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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"), 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, 2005, 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 combustion equipment in
the PRC: CFB, PFBC, etc.

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

. Nuclear power main equipment: nuclear island and
conventional island equipment for nuclear power plants

. Other products: ancillary equipment, industrial boilers,
industrial steam turbines, control devices, AC/DC motors,
valves for power stations, pressure vessels and axial
compressor, etc.

. Turn-key construction of power station projects and other
engineering projects

. 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
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Overview of the Company — (continued)
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] 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)
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Corporate Structure and Main Business Line
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Financial Highlights — (continued)
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Financial Highlights — (continued)

do0DO0O00DOoooooDbDOoOoDDOoon The summary of results, assets and liabilities of the Group for the
last five years are as follows:

BE+t-A=+t—-BLFE

Unit Vg dad 31 ghce 0ar,

oo 2005 2004 2003 2002 2001
oo ooooo 11,464,106 10,215,670 5,144,246 3,821,280 2,860,696
Turnover Rmb’000
ooooao ooooo 6.6,125 168,963 70,336 53,279 36,332
Profit before tax Rmb'000
goooao ooooo 464, _0 117,572 53,471 37,691 21,768
Net profit for the year Rmb’000
oooo ooooo 36,44*,117 31,015,199 17,513,741 10,605,175 9,857,509
Total assets Rmb’000
oooo ooooo 31, 24,207 27,361,591 13,992,527 7,146,537 6,908,916
Total liabilities Rmb’000
gooooo ooooo 640,052 540,546 516,189 499,949 21,649
Minority interests Rmb’000
oooo ooooo 3,“4,621 3,113,062 3,005,025 2,958,689 2,926,944
Shareholders’ fund Rmb’000
ooooao oooo 3.05 2.62 2.53 2.49 2.46
Net assets per share Rmb
oooo oooo 0.31, 0.099 0.045 0.032 0.018
Earnings per share Rmb
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Financial Highlights — (continued)
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Main thermal power equipment
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Main hydro power equipment
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Engineering services for power stations
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Power equipment accessories and parts
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A.C./D.C. motors and other products and services

gooooo
Profit from other activities

00000oDooooo
Expenses not allocated to major products

gooao
Profit before tax

>

The Company acts as an investment holding company and
provides corporate management services to its subsidiaries.
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Chairman’s Statement
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EBRUEEL
Mr. Geng Lei, Chairman

To all shareholders:

| am pleased to present the annual report of Harbin Power
Equipment Co., Ltd (the Company) for the year ended
31st December 2005. On behalf of the Company, | would
like to extend my gratitude to our shareholders.

2005 is an important year in the Company’s developing
history. With the support of the implementation of
Scientific Concept of Development, great market demand,
effective implementation of the company’s developing
strategy and hard working of all the Company's
employees, the Company’s business has improved rapidly
and has further increases its leading competitive capability.

For the year ended 31st December 2005, the Company
recorded consolidated profit after taxation and minority
interest of Rmb464.99 million, representing an increase
of 295.5% over last year; earnings per share was Rmb0.39
Yuan (basic). Turnover was Rmb18,464.11 million,
representing an increase of 80.7% over last year. The
Company has actually reached the highest result since
inception. (Pls see details in the section “Management
Discussion and Analysis”).
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Chairman’s Statement — (continued)
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The Board of Directors recommends a final dividend of
Rmb77.74 million from the profit of the year available
for distribution. The final dividend was Rmb0.061 Yuan
per share. Dividend of shareholders for H shares will be
paid in Hong Kong dollars, the exchange rate used, this
is HK$1 = Rmb1.0329, is based on average closing rate
of the People’s Bank of China during the calendar week
proceeding the date of recommending final dividend. The
final dividend for every H share will be HK$0.0591. On or
before the day of 16th August 2006, the dividend will be
distributed to shareholders who have registered on the
shareholders’ list by the day of 16th May 2006.

During the review period, the officially signed contract
value is amounted to Rmb18.4 billion, adding up the total
value of contracts on hand to Rmb69 billion. On the
market exploitation front, the Company paid close
attention to the high-tech market, which represents the
direction of our product development. The winning
contracts of Jiangsu Taizhou 1000MW class ultra super
critical unit project, Beijing Taiyanggong gas turbine
Olympics project, the second stage of extension of
Qinshan nuclear power plant moisture separator reheater
project, Xuancheng 600MW thermal power unit
Desulphurization Island project and Gucheng 300MW
thermal power unit Desulphurization Island project, kept
the Company in the leading position in such high-tech
market as gas turbine and ultra super critical products,
and laid a foundation for the Company’s development in
the fields of nuclear power and environment protection
products.
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Chairman’s Statement — (continued)
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The Company has made a significant progress in the
strategy of technology advancement. The Company
pursued the technology development strategy by
combining re-innovation and independent development on
the basis of technology introduction and absorption. In
particular, the self-developed Goupitan hydraulic turbine
model runner has passed the test of EPFL-LMH, CH-1015
laboratory, Switzerland, with the highest efficiency up to
95.17%, of which has reached the leading international
standard; the manufacturing of large scale air-cooling
generating unit and ultra super critical unit has been
successfully carried on, reflecting the Company’s capability
in heavy duty product designing and manufacturing has
come up to the most advanced world standard; the
technology introduction and development for
manufacturing 600MW, 1000MW class ultra super critical
steam turbine and turbine-generator and power plant
boiler has been progressing smoothly.

In the year of 2005, the output of each productive
subsidiary exceeded 20,000MW, recording its highest level
ever. With the support of the effective implementation of
producing organization system and the continuing
improvement of social cooperation system, the Company
has successfully achieved the annual production target,
and thus fulfills its commitment to the customers and
maintains the Company’s good reputation.

On the basis of the authorization of the annual general
meeting and the resolution of the board of directors, the
Company further issued 85.3 million H shares and raised
the net proceeds of HK$370 million, to fund the second
stage of Qinhuangdao Seaside Workshop Construction
Project. After the placing, the Company’s share price saw
a continuous increase, I'm here to give my sincere
acknowledgement and thanks to shareholders for their
trust and support.

Given that the domestic macro environment is still
positive, with full contracts on hand, we will seek to
accelerate the mechanism and system renovation and to
further increase the Company's leading competitive
capability with implementation of technology
advancement, international development, system
renovation, management renovation and strategy of
regarding human resource as the core of the Company’s
development in 2006.
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Chairman’s Statement — (continued)
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The Company will seek to strengthen the organization in
a more scientific way and to develop an effective and
practical solution for the production process; to improve
the cooperation among its subsidiaries and branches and
to allocate the interior resources scientifically, so as to
realize further synergies and improve competitive
capability; to learn the procedure and manner of supplier
selection from famous multinational corporations, to
conduct scientific management on the supply chain and
make full use of the social resources to accelerate and
reform modernization process and socialization of
production organization system; strengthen the
cooperation and technology exchange with domestic
scientific research institutes and universities; speed up its
step on the absorption of introduced technology, so as
to fully improve the Company’s capability of independent
development and innovation through external personnel
and technical edge; carry out business process
reorganization and organization structure adjustment
review through pursuing new develop opportunities,
reinforcing understanding on the market's demand for
our internal mechanism and system, to laid a foundation
for further innovation.

| believe that the Company will grasp develop opportunity
and make much more outstanding achievement in the
work of 2006, and to reward our shareholders for their
trust and support.

Chairman
Geng Lei

Harbin, the People’s Republic of China, 14th April 2006
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DIRECTORS
Executive directors

Mr. Geng Lei, 58, senior economist and with a master
degree, secretary of the Communist Party Committee and
chairman of the Company and HPEGC. Mr. Geng joined
HPEGC in 1968, later studied in Management Institute of
Harbin Institute of Technology and got the master degree.
Mr. Geng has been director of the Communist Party
Committee Office and secretary of the Communist Party
Committee of former Boiler Works of the Company. He
began to act as the executive director of the Company,
chairman and general manager of the Boiler Company of
the Group and deputy general manager of the Company
in October 1994. He has been the secretary of the
Communist Party Committee and vice chairman of HPEGC
since August 1997 and in October 1997, he was appointed
as vice chairman of the Company. He began to act as
chairman of HPEGC in November 1999 and in January
2000, he was appointed as chairman of the Company.
Mr. Geng was appointed by Harbin Institute of Technology
as a visiting professor.

Mr. Gong Jing-kun, 47, senior engineer and with a
master degree, now vice chairman and general manager
of HPEGC and vice chairman of the Company. Mr. Gong
graduated from Shenyang Institute of Machinery and
Electronics in 1982 and joined 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 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.
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Mr. Zhao Ke-fei, 49, senior economist and with a master
degree, now vice chairman and general manager of the
Company and vice chairman 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 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.

Mr. Duan Hong-yi, 42, 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 share-
holding 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.
From March 2002 to January 2003, Mr. Duan studied at
Young Cadre Training Class of CPC Centraln School.
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Mr. Shang Zhong-fu, 44, 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 HPEGE 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, 43, 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 2002.
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Non-executive directors

Mr. Li Gen-shen, 75, senior engineer. Dr. Li graduated
from Shanghai Communication University in 1951,
majoring in mechanical engineering. Between 1952 and
1956, Dr. Li was engaged in the research of acro-
thermodynamics of turbo-machinery in the Moscow
Institute of Power Technology in the former Soviet Union,
and was awarded a doctor degree. In the same year, Dr.
Li joined in HPEGC and was assistant chief designer of
former Turbine Works of the Group. In 1962, he was
transferred to the Research Center No. 3 of the Research
Institute No. 7 of the State Defense Department and acted
as deputy director, director and chief engineer. Since
1985, Dr. Li has been the deputy secretary of Heilongjiang
Provincial Party Committee, first secretary of Harbin
Municipal Party Committee, a member of the Party Central
Committee, and deputy head of Heilongjiang Provincial
People’s Congress. He began to act as chairman of HPEGC
and the Company from 1994 to 1997, and the non-
executive director of the Company in September 1997.

Mr. Liang Wei-yan, 76, an academic of the Chinese
Academy of Engineering and senior engineer. Mr. Liang
graduated from Tianjing Beiyang University in 1951,
majoring in electrical engineering, and joined in HPEGC
in the same year. He was deputy workshop manager,
assistant chief technician and head of Technical Process
Department, vice factory director and chief engineer of
former Electric Machinery Works of the Group. In 1988,
Mr. Liang acted as the chief engineer of HPEGC, and since
1992 he has been executive director and director of the
Consultative Committee of HPEGC, council member of PRC
Society of Electrical Engineering and PRC Society of
Electrical Engineering Technology and vice director of the
Three Gorges Project Equipment Office under former
Ministry of Machinery. He was appointed as the non-
executive director of the Company since 1994.




Dooddobodddooot
Directors, Supervisors and Senior Management — (continued)

ooood

oooooobcorz7z2000o0o0coooon
gboboooboooobooobooobobooboo
gbooboobooooobooobboobobo
gbbooooboobooooobooooboao
oooooocoooobooboboooon
oobooobooooboooooooan
gobooooboooboooobcooon
gbooooboboooboooooobobo
gbooobobobooobooboobbobbo
gboboooboobobooobooboo
oooooo

ooooooooy7eOobOOODODODOOOO

oooooooobooooboooooo

ooooooooobobooobooooooo

oooooooboboobooooooo

oooooooooooboooooooo

oooobooooooooboobood
ooooobooobobooboooooooo

gooooooooboboooooooooo

ooobooooooobooooboog
ooooboDooooooboooooon

Independent directors

Mr. Zhou Dao-jun, 72, 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 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.

Mr. Du Xing-you, 76, senior engineer and secretary-
general of the China Society of Electrical Engineering,
vice chairman of the PRC Society of Engineering Dynamics.
Mr. Du graduated from Shanghai Tongji University in
1952, majoring in electrical machinery studies. He was
the chief engineer of Xuzhou Jiawang Power Plant and
chief engineer of Xuzhou Electricity Bureau. In 1978, Mr.
Du was appointed as the director and chief engineer of
Technology Division of the Ministry of Hydraulic Power.
He was appointed as the director of Technology Division
under the Ministry of Energy in 1988. In 1991, he began
to act as the council member of the PRC Electricity
Enterprises Association and secretary-general of the PRC
Society of Electrical Engineering. Mr. Du was appointed
as the independent director of the Company in 1997.
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Ms. Ding Xue-mei, 46, doctor degree and professor, now
deputy executive director of Graduate Student College 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
Student College and deputy director of Graduate Student
College. She was appointed as the executive deputy
director in 1998. Dr. Ding is now the executive chairman
of Joint Conference for Directors of Graduate Student
College of China and vice chairman of Harbin Science &
Technology Association.

SUPERVISORS
Supervisors representing shareholders

Mr. Lang En-qi, 59, senior engineer, director and
assistant secretary of the Communist Party Committee and
secretary of the Disciplinary Committee of HPEGC,
chairman of the Supervisory Committee, assistant 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. 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 began to act as the managing deputy general manager
of the Turbine Company of the Group in December 1995.
In November 1999, he was appointed as 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, vice 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 2000, he was appointed as vice director of
enterprise management and development department.

Supervisors representing staff and workers

Mr. Hu Chang-fu, 44, senior accountant and with a junior
college degree, now director of auditing department of
the Turbine Company of the Group. Mr. Hu joined in
HPEGC in 1985, worked for the accounting department
in former Turbine Works of the Group. He has been
secretary of general administration office, head of
planning section under the accounting and planning
department of HTC Industrial Development Company and
vice director of the auditing department of the Turbine
Company of the Group. He was appointed as director of
the auditing department in 1997.

Ms. Lu Chun-lian, 46, senior accountant and with a
bachelor degree, now shareholders-delegating supervisor
of the Company and head of coil factory of the Electric
Machinery Company of the Company. 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 factory in the Electric
Machinery Company.
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Independent supervisors

Mr. Li Zhen-hua, 45, senior auditor and with a bachelor
degree, registered accountant and registered asset
valuator, now chairman of Harbin Zhongsheng Accountant
Office and Zhongsheng Asset Evaluation Company Limited.
Mr. Li joined in work in 1977, he has been a office stall
and deputy director of Harbin Audit Bureau and director
of Harbin Auditing Affairs Institute. Mr. Li is now the
standing director of Registered Accountant Association
of Heilongjiang Province and a member of Society of
Auditor of China.

SENIOR MANAGERS

Mr. Yao Jin-long, 59, professor senior engineer and now
deputy general manager of the Company. Mr. Yao
graduated from Hefei Industrial University in 1968,
majoring in mechanical manufacturing, and joined in
HPEGC in the same year. He was technician, vice director
of personnel department and assistant factory director of
former Boiler Works of the Group. In 1994, Mr. Yao was
appointed as general manager of HBC Industrial
Development Company of the Group. Since December
1995, he began to act as deputy general manger and
managing deputy general manager of the Boiler Company
of the Group, and in November 1999, was appointed as
deputy general manager of the Company.
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O0Q0o0ooooo044000000000oo Mr. Zhang Hai-quang, 44, senior engineer and master
oooopoooooooooooooo of business administration, now deputy general manager
ooooooooooooooooooo of the Company. Mr. Zhang graduated from Harbin
000000oD0oooooooDoooOo Institute of Electrical Engineering in 1984, and joined in
ooOopooooooooooooooog HPEGC in the same year. He has been engineer of the
oooo0oooooooooooooog enginery repairing workshop, secretary and assistant
oo00o0oooooooouoooooooo director of the Communist Party Committee Office of

former Boiler Works of the Group. In 1994, Mr. Zhang
participated in the reorganization of the Group 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 the Boiler
Company of the Group. 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
subsidiary companies. He has been appointed as deputy
general manger of the Company since October 2000.

Mr. Sang Hong, 56, senior engineer and with a master
degree, now deputy general manager of the Company,
chairman and general manager of Harbin Hadian Real
Estate Company Limited. Mr. Sang began to work for
Heilongjiang Production and Construction League in 1966
and in 1973 he began his study in South China Science
and Technology University. After graduating from the
university in 1976, Mr. Sang joined in No.39 research
institute of the Electrical Industry Ministry, and has been
vice director of research office of this institute. In 1988,
Mr. Sang studied in the management institute of Harbin
Institute of Technology, and got a master degree in 1990.
He has been deputy general manager of Harbin Electrical
Instrument Company and general manager of Harbin
Technology Company Limited under the Polytech Group.
Mr. Sang joined in the Group in 1995, he has been
appointed as general manager and chairman of Harbin
Power Technology & Trade Incorporation of the Group,
general manager of Harbin Hadian Real Estate Company
Limited. In October 2000, he was appointed as general
manager of the Company.
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Mr. Feng Yong-giang, 43, senior engineer 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 of piping workshop,
and factory director of heavy vessel workshop of former
Boiler Works of the Group. He was deputy secretary of
the Communist Party Committee and secretary of
Commission for Inspection Discipline of the Boiler
Company in 1997. He was the standing committee and
deputy mayor of the city of Tongliao in the Inner Mongolia
Autonomous Region in November 2001. He was appointed
as deputy secretary of the Communist Party Committee
of the Boiler Company in November 2003. He began to
act as deputy general manager of the Company in February
2004 and secretary of the Communist Party Committee
of the Boiler Company of the Group in September 2005.

COMPANY SECRETARY

Mr. Deng Xian-yuan, 46, bachelor of science, senior
economist, company secretary and director of Corporate
Administration Office and Board Secretaries Department
of the Company. Mr. Deng joined the Group in 1981. He
had been engaged in enterprise planning in the former
Turbine Works of the Group for years. In 1994, he
participated in the reorganization of the Group and the
Company’s shares placing and listing. He was appointed
as deputy chief of Administration Office of the HTC
Industrial Development Company in October 1994 and in
March 1995, he began to act as vice director of Corporate
Administration Office (Board Secretaries Department) of
the Company and supervisor of the Boiler Company of
the Group. Since the Company’s listing, Mr. Deng has
been responsible for routine work of the Board,
information disclosure and other business relevant to the
listing.
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The Directors have pleasure to submit their 2005 annual
report and audited financial statements for the year ended
31st December, 2005.

PRINCIPLE ACTIVITIES

The Company and its principal subsidiaries are mainly
engaged in all kinds of power equipments manufacture,
sales and power station engineering and services, which
are set out in Note 8 to the financial statements.

All the activities of the Group are based in the PRC, where
82% of the Group's turnover is derived from.

The export sales of the Group for the year ended 31st
December, 2005 amounted to US$411.18 million,
representing 18% 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 on 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, 2005 are set out in Note 42
to the financial statements.
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FINANCIAL RESULTS AND DISTRIBUTION

The results of the Group for the year ended 31st
December, 2005 are set out in the consolidated income
statement on page 56 of the annual report.

The Directors propose the distribution of profit after
taxation and minority interests for 2005 as follows:

1. To transfer Rmb43.40 million to the statutory
surplus reserve.

2. To transfer Rmb43.40 million to the statutory public
welfare fund.

3. The Directors propose that the dividend for
shareholders who registered on shareholder’ list
until 16th, May, 2006 is Rmb0.061 per share,
payment of dividends is totally amounted to
Rmb77.74 million.

DIRECTORS AND SUPERVISORS

Details of directors and supervisors are set out in the
Section “Director, Supervisors and Senior Managers” of
the annual report.

DIRECTORS’, SUPERVISORS’ AND SENIOR MANAGERS’
INTERESTS IN THE SHARE CAPITAL OF THE COMPANY

As at 31st December, 2005, none of the directors,
supervisors or senior managers 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 any of its associated corporations (within the
meaning of Part XV of “Securities And Futures
Ordinance”), which is required to be notified to the
Company and the HKSE pursuant to Divisions 7 and 8 of
Part XV of the Securities And Futures Ordinance (including
interest and short position which any such director,
supervisor or senior manager is taken or deemed to have
such provisions of the Securities And Futures Ordinance)
or which is pursuant to Section 352 of the Securities And
Futures Ordinance or which is required to be notified to
the Company and the HKSE pursuant to Model Code for
Securities Transactions by Directors of Listing Companies
as contained in Appendix 10 to the Listing Rules.
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goooooooon DIRECTORS’ AND SUPERVISORS’ SERVICE CONTRACTS
00000000000 oooooooo There are service contracts between every director,
O0000o0ooooOoooooooog supervisor and the Company. The contracts will expire by
00ooDo00ooDOooOooooooooDon 20th, June, 2006 and can be terminated without
Ooooooooooooogooog compensation (legal compensation is not included).

Besides this, there are no existing and suggesting service
contracts between every director, supervisor and any of
its subsidiaries.

goooooooooooon DIRECTORS’ AND SUPERVISORS’ INTERESTS IN
CONTRACTS OF SIGNIFICANCE

0do0DoDo0obo0doOoooDbooooao Apart from service contracts, a director or supervisor of

oooooooDooooooooooao the Company has no material interest, whether directly

oo or indirectly, in the contracts of significance, to which
the Company or any of its subsidiaries is a party during
the year.

ooooooo REMUNERATION OF DIRECTORS AND SUPERVISORS

0000000 o0o0ooooooooooo Details of the salaries and bonuses of the directors or

O00o0oooooooooooooog supervisors of the Company for the year ended 31st
0oooo130 December, 2005 are set out in Note 13 to the financial
statements.
goooooooooad FIVE HIGHEST PAID PERSONNEL
O00o0oooooooooooooog The five highest paid personnel of the Company during
0Oo0go the year are all directors and supervisors.
gdooooouon RETIREMENT AND BENEFIT SCHEME
O00o0oooooooooooooog Details of the retirement and benefit scheme are set out
oogo4ono in Note 40 to the financial statements.
oooad PROPERTY, PLANT AND EQUIPMENT
oooooooDooooooooooao Details of the movements in property, plant and
oooooitenO equipment of the Group are set out in Note 16 to the

financial statements.

0o RESERVES

ooooooooooooooooooo The Company’s reserves available for distribution are
0oooooooooo?7,7940 0000 Rmb77.94 million until 31st, December, 2005. Movements
O00o0oooooooooooooog in the reserves of the Group during the year are set out
ooooooog in the Consolidated Statement of Changes in Equity.
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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 32 to the financial statements.

Interest capitalized by the Group during the year
amounted to Rmb1.03 million in respect of construction-
in-progress.

PURCHASE, SALE AND REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

On 14th, December, 2005, according to the common
authorization of the Annual General Meeting, the Board
of Directors of the Company issued 85.30 million new H-
shares, accounting to 18.18% of H-shares gross before
issuing, the issuing price was HK$4.45 per share, and
collected capital net amount of HK$371 million together.

Except the above, no purchase, sale or redemption of the
Company’s listed securities has been made by the
Company or any its subsidiaries during the period.

REDUCING-HOLD OF THE STATE SHARES

With issuing new H-shares of the Company, on 14th,
December, 2005, the controlling shareholder of the
Company-HPEGC transferred 8.53 million state shares to
the Countrywide Social Insurance Fund, changing to be
H-shares.

PRE-EMPTIVE RIGHTS

According to the Article of Association of the Company
and the laws of the PRC, there are no provisions for pre-
emptive rights requiring the Company to offer new shares
to the existing shareholders in proportion to their
shareholdings.
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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 20% of the Group’s total
purchases. Among which the largest supplier is
German Mannesmann Company, presenting 5.5%.

2. 41% of the total turnover of the Group during the
period was attributable to the Group’s five largest
customers. Amongst which Datang International
Power Generation Co., Ltd. was the largest
customer, accounting for 13.5% of the total
turnover.

None of the directors, supervisors, their associates or any
shareholders of the Company (which to the knowledge of
the directors own more than 5% of the Company’s share
capital) has any interest in above mentioned suppliers or
customers.

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, 2005, the Company had no
entrusted deposits in commercial banks or non-bank
financial institutions and had no due deposits that had
not been withdrawn.
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INCOME TAX AND EXPORT VAT REBATE

Pursuant to the regulation of the Notice on Several
Preferential Income Tax Policies issued by the PRC Ministry
of Finance and the State Tax Bureau on 29th March, 1994,
the high technological enterprises in the high
technological development zones approved by the PRC
State Council enjoy an income tax rate of 15%, so the
taxable income earned by the Group are subject to a rate
of 15%. So the Board of Directors of the Company holds
that, according to the relevant regulations of PRC laws,
the Group still enjoys an income tax rate of 15% in main
subsidiaries.

Pursuant to the stipulations in the document of the PRC
Ministry of Finance, the export VAT rebate applicable to
the Group’ newly signed export products contracts is 13%
from 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 10th
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.

CONNECTED TRANSACTIONS

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

The Audit Committee have, in such capacity, reviewed
the connected transactions 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 (lI)
(where there is no such agreement) on terms no
less favorable than terms available to third parties.

SUPERVISION COMMITTEE

The Supervision Committee of the Company has reviewed
the Company’s results reports 2005.

QUALIFIED ACCOUNTANT

The Company already has an accountant who meets article
3.24 in List Rules, but he is neither a fellow or associate
member of the Hong Kong Institute of Certified Public
Accountants nor of a similar body of accountants
reorganized 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 above-mentioned qualification
to assist the Company’s accountant in supervising the
Company’s financial reporting procedures and inner
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 List
Regulation and they are independent person.

SHARE CAPITAL STRUCTURE

As at 14th, December, 2005, the Company completed
the work of new-shares issuing. By the end of 31st,
December, 2005, 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% of the entire share capital) and
562,981,000 shares were held by overseas H shares
investors (representing 44.17% of the entire share capital).

NUMBER OF SHAREHOLDERS

Details of the Company’s registered shareholders as at
31