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Overview of the Company
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Harbin Power Equipment Company Limited (the “Company”) was
formed through the restructuring of Harbin Power Plant Equipment
Group Corporation (“HPEGC"),
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

which is the oldest large-scale

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, 2007, the share capital of the Company
comprised of 1,376,807,000 shares, of which 675,571,000 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:

e 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 combustion equipment in
the PRC: CFB, PFBC, etc.

e Hydro power equipment: hydro power sets with single unit
capacity up to 700MW

e Nuclear power main equipment: nuclear island and conventional

island equipment for nuclear power plants

e QOther products: ancillary equipment, industrial boilers, industrial
steam turbines, control devices, AC/DC motors, valves for power

stations, pressure vessels and axial compressor, etc.

e Turn-key construction of power station projects and other

engineering projects

e Contract supply of complete sets of thermal and hydro power

equipment
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e |mport and export of power equipment

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

e System R&D of complete set of power equipment

e R&D of power equipment and its ancillary equipment

e Technology transfer, technical consultation and services

e 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"

£002-900Z Hoday jenuuy paiwi] Auedwo) juswdinb3 semod uigieH H



0 04002-9002 [ E %3 EEE !

O00Oooo
Overview of the Company (continued)
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Harbin Power Plant Equipment
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Harbin Power Equipment
Company Limited (the “Company”)
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Harbin Harbin Harbin Electrical Harbin Power Harbin Power Harbin Power Harbin HE Harbin
Boiler Turbine Machinery Engineering Equipment Plant Electric Power Plant
Company Company Company Limited Company National Equipment Machinery Valve
Limited Limited (“Electrical Limited Engineering Corporation AC-DC Motor Company
(“Boiler (“Turbine Machinery (“Engineering Research (QHD) Limited Duty Limited
Company”) Company”) Company”) Company”) Centre Co., Ltd Heavy Company
Equipment

Co., Ltd
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Financial Highlights (continued)
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The summary of results, assets and liabilities of the Group for

the last five years are as follows:

jdoooooooooo
Year ended 31st December,

2007 2006
27,648,584 29,098,016
2,115,820 1,543,573
1,527,979 1,024,581
42,090,490 37,444,548
33,678,080 31,665,150
1,199,417 947,931
7,212,993 4,831,467
5.24 3.79

1.123 0.804

2005

18,464,106

696,125

464,990

36,448,887

31,924,207

640,052

3,884,628

3.05

0.389

2004

10,215,670

168,963

117,572

31,015,199

27,361,591

540,546

3,113,062

2.62

0.099

2003

5,144,246

70,336

53,471

17,513,741

138,992,527

516,189

3,005,025

2.53

0.045
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Financial Highlights (continued)
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Turnover and contribution to operating

profit by major product categories

oooooo

Main thermal power equipment

oooooo

Main hydro power equipment

oooooo

Engineering services for power stations

ooooooooao

Power equipment accessories and parts

gooooooooooono

A.C./D.C. motors and other products and services

oooooo

Profit from other activities

ooooOooooooo

Expenses not allocated to major products

gooao

Profit before tax

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company and provides

corporate management services to its subsidiaries.

0o20070120310 000
Year ended 31st December, 2007

Ooz2o0060120310000
Year ended 31st December, 2006

ooo oooag ooao gooao
Turnover Contribution to Turnover  Contribution to
operating operating

profit profit

ooooo ooooo ooooo ooooo
Rmb'ooo Rmb'ooo Rmb’'000 Rmb’'000
20,463,511 3,417,779 21,836,612 2,646,262
2,172,504 305,648 1,608,561 112,097
2,090,704 44,892 3,007,672 5,199
1,124,500 317,754 1,053,026 265,585
1,797,365 241,638 1,592,145 209,838
27,648,584 4,327,711 29,098,016 3,238,981
355,042 384,251

2,604,382 2,091,624

2,115,820 1,543,573
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Chairman’s Statement

To all shareholders,

It is my honor to present our Company’s annual report for the year
ended 31st December, 2007, and wish to take this opportunity
to express my sincerest appreciation to the concern and support
of all shareholders.

During the year 2007, the economy in China continued to grow in
a fast and steady pace. The growth rate of GDP was 11.4%. The
development of the economy procured the growth in demand
for power equipment market. As of the end of 2007, the total
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Chairman’s Statement (continued)

ooooooooODOOOOM0bObO0O0000
1.1120000HO0000D0O0.10120 0 O

oboooobOoooOoOOoOobOooood
joomoboooooboooooao
gooooo0ooOoobOoooooooo
0ooooooooooooooonoad
ooooooOoocoOOoocoOOoooOoao

ooooooooooooooOooao
oooooooooooooooooao
gobocoo0omoooODoooobod
goooobOoOooOoOoOobOoooOoo
o0o00o0OOoO0oOOoOoOCOcO0OO0Orss3d
oo0o1701712-17160 0

OO0 oO0oo0ooooooao
O 00 o0oo0oo0oo0ooao

oooodoooooooooooooooo
OooocOoO0OOoO0O0O0O0O0OO00000s5130
oo00O00oO0OO0O0O0O0O0080%0O0000
ooooD2x7o0oMwWOOOODODOOO
oo00O0Ooo0O0OO0oooilcooMwoOOO
ooooooooooooooooooao
oooooOOoocoOOoOooOooooooao
OO0O0OO0OO0APIOOOOOOOOOOOODO
ooOoooOOoooOOoooOooooooan
1x660MWO O O O 000 ODO DO O
60OOMWO EPCO DD ODOOOUODOOOO
000000000 1x 350MW 60HzO O
odooooooooocoooooooo
ood

OOo0OOo0oooooOood

oobooboOoOoO0oObOOoobOo0oo0obOoo
O0Oo00OO0OCO0OO0O000e970 000000
0000023300 0000000000O0
ooo0o000o0oOoCcoO0O0Ose30nn MmO
oooooo0OoocoOOoooOOOoocmoooo
ddoooocmooboooooooooog
ooooooomoooooooooooo

used is based on the average of the median exchange rate as
published by the People’'s Bank of China for five days preceding
11th April, 2008, i.e. RMB 1 to HK$1.112. The dividend per H
Share amounts to HK$0.1012.

The register of the members of the Company will be closed in the
period from 6th May, 2008 to 5th June, 2008, both days inclusive,
during which no transfer of shares can be registered. The final
dividend for the year 2007 will be distributed to the shareholders
who names appear on the register of members of the Company
on 6th May, 2008. Such dividend will be distributed before 1st
August, 2008. In order to qualify for the final dividend of 2007,
all duly completed transfer forms accompanied by the relevant
share certificate(s) must be lodged with the Company’'s Hong
Kong registrars, Hong Kong Registrars Limited at Shops 1712-16,
17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai,
Hong Kong, not later than 4:30 p.m. on Monday, 5 May 2008.

In the year of 2007, the Company devoted further efforts in sales
and marketing. The development of the international market also
produced outstanding results. The new-receiving contracts for
the year amounted to Rmb513 billion, representing an increase
of 80% over last year. A number of contacts with significance
were signed: 2 x 700MW hydro power turbine generator units
for the underground power station of the Three Gorges, and the
world's first ultra super critical 1000MW air cooling steam turbine
and generator units for Shanxi Dingshang. Through signing the
conventional island contract for the Sanmen Nuclear Project in
Zhejiang Province, the Company obtained the order for the world's
first third generation 1,000MW class AP1000 conventional nuclear
island project. There was further breakthrough in the development
of international market. Contract was entered with PAITON in
Indonesia for 1x660 MW coal-fired power plant, which achieved
the initial export of 600MW class EPC generator units in whole
set. Supply contract on generator units and equipments in whole
set was signed withd O O O in Brazil about 1x350MW®60Hz for
three main generator units, which marked our successful entry
in emerging market such as Americas.

The Company continued to improve its technology innovation
system, and implemented its technology leading strategies in full
force. During the year, a total of Rmb697 million was invested
and completed 233 items of R&D, among which the projects
under State 863 Plan, namely the “research and application in
ultra super critical coal fired power technologies” was awarded
Class 1 Technology Advancement Award of the State; and the
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Chairman’s Statement (continued)
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“research and equipment research and manufacturing for the
critical technologies in large-scale direct air cooling turbines” was
awarded Class 2 Technology Advancement Award of the State. By
leveraging on the two third generation 1,000MW class nuclear
power homemade projects at Sanmen and Haiyang, the Company
introduced nuclear island from Westinghouse Electric in United
States and the manufacturing technologies for conventional island
from Mitsubishi of Japan, the sources of technologies for the
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In 2008, China will continue to call on a "healthy and fast”
development in national economy. it is expected that the newly
added installed capacity for the power generation equipment
market will be 8000-90 Mkv. With the conflict in the demand
and supply of power moving towards its equilibrium, the speed
of growth in market demand will slow down. The demand for
power generation equipment will develop fast towards new
energy sources represented by nuclear power. Demand from
international market will remain strong.

As to Harbin Power, throughout these years of development, its
production capabilities and types of product increased significantly.
Technology standards of its products have advanced to a new
higher level, which will allow the satisfaction of product demand
from different customers. At the same time, the Company is also
faced with the adverse impact from factors such as increasingly
keen market competition in the PRC and overseas, surge in prices
of raw materials and tight lead time for provision of supplies,
which will bring new challenges to the Company.

The Company will position itself with the missions of enhancing
economic efficiency and sustainable development, to place
emphasis in the development of new hi-tech products such as
nuclear power, pumped large storage units and IGCC, alongside
with leverage on high capacity, high parameter, environmentally
friendly thermal power generation units. With a focus externally
in marketing and internally in management, we will complete all
tasks in 2008, and use our best endeavours to become China's
best and the world's first class power generation equipment
enterprise.

We shall be further determined and enthusiastic to capitalize on
the development opportunities to improve our results and bring
better return to every shareholder.

Chairman
Gong Jing-kun
Harbin, the People's Republic of China, 11th April, 2008
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Management Discussion and Analysis
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MACRO-ECONOMY & INDUSTRY DEVELOPMENT

In the year of 2007, China economy continued to develop steadily
and rapidly, with a 11.4 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 3,245.8 billion KW/h, an increase of
14.42 per cent over last year. National power generation amounted
to 3,255.9 billion KW/h, an increase of 14.44 per cent over last
year. The new approved start-up projects reached 100.09MW,
while the total capacity surpassed 700,000MW to 713,290MW,
an increase of 14.36 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 2007, the new-receiving contracts of the Group
have already amounted to Rmb51.3 billion, an increase of
80% compared to Rmb28.5 billion in 2006, among which the
thermal power equipments contracts have reached Rmb35.8
billion, and for hydro power equipments is Rmb3.6 billion, and
Rmb7.0 billion for engineering services, Rmb1.0 billion for gas
turbines and Rmb3.9 billion for others. By fully leveraging on the
effects derived from the two sources, namely the comparative
advantages of the Company as a whole and its fellow entities,
the Company expanded in domestic and international market at
the same time. Efforts were devoted to coordinate on hi-tech
products that comply with energy development policies of the
State and emphasis was placed to traditional products with
good efficiency and great market demand. In responding to the
demand from the market and the customers, the Company fully
capitalized on its overall comparative advantages, and placed
emphasis to enhance economic efficiency. The market share for
traditional products was consolidated, and the development of
hi-tech products and environmental friendly products such as
ultra super critical products, hydropower main equipment, heavy
duty gas turbines and nuclear power products was accelerated
for the creation of a new era for business development. As of
the end of 2007, the contracts on hand of the Group amounted
to Rmb849 million.
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In the thermal power front: The Company achieved ingenious results
in the development for the main equipment market. Its share in
the market increased over that of the previous year. The Company
had consolidated its leading position in the conventional thermal
power market, and laid good foundation for steady enhancement
of the economic benefit to the Company. On the other hand,
the Company also placed endeavours in long-term development.
Emphasis was given to develop the market of hi-tech products that
comply with the energy development policies. Supply contracts
were signed with Huaneng Ruijing for the first set of super
critical 350MW boiler, generator and main power equipment, with
Huadian Zhenghong and Tangzhai for the 600MW super critical
“W" fire boiler, with Huaneng for 9 x 670MW the first super
critical tower brown coal boiler, and with Daitang International
Shanxi Dingshang for the world's first ultra super critical T000MW
air cooling steam turbine and generator units which symbolise
a new era of hi-tech development for the Company. The award
of 2x330MW de-sulfur island by China Resources Jinneng and
the 2x1000MW deNox project of Huadian Wuhu and Huaneng
Jinning marked the progresses achieved by the Company in
environmental friendly businesses. The Company obtained the
supply contract of 2 9F class gas turbines and combined circle
units from Zhongshan Jiaming, and maintained nearly 50% share

of market for major gas turbines in the PRC.

In the hydro power front: Upon the excellent performance achieved
by the generator units in the right shore of the Three Gorges, the
Group also signed contract for 2 x 700MW hydro power turbine
generator units for the underground power station of the Three
Gorges. The Group also won several major hydro power projects,
such as the contract for 6 x 650MW hydro power turbine generator
units of Yuzhido power station and 4 x 600MW generator units
of Guandi power station in Sichuan. The Company continued to
maintain its leading edge in the major hydro power equipment
market in China, and signed international hydro power project
contracts. These contracts included 2x110MW with OO OO in
Vietnam and 3x90MW with OO 0O in Indonesia.
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Management Discussion and Analysis (continued)
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In the Nuclear Power front: Through signing the conventional
island contract for the Sanmen Nuclear Project in Zhejiang
Province, the Company obtained the order for the world's first
third generation 1,000MW class nuclear power AP1000 gas turbine
generator units, and also signed the 1,000MW class gas turbine
generator units equipment contract for Haiyang Nuclear Power
project of Shangdong Nuclear Power Co., Ltd. The obtaining of
these contracts marked the profound results achieved in the
development of new model of power generation equipment

represented by nuclear power.

In the international market and general contract for power plant
engineering field: the company refined plans for the development
of international market and sales and marketing strategies.
Whilst proactively developing for the EPC project, the Company
also drove the increase in exports of main generator equipment.
Contracts were entered with PAITON in Indonesia for 1x660 MW
coal-fired power plant, the contracting of Phase 2 project for Cam
pha in Vietnam, the supply of 2x600MW main generator units
island to MAHAN and SALAYA in India, 3x600MW pit-mount
thermal power project at HONGSA in Laos, 4x600MW super
critical boiler for 0 0 O O in India. Apart from consolidating the
traditional markets in South-east Asia and Africa, the Company
also devoted efforts to develop international market in Russia and
the America. Supply contracts on generator units and equipments
were obtained from O 0 0O O in Brazil about 1x350MW60Hz for
three main generator units, and from 0 0O 0O 0O 2x300MW 60Hz in
Brazil for thermal power project. Export contracts newly signed

amounted to Rmb9,000 million.
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PRODUCTS AND SERVICES

With the mission to fully fulfill the contracts and satisfy the
needs of customers, the Company enhanced the integration of
customer services in 2007 Tracking service is effected from the
time the contract becomes effective until 168 hours after trial
operation commenced. Customer service work is thus extended
from the coordination within the enterprise to solving critical
issues on-site. The production assignment for the year was
completed with excellence efficiently. Output of power generation
equipment first exceeded 30 MW. A number of challenging key
projects were completed successfully. The 700MW major air
cooling hydro power turbine generator unit in the right shore of
the Three Gorges, which is the first generator of in the PRC with
proprietary intellectual property rights and of high international
standard, successfully commenced operation. The 1000MW ultra
super critical generator unit for State Power Company in Taizhou
duly commenced operation and generated power. The 600MW
ultra super critical project for Huaneng Yingkou and the 600MW
ultra super critical project of China Power Investment Fushan,
both of which are the first in the PRC, successfully commenced
operation. With the successful commencement of operation
for the deNox project in Gucheng and the commencement of
construction for the del-Nox project in Xuancheng established
the good image of the Company in the environmental protection
market. The manufacturing of two steam generator units for
Nuclear Power C2 Project in proceeded according to the plans.
The qualities in the products manufactured were widely recognized
by the owners as well as the experts, which had enhanced the
strategic position of the Company in nuclear power aspect. The
export projects ran smoothly as planned.
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The total output for the year was up to 31,257.45MW (in terms of
steam turbine generator units and hydro power turbine generator
units), representing an increase of 15.57 per cent compared with
that of last year. Among which, 60 units of utility boiler with
total capacity of 24,985MW, an increase of 17.05 per cent over
last year; 76 steam turbines for power plant with total capacity
of 24,260MW, an increase of 20.71 per cent over last year and
64 turbine generator units with total capacity of 25,227MW, an
increase of 7.49 per cent over last year; 40 units of hydro power
turbo-generator units with total capacity of 6,030.45 MW, an
increase of 68.64 per cent over last year; 2 units of gas turbines
with total capacity of 511.20MW, a decrease of 50% over last

year.

Faced with the high work load for its production assignments, the
Company devoted additional efforts and applied process control as

the core of its project management work. Through administration
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R&D AND TECHNOLOGY INTRODUCTION

In the year 2007, the Group invested a total of Rmb697 million
and completed 233 items of R&D, among which the outstanding
ones have obtained provincial or ministerial awards. Taking into
account needs from the market, the Company favourably achieved
improvement in its core competitiveness through technological
advancement and innovation, as well as introduction and absorption

of technologies.

Proprietary technology innovation achieved new results. First
350MW and 660MW super critical brown coal boiler and first
multi-co generation 135MWCFB boiler were proprietarily researched
and developed in the PRC. The 660MW super critical tower brown
coal boiler proprietarily researched and developed for Jiutai power
plant of Huaneng occupied leading position in the international
market. The 600MW super critical “W" fire boiler proprietarily
researched and developed for Zhenhong power plant of Huadian
filled the absence of same product in the PRC. New models for
660MW and 1000MW super critical air cooling generator units
proprietarily researched and developed were products leading in
the category no matter within and outside the PRC. The design for
new products, such as two cylinder cooling has turbine generator
units, which will have good prospects and competitiveness in
the market, had achieved breakthrough results in corresponding
phase. Various technological indicators of the 150MW pumped
storage units at Baishan proprietarily innovated and completed
had achieved advanced standards for similar products in the
international market.

The progresses on technology introduction and absorption had
been smooth. According to the strategies for nuclear power
development of the State, the Company is designated as the
contracting unit for the third generation 1,000MW class AP1000
nuclear island main equipment steam generator and main pump
generator. Moreover, by leveraging on local projects at Sanmen
and Haiyang, the Company introduced relevant technologies
from Westinghouse Electric in United States, every aspects
of work have been proceeding smoothly at present. Each of
the technology transfer agreement to be introduced as the

technologies for Nuclear Power AP1000 Conventional Island has
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been entered into with Mitsubishi in Japan at the beginning of
2008. The introduction of core technologies about 1000MW ultra
super critical turbine generator from Toshiba in Japan has been
proceeding steadily. Most of the works for introducing 300MW
class pump storage units from Alstorm Corporation in France
were completed, and were successfully applied in the product
development. The 9FA class gas turbines and combined circle
units introduced from General Electric of United States had a
homemade proportion of over 90.%. The super critical and ultra
super critical generator units of 600MW introduced from overseas

were entirely homemade.

Efforts devoted to establish technological innovative system.
In order to enhance capabilities in proprietary innovation to the
fullest extent, on the basis of fully leveraging on existing research
and development systems, the functions of the research and
development system will be continuously perfected and further
expanded. With a focus in perfecting the quality assurance
system, the awareness to quality will be strengthened so as to
enhance the quality of assurance standard. Quality supervision
and auditing will be tightened over the fellow enterprise. Issues
are promptly rectified upon discovery, which effectively enhanced

the operation level of the quality assurance system.

PROFIT

In the year of 2007, the net profit of the Group was Rmb1,527.98
million, an increase of 49.13 per cent compared to the last year;
the earnings per share was Rmb1.12, an increase of Rmb0.32
compared to the corresponding period of last year; the net asset
as at the end of the period was Rmb7,212.99 million, an increase
of Rmb2,381.53 million compared to the beginning of the year;
the net asset per share was Rmb5.24, an increase of Rmb1.45

compared to the beginning of the year.

During the period, the growth in the profit of the Group was due

to the increase in profit margin.

DIVIDEND

A dividend of Rmb0.091 per share for the year of 2007 (2006:
Rmb0.090 per share) was proposed by the Board of Directors.
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TURNOVER

In 2007, the Group recorded turnover of main business activities
of Rmb27,648.58 million, a decrease of 4.98 per cent compared
to the last year. In particular, turnover of the thermal power
main equipment was Rmb20,463.51 million, a decrease of
6.29 per cent over last year, representing 74.01 per cent of the
turnover of main business activities. Turnover of hydropower
main equipment was Rmb2,172.50 million, an increase 35.06 per
cent over last year, representing 7.86 per cent of the turnover
of main business activities. Turnover of power plant engineering
services project was Rmb2,090.70 million, a decrease of 30.49
per cent compared to last year, representing 7.56 per cent of
the turnover of main business activities. Turnover of power plant
accessories and parts was Rmb1,124.50 million, an increase of
6.79 per cent over last year, representing 4.07 per cent of the
turnover of main business activities. Turnover of AC/DC motors
and other products and services was Rmb1,797.37 million, an
increase of 12.89 per cent over last year, representing 6.50 per

cent of the turnover of main business activities.

The main reason for the decrease in turnover was the fall in the
turnover of thermal power main equipment and the turnover of

power plant engineering services.

During the period under review, the export sales of the Group (which
was mainly in Asia and in Africa) amounted to Rmb2,157.07 million,
a decrease of Rmb1,386.98 million over last year, representing
7.80 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 Rmb23,320.87 million, a decrease of 9.82 per
cent as compared to last year. The decrease was attributable to
the fall in the turnover of main business activities and effective
measures adopted by the Group to control cost expenditures.

GROSS PROFIT AND PROFIT MARGIN

During the period under review, the gross profit from main
business activities of the Group was Rmb4,327.71 million, an
increase of 33.61 per cent as compared to last year. The profit
margin was 15.65 per cent, an increase of 4.52 percentage
points over last year.
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Rmb285 million and Rmb100 million were invested in the
manufacturing and construction of nuclear power main pump
generator and nuclear power plant valve, and Rmb31 million and
Rmb12 million were utilized in the year 2007. It is planned that
the Group will be equipped with the capability in the production

of nuclear power pump generator before May 2009.

A total of Rmb182 million was invested in the homemade project
for large-scale pumped storage unit, and Rmb72 million were
utilized in 2007. The project will complete and commence operation
by 2008. A capacity of 800MW per annum will be formed by the

pumped storage unit.

A total of Rmb248 million was invested for the technology
improvement projects of large-scale gas turbine generator units,
and Rmb77 million were utilized in 2007. The project will complete
and commence operation by 2008. A production capacity of all parts
of 6 -8 gas turbine generator units apart from high temperature

plate, burning room and spraying nozzle was formed.

EXPOSURETO FLUCTUATIONS IN EXCHANGE RATES AND
RELATED HEDGES

The Group has certain amount of deposits that are in foreign
currencies. As at 31st December 2007, the amount of the Group's
deposits in foreign currencies was approximately Rmb1,889.73
million. Export and foreign currencies settled businesses exposed

the Group to exchange risk.

UTILIZATION OF LISTING PROCEEDS

In the year 2007, the Group has utilized a total of Rmb350 million
from its listing proceeds for Workshop Base Construction project

and other projects.

For the year ended 31st December 2007, the Group has utilized
a total of Rmb1.795 billion from its H share listing proceeds, and
the remaining balance of listing proceeds of Rmb835 million were
deposited with the bank, and will be used in the second stage
of Workshop Base Construction project and other technology

renovation projects.

£002-900Z Hoday jenuuy paiwi] Auedwo) juswdinb3 semod uigieH H



00£002-9002 [2\7 ¥ B &) SH &) X2 (C (BB Sn E

OO0O000000Oooo
Management Discussion and Analysis (continued)

oooog

20070302000 00000HO0COOOO
0O0HO10,235.5600000000010.000
coooOOoOoCcCocOoloooooooooo
O00001,0235000000000000
O000OHOOOOOOOOOOOOOOO
oobooobOooooOooboooobooo
000000000000 O0OO00D0O137680.6
oooocooooOoOo0ovo,123.60 000
50.93%0 HO 6755710 0 0 049.07%0

oooog

g2o007012031000C0cOOOCOOOO
18,41M000000010920000000
dodoodoooOooOoCocoooooooooo
ooooooooODOoOOOOoOOoOoOooooo
oooooooOooOoOoOOOOOOCOOOOO
ooooOooOoOoOOoOOoOCocOoOOOOObOCOOoOO
oooooooOOoOOoOOoOOoOoDOoOODbObODOooOOo
ocooooOooooo

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 2007, the Group had a workforce of 18,411
employees, and the total remuneration was approximately
Rmb1.092 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 2008, China will continue to call on a "healthy and fast”
development in national economy. The State will adopt sound
financial policies and tighten monetary policies. The adjustment in
the macro-economic policies of the State will provide unprecedented
opportunities as well as stringent challenges to the development
of the Company. Pursuant the State's economic development
plans, it is expected that the newly added installed capacity in
2008 will be 8000-90 Mkv. The total installed capacity in China
will exceed 900 Mkv by 2010. There will be a certain period of
time that the power generation equipment market in China will
experience a relatively high level of demand. Optimization in power
source structure is an important direction for the development
of power industry of the State. The market demand for power
generation equipment arising therefrom will continue to result
in the development of hi-tech products of high capacity, high
parameter, environmentally friendly and renewable aspects. Hi-
tech products will gradually be applied to replace conventional
power generation equipment and become the attention of
market competition in future. The Company will have to handle
properly the apparent conflicts arising between the growth in
production with addition of new products and existing production
capacity, addition of new generation units with surge in price of
raw materials and increase in efficiency, adjustment in macro-
economic policies and arranging production scientifically and
rationally, change in market demand and product development
with market development capabilities. 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 2008:

1. Push the development of nuclear power

The Company must firmly capture the golden opportunities
arising from pushing of development in nuclear construction by
the State, and use the introduction of AP1000 nuclear power
technology and cooperation manufacturing as the stepping
stone, and endeavour in the development of nuclear power
products and market. Advanced technologies will be introduced

from aboard and absorbed by the Company, after which will
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be applied in innovation. The development of nuclear power
business will align with the enhancement of the Company's
standard in technology development, production capacity
and management standard, which will in turn fully enhance
the core competitiveness of the Company. The development
of nuclear power business by the Company in the coming
three to five years will be planned seriously. The Company
will improve the organization structure for the development
of nuclear power, the sound development of system for
nuclear power products, and the overall strategy deployment
in the production entities. An organization structure for the
development of nuclear power with overall competitive edge,
clear distinction on internal division of labour and scientifically
efficient will be constituted, so as to ensure the effective
operation of the nuclear power quality assurance system.
The Company will complete the nuclear power projects on
hand timely and ensure the quality of the projects, as well as
make the nuclear power projects on hand genuine exhibits.
The construction of nuclear power production assurance
conditions and the process of infrastructure facilities will be
accelerated, so as to lay a new foundation for the nuclear

power market to achieve new breakthrough.

. Arrange production scientifically and rationally so as to

fully satisfy requirements of customers

Planning for the adjustment and capacity equilibrium will
be better made, so as to optimize the production entities
within and outside the Company. Advanced craftsmanship and
processing means will be adopted proactively, so as to improve
the process flow among the production entities on an ongoing
basis. Potential resources available within the Company will
be adequately explored, so as to form an organic body by
different segments linking up the entire production process.
This will in turn comprehensively enhance the production
efficiency of labour. Considerable emphasis will be placed
on the integration of external production resources, so as to
establish sound synergy with the public that can effectively
serve our management system. More efforts will be devoted
to assess the qualification of contractors, strengthen planning,
quality and progresses of contracting. The supply for the special
materials for the manufacturing of power generation equipment

is becoming tense, which has restricted the production and
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