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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 combngene sowe gaa.376n the
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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

HEINH RORRE
Shareholders of H Shares
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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

Unii 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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Mr. Gong Jing Kun, Chairman

To all hareholder ,

I i m honor o pre en & r Compan ' 2006 Ang al
Repor o he hareholder . | & Id like o ake hi
OppPOry Ni ocone m r?no, incere gra iw de © all
he hareholder  ho ha e conﬁ an | concerned for and

- pp{or ed he de elopmen of ei r Compan .

B ring he ear of 2006, he na ional econom gre ina
fa  and ead pace and he demand for po er gre

ac{cording<l . The in_ alled capaci of ne po er
genera ing e ipmen {‘ in he ce& nr achie ed he ne

hi orical high and he demand of he po er eg ipmen
marke oared. The& r her implemen a ion of he na ional
~raeg “oreialie he e@ ipmen man face re ing r
and he nor hea old ing-  rial ba e ha pro ided “he
Compan i h aheal h marke and a E)o,i i e polic
en ironmen . h

B ring he ear of 2006, hank o he  ppor of all
‘hareholder and he hard ork of all of e r aff
Fnember,, ofr Compan ha_ achie ed record w cce{u in
man are{aJ ing- ding he o al prog- ¢ ion & p<, re e e
from prinéiple B ine  aciiie_, and opera ion profi .
Thi  ear con rib.< ed a glorig- fbrand ne chaper o
& r{Compan ’(_ hi{ or . -
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Chairman’ S aemen (con ig ed)
s

For he ear ended 31 December, 2006, he Compan
recorded con olida ed {profi af er a aion and minori
in ere  of RMB1024.58 million, repre en ing an increa e
of 120.3 per cen o er Ia ear. % rno er 5
RMB29,098.02 million, repre, en ing an increa e of 57. 5
per cen o erla_ ear. (Plea‘e ee de ail _in he ec ion
Managemen D{i{;c. {{ion and{Ar;aI (i(;)' : :

To ackno ledge he w ppor b & r hareholder , he
Board of Direc or proE)o,ed a he ,har(eholder" General
Mee ing he Ba men of a final di idend of
RMB123,912,540 from he profi a ailable for di idend,
repre en ing a di idend of RMB0.090 per hare. Thi i
& C?)mpan " rewrn o he hareholder for heir gr<ea<
v ppor < < <

In he pa  ear, he Compan ob ained ne order. ih
an amefn of RMB28.5 billion. Thi_ main ained he
Compan ’A leading po, i ion on he rarge h dropo er
genera ion e ipmen and hea -¢& ga o rbine marke
in he cg nr,and olidified he Compan<’A marke hare
of i reg lar pr8¢c . The de elop?nen of he
in erna ional marke al{o E)ro¢ ced & . anding rey I

Mean hile, he Compan in e ed RMB450 million in
echnological re earch, o help de elop ne prog c and
main ain he Co?npan ’A-.. . ainable compe i i ene, ) e
re earch rey | on all air- coollng 700 MW h dro- genera or,
ha become a leading w Cce in he orld. @ r Compan
faced he challenge ‘of record high demand on @ r
prog-c . Ho e er, e managed o aif & omer
demand{, and he o erall financial <and< manggerial
performance aI(o impro ed (3 b{ an iall .

To ai f he demand of projec .. ch a_ he N clear
I Iand main eg ipmen pro@ cion pro jec and dome icall
pro¢ ced large i e g mped _oragesw ni projec ,.. pon
he appro al of he _hareholde{r] Ann- al General Mee ing
2005, he Compan <i;.‘. ed addi ional 102.355 million H
‘hare on Hong Kong S ock E change, rai ed a ne capi al
of ap;pro ima el 1 billion Hong Kon<g Dollar . Thi
pro ided he Compan i h rong financial back p for
% r her de elopmen . Ir(_. Thie28ee (ikee (haakee in ao
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Chairman” S aemen (con ig ed)

opogdzo06090 00000000000 A hareholder ' E raordinar Mee ing a_ held in
0000000000000000000 Sep ember 2006, and he fif h e ion of he Board of
00o00o0oooOo3000s5000000 Direc or a_ eleced a he m{ee“ing. The » mber of
000 0000000000000 0000 independen direcor i on hi ne e ion of he Board
00000000000 000000000 of Direc or  a increa ed from hree of la. e ion o
0000000000000000000 fi e. | member inak de profe ional from he field of
00000000 oooooooooo elec riEaI po eF, financial, aE?ademi{c and mechan?cal
oooooooooobooooooooo engineering. § ch compo i ion eny red he iali and
00000 goooooooooooood proper ¢ Cy- re of he Board of Direc or . On behalf of
O00oooODoo0oooooooooooog he ne Board of Direc or , |l & Id like ‘0 ackno ledge
Ooooooooagd he « be o edone . b he ‘hareholder . We promi e
o carr for ard he g<ood radi ion Harbin Po er hé,
e abli hed ¢ ring i Loer fif ear, of de elopmen{.
Ba ed on he fe nda ion of he effec i ene, b. il b he
pre Ic% . Board of Direc or , e promi e o rie o he
Compan ’{ de elopmen b<ho|ding in{ceri ,{inno aion,

coopera ion, & . omer flr a, or objec i e o and b
orking o ard he arge “of makmg T Compan he
be in China, and he fir cla in he orld.

X X AR

2007000 000000000 DOO0ODOOd We are cer ain ha in ear 2007 China’ na ional econom

0000000000000 00O0DO0Oog ill conin-e o pro per. The de elapmen of po er
OooU0ooooooooooooooon ing- r ||Ifos~‘on{ he adi = men of po er @ rce
ooooDooDoDOoooooooooooo 'S cr re. To & Ifill” he a p|ra ion of a harmonig- . focie

Oooooooooooobooooooo and an economi ed de eIopmen pa ern, and “ih ohe
gopobooooeCccbooooooonoon S ae reng heningi effor on macro-managemen , he
Ooooooooooooooooooo po er{eq. ipmen marke il bew rning i head o ard
O0o0ooooo he de elopmen of ne ,oph| ica ed echnolog prog ¢ .

ha are more en ironmen all friendl and more efficien .
The demand for m clear po er, IGCC, ind po er and
B mped orage-ba ed elec ric po er genera ing
e@ ipmen {A il ri e and become he fos ~poin of he
marke , indica iné he po er eg ipmen< marke ha .
en ered ane compeiie . age. :
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(con g ed)

Year 2007 i going o be an impor an ear for» ©
creae e ano her brigh ear here he Compan Sl
ake ha pa ha lefw  hile e ane cere. Baed
on pa. earf’ eff{or, e ha e on ak able con rac .
Armed ih hee perience gained from he prog c ion
peak of 2005 and 2006, all he echnical ad  men
projec ~ are progre_ ing ell. We hall Aei<e he
oppor.fni pre en ed{;{appl inno aie piri ,{do n o
ear h a iw de and effec i e meaw re O én»._. re he fa_
e » _ainable de elopmen of “he tompaﬂ . We ,ha{ll
be on he leading edge of he po er eg ipmen pro<d~ C
de elopmen , endea or o+ r her ad ance en ironmen all
friendl and efficien ne prog c w ch a_ # clear po er.
We hall oce p he & ing edg<e(of he echnological
ec ion of he marke  hile cemen & r marke hare. We
{,hall e heimpro emen of financial performaﬁce a @&r
aoal,<in egra e @ r in ernal re @ rce, igh enw p{ he
managemen , and reali e he ofo imi a ion of re @ rce.
o la he olid fe- nda ion for he Com{pan a
de elopmen . )

€

| belie e ha he Compan ill gra p de elop opporw ni
and make me ch more & . anding achie emen in 2007,
and ore arde@r {hareholder{ for heir & . and»{t ppor .

Chairman
Gong Jing-kun

Harbin, he People’ Reg blic of China, 20 h April, 2007
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Management Discussion and Analysis
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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.

N ¢ ‘ !LA "S

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-1 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)

ooobooooooozXxioeoomMmwd OO
oooooooooobozXxioooMmwa O
obooobzXeooMwO OO OonOOooOooOo
ooooooooobooboooooooooo
oooobooooooooossoMwg oo
oooboooooooosoomMwo OO
oooooooooboboooooooooo
oooooobooobooo

ooboboz20601000000D000O0O
oooooooobobooooooooooo
goboooooooboboboboooon
ooboo409FA0 0O OODOOOOOO
oobooooooobooooooooooo
00oo

oooooooobooooooooooon
ooooooooooooagao
01X3ooMwO OO OO2X300MwO O
oooooooooboobooboooooooo
300MWO EPCO ODOO O O OOO
gz2XxeooMwO Oooonooooooo
oooooo

gbooaad

gozooceCboooooOoooOoOooboOOO
gboobooboobooooooboobo
gboobooboooobobobooboboobo
gboboooooobooboboboobobDbo
oo

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.

‘m.u(’s )A.SA‘ S

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.
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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 Ill 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.

AP N Y £ N L ),hﬁ lui{ ~N

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

« o

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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year. The profit margin is 11.13 per cent, an increase of
1.04 per cent over last year.
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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.

X, NS S.‘,‘Jﬁ, LR D

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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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.

bm..\‘ )A..i LR NgS

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.
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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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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.

45!5

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.

S AR " ' M L ‘

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.

@ A\quﬂ(

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.

¢« gl .5 £'s BB, ss 7

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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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
(DO ODO0O0O), 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.
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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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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 Rmb1l billion were deposited with the
bank, and will be used in the second stage of Workshop
Base Construction project and other technology renovation
projects.
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In the year 2007, the Group plans a further investment
of RmbO0.6 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,
®200 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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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.
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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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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:
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In the year of 2007, the Group will continue to
improve the market development system, to enhance
the operational team construction, to allocate the
interior resources scientifically, and to strengthen
the macro level of market development. The Group
will focus on the market development of key projects
such as large thermal power, large hydro power,
large circulated fluidized bed and gas turbine, to
increase the product coverage and market share and
seek to make a breakthrough in the development
of the 1,000MW nuclear power project. The Group
will also commit to explore the supplemental
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.
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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.
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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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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.
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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.
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