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MACRO-ECONOMIC SITUATION

I n  2000,  the  macroeconomic  env i ronment o f  Ch ina  obv ious l y

improved and the def la t ion was restrained.  The development of

domes t i c  ec onomy  con t inu ed  to  tu rn  to  d i r ec t ion  o f  goo d

circulation. After  declining for successive seven years, the increasing

rate of gross domestic product began to steadily rise up. The market

incl ined to be more act ive and the investment kept rapid growth

momentum. The industry economic benef its  obvious ly  inc reased.

The  export a t ion r epor ted v igo rous  deve lopment.  And the  PRC

currency,  Renminbi,  remained stable.

INDUSTRY DEVELOPMENT AND COMPETITION

In  2000, the global sales of power generation equipment recorded

about USD40 bi l l ion and the maintenance and sales of spares and

parts  fo r  power genera t ion  equipment t ota l l ed a round USD25

bi l l ion. In terms of region, the sales in Asia accounted for 30% of

the total g lobal sales while Europe only accounted for  9%, which

shows that the Asian region is sti l l  the area that is in most need of

power generation equipement in the wor ld.  In China, the growth

of the national electricity demand in the year of 2000 has reached

10% while the  growth of  certain developed reg ions  was above

25%. In some areas, people had to control electricity by switching

off the supply.  During the year,  the power equipment industry had

fol lowing features. First, the output of power generation equipment

decl ined due to the pol icy in ea r ly 1999 that  there were no new

convent ional thermal power projects in the next  three years . The

total output of the industry in the year was about 8000MW, which

was obvious ly le ss  than the manufactur ing capabi l i t ies .  Second ,

the improvement of  the domest ic economy st imulated the growth

of electr ic ity demand. In the second hal f  of  the year ,  a batch of

new projects started up and new orders increased. Third,  sub-critical

300MW and 600MW thermal power units are the focus of thermal

power projects .  The  marke t compet it ion intens if ied and product

price decreased to a certain extent. General ly speaking, there were

new changes taking place to the power equipment industry in 2000

and the industry was heading to a positive direction.
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The competition in the power generation market in the PRC includes

competition from foreign companies and the three domestic groups.

The Group has  relat ive advantages  over  domest ic manufacturers

regarding hydropower units, convent ional thermal power units with

capacity of and below 600MW, clean coal combustion units, general

contract ing of power plant engineer ing projects and internat ional

marke t ing.  Bu t  in te rms o f  genera l  techno logy  l eve l ,  the  gap

between the Group and foreign companies st i l l  exits,  especial ly in

the fie ld of combined-cycle,  super-critical,  nuclear power and new

energ y  equ ipme nt .  The  G roup  i s  ac c e le r a t i ng  i t s  t ec hn ic a l

development and trying to narrow the gap by technology transfer ,

jo int  p roduct ion and  othe r  methods. Compet ing  w ith  fo re ign

c ompan ie s ,  t he  G roup  ha s  f av ou ra b l e  c on d i t i on s  in  p r i c e ,

transportation and services, etc.

BUSINESS DEVELOPMENT

With the improvement of the market situation, the orders secured

by the Group during the period remarkably increased. For the year

ended at 31st December 2000, the newly signed contracts secured

by  the Group total led  Rmb3.54 bi l l i on,  an in c rease of Rmb2.43

bi l lion over last year.  New major contracts included:

– eng inee r ing  p ro jec t  fo r  the  bo i l e r  i s l and o f  the  Inne r

Mongolia Tuoketuo Power Plant (2x600MW);

– enginee r ing projec t  for  the  I ran Tavazon Therma l Power

Station (2x55MW);

– equipment supply  contr ac t  of  2 se ts  of  300MW therma l

power main units for the Guizhou Nayong Power Plant;

– equipment supply  contr ac t  of  2 se ts  of  300MW therma l

power units for the Shenzhen West Power Plant;

– equipment supply contract  of 200MW thermal power main

units for the Liaoning Fuxin Power Plant;

– equipment supply contract  of  2 sets  of  135MW ci rculated

flu id ised bed boilers for the Henan Xinxiang Power Plant;

– equ ipment supp ly  con tr ac t  o f  3  se t s  o f  45MW tubula r

hyd ropower tu rbo-genera to rs  fo r  the  Hunan Hongj i ang

Hydropower Station.
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The  in c rease  o f  new con tr ac t s  du r ing  the  pe r iod was ma in l y

attr ibuted to the fol lowing. First ,  the domestic economy improved

and electr icity demand increased.  Second, the implementat ion of

the s t rategy of  “big west  development” and the carrying out of

the  Ten th  F i v e - yea r  P l an  s t imu la t ed  the  d emand  fo r  powe r

generation equipment.  Third,  the Group has enhanced prel iminary

work for  marketing and strengthened its market ing efforts in and

outside China since 1999.

Dur ing the per iod under review, the Group achieved remarkable

re sul ts  rega rding “b ig west  deve lopment”,  the  orde rs  secured

to ta l l ed  Rmb1 .34  b i l l i on.  The  Group’ s  c l ean  coa l  combust ion

technology is gett ing more and more mature. The market share in

this  f ie ld gradual l y in creased.  The contracts  of  one 100MW and

three 135MW high-voltage and extrahigh voltage circulated fluidised

bed boi lers played an important role in maintaining the advantages

of the Group in the fie ld.

PRODUCTION AND SERVICES

In  2000, the product ion situat ion of the Group improved and the

o u t pu t  o f  p o w e r  g e n e ra t i o n  e q u i p e m nt  g r e w .  H o w e v e r ,

manufacturing faci l i t ies could not be operated at  fu l l  capacity yet

because of few orders f rom eal ier period. During the period under

rev iew, the Group’s  output of  the power generat ion  equipment

was 3280.5MW, an increase of  12.7% over last year.  Among which

there are 13 units of uti l ity boi lers with total capacity of 2650MW,

an increase of 23.14% over 1999; 12 units of power plant turbines

with total capacity of  1567MW, a decrease of 5.03% over 1999;

10 units of turbine generators with total capacity of  2650MW, an

increase of  32.5% over 1999 and 10 sets  of  hydropower turbo-

generators with total capacity of 630.5MW, a decrease of 30.79%

compared to last year. The main products included the No.2 turbine

and turbine generator with single unit  capacity up to 650MW for

the Qinshan Nuclear Power Station, the No.3 and No.4 uti l ity boi lers

and turbines  w ith s ingle uni t  capac ity  of  600MW for the Hebei

Panshan Power Plant,  the No. 6 units with single unit  capacity of

220 .5M W  of  the  s e c ond  pha s e  o f  G u i z hou  T i a n s he ngq i a o

Hydropower Stat ion,  the No. 5 units  with s ingle unit  capacity  of

300MW for  the Huanghe Xiaolangdi Hydropower Station, the No. 2

uti l i ty boi ler and turbine generator  with single unit capacity up to
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300MW for the Hunan Yiyang Power Plant,  the uti l i ty boi ler of the

No. 2 un i ts  wi th s ingle uni t  capac i ty of  350M W for the  Henan

Yuzhou Powre Plant, the uti l i ty boi ler of the No. 1 units with single

unit capacity of  125MW for the Hei longj iang J ixi  Power Plant,  the

No.7,  No.8 and No.9 tubular  hydropower units  with s ing le uni t

capaci ty of  30MW for the Hunan Lingj intan Hydropower Stat ion.

Dur ing the per iod ,  the MSR  of the second nuc lear  uni ts  for  the

1000MW Guangdong L ingao  Nuc lear  Power S ta t ion  has  been

transported to the s ite .  The  manufac tur ing of  the Three Gorges

units proceeded as scheduled.

As for engineering services,  the Group reported smooth progress.

The  540MW UCH Combined-cyc le P rojec t  in Paki s tan has  been

awarded with completion certificate and began one-year engineering

qual ity assurance operation period.  The KRH and MES hydropower

projects in Iran have finished above 80% of the equipement supply

and shippment.  The first units of MES hydropower station and KRH

hydropower station are expected to generate electricity in the third

quarter  and end of 2001 respect ively.  As for  the 2x600MW boiler

island engineering project  of  the Inner Mongolia Tuoketuo Power

Plant, the basic underground part and procurement of basic material

for main equipment have already completed. The No. 1 unit of the

bo i l e r  i s l and  eng inee r ing  p ro jec t  f o r  the  Hefe i  Power  P lan t

(2x350MW) has passed the thirty-day tria l  operation.

TURNOVER

For the  year  ended 31 s t  December 2000, the  Group recorded

turnover of Rmb3028.91 mil l ion, representing an increase of 2.36%

over 1999, the main reason for which was that  some hydropower

products manufactured in 1999 were sold in 2000 and the processes

of engineering projects were speeded up.

Dur ing the per iod,  the turnover  of  thermal power main units was

Rmb1368.31 mi l l ion, an increase of  2.06% as compared to 1999.

The turnover of hydropower main units was Rmb367.97 mil l ion, an

inc rease of  13.75% over  las t  year .  The turnover  of  engineer ing

service projects was Rmb787.18 mil lion, an increase of 3.31% over

las t  year .  The turnover  of  power plant  accessor ies and parts  was

Rmb93.01 mill ion, a decrease of 31.92% over last year.  The turnover

of AC/DC motors and other products and services was Rmb412.45

mil lion, an increase of 4.07% compared to 1999.
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CONSOLIDATED PROFIT AFTER TAXATION

Fo r  the  yea r  ended  31st  December 2000,  the  Group reco rded

cons o l ida t ed  p ro f i t  a f t e r  m ino r i t y  in t e r e st s  and  t axa t ion  o f

Rmb39 .089 mi l l i on ,  an inc rease of 12.86 % over  las t  year .  The

income tax  rate appl icable  to the Group was 15% in  2000. The

gross  prof it  margin s l igh t ly decreased as  compared to l as t  yea r .

The  inc rease of  consol ida ted prof it  after  mino r ity  inte rests  and

taxa t ion was ma inl y  because  the  Group  s treng thened expense

control  and capi tal  management,  which l ed to the  decrease of

administration expenses and finance expenses.

In 2000 ,  the  opera t ing  p rof i ts  of  the  Group was Rmb523.625

mil l ion, a decrease of 9.39% over last year.  The profit margins for

the main businesses of the Group were: 21.43% for thermal power

ma in un its ,  a  dec rease  o f  0 .09% ove r  l a s t  yea r ;  18 .95 % fo r

hydropower main units,  a decrease of 10.81%; 10.03 % for power

engineering projects,  an increase of 1.39% over last year;  19.54 %

for power plant accessor ies and parts,  a decrease of  2.93 % over

la s t  year ;  15.41 % fo r AC/DC motor s  and othe r p roducts  and

se rv ices ,  a  decrease of  8.96  % ove r  la s t  year .  The  gross  prof i t

marg in was 17.29%, a  decrease of  2 .24% as  compared to l as t

year ,  the main reason for  which was that  the market  compet it ion

intens if ied and product pr ice decl ined by a certain margin while

the price for raw materials and fuel and energy increased.

In 2000, the Group’s operat ing costs were Rmb2505.289 mi l l ion,

an inc rease of 5.21% over the prev ious  year ,  which was higher

than the increase of  turnover in the per iod.  The main reasons are

because the output and the pr ice of  raw mater ials  and fuel and

energy increased.

The Group’s  expenses  dur ing the year  amounted to Rmb5765.36

m i l l i on ,  a  decr eas e  o f  7 .58  % ove r  l a s t  yea r .  Among  wh i ch

adminis t rat ion expenses decreased Rmb21.85 mi l l ion, a decrease

of 5.15% over las t  year .  F inance expenses  decreased Rmb31.43

mil lion, a decrease of 19.71 % as compared to last year.
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CAPITAL EXPENDITURE

During  the pe r iod  under rev iew, the capi tal  expenditur e of  the

Group reached  Rmb231.07 mi l l ion.  The  major projec ts  inc luded

enhancing capabi li ty of manufacturing large hydropower equipment,

dynamic devices for  ships and etc.  A total  of  Rmb148 mi l l ion was

invested in enhancing capabi li ty of manufacturing large hydropower

equipment.  Rmb33.2 mi l l ion was invested in dynamic dev ices  for

sh ip s .  As  a t  31st  December 2000,  accumula ted  investment in

enhancing capabi l i ty of manufactur ing large hydropower equipment

amounted to Rmb395 mi l l ion. The construct ion of  fabr icating and

insta l la t ion workshop , we lding workshop and h igh wate r head

hydraul ic testing stat ion has been completed. The instal lat ion and

test ing of  f250 NC bor ing machine has  been f in ished. 20m NC

large horizontal  lathe and 16m large vertical  lathe are expected to

arrive and begin instal lation in 2001.

In order to develop super-critical  thermal power units and pumped

storage hydropower units ,  the Group has  begun to carry out the

technical innova t ion plan w ith the total  investment of  Rmb455

mil l ion, of which Rmb16.83 mil l ion has been invested. This project

has been ranked as the State Key Project.

I t  i s  expec ted tha t  the  Group  wi l l  i nvest  Rmb274.29 m i l l i on to

complete the unfinished projects mentioned above in 2001.

Meanwhi le,  in orde r  to adapt to the  changing  trend of power

equipment market  and  be wel l  repared to produce gas  turbine ,

nuclear  power equipment and other products,  the Group plans to

const ruc t  the  coasta l  product ion base  and ca rry  out  technica l

upgrading scheme for manufactur ing gas turbine, which has been

appl ied for the approval of relevant authorities.

RESEARCH AND DEVELOPMENT

Within the period, Rmb38.68 mil l ion was invested in research and

development.  The main R&D projects included prel iminary research

on  700M W Th ree  Gorges  un i t s ,  600M W super - c r i t i ca l  un i t s ,

combined-cycle units,  c irculated f lu id ised bed boi lers,  a ir  cool ing

units  with capac ity of  and above 300MW, pumped storage units

w i th  c a pa c i t y  abov e  20 0M W ,  w i nd  g e ne ra t i on  a nd  w a s t e

inc inera t ion equipment and  des ign  opt imizat ion of 300MW and
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600MW sub-cr it ical  thermal power units.  A total of  152 research

i tems were  f in i shed  and  23  new p roduct  t r i a l  manufac tu r ing

p rogrammes were  comp leted  dur ing the  pe r iod under rev iew.

Among which 42 subjects  of 9 special ized research items for  the

Three Gorges  units  have passed the S tate’s  acceptance te st  and

300MW opt imized turb ine  has  been ident if i ed  as  the Sta te Key

New Product. The project of the engineerization for the util ity boi ler

desulphur i zat ion technology  reached  the  advanced l eve l  in the

world.

Dur ing the yea r  of  2000, the  Hadian Power Equ ipment Nat ional

Engineer ing Research Center  Company Limited undertaken by the

Company  was fo rma l l y  e s t ab l i shed  and  the  const ruc t ion  has

comprehensively begun. In 2001, the Company wi l l  take this as a

breakthrough  point  to further  rect ify  research and development

struc tu re ,  s t reng then  R&D team and  acce le ra te  t he  techn ica l

innovation and product upgrading and replacement.

USE OF LISTING PROCEEDS

During the year,  the Group used a total  of  Rmb70 mi l l ion from its

l i s t ing p roceeds  to fund a  number of  projec ts .  Ma jor  p rojec ts

included technology transfer,  technological development,  dynamic

dev ices  for  ships  and technical upgrading for  la rge hydropower

equipment.

As  a t  31st  December 2000 , the  Company  has  u sed a  to ta l  o f

Rmb560 mil l ion f rom its l isting proceeds and the remaining balance

of l ist ing proceeds was Rmb680 mil l ion, of  which Rmb590 mil l ion

was deposited in the bank and the balance was lent to associated

companies as working capital .

The remaining proceeds wi l l be used according to the propectus of

the Company for the issue of H shares dated 5 December 1994.

FINANCIAL ANALYSIS

As at 31st December 2000, the total assets of  the Group decreased

by Rmb62.46 mi l l ion to Rmb8693.61 mi l l ion as  compared to the

end of  1999.  The total  current  assets  were Rmb6412.39 mi l l i on,

representing 73.76% of the total assets.  The total fixed assets was

Rmb2185.5 mil l ion,  represent ing 25.14% of the  total assets ,  an
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i nc rease  of  Rmb57 .55  mi l l ion as  compared to the  end of  1999
which was mainly  att r ibu ted to newly- in creased f ixed assets  for
technical upgrading of large hydropower equipment.  The interests
in associated companies and investments in securities was Rmb95.71
mil lion, representing 1.1% of the total assets.

As  a t  31st  December 2000,  the  to ta l  l i ab i l i t i e s  o f  the  Group
amounted  to Rmb5779.71 m il l i on.  The  debt/equi ty  rat io o f  the
Group was 66.48%, a s l ight decrease over  the beginning of the
year .  Al l  l iabi l i ties were denominated in Renminbi. The short- term
l oans  a nd  l ong - t e rm bo r ro w i ngs  d ue  w i th i n  o ne  y ea r  wa s
Rmb2064.16 mi l l ion, a decrease of  Rmb1.9 mi l l ion over  last  year .
The gearing ratio to the Group was 0.44:1.

As  at  31st  December 2000 , the balance of  t rade debtors  of  the
Group was Rmb1920.85 mil l ion, an increase of Rmb100.91 mil l ion,
mainly attributed to late customer payments.

As  a t  31st  December  2000 ,  t he  bank  depos i t s  o f  the  Group
amounted  to Rmb1029.02  mil l ion  after  currency  convert ing ,  of
which the re was Rmb470.48 mil l ion  converted from Hong Kong
dollar and other foreign currencies amounting to Rmb101.13 mill ion.

PROSPECT

By  the end  of  2000 , the  na t iona l  in s ta l l ed  capac ity  o f  power
generation equipment in China amounted to 316000MW, the second
place in the wor ld .  However,  the  average instal led  capac ity  pe r
capita was only 0.24KW, which is far behind 1KW, the level of the
mod e ra te l y  de v e l ope d  c ou n t r i e s .  A c c o rd i n g  to  th e  po w e r
construction pol icy determined by the Tenth Five-year Plan of China
and the program of “big west  development”,  it is est imated that
the average growth of electricity demand during the period of the
Ten th  F i ve - yea r  P l an  w i l l  be  5~ 6%.  The  de mand  fo r  pow er
genera t ion equipment wil l  focus  on hyd ropower equ ipment and
la rge -s ize  sub-c r i t i cal  the rma l power uni ts .  The re  is  a l so grea t
market  potent ial  for  the development of  large-scale super-crit ical
units,  large combined-cycle units,  large-size air  cool ing units and
new energy and clean coal combust ion technology.  The Group is
now  a d j u s t i ng  i n t e rna l  s t ruc tu re ,  a c c e le r a t ing  t e c hno l ogy
development,  technology transfer and technical innovation in order
to adapt to the changing market and improve its performance.

Harbin, the People’s Republ ic of China, 20th Apri l ,  2001


