, an increase of
Rmb995.66 million (or 2.7 per cent) compared to the
beginning of the year. Among which, total current assets
were Rmb33,845.25 million, representing 90.4 per cent
of the total assets; total non-current assets were
Rmb3,599.3 million, representing 9.6 per cent of the total
assets.

LIABILITIES

As at 31st December 2006, the Group’s total liabilities
amounted to Rmb31,665.15 million, a decrease of
Rmb259.06 million compared to the beginning of the year.
Among which, total current liabilities were Rmb26,058.83
million, representing 82.3 per cent of the total liabilities;
total non-current liabilities were Rmb5,606.32 million,
representing 17.7 per cent of the total liabilities. As at
31st December 2006, asset liability ratio of the Group
was 84.6 per cent.

SHAREHOLDERS’ EQUITY

As at 31st December 2006, the shareholders’ equity of
the Company amounted to Rmb4,831.47 million, an
increase of Rmb946.84 million compared to the beginning
of the year; the net asset per share was Rmb3.79. During
the period, return rate on net assets of the Company is
21.2 per cent.

GEARING RATIO

As at 31st December 2006, gearing ratio of the Group
(non-current liabilities over total shareholders’ equity) was
1.16:1 as compared to that of 1.28:1 at the beginning of
the year.

CONTINGENT LIABILITIES AND PLEDGE OF ASSET

As at 31st December 2006, the Group's pledge of assets
of RMB40.5 million were used for securing liquidity loan.
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CAPITAL EXPENDITURE AND IMPORTANT INVESTMENT

In the year 2006, the Group has invested a total capital
expenditure of Rmb480 million in basic constructions and
technology renovation. Construction project of 1,000MW
class Nuclear Island Main Equipment is the second stage
of restructurings and renovation of Northeast old industry
base, which focuses on the production of 1,000MW
Pressurized Water Reactor Nuclear Island Main Equipment
through applying the third generation nuclear plant
technology, as well as the production of 1400~1500MW
second circuit nuclear power products, with a production
capacity of one set of 1,000MW class Nuclear Island Main
Equipment annually. Total investment was Rmb451.7
million, and investment of Rmb59.33 million was
completed by the end of 2006. The construction of heavy-
duty nuclear power plant started on 10th April 2006, and
infrastructures of the plant is completed with installation
of steel main structure undergoing. Purchase contracts
for key equipments have been entered into.

The large-scale gas turbine renovation project has a total
investment of Rmb247.5 million, and investment of
Rmb129.04 million was completed by the end of 2006,
among which Rmb35.4 million was invested within 2006.
Localization project of Introduced Large Scale Pump
Storage Units Technology is the second stage of
restructurings and renovation of Northeast old industry
base, which brings in all key technologies of Large Scale
Pump Storage Units from the France Alstom Corporation
(0D O00OD0OD0OO0), with an increase in production capacity
of 1X200MW and 2X300MW Large Scale Pump Storage
Units of 800MW annually. Total investment of the project
amounts to Rmb182.14 million, and investment of
Rmb21.82 million was completed by the end of 2006. All
of these projects are proceeding smoothly.

EXPOSURE TO FLUCTUATIONS IN EXCHANGE RATES
AND RELATED HEDGES

The Group has certain amount of deposits that are in
foreign currencies. As at 31st December 2006, the amount
of the Group’s deposits in foreign currencies was
approximately RMB724.82 million. Export and foreign
currencies settled businesses exposed the Group to
exchange risk.
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UTILIZATION OF LISTING PROCEEDS

In the year 2006, the Group has utilized a total of Rmb
290 million from its listing proceeds for Workshop Base
Construction project and other projects.

For the year ended 31st December 2006, the Group has
utilized a total of Rmb1.445 billion from its H share listing
proceeds, and the remaining balance of listing proceeds
of Rmb185 million and the listing proceeds from the newly
issued shares of Rmb1 billion were deposited with the
bank, and will be used in the second stage of Workshop
Base Construction project and other technology renovation
projects.

INVESTMENT PLAN

In the year 2007, the Group plans a further investment
of Rmb0.6 billion in projects such as the second stage of
seaside Workshop Construction. Among which Rmb451.7
million will be used for the building of 23,040 sgm Heavy
Duty Workshop on the basis of the first stage Workshop
Construction, with additions such as Rolling Machines,
Narrow Gap Welding Machines, 9MeV Linear Accelerators,
0200 Numerical Control Boring Machines, and ¢$3000
Vertical Lathes, to develop a production capacity of
1,000MW class Nuclear Generator Units. And Rmb182.14
million will be used for technical renovation of Large Scale
Pump Storage Units, to develop an annual production
capacity of 800MW Large Scale Pump Storage units. Other
projects include ultra super critical project, large gas
turbine technology transfer project, combined cycle HRSG
technology transfer project and corporate information
system construction project. The Group will boost product
upgrading and improve core competitiveness through
technology renovation and innovation, particularly with
the construction of QHD Nuclear Island Nuclear Generators
Main Equipment, which will enable the Group to provide
a whole set of nuclear products and lead the Group into
the field of nuclear power development.
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EQUITY FINANCING

The Group further issued 102.355 million H shares on
2nd March 2007, with an issue price of HK$10.00 each
share, and the listing proceeds amounted to HK$1 billion.
On the same day, controlling shareholders of the Group
remitted 10.235 million shares of state share to National
Social Security Fund and registered as H share. Such fund
raised is mainly used for the construction of 1,000MW
class nuclear island main equipment project of the Second
stage of Qinghuangdao Seaside Heavy Duty Workshop of
the Group. After the issuance, total capital of the Group
increased to 1,376.806 million shares. Among which
701.235 million shares were held by Harbin Power
Engineering Corp, accounting for 50.93 per cent; and H
share amounted to 675.571 million Shares, accounting
for 49.07 per cent.

STAFF AND REMUNERATION

As at 31st December 2006, the Group had a workforce
of 18,279 employees, and the total remuneration was
approximately Rmb0.8 billion. The Group regards human
resource as the core development value, and will arrange
demand estimates on human resources appropriately,
implement targeted, layered and segmented trainings so
as to promote the overall quality of its staff. As for
remuneration, the Group adopted various salary systems
including position salary system and piece rate system,
which enhanced check-up, bringing all positive factors
into play and boosting the development of the Company.
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PROSPECT

In 2007, China calls on a “healthy and fast” development
in national economy, which means the economy of China
will be more focused on the quality and efficiency. As
such, increasing the restriction on energy consumption
reducing and emission of pollutants reducing indicators,
resources conservation and environmental protection are
playing a more important strategic role. The gap between
supply and demand of electricity in 2007 will be narrowed,
with regional and periodic electricity shortage would
significantly ease and the power demand would steadily
increase. Nevertheless, the demand for regular coal fired
power units below 600MW will be lower, with around
10,000MW small capability and low parameter units will
be replaced by new power generation equipment. The
core of power development is to rebalance the structure
of power supply and power generation equipment
market's demand will shift for large capability, high
parameter, environment-friendly and efficient high-tech
products. The demand for products such as nuclear power,
IGCC and wind power will also increase steadily. The
national strategy of nuclear power development has been
startup and the technological guideline of the third
generation nuclear power is fixed, in which the Group
has been chosen as one of the major supplier of the third
generation nuclear power. For the power generation
equipment manufacturers, the consolidated capability
measured by indicators such as technological level,
contract implementation ratio, product price will become
the key to success in the market. The further
implementation of development policy of “To Thrive the
Northeast Old Industry Base” and “To Thrive Equipment
Manufacture Industry” provided a sound policy
environment for the Group.
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The Group will seize this development opportunity,
enhance the reform and adjustment of mechanism and
cooperation system, and make great effort to improve
the company’s independent R&D capability and the core

competition capability. Especially, the Group will pay
attention to the following work in 2007:

0o0o0oDoooboboooogoooao 1. Develop high-tech products and strengthen
oooooooo regular products, fully explore domestic and
international market
2007000000 OOO0OOOOd In the year of 2007, the Group will continue to
ooooDoooooooOoooooo improve the market development system, to enhance
000000 oOoUooOoboooooao the operational team construction, to allocate the
ooooOooooooooooooo interior resources scientifically, and to strengthen
ooooooooooooooooo the macro level of market development. The Group
oooooooooooooooo will focus on the market development of key projects
gl.oooMmwoOoooCoooOooOoO such as large thermal power, large hydro power,
Oo00oOooo0oooooOooooog large circulated fluidized bed and gas turbine, to
oooooooooooobooooo increase the product coverage and market share and
oooooooooooOOoOooooo seek to make a breakthrough in the development
Oooooooooooooooo of the 1,000MW nuclear power project. The Group
ooooooooooooooooo will also commit to explore the supplemental
Oog product market such as old units reconstruction,
accessories, deNOx, valve parts, gasifier, so as to
further broaden the product chain. Besides, the
Group will strongly explore the international market,
seeking to export boiler, steam turbine and power
generator main equipments in batch.
oo0ooooooboooogoooo 2. Accelerate technology development and
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independent innovation, improve the core
capability

The Group will continue to improve the technologic
innovation system according to the development
trend of electric power market, so as to evoke staffs’
enthusiasm and to develop new products. The Group
will accelerate the absorption of the digesting
technology, to further improve the key technologic
processes such as the designing, craftwork and
material based on the absorption of the digesting
technology in fields of gas turbine, ultra super
critical coal fired power, super critical units coal
fired power and large scale pumped storage units,
in order to increase the homemade proportion and
reduce the cost, improve the quality and capability.
Pushing forwards IT work, The Group will also
implement IT engineering system project and to
create a sound foundation to improve work
efficiency and management level.
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The Group will further strengthen its technologic
cooperation with international companies focusing
on the introduction and absorption of the third
generation nuclear power technology. The Group
will closely monitor the international development
of IGCC technology and the progress of domestic
IGCC projects, getting prepared for the introduction
of IGCC technology.

Improve management level, corporate cost
efficiency and operational efficiency.

The Company will adopt strong measures to improve
management level, corporate cost efficiency and
operational efficiency; to strengthen the staffs’ cost
attitude, the project cost management and the
mechanism of cost control; to make full use of the
roles of the settlement center such as supervise,
forecast and control, so as to improve the budge
management level and make sure the funds are used
in a standard and scientific way; to deepen the
research on the exchange rate fluctuation and
develop new tools to protect foreign exchange
against exchange rate fluctuation risk; to further
enhance the management on the product
outsourcing and sub-contract and reduce the
number and the cost of sub-contract; to take good
care of large hydro power, super critical, ultra super
critical projects, gas turbine, nuclear power and
product export and make sure all the products
delivered on schedule.

The Group will put more efforts on quality control
system improving, especially the quality control in
the product designing and manufacturing. The
Group will trace the product quality during the
installation and operation course, in which the trace
information will feed back to the product designing
and manufacturing, forming a circulation of quality
information.
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Accelerate the progress of the second stage of
Workshop Construction project of QHD, to
create a foundation for 1,000MW class nuclear
power.

In the year of 2007, the Group is planning to invest
Rmb600 million in the construction new projects
such as of nuclear power and large-scale pumped
storage units, so as to actualize the producing
capacity of nuclear power and large-scale pumped
storage units. QHD second phase construction
project is the foundation base of this 1,000 MW
nuclear island main equipment construction project;
the construction of this project was started in April
of 2006, and entered the critical stage in 2007.
Base on the foundation of initial phase construction,
the Group is going to further accelerate the
construction process, strictly enforce the
construction plan, strengthen the quality control and
supervision of the engineering project, in order to
accomplish the procurement, installation and testing
of all equipments, ensure this project would be fully
accomplished and able to commission in early 2008.

To accomplish the technical renovation of the large-
scale pumped storage unit localization, strive to
finish the construction and commission by the end
of 2007, so as to formulate the annual production
capability of 800MW large pumped storage units.

To accomplish the installation, testing and project
construction of key equipments such as large scale
gas turbine rotor assembly, gradually formulate the
gas turbine rotor assembly capability, so as to
enhance the localisation rate of large scale turbine.

To accomplish the evaluation and design of the QHD
1,000MW class generator stator manufacturing
project, to finish the Seaside Workshop Construction
project of QHD as the manufacturing base of nuclear
island key equipments, large scale gas turbine,
1,000MW generator stator and large scale hydro
power parts.

20th April, 2007, Harbin, People’s Republic of China
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DIRECTORS
Executive directors

Mr. Gong Jing-kun, 49, senior engineer and with a
master degree, now chairman of HPEGC and chairman of
the Company. Mr. Gong graduated from Shenyang
Institute of Machinery and Electronics in 1982 and joined
in HPEGC in the same year. Later on, he studied in
Shanghai Fudan University, majoring in economic
management and was conferred the master degree. Mr.
Gong has been vice director of production division, vice
manager of production department, manager of
hydropower workshop in former Harbin Electric Machinery
Works of the Group, and general manager assistant and
deputy general manager of the Electric Machinery
Company of the Group. Mr. Gong was appointed as
chairman of Archeng Relay Group Company and Archeng
Relay Company Limited in 1999, in August 2000, he was
appointed as vice chairman and general manager of
HPEGC and in September 2000, Mr. Gong was appointed
as vice chairman of the Company. In May 2006, he was
appointed as chairman of HPEGC and on 29th September,
chairman of the Company.

Mr. Zhao Ke-fei, 51, senior economist and with a master
degree, now vice chairman of the Company and vice
chairman and general manager of HPEGC. Mr. Zhao
graduated from Northeast Heavy Machinery Institute in
1982, studied in Management Institute of Harbin Institute
of Technology in 1987 and got the master degree. He
joined in HPEGC in 1982, was the engineer, vice director
of organization department and vice director of turbine
generator workshop in former Harbin Electric Machinery
Works of the Group. He began to act as director of
organization department of HPEGC in 1992 and standing
vice secretary of the Communist Party Committee of the
Electric Machinery Company of the Group in 1994,
managing deputy general manager of the Electric
Machinery Company of the Group in December 1995. He
was appointed as director of HPEGC in August 1997,
executive director and general manager of the Company
in October 1997. In November 1999, he was appointed
as vice chairman of HPEGC and in January 2000 appointed
as vice chairman of the Company. Mr. Zhao was appointed
by Harbin Institute of Technology and Harbin Engineering
University as a visiting professor.

27




28

OJO00o0oooooooodon
Directors, Supervisors and Senior Management — (continued)

oooooooosooobooboOoooonoano
oooooooooboboooboooooo
oooooooobooooboooooo
ooooooooooboooonooooo
ooooooobooboooooooooon
ooooooboooooboobbooooDn
ooooooboobooocooooonn
oooobooooobooboooboooooo
oooooooobooooooonooooo
ooooooobooboooooooooon
ooooooooooooooboooooDn
oooooooooboooboooooooo
ooooooboobooocooooonn
oooboooooobooooboogoooo
ooboooooOoboboobooooo

gooboobob440n00b0o0o0oobon
gobooboobobooobbooboobo
ghoooobobooobooobobooboobo
oooooocooocooooooooon
ooooooooboobooooobooo
oooboooooobooooboogoooo
goboobooobooobooobooooo
gbooboooboobooboooooo
gobooobooobooooooboooon
ooooooboobooocooooonn
oooboooooobooooboogoooo
ooooobooooooocoooooon

Mr. Qu Da-zhuang, 50, researcher & senior engineer and
with a doctor degree, now managing director of the
Company and deputy general manager of HPEGC. Mr. Qu
graduated from Beijing University of Aeronautics and
Astronautic in July 1982. He studied at the department
of applied mathematics and mechanics of Harbin Institute
of Technology from September 1984 and graduated with
a master degree, subsequently obtained a doctor degree
in astronautic engineering and mechanics in September
1993. Mr. Qu has been deputy director and vice
superintendent of planning office of the research institute
of Harbin Electrical Machinery Plant; deputy general
manager of the Harbin Electrical Machinery Company
Limited and superintendent of the research institute. In
September 2000, he had been deputy general manager
of Harbin Power Equipment Company Limited. In 2002,
chairman of the Board and general manager of Harbin
Turbine Company Limited. He was appointed as general
manager of this Company on 8th September, 2006, and
managing director on 29th September, 2006.

Mr. Duan Hong-yi, 44, senior economist and master of
business administration, now deputy general manager of
HPEGC. Mr. Duan graduated from Harbin Electrical
Machinery College in 1982, majoring in mechanics, and
joined in HPEGC in the same year. Mr. Duan has been a
comprehensive planner and vice manager of planning
department of former Boiler works of the Group. He
participated in the reorganization of HPEGC as
shareholding Company and issuing and listing of the
Company’s shares in 1994. He has been vice director and
director of planning and accounting department, vice chief
accountant of the Company and supervisor, deputy general
manager of the Turbine Company of the Group and vice
chairman of Harbin Power Technology & Trade
Incorporation of the Group since 1995. He was appointed
as deputy general manager of HPEGC in August 2000
and serves as Executive Director of the Company since
2000.
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Mr. Shang Zhong-fu, 46, senior engineer and master of
business administration, now executive director and
deputy general manager of the Company. Mr. Shang
graduated from Harbin Institute of Technology in 1982,
majoring in steam turbine, and joined in HPEGC in the
same year. He has been assistant section head and deputy
head of the Design Research Institute, vice chief economist
and vice chief engineer of former Turbine Works of the
Group. In October 1998, he was appointed as deputy
general manager of the Turbine Company of the Group
and in November 1999, chairman and general manager
of the Turbine Company of the Group. In September 2000
he was executive director of the Company and in February
2002, appointed as deputy general manager of the
Company.

Mr. Wu Wei-zhang, 45, senior engineer and with a
doctor degree, now executive director of the Company
and chairman and general manager of the Electric
Machinery Company of the Group. Mr. Wu graduated from
Qinghua University, majoring in hydropower and was
conferred master degree in 1988, and joined in HPEGC in
the same year. Mr. Wu was deputy director of turbine
department of Electrical Machinery Institute and deputy
head of Electrical Machinery Institute, deputy manager of
hydropower workshop, vice chief engineer and vice
manager of product design department of the Electric
Machinery Company of the Group. Mr. Wu has been the
deputy general manager of the Electric Machinery
Company of the Group since 1999, in October 2000, was
appointed as chairman and general manager of the Electric
Machinery Company of the Group. He was appointed as
executive director of the Company in September 2000
and obtained the doctor degree in Qinghua University in
2002.
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Independent directors

Mr. Zhou Dao-jiong, 74, independent director of the
company and chairman of Tao Xing-zhi Fund of China,
chairman of Investment Committee of China, advisor to
Society of Finance of China and Society of Market
Economic of China, and part-time professor in Beijing
University, People’s University of China, Central South
Economic and Finance University, Northeast Economic and
Finance University and Southwest Economic and Finance
University. Mr. Zhou joined in work in 1950 and has been
the head of Finance Department of An Hui provincial
government and secretary-general of provincial
government, president of China Construction Bank and
chairman of China Investment Bank, deputy executive
director of Securities Committee of State Council, deputy
president of State Development Bank and chairman of
Securities Supervisory & Management Committee of China.

Ms. Ding Xue-mei, 48, professor and with a doctor
degree, now deputy executive director of Graduate School
of Harbin Institute of Technology. Dr. Ding graduated from
Harbin Institute of Technology in 1986 and was conferred
master degree. In 1991, she studied in Lausanne Federal
Institute of Industry of Swiss, engaged in research work
in this institute after she was conferred doctor degree in
1995. Dr. Ding has been appointed as assistant professor,
professor, tutor for doctoral candidates in Harbin Institute
of Technology, head of training department of Graduate
School and deputy director of Graduate School. She was
appointed as the executive deputy director in 1998. Dr.
Ding is now the executive chairman of Joint Conference
for Directors of Graduate School of China and vice
chairman of Harbin Science & Technology Association.
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Mr. Jia Cheng-bing, 65, senior engineer and with a
bachelor degree, now deputy managing director of China
Machinery Industry Federation, president of China Foundry
Association. Mr. Jia graduated from Hefei University of
Technology, majoring in foundry. He joined in work in
July 1965. He has been deputy section chief, section chief
of Ministry of Machinery Electronics Industry and Ministry
of Machine Building Industry; department head of Human
Resources and director of the general office of Ministry
of Machine Building Industry; Party commissioner of the
Ministry of Machine Building Industry. In March 2001,
chairman of the Supervisory Committee for various large
State Council organizations (China National Materials
Industry Group, China State Shipbuilding Corporation, The
State Development and Investment Corp.). Since February
2006, he was appointed as deputy managing directors of
China Machinery Industry Federation and president of
China Foundry Association.

Ms. Li He-jun, 63, senior economist and with a bachelor
degree, now vice chairperson of the Board of Southwest
Aluminum (Group) Co. Ltd, vice chairperson of the Board
of Shanxi Hancheng Coal Company, executive director of
China Association of Women Entrepreneurs and committee
member of the Financial Advisory Committee. Ms. Li
graduated from Central Institute of Finance and Economics
(currently known as Central University of Finance and
Economics), majoring in finance and accounting. She
joined in work in August 1966. She has been deputy
section chief and section chief of Henan Province Planning
Commission, vice president and Party’s vice secretary of
China Construction Bank Henan Branch. In 1993, president
and Party secretary of China Construction Bank Henan
Branch, and director of Henan Provincial Investment
Association. In 1999, she was the chief commissioner of
the Execute Commission and Audit Commission for China
Cinda Asset Management Corporation. Since 2004, she
was appointed as commissioner of China Cinda Asset
Management Corporation Expert Advisory Commission,
vice chairperson of the Board of Southwest Aluminum
(Group) Co. Ltd, vice chairperson of the Board of Shanxi
Hancheng Coal Company, executive director of China
Association of Women Entrepreneurs, commissioner of
Finance Inquiry Commission and senior advisor for Lehman
Brothers Asia Holding Inc.
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Mr. Jiang Kui, 55, senior engineer (professor level) and
with a bachelor degree, now general manager of
Heilongjiang Power Co. Ltd. Mr. Jiang graduated from
Northeast Agricultural University. He joined in work in
1969. He has been technician of Heilongjiang Electric
Power Design Institute; deputy section manager, section
manager, deputy section chief of Heilongjiang Electric
Power Industry Bureau, education section; deputy director
of the education and training department; director of the
general manager’s office, deputy chief financial official,
and deputy general manager of the Heilongjiang Power
Co. Ltd. He was appointed as general manager of
Heilongjiang Power Co. Ltd. in November 2005.

SUPERVISORS
Supervisors representing shareholders

Mr. Lang En-qi, 61, senior engineer with a master degree,
director and vice secretary of the Communist Party
Committee and secretary of the Disciplinary Committee
of HPEGC, secretary of the Supervisory Committee, vice
secretary of the Communist Party Committee and secretary
of the Disciplinary Committee of the Company. Mr. Lang
graduated from Harbin Aviation Industry School in 1968
and joined in HPEGC in the same year. Later on, he
graduated from Chinese Academy of Social Sciences with
a master degree, majoring in currency & bank. He has
been workshop manager, director of Organization
Department of former Turbine Works of the Group,
manager of Turbine Auxiliaries Company, vice factory
director and assistant secretary of the Communist Party
Committee of the Turbine Company. He was appointed
as general manager of HTC Industry Development
Company of HPEGC in 1994, and managing deputy general
manager of the Turbine Company of the Group in
December 1995. In November 1999, director, assistant
secretary of the Communist Party Committee, secretary
of the Disciplinary Committee of HPEGC and assistant
secretary of the Communist Party Committee and secretary
of the Disciplinary Committee of the Company. In January
2000, he was appointed as chairman of the Supervisory
Committee of the Company.
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Mr. Yang Xu, 43, senior engineer and with a master
degree, director of enterprise management and
development department of the Boiler Company of the
Group. Mr. Yang graduated from Jilin Industry University
in 1986 and joined in HPEGC in the same year. He has
been enterprise management staff in the enterprise
management department, secretary of general manager
office, assistant director of enterprise management and
development department of the Boiler Company of the
Group. In 2004, he was appointed as director of enterprise
management and development department.

Supervisors representing staff and workers

Ms. Lu Chun-lian, 48, senior engineer and with a
bachelor degree, now head of coil factory of the Electric
Machinery Company of HPEGC. Ms. Lu graduated from
Harbin Institute of Electrical Engineering in 1982 and
joined in HPEGC in the same year. She has been an
engineer and deputy director of insulation material
Research Section under Electrical Machinery Research
Institute and director of technology department of coil
factory in the Electric Machinery Company. In 2002, Ms.
Lu was elected as head of coil workshop in the Electric
Machinery Company.

Mr. Gao Xu-guang, 36, senior engineer and with a
bachelor degree, now director of corporate development
research center of Harbin Turbine Company Limited. Mr.
Gao graduated from Harbin Institute of Technology with
a bachelor degree. He joined in work in July 1994. He
has been deputy director of the general manager office
and the secretary of the Board of Harbin Turbine Company
Limited. He was appointed as director of corporate
development research center of the Company in May
2004.
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Independent supervisors

Mr. Chen Si, 39, senior accountant and with a master
degree, certified public valuer, now vice chairman of the
Board for DeveChina Co. Ltd. Mr. Chen graduated from
Xiamen University with a master degree in statistics. He
joined in work in July 1990. He has been cadre officials
of Beijing Municipal Statistics Bureau and National State
Asset Management Bureau-Asset Value Center; valuer of
the Assets Evaluation Association of China; deputy director
of operation department of Chinese Institute of Certified
Public Accountants. He was appointed as vice chairman
of the Board for DeveChina Co. Ltd in February 2002.

SENIOR MANAGERS

Mr. Zhang Hai-quan, 46, senior engineer and master of
business administration, now deputy general manager of
the Company. Mr. Zhang graduated from Harbin Institute
of Electrical Engineering in 1984, and joined in HPEGC in
the same year. He has been engineer of the enginery
repairing workshop, secretary and assistant director of
the Communist Party Committee Office of former Boiler
Works of HPEGC. In 1994, Mr. Zhang participated in the
reorganization of HPEGC and share issuing and listing of
the Company. Since November 1994, he has been
appointed as vice director of the general manager office,
vice director of planning department and director of
enterprise administration department, and director of
auditing and law department of the Boiler Company of
HPEGC. In 1998, he was transferred acting as one member
of the Group’s and the Company’s Standing Communist
Party Committee and director of organization department.
In 1999, Mr. Zhang was appointed as secretary of the
Communist Party Committee and vice chairman of Archeng
Relay Group Company and Archeng Relay Company
Limited, one of the Group’s subsidiaries. He has been
appointed as deputy general manger of the Company since
October 2000.




35

Jdoooooooooodon
Directors, Supervisors and Senior Management — (continued)

Mr. Feng Yong-qgiang, 44, senior political-work master
and master of business administration, now deputy general
manager of the Company and secretary of the Communist
Party Committee of the Boiler Company of the Group.
Mr. Feng graduated from Harbin Institute of Electrical
Engineering in 1985, majoring in electrical engineering,
and joined in HPEGC in the same year. He was the
secretary of the Communist Party Committee Office,
secretary of Youth League, secretary and factory director
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The Directors are pleasure to submit 2006 annual report
and audited financial statements for the year ended 31st
December 2006 of the Company.

PRINCIPLE ACTIVITIES

The Company and its principal subsidiaries are mainly
engaged in manufacturing and sales of various kinds of
power equipments and power station engineering services,
which are set out in Note 7 to the financial statements.

All the activities of the Group are based in the PRC, where
87.8 per cent of the Group’s turnover is derived from.

The export sales of the Group for the year ended 31st
December 2006 amounted to Rmb 3,544.05 million,
representing 12.2 per cent of the Group’s total turnover
for the year. The Group's export markets mainly include
Asian and African countries.

SUBSIDIARIES AND ASSOCIATED COMPANIES

The Company has four principal subsidiaries. Harbin
Electrical Machinery Co., Ltd is mainly in the field of
manufacture and sales of hydro generator units and steam
turbine generator units. Harbin Boiler Co., Ltd is mainly
in the field of manufacture and sales on boilers for power
stations. Harbin Turbine Co., Ltd is mainly in the field of
manufacture and sales on steam turbine for power stations
and Harbin Power Engineering Co., Ltd is mainly in the
field of the turn-key construction of power station projects
and complete set of power station equipment.

Details of the Company’s principal subsidiaries for the
year ended 31st December 2006 are set out in Note 42
to the financial statements.
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ogoood FINANCIAL RESULTS AND DISTRIBUTION
oooooz0060120310 000000 The results of the Group for the year ended 31st December
DOoooooe00OODODODOOO 2006 are set out in the consolidated income statement

on page 60 of the annual report.

Od0o0oooouUooooooooog The Directors propose the distribution of profit after
oooooDooooooog taxation and minority interests for 2006 as follows:

1. obooboooo0ooi01,836,477.03 1. To transfer Rmb101,836,477.03 to the statutory

ud reserve.

2. ooooogozo007050150000 2. The Directors propose a dividend of Rmb0.09 per
oooooooooooooooao share for shareholders who registered on
goooooDo.ooonoooooonO shareholder’ list before 15th May 2007; payment
0O00123,912,54000H0 0000 of dividends totally amounted to Rmb123,912,540.
0000o0oooooooo200704 Shareholders of H share will be paid in Hong Kong
g0 000000000000 dollar; the exchange rate used is based on average
ooooooooooooooon closing rate of the People’s Bank of China during
gooooooot.o0mooHO OO the five days preceding the date of 20th April 2007,
OOO000O0o.09090 000 which is Rmb 1 for HK$1.011. The dividend for every

H share will be HK$0.0909.

3. O 0O 0020070 50 150 O 60 140 3. The Register of members of the Company will be
O0o0ooO0oo0oooobooooooo closed from 15th May 2007 to 14th June 2007, both
odooooooooooooooao days inclusive, during which period no transfer of
dooooooooooooooo shares can be registered. Shareholders whose names
O 020060 0000 appear on the Register of Members on 15th May

2007 shall be entitled to present in the meeting
and the dividend payment for the year 2006.

0oood DIRECTORS AND SUPERVISORS
Oo00o0ooooooooooooooo Details of directors and supervisors are set out in the

Oo0oo0oooooooooo Section “Director, Supervisors and Senior Managers” of
the annual report.
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DIRECTORS’, SUPERVISORS’” AND SENIOR MANAGERS’
INTERESTS IN THE SHARE CAPITAL OF THE COMPANY

As at 31st December, 2006, none of the directors,
supervisors and senior management of the Company had
any interest or short position in the shares, underlying
shares and/or debentures (as the case may be) of the
Company and/or of any of its associated corporations
(within the meaning of Part XV of the SFO) which was
required to be notified to the Company and the HKSE
pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interest and short position which any such
director, supervisor or senior management is taken or
deemed to have under such provisions of the SFO) or
which was required to be entered in the Register kept by
the Company pursuant to section 352 of the SFO or which
was required to be notified to the Company and the HKSE
pursuant to the Model Code for Securities Transactions
by Directors of Listing Companies as contained in
Appendix 10 to the Listing Rules.

DIRECTORS’ AND SUPERVISORS’ SERVICE CONTRACTS

During the Special General Meeting convened on 29th
September 2006, the company reelected members of the
fifth session of the Board of Directors and the Supervisory
Committee (as detailed in the section headed “DIRECTORS,
SUPERVISORS AND SENIOR MANAGEMENT").

There are service contracts between every director,
supervisor and the Company, which will expire by 29th
September 2009. Besides this, there are no existing and
suggesting service contracts between every director,
supervisor and any member company of the Group.

DIRECTORS’ AND SUPERVISORS’
CONTRACTS OF SIGNIFICANCE

INTERESTS IN

None of the director or supervisor of the Company has
any material interest, whether directly or indirectly, in
the contracts of significance, to which the Company or
any of its subsidiaries is a party during the year.
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REMUNERATION OF DIRECTORS AND SUPERVISORS

Details of the salaries and bonuses of the directors or
supervisors of the Company for the year ended 31st
December 2006 are set out in Note 12 to the financial
statements.

FIVE HIGHEST PAID PERSONNEL

The five highest paid personnel of the Company during
the year are all directors and supervisors.

RETIREMENT AND BENEFIT SCHEME

Details of the retirement and benefit scheme are set out
in Note 40 to the financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and
equipment of the Group are set out in Note 15 to the
financial statements.

RESERVES

The Company's reserves available for distribution are
Rmb3,557.02 million until 31st December 2006.
Movements in the reserves of the Group during the year
are set out in the Consolidated Statement of Changes in
Equity.

FINANCIAL HIGHLIGHTS

The financial highlights of the Group for the last five
years are set out in the Section “Financial Highlights” to
the annual report.

BORROWINGS AND INTEREST COSTS CAPITALISED

Details of bank loans and other borrowings of the Group
are set out in Note 31 to the financial statements.

Interest capitalized by the Group during the year
amounted to Rmb0.32 million in respect of construction
in-progress.
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PURCHASE, SALE AND REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

As at 31st December 2006, neither the Company nor any
of its subsidiaries had purchased, sold or redeemed any
of the Company's listed securities.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company's Articles of Association or PRC Law, which
would require the Company to issue new shares to the
existing shareholders according to their respective
proportions of shareholding.

MAJOR LITIGATION

The Company was not engaged in any major litigation of
material importance during the year.

MATERIAL CONTRACTS

The material contracts of the Group for the year are
detailed in the Sections “Management Discussion and
Analysis” and “Disclosure of Significant Events” of the
annual report.

MAJOR SUPPLIERS AND CUSTOMERS

1. The aggregate amount of purchases during the
period attributable to the Group’s five largest
suppliers represented 10.69 per cent of the Group’s
total purchases. Among which the largest supplier
is German Mannesmann Company, presenting 4.63
per cent.

2. 50.58 per cent of the total turnover of the Group
during the period was attributable to the Group’s
five largest customers. Amongst which was the
largest customer, accounting for 14.26 per cent of
the total turnover. Others include Huaneng Power
International for 11.67 per cent, Datang
International Power Generation Co., Ltd. for 10.42
per cent, China Power Investment Corporation for
8.31 per cent, and China Huadian Corporation for
5.93 per cent.

3. None of the directors, supervisors, their associates
or any shareholders of the Company (which to the
knowledge of the directors own more than 5 per
cent of the Company’s share capital) has any interest
in above mentioned suppliers or customers.
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PROCEEDS FROM THE H SHARES ISSUE

The use of listing proceeds of the Company for the period
details in the Section “Management Discussion and
Analysis” of the annual report.

ENTRUSTED DEPOSITS AND OVERDUE TIME DEPOSITS

As at 31st December, 2006, the Company had no
entrusted deposits in commercial banks or non-bank
financial institutions and had no due deposits that had
not been withdrawn.

INCOME TAX AND EXPORT VAT REBATE

According to provisions of Notice on Certain Preferential
Tax Policies on Enterprise Income Tax (0 0 0 00 0Q0OQO
00000000 O00) issued by the Ministry of Finance
and the State Administration for Taxation on 29th March
1994, enterprises within High and New Technology
Industrial Zones approved by the State Council shall be
entitled to income tax at a reduced tax rate of 15 per
cent, which has been the tax rate applied by the Group.
Since the Group meets the requirements of related laws
and regulations, the Board considers it is appropriate for
the major subsidiaries of the Group to apply the 15 per
cent income tax rate.

In accordance with regulations of the State Administration
for Taxation, the rate for tax rebate of the Group’'s new
export products contracts is 13 per cent since 15th
October 2003.

According to Regulations on the Issues about Increasing
VAT Rebate Scope in Northeast Area issued by the PRC
Ministry of Finance and the State Tax Bureau in 14th
September, 2004, the VAT of part of northeast areas
companies (including the Company) turned from
production type to consumption type, which enlarged the
VAT rebate scope. By 1st, July, 2004, the income tax for
actually capital asserts purchased products, purchased
products for self construction (include restructure and
construction extension) or tax payable labor project can
be rebated. This policy will have a positive effect on the
Company.
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CONNECTED TRANSACTIONS

For the connected transactions, see the details in Note
41 to the financial statements of the annual report.

CONFIRMATION ON CONNECTED TRANSACTIONS

The Audit Committee have, in such capacity, reviewed
the connected transactions (as defined in the Listing Rule)
referred to in Note 41 to the financial statements and
confirmed that:

1. Such transactions have been entered into by the
Company in the ordinary and usual course of its
business; and

2. Such transactions have been entered into either (I)
on normal commercial terms (which expression will
be applied by reference to transactions of a similar
nature and to be made by similar entities with PRC)
or (II) (where there is no available comparison) on
terms that are fair and reasonable so far as the
shareholders of the Company are concerned; and

3. Such transactions have been entered into either (I)
in accordance with the terms of the relevant
agreements governing such transactions or (ll)
(where there is no such agreement) on terms no
less favorable than terms available to third parties.

QUALIFIED ACCOUNTANT

The Company already has an accountant who meets the
regulations set out in article 3.24 of the Listing Rules,
but he is neither a fellow or associate member of the
Hong Kong Society of Accountants nor of a similar body
of accountants recognized by that Society for the purpose
of granting exemptions from the examination requirement
for membership of that Society. Therefore, the Company
will employ a person who meets the above-mentioned
qualification to assist the Company’s accountant in
supervising the Company’s financial reporting procedures
and internal controls. Until now, the Company has not
found such a suitable person yet.
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THE CONFIRMATION OF INDEPENDENT NON-
EXECUTIVE DIRECTORS INDEPENDENCE

The Company has already received the Annual Letter of
Confirmation from every independent non-executive
director on their independence. Their independence accord
to every independence index issued in article 3.13 in
Listing Rules and they are independent person.

SHARE CAPITAL STRUCTURE

As at 31st December 2006, the share capital structure of
the Company comprised of 1,274,451,000 shares, of
which 711,470,000 shares were held by the promoter
(representing 55.83 per cent of the entire share capital)
and 562,981,000 shares were held by overseas H shares
investors (representing 44.17 per cent of the entire share
capital).

NUMBER OF SHAREHOLDERS

Details of the Company’s registered shareholders as at
31st December 2006 were as follows:

Holders of State Shares (held by the Promoter)
Holders of H Shares 65

Total number of shareholders 66
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TOP TEN SHAREHOLDERS

As at 31st December 2006, the top ten registered
shareholders who hold the most shares were as follows:

oo
oooao Number of
Name of Shareholders Shares
Oo0ooooooo 711,470,000
Harbin Power Plant Equipment Group Corporation
HKSCC Nominees Limited 553,720,598
HSBC Nominees (Hong Kong) Limited <A/C BR-1> 7,410,000
HSBC Nominees (Hong Kong) Ltd 270,000
Lam Man Lai 250,000
Cheung Yum Tin 200,000
Ng Siu Hang 120,000
Chan Suk Wan 100,000
Ho Chi Kun 100,000
Tam Tung Sun 100,000

gbooono

Percentage

of Shares

Holding

55.83%

43.45%

0.58%

0.02%

0.02%

0.02%

0.01%

0.01%

0.01%

0.01%
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INTEREST'S IN THE SHARE CAPITAL ANALYSIS OF

gooooo HOLDERS OF H SHARES (ACCORDING TO
SHAREHOLDERS LIST AT 31ST DECEMBER, 2006)
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Scope 0o Number Percentage

(number of Number of of Share to Issued

aad shares) shareholders Holding H Shares

10 1000 1 -1000 4 402 0.00%

1,0010 5,000 1,001 - 5,000 20 48,000 0.01%

5,0010 10,000 5,001 - 10,000 14 122,000 0.02%

10,0010 100,000 10,001 - 100,000 21 840,000 0.15%

100,0010 0 0O 100,001 — above 6 561,970,598 99.82%

oo total 65 562,981,000 100%
ooogd MODEL CODE
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The Company, having made specific enquiry, confirms that
all members of the Board complied with the Model Code
set out in Appendix 10 of the Listing Rules throughout
the period.

CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has complied throughout the year of 2006
with all code provisions set out in the Code on Corporate
Governance Practices contained in Appendix 14 of the
Listing Rules.

POST BALANCE SHEET EVENTS

As at 2nd March 2007, the Board of the Company issued
102.355 million new H shares (representing 18.18 per
cent of existing H shares before the issue) under the
general mandate of the Annual General Meeting, at an
issue price of HK$10 per share, to raise approximately
HK$1 billion.
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AUDITORS

The Company is a subsidiary of a state-owned enterprise
of China. To comply with a new policy issued by the
State-owned Assets and Supervision and Administration
Commission of the State Council in the People's Republic
of China to centralize the audit works of Stateowned
enterprises, Deloitte Touche Tohmatsu CPA Limited have
rendered their resignation as the auditors of the
Company. The Board has appointed Yuehua Certified
Public Accountants Company Limited and Yuehua (Hong
Kong) CPA Limited as new auditors of the Company, in
accordance with the authorization of the 2005 Annual
General Meeting convened on 16th June 2006 and
provisions of the Articles of Association of the Company.

The Board of Directors of the Company will propose
motion for approval at the 2006 Annual General Meeting
to authorize the Board of Directors of the Company to
determine the appointment of auditors and to fix their
remuneration.

By order of the Board
Gong Jing-kun

Chairman

20th April, 2007
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To all shareholders:

For the year ended 31st December, 2006 (the year), all
members of the Supervisory Committee (“the Committee”)
of Harbin Power Equipment Company Limited carefully
fulfilled their Supervisory Committee functions in
accordance with the regulations of the PRC Company Law,
the Listing Rules of The Stock Exchange of Hong Kong
Limited and the Articles of Association of the Company.
The Committee has reviewed documents submitted by the
Company and supervised the Company’s activities and the
manager level members’ work performance by way of
participating in the General Meeting and the Company’s
Board of Directors Meetings and convening up Supervisory
Committee Meetings. In addition, the Committee
participated actively in significant events of the Company,
such as the Company’s production, management,
technology renovation and investment plan etc. and gave
a lot of positive opinions and suggestions, which pushed
forward the Company’s work to smoothly develop.

For the Company’s work during the period under review,
the Committee presents the following independent
opinions:

1. During the year under review, the Company strictly
complied with the nation’s laws and regulations,
operated in accordance with the procedures
regulating listing companies, and duly executed
various resolutions passed at the shareholders’
meeting. With the aim of increasing cost
effectiveness and overall competitiveness, the
Company fully implemented the scientific approach
of development, insisted on the strategic policy of
sustainable development, deepened and
strengthened its management and enhanced
activities of cost effectiveness. The Company’s
productivity and business benchmark and its
efficiency benchmark all reached their new high,
with a satisfactory business performance.

2. The Committee is aware that the directors, the
managers and other senior managers have actively
carried out their duties in the best interests of the
shareholders. In addition, they carried out carefully
the resolutions and decisions from the General
Meetings and the Board of Directors. They have not
abused their powers to act against the regulations
of national laws, rules and the Article of Association
of the Company, interests of the Company and
rights and interests of the shareholders and
employees.
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3. The Committee has reviewed the Company’s
financial system and financial situations and got the
conclusion that the Company’s organization and
system of the financial section are complete and
the financial work was operated step by step
according to inner control system and the financial
management system. The proposed annual financial
report and dividend scheme by the Board of
Directors, for approval of the Annual General
Meeting, objectively and comprehensively reflected
the operation results and asset condition of the
Company. Both interests of shareholders and the
Company’s long-term development have been taken
into account in the dividend scheme. Statutory
reserve provided in the year were in accordance with
provisions of laws and regulations, and Articles of
Association of the Company.

4. The Supervisory Committee reviewed the report of
the Board. It is of the opinion that the report gives
an objective and true picture of the works performed
by the Company during the year.

5. The Supervisory Committee believes that in order
to generate higher returns for shareholders and staff
members, the Company should further strengthen
its asset and finance management, and enhance its
cost effectiveness.

The Committee sincerely appreciates trust and support
from every employee of the Company and shareholders.
With positively exploring new supervisory approach and
method, establishing detailed supervisory and inspect
method, the Committee will perform supervisory function
better and work hard for achieving production and
operation target in 2007 of the Company.

For and on behalf of the Supervisory Committee
Lang en-qi
Chairman

Harbin, the People’s Republic of China, 20th April, 2007
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The Company has improved and perfected the company’s
corporate governing structure and standardized the
Company’'s operation in accordance with relevant
provisions of the PRC Company Law, the PRC Securities
Law and the Code on Corporate Governance Practices.
The Company’s Board of Directors has set up a Strategic
Development Committee, an Audit Committee, a
Remuneration Committee and a Nominations Committee.
All special committees report to the Board of Directors,
and committees’ members consist of the Directors of the
Board. Independent Directors are the majorities in the
Audit Committee, the Nominations Committee and the
Remuneration Committee; the chairpersons in these
committees are also independent Directors. The duties of
these special committees are precisely outlined in writing
by the Company.

During the year 2006, the Company fully complied with
the Rules Governing the Listing of Securities on the Stock
Exchange of Hong Kong Limited Appendix XIV: Code on
Corporate Governance Practices.
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SHAREHOLDERS AND SHAREHOLDERS’ GENERAL
MEETING

The Harbin Power Plant Equipment Group Corporation, a
stated-owned company registered in the People’s Republic
of China, is the controlling shareholder of the Company.

The Company protects shareholder’s interests, treats all
shareholders equally, and initiates participation of
shareholders in corporate governance and management.
Shareholders as the owner of the Company enjoy rights
as laws and regulations provided and shoulder
commensurate obligations. The shareholders enjoy rights
to information and rights to decision-making for the
Company's important matters. The General Meeting of
Shareholders is the organ of authority of the Company,
and it exercises its functions and power according to laws.
In approving connected transactions, the shareholder with
common interests should give up to vote at the General
Meeting.

In 2006, the Company had an Annual General Meeting
and an Extraordinary General Meeting.

BOARD OF DIRECTORS
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BOARD OF DIRECTORS (continued)

1.

Composition (continued)

Positions of the Chairperson of the Board of
Directors and the General Manager are held by
different individuals; their responsibility and duty
are distinct and separate. The Chairperson of the
Board of Directors presides over meetings of the
Board of Directors and reviews on the
implementation of resolutions passed by the Board
of Directors. The General Manager is responsible
for management and coordination of the operation
of the Company, implementation of the resolutions
passed by the Board of Directors and making
decisions on a daily basis.

Biographies of the members of the Board of
Directors are included in the Directors, Supervisors
and Senior Management section of this Annual
Report.

Independent Directors

This session of the Company’s Board of Directors
has five independent Directors. All the independent
Directors are familiar with the powers and
responsibilities of the Directors and independent
Directors of a listed company. During the reporting
period, all the independent Directors attended the
meetings of Directors with the attitude of prudent
and responsible; they fully utilized their experiences
and specialties, contributed greatly toward the
improvement and perfection of the corporate
governance mechanism and the important decision
making processes; they also provided pertinent,
objective advices in regard to important decisions
and connected transactions of the Company, further
standardized the decision making process of the
Board of Directors and making this process more
scientific, therefore protected the interests of the
company and the shareholders as a whole.

The Company has received annual confirmation from
each of the independent Directors about his/her
independence.
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Ms.
Ms.

Name of Director

Gong Jing-kun
Zhao Ke-fei

Qu Da-zhuang
Duan Hong-yi
Shang Zhong-fu
Wu Wei-zhang
Zhou Dao-jiong
Jia Cheng-bing
Li He-jun

Ding Xue-mei
Jiang Kui

Geng Lei

Li Gen-shen
Liang Wei-yan
Du Xing-you
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Meetings of the Board of Directors

During the year, six Board of Directors’ meetings
were hold to discuss the overall strategies,
investment plans, operation and financial
performance of the Company. The independent
Directors have no dissenting opinions regarding any
of the Company’s resolutions. Attendances of the
meetings are as follows:

EZmMEEEXRE
Attendance
Required (No.)

BEHE (R)
Attendance in
Person (No.)

HE =

Attendance
Ratio

83%
100%
100%
100%
100%

83%

83%

67%
100%

67 %
100%
100%
100%
100%

67 %

w w wwwo wwo oo wor O
N W WwwwdhwNUuU UTO OOwWw o U

The relevant information and current development
of the statutory, supervisory and other continuous
responsibilities of the Company’s Board of Directors
can be obtained by all Directors through the
Secretary of the Company in a timely fashion, so as
all Directors understand his/her duties, and the
procedures of the Board of Directors are properly
implemented and applicable laws and regulations
are correctly complied. The Directors and the Board
of Directors’ special committees have the right to
appoint independent professional organizations for
their service according to the requirement of their
duties; the reasonable costs incurred in those
occasions are born by the Company.
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BOARD OF DIRECTORS (continued)
3. Meetings of the Board of Directors (continued)

The Company has adopted the Model Code for
Securities Transactions by Directors of Listed
Companies set out in Appendix X of the Rules
Governing the Listing of Securities on the Stock
Exchange of Hong Kong Limited as a model code
for Directors of the company. Specific enquiries have
been made of all Directors, who have confirmed
their compliance with the Model Code for Securities
Transactions by Directors of Listed Companies during
the reporting period.

SPECIAL COMMITTEES UNDER BOARD

The Company has established four Special Committees,
namely the audit committee, the Remuneration committee,
the nominations committee and the strategy development
committee; their members consist of Directors.

AUDIT COMMITTEE

The Audit Committee of the fifth session of the Board of
Directors includes: Li He-jun, Ding Xue-mei, and Duan
Hong-yi. Two-third of the members of the Audit
Committee are independent Directors and independent
Director Li He-jun is the chairperson of the Committee,
as in accordance with the stipulation of the Listing Rule,
Article 3.21.

The major functions of the Audit Committee during the
past year include: review the Group’s annual and bi-annual
performance reports and Financial Reports; review the
Group's relevant accounting policies and accounting
practices; verify connected transactions on the ground of
fairness, justness and openness so as to protect the
interests of the minority shareholders; assist the Board of
Directors to make independent assessment on
effectiveness of the financial reporting procedures and
internal audit system of the Group; and make
recommendations regarding important matters of the
Company.

During the year, two meetings were held by the Audit
Committee.
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SUPERVISORY COMMITTEE (continued)

(B)

Independent Opinions of the Supervisory
Committee to the Related Matters of the
Company in the Year 2006

1.

The Company’s Operating Validity

According to related laws and regulations, the
Supervisory Committee has supervised and
examined the convening procedures of the
General Meeting and the Board of Directors
Meeting 2005, resolution matters, the Board
of Directors’ implementation of the General
Meeting resolutions, the enforcement of the
Company’'s management rules and the
efficiency of the Company’s operating and
managing, and the Supervisory Committee
deemed that the Company has operated
strictly according with the related provisions
of the PRC Company Law, the Listing Rules,
the Articles of Association of the Company
and other regulations; that the Company
operates under scientific and proper decision
making procedure; and that the Company
further perfected its internal management and
built favorable inner control system in 2005.

Reviewing the Financial Situations of the
Company

The Supervisory Committee carefully reviewed
the Company’s Financial Balancing Report
2005, the Company’'s Profit Distribution
Scheme 2005 and the Audited Financial
Reports 2005 (audited and submitted by
Deloitte Touche Tohmatsu, etc.), which the
Board of Directors arranged to submit to the
General Meeting. The Supervisory Committee
deemed that the Company’s audited Financial
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SUPERVISORY COMMITTEE (continued)

(B)

(9)

Independent Opinions of the Supervisory
Committee to the Related Matters of the
Company in the Year 2006 (continued)

3. The Implementation of the General Meeting
Resolutions

The members of the Supervisory Committee
participated in the Board of Directors Meeting
and the General Meeting without voting, the
Supervisory Committee supervised the
implementation of the General Meeting
resolutions, and deemed that the Board of
Directors could carefully carry out the General
Meeting decisions.

The Implementation of Supervisory Duties by
the Supervisory Committee

The Supervisory Committee supervised the Directors
and senior managers of the Company in accordance
with the related laws and the Articles of Association
of the Company, and deemed that the Directors
and senior managers of the Company carried out
their duties lawfully, without any act against the
related laws and regulations and the Articles of
Association of the Company or the interests of the
Company.
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INFORMATION PUBLICATION AND SUPERVISION

The Company continuously improves information
publication management and enhances the investor
communication management; the board secretaries
department of the Company is responsible for the
information publication. The Company discloses
information on an open, fair, true, accurate, complete
and timely ground and strictly in accordance with the
related disclosure requirements of relative laws and
regulations, the Article of Association of the Company
and Listing Rules, and improves the Company's
transparency. In order to improve the communication with
investors, the Company issues its Interim Report and
Annual Reports timely, provides quality services to
investing visitors and participates in investor forums, and
illustrates to the investors the Company’'s latest
development and vision through telephone meetings and
performance presentations. The Company strengthens its
supervision on connected transactions, and all connected
transactions must be reviewed by independent Directors.

The Company will perform its duties, continuously enhance
its governance structure and improve its management
strictly in accordance with related laws and regulations
of securities supervisory organizations at home and
abroad.
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TO THE SHAREHOLDERS OF
HARBIN POWER EQUIPMENT COMPANY LIMITED
goooooooobobooo

(A joint stock company established in the People’s Republic of
China with limited liability)

We have audited the consolidated financial statements of
Harbin Power Equipment Company Limited (the
“Company”) and its subsidiaries (collectively referred to
as the "Group”) set out on pages 60 to 134 which
comprise the consolidated and company balance sheets
as at 31st December, 2006, and the consolidated income
statements, the consolidated statement of changes in
equity and the consolidated cash flow statement for the
year then ended, and a summary of significant accounting
policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

The directors of the Company are responsible for the
preparation and the true and fair presentation of these
consolidated financial statements in accordance with Hong
Kong Financial Reporting Standards issued by the Hong
Kong Institute of Certified Public Accountants and the
disclosure requirements of the Hong Kong Companies
Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant
to the preparation and the true and fair presentation of
the consolidated financial statements that are free from
material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies;
and making accounting estimates that are reasonable in
the circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these
consolidated financial statement based on our audit and
to report our opinion solely to you, as a body, in
accordance with our agreed terms of engagement and
for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the
contents of this report. We conducted our audit in
accordance with Hong Kong Standards on Auditing issued
by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with
ethical requirements and plan and perform the audit to
obtain reasonable assurance as to whether the
consolidated financial statements are free from material
misstatement.
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An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected
depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud
or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s
preparation and true and fair presentation of the
consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating
the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.

OPINION

In our opinion, the consolidated financial statements give
a true and fair view of the state of affairs of the Company
and of the Group as at 31st December, 2006 and of the
Group’s profit and cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards
and have been properly prepared in accordance with the
disclosure requirements of the Hong Kong Companies
Ordinance.

YUEHUA CPA LIMITED
Certified Public Accountants
Hong Kong, 20th April, 2007

HENG KWOO SENG
Practising Certificate Number: PO1087
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Consolidated Income Statement

BZE-Z2Z2A"E+-A=1+—HBILEE For the year Ended 31st December, 2006

ETEEBURA
EEEBKA
ETEEBKBFA
HEXHKA

LEXREH

B B Al &
i 8

NEFEEEF
Ao ER:

2R A AR
DR R &

@)

BREFN-EX

Turnover

Cost of sales

Gross profit

Other income

Distribution costs
Administrative expenses
Other expenses

Finance costs

Share of results of associates
Profit before taxation

Income tax expense

Profit for the year

Attributable to:
Equity holders of the parent
Minority interests

Dividends

Earnings per share-basic

2006 2005

Kt &t AR®FT ABE®TF T
Notes Rmb’000 Rmb’000
6 29,098,016 18,464,106
(25,859,035) (16,601,017)
3,238,981 1,863,089

8 384,251 256,969
(365,340) (225,144)

(1,544,047) (1,132,538)

(25,583) (34,611)

9 (156,654) (33,767)
11,965 2,127

1,543,573 696,125

10 (272,218) (136,739)
11 1,271,355 559,386
1,024,581 464,990

246,774 94,396

1,271,355 559,386

13 77,742 60,647

14 Rmb80.4 cents

Rmb38.9 cents
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Cuwrent liabilities

b6 & ]
[ n,;'\),;

‘»\a \14'

¢ 4\)4
¢ 4\)4

Net current assets

t+1$
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oo

Total assets less current

liabilities

oo
N, 'es

4

15
16
17
18
20
21

22
23

23
17

25
21
32

26
26

24
27

27
28
25
25

25
29
30
31

2006 2005
ooooo ooooo
Rmb’000 Al 000
2,661,786 2,503,350
303,075 296,801
361,412 326,835
73,626 49,300
168,448 118,372
30,947 56,245
3,599,294 3,350,903
11,503,691 12,563,438
6,577,935 4,200,418
6,366,065 7,573,022
10,589 8,629
3,541,262 2,078,776
54,741 43,710

- 1,381,939

= 344

12,000 12,000
40,500 355,000
581,209 284,802
5,157,262 4,595,906
33,845,254 33,097,984
687,187 350,922
6,539,743 4,335,328
1,470,850 334,475
16,077,384 20,996,793
274,551 70,296
1,071 205
12,952 Z
3,000 286,000
490,976 138,271
501,117 452,180
26,058,831 26,964,470
7,786,423 6,133,514
11,385,717 9,484,417
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2006 2005
0o ooooo ooooo
N es Rmb’000 A 000
DO0O000 CAPITAL AND RESERVES
00 EETFCIRY 33 1,274,451 1,274,451
0O g ot e 3,557,016 2,610,177
DO0o00O00O0O0O00 ")'32%3‘ K .t*,"f
Boes e A4e 4,831,467 3,884,628
Dooooo N Y 947,931 640,052
Dooo TOTAL EQUITY 5,779,398 4,524,680
ooooao Non-current liabilities
0000 P b dys by o 28 1,510,798 2,220,972
D00O000D0O0O0D G b o med febs o Tad § 31 3,871,921 2,678,765
Do00Ooo0oo A a t““ b N ‘,J a® 29 223,600 60,000
5,606,319 4,959,737
11,385,717 9,484,417
|
00060001340 0000000000 e 3 gW %atfl,t,;i L oes 605 134 o4
0000000000000000000 3 & 4 3 3 ,dse ddves o ° de p34 s d
D00O000O0O0000000 Vo w0 200 A 920073 Aged 0o e el d
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Balance sheet

R-BEARF+=-HA=+—H At 31st December, 2006

RBEE
oooooooo
oooooao
oooooooo
ooooooOoo
oooooao

i

I
&

&
=

O

oooogaod
oo

ogao
ooooOo0Ooo

OoOo

O
o o e e R

OoOoOdoo

O
O
O

ooooao

ooooao
OO

O
oooo

I o |
O0OoOono
I o o |

RBAE
DooaQ
DoO0ooOoooooo

Non-currents assets
Property, plant and equipment
Prepaid lease payments
Interests in subsidiaries
Interests in associates
Available-for-sale investments

Current assets

Inventories

Trade debtors

Other debtors, deposits and
prepayments

Prepaid lease payments

Amounts due from fellow
subsidiaries

Amounts due from related
companies

Amounts due from subsidiaries

Tax recoverables

Bank deposits

Cash and cash equivalents

Current liabilities
Trade creditors

Other 0 TDO 070 05020f13d0018d accrued-47 1 1TD 1508 Tc 05490711,792

oo
Notes

15
17
19
20
21

22

17

25

25
19
30
26
26

2006 2005
AR¥ T T Oo0oooo
Rmb’000 Rmb’000
343,380 310,817
34,210 =
2,101,593 2,027,841
17,746 57,840
17,879 17,879
2,514,808 2,414,377
252,220 57,790
12,617 407,734
409,121 204,261
1,753 =

= 43,710

243 2,352
1,605,748 902,313
35,267 =
433,307 207,105
939,437 628,075
3,689,713 2,453,340
308,792 187,810
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Balance Sheet — (continued)

R-BEXRF+=-H=+—H At 31st December, 2006

B A K i
00
00

e st

FRBEME
oooo
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CAPITAL AND RESERVES
Share capital
Reserves

TOTAL EQUITY

Non-current liabilities
Deposits received
Borrowings-due after one year
Advance from holding company

oo
Notes

33
34

31
29

2006 2005
ARMFrx oOoooo
Rmb’000 Rmb’000
1,274,451 1,274,451
2,211,537 2,101,640
3,485,988 3,376,091
= 33,571
255,000 255,000
= 43,500
255,000 332,071
3,740,988 3,708,162
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Consolidated Statement of Changes in Equity

BZE-ZZXFE+=-A=1+—HBILFE For the year Ended 31st December, 2006

BRERALARBEEA RS
Attributable to equity holders of the parent
B4 EE EE ke 72k R 2 |
B RxiE ABE  AEE  MEE EERE REHEY BAERR  RRER @it
Statutory
Statutory Statutory public Investment
Share Share  capital  surplus  welfare revaluation Retained Minority
capital premium  reserve  reserve fund  reserve  profits Total interests Total

ooooo boooo ooooo ooooOo 00000 ooboobo 00000 OoOO0O 00000 OO0O00
Rmb'000  Rmb'000  Rmb’000  Rmb’000  Rmb'000  Rmb’000  Rmb'000  Rmb'000  Rmb’000  Rmb’000

gooooo At 1st January, 2005
gooo 1,189,151 788,155 709,850 113,877 121,712 - 155205 3,077,950 540,546 3,618,496
0ooooo Gain on fair value changes
ooooo of available-for-sale
investments, recognised
directly in equity - - - - - 16,101 - 16,101 5110 21,211
0oooo Profit for the year - - - - - - 464,990 464,990 94,396 559,386
gooao Shares issued 85,300 312,310 - - - - - 397,610 - 397,610
oooooo Share issue expense - (11,376) - - - - - (11,376) - (11,376)
oo Transfers - - - 79,311 76,903 - (156,214) - - -
0o Dividends - - - - - - (60,647) (60,647) - (60,647)
gooooa At 31st December, 2005 1,274,451 1,089,089 709,850 193,188 198,615 16,101 403,334 3,884,628 640,052 4,524,680
gooooaon
goooo Profit for the year - - - - - - 1,024,581 1,024,581 246,774 1,271,355
gooooo Acquisition of subsidiaries - - - - - - - - 61,105 61,105
oo Transfers - - - 300,451  (198,615) - (101,836) - - -
oo Dividends - - - - - - (77082) (77,742) - (77782)
oooocoo At 31st December, 2006
opooooo 1,274,451 1,089,089 709,850 493,639 - 16,101 1,248,337 4,831,467 947,931 5,779,398
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Consolidated Statement of Changes in Equity — (continued)

BE-_ZZXF+=-A=+—HLFE For the year Ended 31st December, 2006

oobooboboboobboobooobo
od

(1) ooood

(2) oboobooobod

(3) obooboobood

(4 O0O0OO0O0O0O0OO0OO0O

oboooboooboobooboboon

In accordance with the PRC Company Law, the profit after
taxation is applied in the following order:

(1) making up of losses;

(2) allocation to statutory surplus reserve;

(3) allocation to discretionary surplus reserve; and

(4) payment of dividends in respect of ordinary shares.

In accordance with the PRC Company Law and the
relevant Articles of Association, the Company and its
subsidiaries are required to appropriate amounts equal
to 10% and 5% to 10% respectively of their profit after
taxation as determined in accordance with the PRC
accounting standards to each of the statutory surplus
reserve and statutory public welfare fund respectively.

Statutory surplus reserve is part of shareholders’ equity
and when its balance reaches an amount equal to 50%
of the Company’s registered capital, further appropriation
needs not be made. According to the PRC Company Law,
statutory surplus reserve may be used to make up past
losses, to increase production and business operations or
to increase capital by means of conversion. However when
funds from statutory surplus reserve are converted to
capital, the funds remaining in such reserve shall amount
to not less than 25% of the registered capital.

In accordance with “Cai Qi [2006] No. 67, Notice of
accounting treatment as a result of the implementation
of the PRC Company Law”, the balance of statutory public
welfare fund at 31st December, 2005 is transferred to
the statutory surplus reserve. Further, effective from 1st
January, 2006, appropriation of the profit as reported
under the People’s Republic of China (“PRC") to the
statutory public welfare fund is no longer required.
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Consolidated Statement of Changes in Equity — (continued)

BZE-ZZXFE+=-A=1+—HBILFE For the year Ended 31st December, 2006
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oooooOobOobOooocooooon
ooocoooooooODOODODODOaD
85,032, 00000 0 0 OO OOOOO
779420000 0O DODOOODODOOOOO
OoooboocoboOooDoo

The statutory capital reserve represents the surplus arising
from the difference between the fair value of the net
assets of the principal business undertakings transferred
from Harbin Power Plant Equipment Group Corporation
("HPEGC") to the Group and the nominal value of the
State shares issued to HPEGC by the Company when the
Company was formed.

The amount of appropriation in respect of items (3) and
(4) above for any year shall be recommended by the
directors in accordance with the operational conditions
and development requirements of the Company and its
subsidiaries and shall be submitted to the shareholders in
general meeting for approval.

No dividends shall be paid by the Company and its
subsidiaries before they have made up their losses and
made allocations to the statutory surplus reserve and the
statutory public welfare fund.

Pursuant to a document issued by the Ministry of Finance
in August 1995 in respect of profit appropriations, the
amount available for distribution to shareholders is the
lesser of the amount determined in accordance with the
PRC accounting standards and the amount determined in
accordance with accounting principles generally accepted
in Hong Kong. At 31st December, 2006, the amount
available for distribution to shareholders was
Rmb85,032,000 (2005: Rmb77,942,000) representing the
retained profits of the Company prepared under
accounting principles generally accepted in Hong Kong.
As also mentioned above, the balance of statutory surplus
reserve can also be distributed to shareholders in certain
situations.
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Consohdated Cash Flow Statement

0000000000000 O0O0OO For the year ended 31st December, 2006

2006 2005
ooooo ARETFT
Rmb’000 Rmb’'000
oooa Cash flows from operating activities
B Bt A A Profit before taxation 1,543,573 696,125
HE: Adjustments for:
RERERH Allowance for bad and doubtful debts 291,820 274,600
FEGBER Allowance for inventories 113,526 38,042
ANLEEHE Release of prepaid lease payments 10,589 8,629
B 5 Amortisation of patents 11,008 5,013
NE BERIBNE Depreciation of property, plant and equipment 296,455 266,550
REMERE Depreciation of investment properties 15,640 14,869
B % 2 Finance costs 156,654 33,767
FHEURERNERER Impairment loss recognized in respect of
available-for-sale investments 5,299 2,758
EFl#AERR Impairment loss recognized in respect of patents 3,000
HHEHRERERA Dividend income from available-for-sale investments (40,594) (4,064)
REFHEURE Loss (Gain) on disposal of
(Mhzx) BB available-for-sale investments 4,196 (91,780)
RENE BERXHE Loss (Gain) on disposal of property,
BB (M) plant and equipment 508 (3,933)
ERMUTETEARLE Gain on fair value changes of derivative financial
N #FTELS e investments = (35,456)
BELEMBARIEX Loss on deemed disposal of a subsidiary 5,750 -
MBI A Interest income (178,803) (96,523)
ER TS Property, plant and equipment written off 2,584 -
B A R F Share of results of associates (11,965) (2,127)
FHEHRERE Reversal of impairment loss recognised in respect of
A o) B available-for-sale investments (343) -
A AR O B Reversal of allowance for bad and doubtful debts (5,003) -
FERBERDA Reversal of allowance for inventories (7,287) -
LEARE YN RERT Operating profit before working capital changes
Heng 2,216,607 1,106,470
FERAL (M) Decrease (Increase) in inventories 1,025,388 (4,680,790)
JFE Wi B 52 Increase in trade debtors (2,610,090) (1,987,402)
EvREEZT ek Decrease (Increase) in other debtors, deposits
BRI D (8 m) and prepayments 1,487,259 (1,695,036)
BES R KL Increase in amounts due from customers for
contract work (1,462,486) (1,064,878)
B L Bt i 1 ) IR 5 A Increase in amounts due from associates (76,606) -
J& U 5] % I /B 2 A] 3R I8 5L AN Increase in amounts due from fellow subsidiaries (11,031) (11,190)
BESRBKTEM D) Increase (Decrease) in amounts due to customers
for contract work 336,265 (257,059)
JE 55 BR 32 0 Increase in trade creditors 2,153,855 1,954,116
HinfE s Rk Bt E R & Increase in other creditors and accrued charges 718,830 72,020
EMES D () (Decrease) Increase in deposits received (5,635,462) 1,717,616
R IR A7) 3R IE 52 0 Increase in amount due to holding company 204,255 34,163
A EEE IEi' ill Increase in amounts due to shareholders 866 -
FEHH?WEQ GES:E ) Increase in amounts due to fellow subsidiaries 12,952 -
EREEHRAEE Increase (Decrease) in value added tax and
e B IR IE 0 ORl ) other taxes payable 265,614 (3,403)
BReXBMAELE REFE Cash used in operations (1,373,784) (4,815,373)
ERRE Dividends paid (77,742) (60,442)
B A5 Income tax paid (188,799) (17,564)
00000000000 Net cash used in operating activities (1,640,325) (4,893,379)
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