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

were circulated on the HKSE as H shares.

The Company and its subsidiaries (the “Group”) are the largest
manufacturer of power plant equipment in the PRC. The Group's

principal activities include:

e Thermal power equipment: boilers, steam turbines and steam
turbine generators with single unit capacity up to 1,000MW
heavy-duty gas turbine and combined cycle units, the largest
manufacturing base for clean coal combustion equipment in
the PRC: CFB, PFBC, etc.

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

e Nuclear power main equipment: nuclear island and conventional

island equipment for nuclear power plants

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

stations, pressure vessels and axial compressor, etc.

e Turn-key construction of power station projects and other

engineering projects

e Contract supply of complete sets of thermal and hydro power

equipment
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Overview of the Company (continued)
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e |mport and export of power equipment

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

e System R&D of complete set of power equipment

e R&D of power equipment and its ancillary equipment

e Technology transfer, technical consultation and services

e Environmental protection engineering services

The Group possesses a comprehensive range of advanced

production and research facilities. Its capabilities in research

and development, product manufacturing and power station

construction have been in the forefront of the power plant

equipment manufacturing industry in the PRC.

The Group is located in Harbin, PRC, also known as the “City
of the Power"
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Harbin Power Plant Equipment
Group Corporation (“HPEGC”)

FRHMIR A RARER
Holders of H Shares

50.93% 49.07%
MREE N RERNH AR AR
(TAR2A7 )
Harbin Power Equipment
Company Limited (the “Company”)
90.94% 62.54% 87.37% 100% 60% 100% 100% 100%
REE BRRE MERE RERE BE MEEE BRE MESE
RIERER TR IR B R BILTIZER BERE (RESB) 3 REE
EEAQTA EERQA EERQH EERA] BlR T2Hi5% BRIRME REMBHE v
([sAEARE 1) (MR R= ) ([E#ARF]) ([TEAAF]) ROBERAR AR BREFEAR BRAT
Harbin Harbin Harbin Electrical Harbin Power Harbin Power Harbin Power Harbin HE Harbin
Boiler Turbine Machinery Engineering Equipment Plant Electric Power Plant
Company Company Company Limited Company National Equipment Machinery Valve
Limited Limited (“Electrical Limited Engineering Corporation AC-DC Motor Company
(“Boiler (“Turbine Machinery (“Engineering Research (QHD) Limited Duty Limited
Company”) Company”) Company”) Company”) Centre Co., Ltd Heavy Company
Equipment

Co., Ltd
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Financial Highlights (continued)

AEBRAFZEE  EERAGEHMINGET :
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Turnover

B A1 Al Vg A
Profit before tax

AN EFEF)H
Net profit for the year

BEHRE

Total assets

BERE

Total liabilities

PR RER

Minority interests

% 2R fe 2
Shareholders’ fund

BRFEE
Net assets per share

FRAF

Earnings per share

Unit
By

ARETT
Rmb’000

ARETT
Rmb’'000

ABRBTT
Rmb’000

ABRBTT
Rmb’000

ARETT
Rmb’000

ARETT
Rmb’'000

AERBTT
Rmb’000

AR%T
Rmb

AR%T
Rmb

The summary of results, assets and liabilities of the Group for

the last five years are as follows:

BE+-_A=+—HLEEE

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

1.123 0.804

2005

18,464,106

696,125

464,990

36,448,887

31,924,207

640,052

3,884,628

3.05

0.389

Year ended 31st December,

2004

10,215,670

168,963

117,572

31,015,199

27,361,591

540,546

3,113,062

2.62

0.099

2003

5,144,246

70,336

53,471

17,513,741

138,992,527

516,189

3,005,025

2.53

0.045
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Financial Highlights (continued)

FEER PRINCIPAL ACTIVITIES

AKRRETEBEAREER AR TIRENEEIE The Company acts as an investment holding company and provides

RIEFEMBAR ° corporate management services to its subsidiaries.

#E2007F12A31HLERE HBE2006F12A31BILFE
Year ended 31st December, 2007 Year ended 31st December, 2006

RIZERNBELEREEAER BxH BENH BER LENHE
Turnover and contribution to operating Turnover Contribution to Turnover  Contribution to
profit by major product categories operating operating
profit profit
ARETFIT ARETFIT ARETFT ARKFT
Rmb’000 Rmb’000 Rmb’000 Rmb’000
NEBEHRE 20,463,511 3,417,779 21,836,612 2,646,262

Main thermal power equipment

KEEHSE 2,172,504 305,648 1,608,561 112,097
Main hydro power equipment

B TERE 2,090,704 44,892 3,007,672 5,199
Engineering services for power stations

BUEHEREERE 1,124,500 317,754 1,053,026 265,585
Power equipment accessories and parts

RE R BH & H b 2 i B RS 1,797,365 241,638 1,592,145 209,838
A.C./D.C. motors and other products and services

27,648,584 4,327,711 29,098,016 3,238,981
Hofth B s 355,042 384,251
Profit from other activities
AOEINEEERZER 2,604,382 2,091,624
Expenses not allocated to major products
At Al A 2,115,820 1,543,573

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

To all shareholders,

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

During the year 2007, the economy in China continued to grow in
a fast and steady pace. The growth rate of GDP was 11.4%. The
development of the economy procured the growth in demand
for power equipment market. As of the end of 2007 the total
installed capacity of power generator units in Mainland China
reached 713 million kV, an increase of 14.68% from that in 2007.
By capitalizing on the development opportunities arising from
the rapid development of economy in China, all fellows in the
Company jointly devoted their efforts, and overcame difficulties
with respect to numerous new products, tight production lead
time, and surge in raw material price. Different aspects of works
further achieved outstanding achievement. Products with output of
31,257.45 MW were completed, an increase of 15.57% over last
year. The Company recorded consolidated profit after taxation and
minority interests of RMB1,527.98 million, representing an increase
of 49.13% over last year. Turnover was RMB27648.58 million,
representing a decrease of 4.98% over last year. Indicators such
as output of product and operating profit recorded breakthrough
to new heights in the Company’s record of history.

The Board of Directors proposed at the shareholders’ general
meeting the payment of a final dividend of RMB125.2893 million
from the profit available for dividend, representing a dividend of
RMBO0.091, as the Company'’s return to the shareholders. Dividends
for H Shares will be paid in Hong Kong dollars; the exchange rate
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Chairman’s Statement (continued)
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used is based on the average of the median exchange rate as
published by the People’'s Bank of China for five days preceding
11th April, 2008, i.e. RMB 1 to HK$1.112. The dividend per H
Share amounts to HK$0.1012.

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

In the year of 2007, the Company devoted further efforts in sales
and marketing. The development of the international market also
produced outstanding results. The new-receiving contracts for
the year amounted to Rmb513 billion, representing an increase
of 80% over last year. A number of contacts with significance
were signed: 2 x 700MW hydro power turbine generator units
for the underground power station of the Three Gorges, and the
world's first ultra super critical 1000MW air cooling steam turbine
and generator units for Shanxi Dingshang. Through signing the
conventional island contract for the Sanmen Nuclear Project in
Zhejiang Province, the Company obtained the order for the world's
first third generation 1,000MW class AP1000 conventional nuclear
island project. There was further breakthrough in the development
of international market. Contract was entered with PAITON in
Indonesia for 1x660 MW coal-fired power plant, which achieved
the initial export of 600MW class EPC generator units in whole
set. Supply contract on generator units and equipments in whole
set was signed with# @B #Ein Brazil about 1x350MW60Hz for
three main generator units, which marked our successful entry
in emerging market such as Americas.

The Company continued to improve its technology innovation
system, and implemented its technology leading strategies in full
force. During the year, a total of Rmb697 million was invested
and completed 233 items of R&D, among which the projects
under State 863 Plan, namely the “research and application in
ultra super critical coal fired power technologies” was awarded
Class 1 Technology Advancement Award of the State; and the

£002-900Z Hoday jenuuy paiwi] Auedwo)) uswdinb3 semod uigieH H
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Chairman’s Statement (continued)
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“research and equipment research and manufacturing for the
critical technologies in large-scale direct air cooling turbines” was
awarded Class 2 Technology Advancement Award of the State. By
leveraging on the two third generation 1,000MW class nuclear
power homemade projects at Sanmen and Haiyang, the Company
introduced nuclear island from Westinghouse Electric in United
States and the manufacturing technologies for conventional island
from Mitsubishi of Japan, the sources of technologies for the
development of third generation nuclear power products were
resolved. The Company is designated as the contracting unit
for the manufacturing of the third generation 1,000 MW class
nuclear power AP1000 nuclear island steam generator and main
pump generator unit. The super critical and ultra super critical
generator units of 600MW and ultra super critical generator units
of 1000MW introduced from overseas were basically homemade.
The world first 700MW all air cooling hydro generator units was
successfully put into operation. New products such as 600MW
super critical “W" fire boiler and T000MW ultra super critical air
cooling generator units were designed and developed.

In 2007, the Company completed power generation equipment of
31,257 MW, which broke the record and achieved new historical
heights. The production system of the Company fully performed
the contracts subject to the challenges in high loading for output
of products. The management structure was further rationalized.
(Qinghuangdao) Heavy Duty Equipment Co. Ltd. (EE25)EAEE
AR A7), Harbin Generator Units Factory AC/DC Generator Units
Co. Ltd. ("8 FREM IR B it 1A R & 2 A), Harbin Power Station
Valve Co., Ltd. ("B Bt KIPI B R A &) were established to create
conditions for the development of nuclear power market.

In order to accelerate the development of hi-tech products
such as nuclear power and pumped storage units, the Company
successfully placed 102.355 million H Shares in the Hong Kong
securities market on 2nd March, 2007, and raised proceeds of
HK$1,002 million. The Company will apply these funds according
to the committed purposes, and lay a sound foundation for the
long-term development of the Company.

In 2007, Harbin Power had obtained satisfactory results. This
was the joint efforts on the support of every shareholder, the
Company's management and all staffs. On behalf of the Board, |
hereby express my gratitude to the management and all staffs. In
the meantime, | wish to express my appreciation to the continuous
support and trust of every shareholder to the Board.
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In 2008, China will continue to call on a "healthy and fast”
development in national economy. it is expected that the newly
added installed capacity for the power generation equipment
market will be 8000-90 Mkv. With the conflict in the demand
and supply of power moving towards its equilibrium, the speed
of growth in market demand will slow down. The demand for
power generation equipment will develop fast towards new
energy sources represented by nuclear power. Demand from
international market will remain strong.

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

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

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

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

In the year of 2007, China economy continued to develop steadily
and rapidly, with a 11.4 per cent increase in GDP growth over
last year. As the rapid development of national economy and the
improvement of people’s life standard, overall domestic power
consumption amounted to 3,245.8 billion KW/h, an increase of
14.42 per cent over last year. National power generation amounted
to 3,255.9 billion KW/h, an increase of 14.44 per cent over last
year. The new approved start-up projects reached 100.09MW,
while the total capacity surpassed 700,000MW to 713,290MW,
an increase of 14.36 per cent over last year. The strong demand
for power keeps promoting the rapid development of power

generation equipment industry.

NEW CONTRACTS

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

of market for major gas turbines in the PRC.

In the hydro power front: Upon the excellent performance achieved
by the generator units in the right shore of the Three Gorges, the
Group also signed contract for 2 x 700MW hydro power turbine
generator units for the underground power station of the Three
Gorges. The Group also won several major hydro power projects,
such as the contract for 6 x 650MW hydro power turbine generator
units of Yuzhido power station and 4 x 600MW generator units
of Guandi power station in Sichuan. The Company continued to
maintain its leading edge in the major hydro power equipment
market in China, and signed international hydro power project
contracts. These contracts included 2x110MW with £ & 1# 5 in

Vietnam and 3x90MW with PIZE in Indonesia.
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In the Nuclear Power front: Through signing the conventional
island contract for the Sanmen Nuclear Project in Zhejiang
Province, the Company obtained the order for the world's first
third generation 1,000MW class nuclear power AP1000 gas turbine
generator units, and also signed the 1,000MW class gas turbine
generator units equipment contract for Haiyang Nuclear Power
project of Shangdong Nuclear Power Co., Ltd. The obtaining of
these contracts marked the profound results achieved in the
development of new model of power generation equipment

represented by nuclear power.

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

amounted to Rmb9,000 million.
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PRODUCTS AND SERVICES

With the mission to fully fulfill the contracts and satisfy the
needs of customers, the Company enhanced the integration of
customer services in 2007 Tracking service is effected from the
time the contract becomes effective until 168 hours after trial
operation commenced. Customer service work is thus extended
from the coordination within the enterprise to solving critical
issues on-site. The production assignment for the year was
completed with excellence efficiently. Output of power generation
equipment first exceeded 30 MW. A number of challenging key
projects were completed successfully. The 700MW major air
cooling hydro power turbine generator unit in the right shore of
the Three Gorges, which is the first generator of in the PRC with
proprietary intellectual property rights and of high international
standard, successfully commenced operation. The 1000MW ultra
super critical generator unit for State Power Company in Taizhou
duly commenced operation and generated power. The 600MW
ultra super critical project for Huaneng Yingkou and the 600MW
ultra super critical project of China Power Investment Fushan,
both of which are the first in the PRC, successfully commenced
operation. With the successful commencement of operation
for the deNox project in Gucheng and the commencement of
construction for the del-Nox project in Xuancheng established
the good image of the Company in the environmental protection
market. The manufacturing of two steam generator units for
Nuclear Power C2 Project in proceeded according to the plans.
The qualities in the products manufactured were widely recognized
by the owners as well as the experts, which had enhanced the
strategic position of the Company in nuclear power aspect. The

export projects ran smoothly as planned.
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The total output for the year was up to 31,257.45MW (in terms of
steam turbine generator units and hydro power turbine generator
units), representing an increase of 15.57 per cent compared with
that of last year. Among which, 60 units of utility boiler with
total capacity of 24,985MW, an increase of 17.05 per cent over
last year; 76 steam turbines for power plant with total capacity
of 24,260MW, an increase of 20.71 per cent over last year and
64 turbine generator units with total capacity of 25,227MW, an
increase of 7.49 per cent over last year; 40 units of hydro power
turbo-generator units with total capacity of 6,030.45 MW, an
increase of 68.64 per cent over last year; 2 units of gas turbines
with total capacity of 511.20MW, a decrease of 50% over last

year.

Faced with the high work load for its production assignments, the
Company devoted additional efforts and applied process control as
the core of its project management work. Through administration
and control measures such as enhancing technological preparation,
material supply, production arrangement as well as contracting
and outsourcing, key projects, procedures and equipment were
subject to total management. These measures in fact became a
shield to the fulfillment of contract. Additional efforts were devoted
to the management of export projects. Considerable emphasis
were placed on the international standard in terms of design for
product functions, quality of manufacturing process, appearance
and packaging according to the specific features of international
market. This had assured the compliance of requirements in
international market and enhanced the international image and
international competitiveness of the Company. The Company
proactively complies to the requirements of energy saving and
emission reduction of the State through developing large-scale
and efficient environmental and energy-saving products, as
well as strengthening its own energy-saving and environmental
mechanism. The consolidated energy consumption index of the

Company was better than that of 2006.



%IEJE HHHL

7M@)

Management Discussion and Analysis (continued)

T oT 5 35 SR T 5138

20074 + NEERHFIE A HK£6.97FTTC © R
RE2331E © —HEERAKREFE A B
MR - BETS *’@ﬂﬂ&ki‘&ﬁ
BIFT RN 5| KAl - JEE IR - AR T A
CIEEAS A2 al: bk

BEREMAIFTIRENOKE - B FHEEFKE
B A350MW + 660MWtA B 57 18 1% 8 1E 71 &

% HE135MWCFBHiNE : BERNEER
B = % & M660MW B B 5 =18 K iR
18- EBEE EERBEML 0 BETHEBEER
B ERZEHENE00MWEBER R " W™ A GRS
HHBEANZEA BE8FHEEH660MW
1000MWEBFR R 2= /2 E R TIFT A - (BRT
B AN BN =2 BB RIS ATSAM
BENBOMERRI TR S R ERBOR
STERBREMEKR: BEAIFEROE L
150MWH K & REME AR - & TE Bl H 1R 19 i 2
R 48 E an B0t SR e K ©

&W%tﬂﬁk%%l%ﬁ@%ﬂ~ﬁ%ﬁ%
BREBERERE  RAREBERE=REETR
m&$Amwm¢%$ SEEBEMEREHK
RSB A - WKEE=FT - B MEAREIE
B SlEXREEEQARMEERN  BAISEL
WEEmﬂLﬁoﬁimmm%ﬁ%&wm
wxgamaﬁﬁﬁammeMﬁa$:
NFIEE] 5| EHARRZ AFI1000MWE
“Jﬁ%%%%ﬁm&mlﬁﬁﬁﬁiﬁ
57 B Bl /8 HT 38 A R) 5| #E300MWAR 1 7K & Bk

R&D AND TECHNOLOGY INTRODUCTION

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

of technologies.

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

international market.

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

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

were entirely homemade.

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

the operation level of the quality assurance system.

PROFIT

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

compared to the beginning of the year.

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

to the increase in profit margin.

DIVIDEND

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

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

cent of the turnover of main business activities.

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

power plant engineering services.

During the period under review, the export sales of the Group (which
was mainly in Asia and in Africa) amounted to Rmb2,157.07 million,
a decrease of Rmb1,386.98 million over last year, representing
7.80 per cent of the turnover of main business activities.

COST

During the period under review, the cost of main business activities
of the Group was Rmb23,320.87 million, a decrease of 9.82 per
cent as compared to last year. The decrease was attributable to
the fall in the turnover of main business activities and effective
measures adopted by the Group to control cost expenditures.

GROSS PROFIT AND PROFIT MARGIN

During the period under review, the gross profit from main
business activities of the Group was Rmb4,327.71 million, an
increase of 33.61 per cent as compared to last year. The profit
margin was 15.65 per cent, an increase of 4.52 percentage
points over last year.
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Among which the profit for thermal power main equipment
were Rmb3,417.78 million, an increase of Rmb771.52 million
compared to last year. The profit margin for thermal power main
equipment was 16.70 per cent, an increase of 4.58 percentage
points compared to last year. The profit for hydropower main
equipment was Rmb305.65 million, an increase of Rmb193.55
million compared to last year. The profit margin for hydropower
power main equipment was 14.07 per cent, an increase of 7.10
percentage points compared to last year. The profits for power
plant engineering services were Rmb44.89 million, an increase
of Rmb39.69 million compared to last year. The profit margin
for engineering services was 2.15 per cent, an increase of 1.98
percentage points over last year. The profit for power plant
accessories and parts were Rmb317.75 million, an increase of
Rmb52.17 million compared to last year. The profit margin for power
plant accessories and parts were 28.26 per cent, an increase of
3.04 percentage points over last year. The profit for the AC/DC
motors and other product and service was Rmb241.64 million,
an increase of Rmb31.80 million compared to last year. The profit
margin for he AC/DC motors and other product and service was

13.44 per cent, almost the same as last year.

The main reason for profit margin increase is that the strategy

for cost management has gained a satisfactory result.

EXPENSES DURING THE PERIOD

The Group's expenses from operation activities during the
year of 2007 amounted to Rmb413.61 million, an increase of
Rmb48.27 million compared to last year, of which the main
reasons were the increase in marketing expenses and quality

assurance deposits.

Expense from administration activities amounted to Rmb1,886.76
million, an increase of Rmb342.71 million or 22.20 per cent
compared to last year of which the main reason is the increase

in R&D expenses, asset impairment provision and labor cost.

INTEREST EXPENSE

In 2007, the Group has incurred an interest expense of Rmb154.86

million, almost the same as last year.
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FUNDING AND BORROWINGS

The Group's funding for operation and development mainly has
three resources; they are shareholder capital, customer loans
and bank borrowings. The borrowings of the Group will be
arranged according to specific projects. Except for those special
situations, the loans will be separately conducted by subsidiaries
under the Group. However, the Group must approve the capital
investment borrowings in advance. As the order and accounts
receivables of the Group increased significantly during the past
two years, the working capital of the Group has been abundant
and thus repaid substantially all of the loans for working capital.
As at 31st December 2007, the total sums of the Company’s
bank borrowings are Rmb4,763.28 million (31st December 2006:
Rmb4,373.04 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 Rmb753.39 million,
an increase of Rmb252.27 million compared to the beginning
of the year. The Group's borrowings due after one year were
Rmb4,009.89 million, an increase of Rmb137.97 million compared

to the beginning of the year.

DEPOSITS AND CASH FLOW

As at 31st December 2007, bank deposits and cash flow of
the Group amounted to Rmb9,621.54 million, an increase of
Rmb3,883.07 million over the beginning of the year. During the
period, net cash outflow from operating activities amounted to
Rmb3,560.12 million. Net cash inflow from investment activities
amounted to Rmb1,010.29 million. And net cash inflow from

financing activities was Rmb974.45 million.

CAPITAL STRUCTURE AND ITS CHANGES

As at 31st December 2007, total assets of the Group amounted
to Rmb42,090.49 million, an increase of Rmb464.594 million
(or 12.41 per cent) compared to the beginning of the year.
Among which, total current assets were Rmb38,219.26 million,
representing 90.80 per cent of the total assets; total non-current
assets were Rmb3,871.23 million, representing 9.20 per cent of
the total assets.
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LIABILITIES

As at 31st December 2007, the Group's total liabilities amounted
to Rmb33,678.80 million, an increase of Rmb2,012.93 million
compared to the beginning of the year. Among which, total
current liabilities were Rmb27,903.89 million, representing 82.85
per cent of the total liabilities; total non-current liabilities were
Rmb5,774.19 million, representing 17.15 per cent of the total
liabilities. As at 31st December 2007, asset liability ratio of the

Group was 80.01 per cent.

SHAREHOLDERS’ EQUITY

As at 31st December 2007, the shareholders’ equity of the Company
amounted to Rmb7212.99 million, an increase of Rmb2,381.563
million compared to the beginning of the year; the net asset per
share was Rmbb5.24. During the period, return rate on net assets

of the Company is 21.18 per cent.

GEARING RATIO

As at 31st December 2007, gearing ratio of the Group (non-current
liabilities over total shareholders’ equity) was 0.80:1 as compared

to that of 1.16:1 at the beginning of the year.

CONTINGENT LIABILITIES AND PLEDGE OF ASSET

As at 31st December 2007, the Group's pledge of assets of

Rmb169.68 million were used for securing liquidity loan.

CAPITAL EXPENDITURE AND IMPORTANT INVESTMENT

In the year 2007, the Group has invested a total capital expenditure
of Rmb702 million in basic constructions and technology renovation.
Total investment for the project of manufacturing and construction
of main equipment at nuclear island was Rmb602 million, and
Rmb181 million was utilized in the year 2007. All factories have
been cold-sealed. It is expected that the nuclear power plant will

fully commence operation by October 2008.
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Rmb285 million and Rmb100 million were invested in the
manufacturing and construction of nuclear power main pump
generator and nuclear power plant valve, and Rmb31 million and
Rmb12 million were utilized in the year 2007. It is planned that
the Group will be equipped with the capability in the production

of nuclear power pump generator before May 2009.

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

pumped storage unit.

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

plate, burning room and spraying nozzle was formed.

EXPOSURETO FLUCTUATIONS IN EXCHANGE RATES AND
RELATED HEDGES

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

the Group to exchange risk.

UTILIZATION OF LISTING PROCEEDS

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

and other projects.

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

renovation projects.
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EQUITY FINANCING

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

accounting for 49.07 per cent.

STAFF AND REMUNERATION

As at 31st December 2007, the Group had a workforce of 18,411
employees, and the total remuneration was approximately
Rmb1.092 billion. The Group regards human resource as the
core development value, and will arrange demand estimates
on human resources appropriately, implement targeted, layered
and segmented trainings so as to promote the overall quality of
its staff. As for remuneration, the Group adopted various salary
systems including position salary system and piece rate system,
which enhanced check-up, bringing all positive factors into play

and boosting the development of the Company.
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PROSPECT

In 2008, China will continue to call on a "healthy and fast”
development in national economy. The State will adopt sound
financial policies and tighten monetary policies. The adjustment in
the macro-economic policies of the State will provide unprecedented
opportunities as well as stringent challenges to the development
of the Company. Pursuant the State's economic development
plans, it is expected that the newly added installed capacity in
2008 will be 8000-90 Mkv. The total installed capacity in China
will exceed 900 Mkv by 2010. There will be a certain period of
time that the power generation equipment market in China will
experience a relatively high level of demand. Optimization in power
source structure is an important direction for the development
of power industry of the State. The market demand for power
generation equipment arising therefrom will continue to result
in the development of hi-tech products of high capacity, high
parameter, environmentally friendly and renewable aspects. Hi-
tech products will gradually be applied to replace conventional
power generation equipment and become the attention of
market competition in future. The Company will have to handle
properly the apparent conflicts arising between the growth in
production with addition of new products and existing production
capacity, addition of new generation units with surge in price of
raw materials and increase in efficiency, adjustment in macro-
economic policies and arranging production scientifically and
rationally, change in market demand and product development
with market development capabilities. The Group will seize this
development opportunity, enhance the reform and adjustment
of mechanism and cooperation system, and make great effort to
improve the company's independent R&D capability and the core
competition capability. Especially, the Group will pay attention

to the following work in 2008:

1. Push the development of nuclear power

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

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

power market to achieve new breakthrough.

. Arrange production scientifically and rationally so as to

fully satisfy requirements of customers

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

is becoming tense, which has restricted the production and
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3.

operation of the Company to a great extent. The Company
will forecast the plan for the demand of special raw material
hereafter within a certain period of time according to the
features of its own product composition and market demand.
Good cooperation relationship will be maintained proactively
with suppliers so as to line up as long-term and stable strategic
cooperation partners. The Company will continue to leverage
on its overall advantage and continue to conclude from the
successful experiences derived from project management
and production arrangements. Through accurate and prompt
supply of generator units in sets, the overall image and
competitiveness of the Company in the market will enhance.
Administration for projects in the international market will
strengthen, so as to establish good reputation and image of
the Company in the international market. The Company will
continue to improve the work of emission reduction, enhance
product positioning, reduce energy consumption, and enhance
the Company's overall contribution to the society in the aspect

of emission reduction.

Consolidate the development of market in China and

proactively expand the international market

On the basis of market share within the PRC, the Company
will continue to increase its share in the international market.
Under the premises of consolidating the market of conventional
products, efforts will be devoted to expand markets for new
products. The Company will continue to maintain its leading
position in the market of conventional products in China,
and capitalize on the advantage of supplying generator units
in sets. This will ensure that the successful rate of tender
for 300MW and 600MW thermal power generator units in
an absolutely leading position, and the successful rate of
tender for T000MW thermal power generator units to reach
one third. Leading position in large and medium scale hydro

power market will be consolidated.

The Company will develop international market upon insisting
on the principles of project contracting and main equipment
export. Sales and marketing results will be consolidated and
lifted in traditional markets such as Asia, Africa and Middle
East. More efforts will be devoted to expand and consolidate

in emerging markets such as Russia, India and Brazil. With
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nuclear power as the focus of the State as well as the
global power generation industry, the Company as a whole
must cooperate to pursue breakthrough in the development
of nuclear power market. The organic combination of after
sales services with market expansion will be strengthened.
After sales service will become an integral part of the
Company's long-term development, and will also be organically
integrated with the upgrade of obsolete generator units and
the production of parts and components. Product mix will not
only be expanded, but more importantly, long-term and steady
strategic cooperation relationship will be established through
good after sales services. Valid resources in the Company will
be integrated for the study of establishing the organizational
structure and mode of operation for after sales services
under the Company and the marketing and sales system of
rapid response, operation flexibility, overall coordination and

remarkable effects that adapts to market needs.

. Devote additional efforts in proprietary innovation so as

to enhance core competitiveness

The Company will continue to leverage on the rich endowment in
leading technologies, and devote additional efforts to proprietary
innovation on the basis of introduction and absorption of
technologies. The technology innovation system and product
research platform will continue to improve. More efforts will
be devoted to investment in technologies. The pace for the
construction of infrastructure will speed up. A number of
prospective scientific research topics will be commenced with
priority, so that new products with promising prospects in the
market can be developed. This will provide solid assurance on
technologies for the long-term development of the Company.
Extensive and in-depth cooperation with tertiary education
institutions as well as research institutes within and outside
the PRC will be promoted. This will expand and enhance the
scope and sophistication in the development of new products.
The competitive edge of the Company’s technologies will
continue to increase. More efforts will be devoted to technology
innovation. The Company plans to invest Rmb709 million of funds
in 2008, an increase of 1.72% over the same period last year.
Absorption of advanced technologies introduced from abroad
will be strengthened, with the total absorption and control

of technologies introduced being assured. Emphasis will be



%IEJE HHHL

7M@)

Management Discussion and Analysis (continued)

BEERET - BRAFMAKE KR
AT E AT~ 1000M WK B 3% 5 44 40 B8 38 12
MERENEERE  EHRAKEERE
B BAMTKE « ERDFAE B E8IF - TE
REARBESHIEERRHEE %ﬂ&%ﬁf
KTEWER - BERREARTS@BER
BEER A ERARRENEHE 7}<§%§b¢%
MARE - Z2HHMIEEERMTOHE -
REAEE  EREEABARRE - 8K
RICEB TEEFRAE  AXBTESEE
HMEEEEHRENEE - ZRE - EFH
WIGCCRFEBERMEXEAZTENE
AR EZ  BY)RHBEREZBEENT S
BERIE  BREREREBRLESESE
RAOEBRERMES  BEERUFEKE
J1 865 A8 B B0 B AT R A o

given to achieve better results from technology introduction
and absorption as represented by the third generation AP1000
nuclear power technology. The Company will exercise control
over the critical technologies and core essentials in the steam
generator units and main pump generator units of nuclear
power island, gas turbine generator units of conventional
island, generator units and related auxiliary accessories.
Proprietary innovation will be bold so as to develop new
products. By tightly focusing on the homemade for super
critical, ultra super critical and large-scale air cooling thermal
generator units of 600MW and1000MW, a number of critical
technology issues will be resolved. The proprietary research
and development in design technology for axle-flow, flow-
through and pumped storage hydro power turbine generator
units will be explored proactively, so that the technological
standard of hydro power products will be enhanced. Apart
from the emphasis in proprietary development and innovation,
continuously enhancing the sophistication and level of the
technology dominating the Company’'s power generation
equipment products, the Company will also have to solve the
research in the accessories, water pump engine and valve of
large diameter and high diameter complementing in sets with
high capacity super critical and ultra super critical thermal
power generator units. New aspects such as petrochemical
capacitor, smoke and gas deNox and del-sulfur equipment
and desalting device, industrial flat ventilation machine,
large capacity high tower boiler engine will be developed.
IGCC clean coal fired power generation technology of high
efficiency and low pollution will be ranked as an important
strategic mission, so as to closely track the industry policies
and market development trend of the State. The Company
will proactively seek to cooperate with internationally leading
companies, and get prepared for accumulation of technologies
through leveraging on existing technology advantages and

integration of resources.
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5. Accelerate the progress of major technological improvement

projects at high standard with stringent requirements

By tightly focusing on the theme to construct nuclear power
projects, the Company will ensure that the construction
and technology improvement works on the manufacturing
base for nuclear power island main equipment, gas turbine
generator units stator processing trial base, nuclear power
main pump generator units base, nuclear power valve base
will be completed as scheduled. Such projects will in turn
convert into production capacities as soon as possible, and
provide assurance to the development of nuclear power by
the Company.

In the year 2008, it is planned that Rmb1,019 million will
be invested. The funds will be applied to the following
projects:

Rmb246 million will be planned to invest in the project for
nuclear power main pump generator unit and nuclear power
valve (of which Rmb171 million for nuclear power main pump
generator unit and Rmb75 million for nuclear power valve).
It is expected that the factory premise and auxiliary support
facilities will be completed during the year. It is expected that
production for nuclear power main pump generator unit and
nuclear power valve can commence before May 2009.

Rmb380 million will be planned to invest in the project for the
manufacturing and construction of nuclear power island main
equipment. By the end of May 2008 the manufacturing capacity
for ordinary capacitor will be formed. By the end of October
the manufacturing capacity for nuclear power products will be
formed. By the end of the year the manufacturing capacity of
1000MW gas turbine generator unit core will be formed.

Rmb59 million will be planned to invest in the homemade
project for large-scale pumped storage units. This will be
applied to the completion of the project, and it is expected
that production of the whole project will commence production

during the year.
Rmb82 million will be invested in large-scale gas turbine project
and it is expected that the whole project will commence

production during the year.

11th April, 2008, Harbin, People's Republic of China
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DIRECTORS
Executive directors

Mr. Gong Jing-kun, 50, 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
joined in HPEGC in 1982. 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 20086,
he was appointed as chairman of HPEGC and on 29th September,

chairman of the Company.

Mr. Zhao Ke-fei, 52, senior economist and with a doctor 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. Mr. Zhao obtained the doctor degree in management
in Harbin Engineering University in June, 2006. 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.
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Mr. Qu Da-zhuang, 51, 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 August 2000, he had been deputy general manager
of HPEGC. In 2002, he was deputy general manager of HPEGC;
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, 45, 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.
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Mr. Shang Zhong-fu, 47 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, 46, 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. Mr. Wu obtained a doctor
degree in thermal energy engineering in Qinghua University and
joined in HPEGC in 1988. 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.
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Independent directors

Mr. Zhou Dao-jiong, 75, 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 Anhui 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. He
was appointed as independent director of the Company since
September 2000.

Ms. Ding Xue-mei, 49, professor and with a doctor degree,
now deputy executive director of Graduate School of Harbin
Institute of Technology. Ms. 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. She was appointed as independent

director of the Company since September 2000.
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Mr. Jia Cheng-bing, 66, 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. He was appointed as independent

director of the Company since September 2006.

Ms. Li He-jun, 64, 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, she was 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 Hangcheng Coal Company, executive director
of China Association of Women Entrepreneurs, commissioner
of Finance Inquiry Commission and senior advisor for Lehman
Brothers Asia Holding Inc. She was appointed as independent

director of the Company since September 2006.
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Mr. Jiang Kui, 56, 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. He
was appointed as independent director of the Company since
September 2006.

SUPERVISORS
Supervisors representing shareholders

Mr. Lang En-qi, 62, senior engineer with a master degree. He has
been chairman of the Supervisory Committee of the Company.
Mr. Lang graduated from Harbin Aviation Industry School in 1968.
Later on, he graduated from Chinese Academy Industry of Social
Science with a master degree, majoring in currency & bank. Mr.
Lang joined in HPEGC in 1968. 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. In
March 2008, Mr. Lang was not as supervisor of the Company

any longer for retirement.



EE -EERSHNEBAE M@

Directors, Supervisors and Senior Management (continued)

EERKE RFo7m AREE SRIE
RIERTE  BERBENIRABHREEER
—AARNNEFETALMIE - BEEK XL
MACEHAERGRIER M ITEHBAS
AR RERR - — WA\ NFEHBERERT
BEMBEME - — NN ZFEREBERBEELS
BRMMAERAE BEEL - —WAEF—
AERER R AR T ERBER ML HBE
EWE - — W AFtAEPREERWMER
REZERL  BRKERE - —ANANFEERRE
WERAEEAE BB AW ETRA
AR —ANMNFEEEVERRNELRERL
KEERL - NN NFETREESERRE
= KZER RZER —TE-FETHH
EEEBRRRERER BAKE - —TTL
FRACCRAETURBEEARTAREZFELR -
REERL AREARREZRZ #£ZE
e _ERNFZHARERRREETSIRE -

BB LE @ IRF445% MELEF  afHTE
RIS MEAARESERASEBER R
XEBRBEREER - BRE-NN\SFEER
EMIERE  RFMAREELEE  LEAE
FEREQAFCENCES AR BEBEHRAD
EME AR CEEEEREERDIESH
% _EETFHCEERBERERAER =
TTNFHECEEERRREER —TT=F
NABREERRRES -

Mr.Wang Zhi-sen, 57 senior engineer and with a bachelor degree.
Mr. Wang graduated from Qinghua University, majoring in electrical
engineering. Mr. Wang joined in work in October 1968. He was
deputy division chief of Enterprise Cadre Administration Office
of Department of Cadre under Ministry of Machine Industry,
deputy division chief of general office of department of personal
and labor under Ministry of Machine Industry. He was director
of information sector of China Electrical Engineering News in
1989, head and secretary of Party Committee of Instrument
and Meter Technology Institute under Ministry of Machinery and
Electronics Industry in 1992; deputy director of general office
of Ministry of Internal Trade in January 1995. He was secretary
of Party Committee, deputy general manager of China National
Agricultural Machinery Corporation; director of State Commission
for Economic Restructuring in 1996.He was secretary of Party
Committee, and secretary of Discipline Committee of Huaxing
Products Corporation in 1998; director, secretary of Party
Committee, and secretary of Discipline Committee of China
Huaxing Group in 2001. In June 2007, he was appointed as one
member of the Company’s Standing Communist Party Committee
and secretary of Discipline Committee of Harbin Power Equipment
Group Corporation, simultaneously as a one member of the
Company's Standing Communist Party Committee and secretary
of Discipline Committee of the Company. He was appointed as

chairman of the Supervisory of Company in March 2008.

Mr. Yang Xu, 44, 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 deputy director of enterprise management and
development department. In 2004, he was appointed as director

of enterprise management and development department.
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Supervisors representing staff and workers

Ms. Lu Chun-lian, 49, senior engineer and with a bachelor degree,
now supervisor representing staff and workers of the Company
and 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, 37 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.

Independent supervisors

Mr. Chen Si, 40, 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.
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SENIOR MANAGERS

Mr. Zhang Hai-quan, 47, 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 manager of the Company
since October 2000.

Mr. Feng Yong-qgiang, 45, senior political-work master and master
of business administration, now deputy general manager of the
Company and secretary of the Communist Party Committee and
vice chairman 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 HPEGC. He
was deputy secretary of the Communist Party Committee and
secretary of the Supervisory Committee 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 and
vice chairman of the Communist Party Committee of the Boiler

Company in November 20083.
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Mr. Liu Zhi-quan, 40, senior accountant and master of business
administration, now deputy general manager. Mr. Liu graduated
from Harbin Institute of Technology, majoring in industrial
accounting with a bachelor degree. He subsequently obtained his
MBA qualification from the same university. He joined in work
in September 1991. He has been the assistant for the section
chief, deputy section chief, section chief of finance department,
chief account official and section chief of finance department of
the Boiler Company of HPEGC. He was appointed as the deputy
general manager of the Boiler Company in April 2001. Mr. Liu
was appointed as vice general manager of the Company since
September 2006.

Mr. Han Jian-wei, 52, researcher & senior engineer and with a
bachelor degree, now deputy general manager of the Company. Mr.
Han joined in work in October 1973, and graduated from Harbin
Institute of Technology in 1982 and was conferred the bachelor
degree. He has been designer of design division, installation
worker and deputy section chief of user service division, director
of production division of Harbin Boiler Company Ltd of HPEGC. He
has been vice chief economist, vice general manager, chairman,
general manager of HBC. Ha was appointed as deputy general

manager of the Company since 26th December, 2007.

COMPANY SECRETARY

Mr. Ma Sui, 51, associate professor and master of business
administration, now company secretary of the Company and
director of office. Mr. Ma joined in work in 1976. He graduated
from Northeast Heavy Machinery Institute in 1982 and joined
in HPEGC in the same year. He used to work at the Company's
electrical machinery plant on staff training and corporate planning.
He has been deputy chancellor of the Staff Collage, deputy office
director of the Company, department head of the corporate
planning department, deputy chief financial official, etc. He was
appointed as the director of office in May 2003, and director of the

secretarial bureau of the board of directors from May 2006.
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The Directors are pleasure to submit 2007 annual report and
audited financial statements for the year ended 31st December
2007 of the Company.

PRINCIPLE ACTIVITIES

The Company and its principal subsidiaries are mainly engaged
in manufacturing and sales of various kinds of power equipments
and power station engineering services, which are set out in

Note 6 to the financial statements.

All the activities of the Group are based in the PRC, where 92.2

per cent of the Group's turnover is derived from.

The export sales of the Group for the year ended 31st December
2007 amounted to US$295.30 million, representing 7.8 per cent
of the Group's total turnover for the year. The Group’'s export

markets mainly include Asian and African countries.

SUBSIDIARIES AND ASSOCIATED COMPANIES

The Company has seven principal subsidiaries. Harbin Electrical
Machinery Co., Ltd is mainly in the field of manufacture and
sales of hydro generator units and steam turbine generator units.
Harbin Boiler Co., Ltd is mainly in the field of manufacture and
Ltd is

mainly in the field of manufacture and sales on steam turbine for

sales on boilers for power stations. Harbin Turbine Co.,
power stations. 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.AEEE (X2
B) SREEAFRAT is mainly in the field of manufacture and
assembly on equipments such as nuclear power, gas turbine and
heavy-duty thermal power. BEEE#BRXEREHERET A
is mainly in the field of manufacture and sales on medium-to-
heavy-duty AC/DC motors and nuclear power main pump motors
and MEEEBREZTHBFIEGRAF) is mainly in the field of

manufacture and sales on valves for power stations.

Details of the Company's principal subsidiaries for the year ended
31st December 2007 are set out in Note 43 to the financial

statements.
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FINANCIAL RESULTS AND DISTRIBUTION

The results of the Group for the year ended 31st December 2007
are set out in the consolidated income statement on page 64

of the annual report.

The Directors propose the distribution of profit after taxation and

minority interests for 2007 as follows:

1. To transfer Rmb37.98 million to the statutory surplus

reserve.

2. The Directors propose a dividend of Rmb0.091 per share
for shareholders who registered on shareholder’ list before
6th May 2008; payment of dividends totally amounted to
Rmb125.2893 million. Shareholders of H share will be paid
in Hong Kong dollar; the exchange rate used is based on
average closing rate of the People's Bank of China during
the five days preceding the date of 11th April 2008, which is
Rmb1 for HK$1.112. The dividend for every H share will be
HK$0.1012.

3. The Register of members of the Company will be closed
from 6th May 2008 to 5th June 2008, both days inclusive,
during which period no transfer of shares can be registered.
Shareholders whose names appear on the Register of Members
on 6th May 2008 shall be entitled to present in the meeting
and the dividend payment for the year 2007.

DIRECTORS AND SUPERVISORS

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

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

As at 31st December, 2007, none of the directors, supervisors
and senior management of the Company had any interest or short
position in the shares, underlying shares and/or debentures (as
the case may be) of the Company and/or of any of its associated
corporations (within the meaning of Part XV of the SFO) which
was required to be notified to the Company and the HKSE
pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interest and short position which any such director, supervisor
or senior management is taken or deemed to have under such
provisions of the SFO) or which was required to be entered in
the Register kept by the Company pursuant to section 352 of the
SFO or which was required to be notified to the Company and
the HKSE pursuant to the Model Code for Securities Transactions
by Directors of Listing Companies as contained in Appendix 10

to the Listing Rules.

DIRECTORS’ AND SUPERVISORS’ SERVICE CONTRACTS

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

company of the Group.

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN CONTRACTS
OF SIGNIFICANCE

None of the director or supervisor of the Company has any
material interest, whether directly or indirectly, in the contracts
of significance, to which the Company or any of its subsidiaries

is a party during the year.

REMUNERATION OF DIRECTORS AND SUPERVISORS

Details of the salaries and bonuses of the directors or supervisors
of the Company for the year ended 31st December 2007 are set

out in Note 11 to the financial statements.

FIVE HIGHEST PAID PERSONNEL

The five highest paid personnel of the Company during the year

are all directors and supervisors.
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RETIREMENT AND BENEFIT SCHEME

Details of the retirement and benefit scheme are set out in Note

38 to the financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and equipment of

the Group are set out in Note 14 to the financial statements.

RESERVES

The Company’s reserves available for distribution are Rmb5,836.19
million until 31st December 2007. Movements in the reserves of
the Group and the Company during the year are set out in the
Consolidated Statement of Changes in Equity to the financial

statements.

FINANCIAL HIGHLIGHTS

The financial highlights of the Group for the last five years are set

out in the Section “Financial Highlights” to the annual report.

BORROWINGS AND INTEREST COSTS CAPITALISED

Details of bank loans and other borrowings of the Group are set

out in Note 31 to the financial statements.

Interest capitalized by the Group during the year amounted to

Rmb0.25 million in respect of construction in-progress.

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

As at 2nd March 2007, the Board of Directors of the Company
issued 102.355 million H shares under the general mandate of
the 2005 Annual General Meeting, at an issue price of HK$10
per share, to raise HK$1.002 billion.

Besides this, neither the Company nor any of its subsidiaries
had purchased, sold or redeemed any of the Company's listed

securities.



EEEHRFE@
Report of the Directors (continued)

BriEEE

REBEARBERRTEAR  WEREBLEER
RERRRRRFREAMBERRIEZHE
A2 2 -

EXHFREE

RABFARIGBERERERETAR F B
T +F+— A=+ —HRFEMNTHIE
BMEBRAR  BEREORAEETERE
Mméa R rIEREERL  ERERERELE
1BR3,2965. 18 T AR - RN TR T B
EERAFARFARAREEMR2,3498 7 » B
Al WREEFER - RN FAKREER
REHMERFASZE -

EXEH

AEBFARITNEASOFBRRAFR
(EEEWLEDIMT)R(ERFEHER) & -

FTEHERHER

1. BAXEEsRARERASGERESD
LEA10.81% c HFH AWM EEE AE A=
Z5T HREEESLE2.79% °

2. HAAEEERAARFARGRLEERERS
b A20.75% - ERZ AN EF R ERM
BEAD  HPEEBEANLE6.29% °

3. ARAESF BEEREBEANREMAER
RBRBEFEMAEALRPHIALARA
efn®E)E DR E kR P P SR

S o

E\

PRE-EMPTIVE RIGHTS

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

according to their respective proportions of shareholding.

MAJOR LITIGATION

Harbin Boiler Co., Ltd, a subsidiary of the Company, lodged a
complaint against N TE# M E GBR A Flat court for the
economic loss caused to the Company due to its provision of
unqualified large-diameter tubes and demanded the company
to indemnify a direct economic loss of Rmb32,951,000. Z=/H
T E#%E AR A Fbrought a counter-accusation against the
Company for an outstanding loan of Rmb23.49 million. Currently,
the case is still under processing. Besides this, the Group was
not engaged in other major litigation of material importance

during the year.

MATERIAL CONTRACTS

The material contracts of the Group for the year are detailed
in the Sections “Management Discussion and Analysis” and

“Disclosure of Significant Events” of the annual report.

MAJOR SUPPLIERS AND CUSTOMERS

1. The aggregate amount of purchases during the period
attributable to the Group's five largest suppliers represented
10.81 per cent of the Group's total purchases. Among which
the largest supplier is Mitsubishi Heavy Industries Ltd. of
Japan, presenting 2.79 per cent.

2. 20.75 per cent of the total turnover of the Group during the
period was attributable to the Group's five largest customers.
Amongst which BI&E 2 /I8 & QX 7] was the largest customer,

accounting for 6.29 per cent of the total turnover.

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

or customers.
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PROCEEDS FROM THE H SHARES ISSUE

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

annual report.

ENTRUSTED DEPOSITS AND OVERDUE TIME DEPOSITS

As at 31st December, 2007, the Company had no entrusted
deposits in commercial banks or non-bank financial institutions

and had no due deposits that had not been withdrawn.

INCOME TAX AND EXPORT VAT REBATE

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

income tax rate.

In accordance with regulations of the State Administration for
Taxation, the rate for tax rebate of the Group's new export products

contracts is 13 per cent since 15th October 2003.

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

tax payable labor project can be rebated.
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CONNECTED TRANSACTIONS

For the connected transactions, see the details in Note 39 to

the financial statements of the annual report.

CONFIRMATION ON CONNECTED TRANSACTIONS

The Independent Directors of the Company have, in such capacity,
reviewed the connected transactions (as defined in the Listing
Rule) referred to in Note 39 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 (Il) (where there is no available
comparison) on terms that are fair and reasonable so far as

the shareholders of the Company are concerned; and

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

no less favorable than terms available to third parties.

THE CONFIRMATION OF INDEPENDENT NON-EXECUTIVE
DIRECTORS INDEPENDENCE

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

they are independent person.
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SHARE CAPITAL STRUCTURE

As at 31st December 2007, the share capital structure of the
Company comprised of 1,376,806,000 shares, of which 701,235,000
shares were held by the promoter (representing 50.93 per cent
of the entire share capital) and 675,571,000 shares were held
by overseas H shares investors (representing 49.07 per cent of

the entire share capital).

NUMBER OF SHAREHOLDERS

Details of the Company's registered shareholders as at 31st

December 2007 were as follows:

Holders of State Shares (held by the Promoter) 1
Holders of H Shares 63
Total number of shareholders 64
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TOP TEN SHAREHOLDERS

As at 31st December 2007, the top ten registered shareholders

who hold the most shares were as follows:

HRESE
g i Percentage
BEZE Number of of Shares fBst
Name of Shareholders Shares Holdings Note
BRESREER 701,235,000 50.93% BB A AR
Harbin Power Plant Equipment Group Corporation state shares
HKSCC Nominees Limited 674,388,598 48.98% HA%
H shares
LAM MAN LAI 250,000 0.02% H A%
H shares
CHEUNG YUM TIN 200,000 0.01% H A%
H shares
HO CHI KUN 100,000 0.01% H A%
H shares
NG SIU HANG 100,000 0.01% H A%
H shares
YIH SIU LAl HAR 50,000 0.00% H A%
H shares
YIP KWAI WA 50,000 0.00% H A%
H shares
WONG YIU POOI 34,000 0.00% H A%
H shares
POON BO WING ANDY 26,000 0.00% H A%

H shares
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INTEREST'S INTHE SHARE CAPITAL ANALYSIS OF HOLDERS
OF H SHARES (ACCORDING TO SHAREHOLDERS LIST AT
31ST DECEMBER, 2007)

HESETHR

AE RIS B9t

Scope Number of Number of Percentage to

gE (number of shares) shareholders share Holding Issued H Shares

1-1000 1-1000 4 402 0.00%

1,001-5,000 1,001-5,000 26 70,000 0.01%

5,001-10,000 5,001-10,000 15 132,000 0.02%

10,001-100,000 10,001-100,000 15 530,000 0.08%

100,001-A £ 100,001 above 8 674,838,598 99.89%

a5t Total 63 675,571,000 100%
=¥ MODEL CODE
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The Company, having made specific enquiry, confirms that all
members of the Board complied with the Model Code set out in

Appendix 10 of the Listing Rules throughout the period.

CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has complied throughout the year of 2007 with all
code provisions set out in the Code on Corporate Governance

Practices contained in Appendix 14 of the Listing Rules.

POST BALANCE SHEET EVENTS

On 7th March 2008, the Company convened a Special General
Meeting and elected Mr. Wang Zhi-sen as the Supervisor of the
Supervisory Committee. The Company convened a provisional
meeting and elected Mr. Wang Zhi-sen as the Chairman of the

Supervisory Committee at the same day.
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AUDITORS

The current PRC auditor of the Company is China Rightson YueHua
Certified Public Accountants Company Limited, and the Hong
Kong auditor is Yuehua (Hong Kong) CPA Limited.

By order of the Board
Gong Jing-kun

Chairman

11th April, 2008
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To all shareholders:

For the year ended 31st December, 2007 (the year), all members
of the Supervisory Committee (“the Committee”) of Harbin
Power Equipment Company Limited (“the Company”) carefully
fulfilled their Supervisory Committee functions in accordance
with the regulations of the PRC Company Law, the Listing Rules
of The Stock Exchange of Hong Kong Limited and the Articles
of Association of the Company. The Committee has reviewed
documents submitted by the Company and supervised the
Company's activities and the manager level members’ work
performance by way of participating in the General Meeting and
the Company’'s Board of Directors Meetings and convening up
Supervisory Committee Meetings. In addition, the Committee
participated actively in significant events of the Company, such
as the Company's production and management etc. and gave a
lot of positive opinions and suggestions, which pushed forward

the Company’s work to smoothly develop.

For the Company’'s work during the period under review, the

Committee presents the following independent opinions:

1. During the year under review, the Company strictly complied
with the nation’s laws and regulations, operated in accordance
with the procedures regulating listing companies, and duly
executed various resolutions passed at the shareholders’
meeting. With the aim of increasing cost effectiveness and
overall competitiveness, the Company fully implemented the
scientific approach of development, insisted on the strategic
policy of sustainable development. Under the effort of all
the staff of the Company and its subsidiaries, the Company
achieved the new highest targets in the output of products,
total profits, market development and new product manufacture

etc., with a satisfactory business performance.



EEEREFE@m
Report of the Supervisory Committee (continued)

2 - FREFERR - RAEE KERHESHE
BABEBTRE #ERRESSZHIESE
BER  EHAREHRITRRASNEFTEN
RE - ORE - MABRAERBZOER &
RANRBERNARBEARNE - RRME
THERSHTTA °

3 AEESHRRNIMBHEME BY RN
ETTEE  AB/RPHMERGAEBKE
TE - GIERE - BB IERIIRIRARRE
HEEMPHEERNEEFET B
RRXANABREAFASEZNFEVBRE
MAMPESREHBER - HEATEH
FEHMRRT RANEERENEEMR
AN DT SRFE T BORE S MR BB R
RENzm  AFEERRAEERHATEESN
BER  ERNRARERNBAE °

4 FEEGBRTEFS TSRS  RARS
FEEEHRR T A REAEE R SE
T

AEEEHRB/AQAASULRACERENEE
MF - UHESRERFNEEREMTX
HEARNEERSER EHHBETEER
B REEBRAR _ZT N\FENEERLE
BIEME N TIE-

#
NHREREE  —TT/\FMOA+—H

2. The Committee is aware that the directors, the managers and
other senior managers have actively carried out their duties in
the best interests of the shareholders. In addition, they carried
out carefully the resolutions and decisions from the General
Meetings and the Board of Directors. They have not abused
their powers to act against the regulations of national laws,
rules and the Article of Association of the Company interests
of the Company and rights and interests of the shareholders

and employees.

3. The Committee has reviewed the Company's financial system
and financial situations and got the conclusion that the
Company's organization and system of the financial section
are complete and the financial work was operated step by step
according to inner control system and the financial management
system. The proposed annual financial report and dividend
scheme by the Board of Directors, for approval of the Annual
General Meeting, objectively and comprehensively reflected
the operation results and asset condition of the Company.
Both interests of shareholders and the Company's long-term
development have been taken into account in the dividend
scheme. Statutory reserve and public welfare fund provided
in the year were in accordance with provisions of laws and

regulations, and Articles of Association of the Company.

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

year.

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

production and operation target in 2008 of the Company.
For and on behalf of the Supervisory Committee
Wang zhi-sen

Chairman
Harbin, the People's Republic of China, 11th April, 2008
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The Company has improved and perfected the company's corporate
governing structure and standardized the Company’s operation
through strictly complying with the Company Law of the People’s
Republic of China, the Securities Law of the People’s Republic of

China and the relevant provisions of China Securities Regulatory

Commission.

During the year 2007, the Company fully complied with the Rules
Governing the Listing of Securities on the Stock Exchange of

Hong Kong Limited Appendix XIV: Code on Corporate Governance

Practices.
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SHAREHOLDERS AND SHAREHOLDERS®’ GENERAL
MEETING

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

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

the controlling shareholder of the Company.

In 2007, the Company had an Annual General Meeting.

BOARD OF DIRECTORS

The major duties of the Board of Director are to exercise the
discretion in management decision of the Company according
to the authorization by the Shareholders’ General meeting with
respect to the development strategies, management structure,
investment and financing, planning and financial control, which

are set out in details in the Articles of Assocation.

1. Composition

The Board of Directors is the fifth Board of Directors of the
Company since its establishment, which is composed of
eleven Directors, five of which are independent Directors.
The Directors each has a term of three years calculated from
29th September, 2006; their term of office expires on 29th
September, 2009.
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Positions of the Chairperson of the Board of Directors
and the General Manager are held by different individuals;
their responsibility and duty are distinct and separate. The
Chairperson of the Board of Directors presides over meetings
of the Board of Directors and reviews on the implementation
of resolutions passed by the Board of Directors. The General
Manager is responsible for management and coordination
of the operation of the Company, implementation of the
resolutions passed by the Board of Directors and making

decisions on a daily basis.

Biographies of the members of the Board of Directors are
included in the Directors, Supervisors and Senior Management

section of this Annual Report.

. Independent Directors

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

the company and the shareholders as a whole.

The Company has received annual confirmation from each of

the independent Directors about his/her independence.
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3. Meetings of the Board of Directors

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

FEE2MEEZRE FEHEOR) HEx
EENE Attendance Attendance in Attendance
Name of Director Required (No.) Person (No.) Ratio
BmBEEE Mr. Gong Jing-kun 6 6 100%
HETE IS A Mr. Zhao Ke-fei 6 3 50%
=N Mr. Qu Da-zhuang 6 6 100%
Bt oA Mr. Duan Hong-yi 6 5 83%
R fELE Mr. Shang Zhong-fu 6 6 100%
REERE Mr. Wu Wei-zhang 6 5 83%
BBk E Mr. Zhou Dao-jiong 6 5 83%
BRI E Mr. Jia Cheng-bing 6 4 67 %
TREBELL Ms. Li He-jun 6 4 67 %
TEELZT Ms. Ding Xue-mei 6 3 50%
= BiHE Mr. Jiang Kui 6 4 67 %

MEEETREBRERAANE RBEIFAR
EXSVRBTNEE EEREMISE
BEMNHEBEER MRMBF - AREREE
BRESZBE REEFSNIEFBMA
ERATURERNER  ERBURE
B ARREFRNEFZTGTEEZEEE
BERBTHFELEFTBELEERBRER
% B BEAENSIEE R AR RIRE

o

RRBIERAT B S X H P LR A
B LETRARERETESFRINELE
SRAMESRAREEZNRESR - NAT
ERAMEBEESFHIEER MMEEFCHER
EHREHANEE 2B K LETARES
ETEF R ZIZESTA) o

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

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

The Company has established four Special Committees, namely the
audit committee, the Remuneration committee, the nominations
committee and the strategy development committee; their

members consist of Directors.

The Audit Committee of the fifth session of the Board of Directors
includes: Li He-jun, Ding Xue-mei, and Duan Hong-yi. Two-third of
the members of the Audit Committee are independent Directors
and independent Director Li He-jun is the chairperson of the
Committee, as in accordance with the stipulation of the Listing
Rule, Article 3.21. During the year, the Audit Committee held two
meetings, and had reviewed the Group's annual and semi-annual

performance reports and Financial Reports.

SUPERVISORY COMMITTEE

The Company’s Supervisory Committee consists of five supervisors,
of which two supervisors are representing staff and workers and

one is independent supervisor.

(A) The Supervisory Committee Meeting in the period under

review:

The Supervisory Committee held three meetings in the period

under review, the main contents of which are as follows:

1.  The Second Meeting of the Fifth Term of Supervisory
Committee was held on 20th April, 2007, which passed
the Company'’s report of Supervisory Committee, Audited
Financial Reports and Annual Report for the year
2006.

2. The Third Meeting of the Fifth Term of Supervisory
Committee was held on 10th August, 2007, which passed
the resolutions on the Company’s Interim Audited
Financial Reports and Interim Reports for the first half
of 2007.

3. On 7th March, 2008, the Company held the extraordinary
meeting of the Supervisory Committee, and elected
Mr. Wang Zhixin as Chairman of the Supervisory

Committee.
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(B) Independent Opinions of the Supervisory Committee to
the Related Matters of the Company in the Year 2007

1.

The Company’s Operating Validity

According to related laws and regulations, the Supervisory
Committee has supervised and examined the convening
procedures of the General Meeting and the Board
of Directors Meeting 2007, resolution matters, the
Board of Directors’ implementation of the General
Meeting resolutions, the enforcement of the Company's
management rules and the efficiency of the Company's
operating and managing, and the Supervisory Committee
deemed that the Company has operated strictly according
with the related provisions of the PRC Company Law,
the Listing Rules, the Articles of Association of the
Company and other regulations; that the Company
operates under scientific and proper decision making
procedure; and that the Company further perfected its
internal management and built favorable inner control

system in 2007.

Reviewing the Financial Situations of the Company

The Supervisory Committee carefully reviewed the
Company’'s Financial Balancing Report 2007, Profit
Distribution Scheme and the Audited Financial Reports
2007 (audited and submitted by Yuehua CPA Limited),
which the Board of Directors arranged to submit to the
General Meeting. The Supervisory Committee deemed
that the Company's audited Financial Reports 2007
was true and credible, which objectively presented the
Company's financial situations and business results.
The Supervisory Committee approved the Company’s
Financial Auditing Reports submitted by accounting

offices both at home and abroad.

The Implementation of the General Meeting
Resolutions

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

carry out the General Meeting decisions.
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(C) The Implementation of Supervisory Duties by the

Supervisory Committee

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

Company.

INTERNAL CONTROL AND INTERNAL AUDIT

The Board of Directors is responsible to establish and maintain the
internal control system of the Company, and to establish the Audit
Committee. The Company has established the audit department
internally, which monitors and supervise the disclosure of financial
information by the Company regularly or where necessary, as
well as operation and internal control activities, so as to ensure
the transparency of information disclosure externally, operation

efficiency and effectiveness in corporate control mechanisms.

AUDITORS

The sixth meeting for the Fifth Board was held on 22nd June
2007. During the meeting, it was decided that China Rightson
YueHua Certified Public Accountants Company Limited would be
appointed as the Chief Auditor for the financial reports prepared
according to PRC Accounting Rules and Regulations for the year
2007, and Yuehua (Hong Kong) CPA Limited would be appointed
as the auditor for the international financial reports pursuant to

the authority of the Shareholders’ General Meeting.

The financial statements included in the annual report of the
Company for the year 2007 were prepared according to PRC
Accounting Rules and Regulations and Hong Kong Financial
Reporting Standards, and were audited by China Rightson YueHua
Certified Public Accountants Company Limited, the domestic
auditor, and Yuehua (Hong Kong) CPA Limited, the international

auditor.
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Information Publication and Supervision

The Company continuously improves information publication
management and enhances the investor communication
management. The Company discloses information on an open,
fair, true, accurate, complete and timely ground and strictly in
accordance with the related disclosure requirements of relative
laws and regulations, the Article of Association of the Company
and Listing Rules, and improves the Company’s transparency.
In order to improve the communication with investors, the
Company issues its Inter