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Chairman's Statement

To all shareholders:

| am pleased to present the annual report of Harbin Power
Equipment Company Limited (the “Company”) for the year ended
31st December 2000. On behalf of the Company, | would like to
extend my gratitude to our shareholders for their continuing
support.

The year of 2000 is a significant year for the development of the
Company. The staff of the Company has worked concerted efforts
to enable the Company to steadily improve its performance. All
tasks achieved remarkable progresses. All these have laid a sound
foundation for the Company to enter new century.

RESULTS

For the year ended 31st December 2000, the Company and its
subsidiaries (“the Group”) recorded turnover of Rmb3028.91 million,
representing an increase of 2.4% over 1999. Consolidated profit
after minority interests and taxation was Rmb39.09 million,
representing an increase of 12.9% over last year. Earnings per share
was Rmb0.033, representing an increase of Rmb0.004 as compared
to 1999. As at 31 st December 2000, the Company’'s total net
assets were valued at Rmb2905.18 million, and net assets per share
was Rmb2.44.

DIVIDEND

The Board of Directors recommended a final dividend of
Rmb0.0375 per share for the year ended 31 st December 2000 to
shareholders whose names appear on the Register of Members of
the Company on 22nd May 2001. The final dividend will be payable
on or before 22nd August 2001.

The final dividends for domestic shareholders will be paid in
Renminbi. The final dividends for H shares will be calculated in
Renminbi and paid in Hong Kong dollars. The exchange rate used,
that is HK$1.00 = Rmb1.0600, is based on the average closing rate
of the People’s Bank of China during the calendar week preceeding
20th April 2001. The final dividend for every H share will be
HK$0.0354 per share.
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BUSINESS REVIEW

In the year of 2000, the economy of China continued to grow at a
relatively high speed. The macroeconomic environment further
improved and the electricity demand increased. Certain areas were
again reported lack of electricity supply and some new projects
started up. However, the general oversupply status of power
generation equipment has not been essentially changed. The market
competition intensified, especially, the product price kept declining.
But the prices of raw materials and electricity increased, which led
to the increase of cost. Effected by the policy at the early 1999
that there are no new conventional thermal power projects in the
next three years, the production of the Group during the period
under review was still insufficient and some manufacturing facilities
were not operated at full capacity. The output of power generation
equipment for the year recorded 3280.5MW.

Confronting various unfavourable factors, my focus is how to
improve the Group's competitiveness and maintain a high operation
efficiency so as to achieve excellent performance to reciprocate
shareholders. Therefore, the Group adopted many measures based
on the general strategy of “transforming structure, exploiting
market, scientific management, development as top priority”.

Internally, the first measure was to reform internal structure,
personnel system and distribution system. | think the success of
one enterprise relies on its structure and qualified personnel,
especially, the senior management people. It is vital for enterprises
to set up such an environment and incentive system that can
encourage the coming forth of talented people and make best use
of them. Setting up an active, positive, practical and original cultural
atmosphere is also very important for enterprises. Therefore, in the
year of 2000, the Company put the emphasis of internal reform on
adjusting middle and top management and enabing them to be
young, knowledgable and professional. Also the Company
streamlined its structure and downsizing its staff in order to improve
efficiency and bring every positive factor into play.
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The second measure was to enhance the corporate administration.
The office term of the second board and supervisory committee of
the Company expired in 2000. We made use of this opportunity to
optimize and improve the membership and professional structure
of the board of directors and supervisory committee in line with
relevant requirement using the advanced experience of international
companies. We increased the number of directors outside the
Company and added independent directors and independent
supervisors to the board and supervisory committee so as to make
corporate decisions more scientific and reasonable and push forward
the steady development of various tasks of the Company.

The third measure is to strengthen customer, quality and service
ideology and carry out “creating three qualities” activity. Through
creating quality product, quality engineering project and quality
service, we should set up the concept of winnig customers and
market by quality product, quality engineering project and quality
service and try our utmost to provide customers with satisfactory
product and service.

The fourth measure was to enhance internal management. We
rectified and normalized management activities and working orders;
strengthened the administration of investment, loans and execution
of contracts; enhanced the risk protection ideology; promoted
procurement after quality and price comparison and online
purchases in order to control cost, reduce expenses and improve
the performance of the Company.

The fifth measure was to push forward technology advancement
and industry upgrading. During the period under review, the
National Engineering Research Center- Power Equipment undertaken
by the Company has been formally set up and the construction has
comprehensively begun. Regarding product development and
technology development, we achieved new results. The power plant
turbine of 300MW type has been awarded the State Key New
Product. The successful development of power plant boiler
desulphurization technology would contribute a lot to the
environmental protection and bring direct economic benefits to the
Group. The development and technical renovation of large-scale
hydropower equipment, super-critical, combined-cycle, nuclear
equipment and large circulated fluidised bed boiler and etc
proceeded as planned. All of these have laid a foundation for the
long-term development of the Group.
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Externally, the first measure was to enhancing marketing. Continued
with the marketing princinple of “exploiting big, medium and small
projects, main units and auxiliaries projects together both in and
outside China”, we put focus on “big west development” projects,
engineering and complete set of equipment supplying projects and
new technology projects. We tried to get more orders by
strengthening traditional market while developing new market. For
the year ended at 31st December 2000, the newly signed contracts
secured by the Group totalled Rmb3.54 billion, an increase of
Rmb2.43 billion over last year. As the initial results of "big west
development”, we secured the contract of the boiler island
engineering project for the Tuoketuo Power Plant (2x600MW) in
the Inner Mongolia and main units supplying contract for the
Guizhao Nayong Thermal Power Plant (2x300MW). Regarding
engineering and supplying complete set of equipment, we secured
the engineering project contract for the Iran Tavazon Thermal Power
Station (2x55MW). We signed a referendum contract for the El
Gaili Combined Cycle engineering project (2x206B) in Sudan and
won the bids for the boiler island and turbine island engineering
projects for the Shanxi Hancheng Thermal Power Plant (2x600MW).
As for technology products, we secured orders for four T00MW
class circulated fluidised bed boilers and equipment supply contract
of three sets of 45MW large-scale tubular hydropower turbo-
generators for the Hunan Hongjiang Hydropower Station, which
laid a foundation for the development of the Group in the new
century.

The second measure was to continue to strengthen the cooperation
with multinational companies in order to meet the challenges
brought by China’s entry into WTO. On one hand, we tried to get
subcontraction projects through cooperation so as to increase
market share and we tried to improve technology level and product
competitiveness by jointly exploring the methods of technology
transfer in order to accelerate the technology advancement of the
Group on the other hand.

PROSPECTS

The year 2001 is the first year of the new century and the first
year of the Tenth Five-year Plan of the PRC. The Group will meet
new challenges and opportunities in the year of 2001. Firstly, the
oversupply status of conventional power generation equipment can
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not be essentially changed in a short term. The competition will
still be very fierce and the product price can not increase in a short
term. Secondly, the prices of raw materials and electricity will
continue to increase, which makes it difficult to reduce production
cost. Thirdly, manufacturing facilities still can not be operated at
full capacities and the unbalance of production will also exist, which
would bring difficulties to production organization. And lastly, the
China's coming entry into WTO will internationalize the domestic
market and intensify the competition in domestic market to certain
extent.

I think there must be many potential opportunities for development
while confronting challenging situation. Firstly, the macroeconomic
environment will further improve. The State adopts many policies
such as debt-share swap, technical renovation discount and export
loan to support key backbone enterprises. Secondly, the Tenth Five-
year Plan of the PRC determined the power development policy of
further adjusting power structure, making full use of existing power
generation capabilities, actively developing hydropower, mine-mouth
large thermal power equipment, cutting down small thermal power
equipment, appropriately developing nuclear power and encouraging
co-generation and comprehensive usage of fuel for power
generation and residue from power generation. It was estimated
that the average annual installed capacity growth of power
generation equipment during the period of the Tenth Five-year plan
is 20000MW. A batch of large-scale unit projects will begin
construction and preliminary work. Thirdly, the strategy of “big
west development”, “transmitting the power generated in the west
to the east” and “transporting the natural gas in the west to the
east” will increase the demand for large-scale hydropower
equipment, large-scale thermal power equipement, air cooling units,
gas turbine and other power generation equipment. And lastly, the
Group is becoming more and more mature in the international
market and gradually expands its marketing areas, which will be
favourable for the exploiting of international market of the Group.

In the year of 2001, the Group will take economic benefits as
center, take “winning market, securing contracts, creating three
qualities and setting up image” as breakthrough point; enhance
internal administration and improve comprehensive quality so as to
lay foundation for the long-term development of the Group. The
Group will put emphasis on the following work in 2001:
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First, the Group will exert all strength to exploit domestic and
overseas market. Integrating with the Tenth Five-year Plan and
putting emphasis on “big west development”, the Group will
continue with the marketing strategy of “exploiting big, medium
and small projects, main units and auxiliaries projects together both
in and outside China” to develop 300MW and 600MW sub-critical
thermal power market, large-scale hydropower market, engineering
and supplying complete set of equipment projects market, air
cooling units market, co-generation units market, “replacing small
one with large one” old units retrofitting market and auxiliary
product market. At the same time, the Group will strengthen the
investigation and research and preliminary development of super-
critical thermal power units market, nuclear units market and
combined-cycle units market. The Group will enhance the
cooperation with multinational companies and actively develop
international market, especially, the market in Asian, African and
Latin American region. Also the Group will strengthen the collection
of market information, enhance the marketing team and sales
network, and adopt feasible marketing strategies to expand its
market share.

Second, the Group will strengthen assets and structure
reorganization. On one hand, the Group will make use of the
establishment of “National Engineering Research Center-Power
Equipment (“NERC-PE") to rectify research and development
resources to set up a technology development and technical
renovation system with comprehensive research scope and flexible
organization. Meanwhile, the Group will cultivate an engineering
technology team with high quality. All these will form a research
and development system with the NERC-PE as the core, which will
provide technical support to the development of the Company. On
the other hand, based on the princinple of “seperating
supplementary business from main business” and service
specialization, the Group will activate assets and carry out assets
operation responsibility system. With transportation, automation,
auxiliaries, heat processing and AC/DC motors as emphasis, the
Group will push forward assets and structure reorganization,
optimize assets distribution and cultivate new economy growth
point.
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Third, the Group will enhance enterprise management. The Group
will deepen the corporate reforms whose main contents are
personnel system and distribution system reform; set up incentive
and restraining system; bring every positive factor into play;
strengthen quality management, perfect quality assurance system
and implement quality responsibility with “winning market, securing
contract, creating three qualities and setting up image” as
breakthrough point in order to provide customers with first-class
product, first-class engineering and first-class service. The Group
will also enhance cost administration. The Group will continue to
reduce design cost and procurement cost through optimizing design,
purchasing after quality and price comparison and online
procurement. The financial supervision system will be set up and
economic activity analyzing rules will be formulated. The Group
will strictly control expenses, cut down expenditure, enhance payoff
of the product payment and increase capital usage efficiency. Also
the Group will strengthen enterprise transparence through
enhancing enterprise management.

Fourth, centering on product upgrading and technical innovation,
the Group will actively develop new product and new technology
and push forward technical advancement and adjustment of product
structure so as to speed up technical renovation. Putting emphasis
on optimized design of 300MW and 600MW sub-critical thermal
units, the Group will digest, absord and master the key technology
of the 700MW hydropower units of the Three Gorges project;
carefully manufacture 100MW class circulated fluidised bed boiler;
accelerate the technology development and technology transfer of
super-critical, combined-cycle units, nuclear units, pumped storage
units and other new products; pay attention to the technical
innovation and product testing of the large-scale hydropower units
with the Three Gorges units as focus; comprehensively start the
technical renovation mainly for manufacturing 1000MW class
nuclear units, large super-critical thermal units and large circulated
fluidised bed boilers; actively carry out the feasibility research and
demonstration for the construction of coastal base and production
of gas turbine. The Group will try its best to push forward the
technical advancement and upgrading and replacement of its main
products so as to accelerate the rapid growth of the Group.
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By the end of 2000, the average installed capacity per capita in
China was only 0.24KW, far behind 1KW, the level of the
moderately developed countries. Therefore, the power generation
market of China has great potential to develop. | believe that the
difficulties confronted by the Group are temporary. With the
improvement of the macroeconomic environment, speeding up of
economy growth and carrying out of the strategy of "big west
development”, the power generation equipment market will
welcome an era of new development. The Company will take the
opportunities and accelerate its development to reciprocate its
shareholders with good results.

On behalf of the Board of Directors, | wish to thank our shareholders

for their continuous support and deep concerns for the Company
and myself during the year of 2000.

Geng Lei
Chairman

Harbin, the People’s Republic of China, 20th April, 2001



