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Report of the Directors

The D irec tors  have the pleasure in submitt ing their  2000
annual report and audited financial  statements for the year ended
31st December,  2000.

PRINCIPAL ACTIVITIES

The Company ac ts  as  an investment holding company  and
the act ivit ies of  i ts principal subsid iar ies and associate are set out
in Note 15 and Note 16, respectively to the financial  statements.

Al l  the activit ies of the Group are based in the PRC, where
76% of the Group’s turnover  and contribution to operating prof it
are derived from.

The export sales and sales denominated in foreign currencies
of the Group for  the year  ended 31st  December,  2000 amounted
to US$88.19 million, representing 24% of the Group's total turnover
for the year . The Group’s export markets mainly include Pakistan,
Iran, and other Asian countries.

NEW ISSUE AND LISTING

The  H sha res  o f  the Company  were  l i s ted  on  the S tock
Exchange of Hong Kong Limited (“HKSE”) on 16th December, 1994.

The Company did not issue any other shares during the year.

INFORMATION RELATING TO H SHARES

Rmb1.00 per share

HK$2.58 per share

16th December,  1994

469,151,000 shares

HK$0.345 per share

HK$0.590 per share

HK$0.290 per share

1,590,354,730 shares
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SHARE CAPITAL STRUCTURE

As at 31st December, 2000, the share capital  of the Company
comprised of 1,189,151,000 shares,  of  which 720,000,000 shares
were held by the promoter (representing 60.55% of the entire share
capital )  and 469,151,000 shares were held by overseas  H shares
investors ( representing 39.45% of the entire share capital ) .

NUMBER OF SHAREHOLDERS

Detai ls of the Company’s registered shareholders as at 31st
December, 2000 were as fo l lows:

Holders of State Shares (held by the Promoter) 1
Holders of H Shares 301

Total number of shareholders 302

SUBSTANTIAL SHAREHOLDERS

As a t  31st  December,  2000 ,  the  reg is te r  o f  substan t ia l
sha reholde rs  ma inta ined under Sec t ion 16(1)  of  the  Secur i t i e s
(D isclosure of Interests )  Ordinance (“SDI Ordinance”) shows that
the fol lowing shareholders had an interest  of  10% or more of  the
share capital  of the Company.

S t a t e  Sha res  –  H arb in  Powe r  P l an t  Equ ip ment  G roup
Corporat ion held 720,000,000 shares,  represent ing approximately
60.55% of the total share capital  of the Company.

H Share – HKSCC Nominees Limited held 450,506,798 shares,
represent ing approximatel y 37.88% of the total share capi tal  of
the Company, or approximately 96.03 % of the total H share cpaital .

Othe r than di sc losed above , the  Company  has  no t  been
not if ied of  any other  interests  represent ing 10% or more of  the
Company’s issued share capital  as at 31st December, 2000.

DIRECTORS AND SUPERVISORS

Detai ls of d irectors and supervisors are set out in the section
”Directors,  Supervisors and Senior Management“.
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All  directors and supervisors have been appointed for  a term
of th ree  yea rs  s in ce  30 th  Sep tember,  2000 .  A l l  d i rec to rs  and
supervisors may be re-elected to serve consecutive terms.

DIR ECTORS ’ ,  SUPER VISORS ’  AND SENIOR  MANAGEMENT’S
INTERESTS IN THE SHARE CAPITAL OF THE COMPANY

None of the directors  or supervisors had any interest in any
sha res  or  debentu res  of  the  Company  or  any  of  i t s  assoc ia ted
corporat ion (w ithin the meaning of “SDI Ordinance”) which are
required to be notified to the Company and the HKSE, pursuant to
section 28 of the SDI Ordinance (including interest which they are
taken or deemed to have  under Sec t ion 31 o f ,  or  Pa rt  I  of  the
Schedule to, the SDI Ordinance) or which wil l be required pursuant
to Sect ion 29 of the SDI  Ordinance,  to be entered in the register
refe rred to  there in  or  any  interest  in  warrants  to subsc r ibe fo r
shares of the Company or any associated corporation (as so defined)
which are requi red to be not if ied to the Company and the HKSE
pursuant to the Model Code for Securities Transactions by Directors
of  Listed Companies and in the case of  Supervisors,  which wil l  be
requ ir ed  to be  no t i f i ed a s  desc r ibed  above  i f  t hey  had  been
directors.

DIRECTORS’ AND SUPERVISORS’ SERVICE CONTRACTS

Each of the executive directors  and supervisors has entered
into a service contract with the Company. Each such service contract
wil l  be  val id  for  three  years  commenc ing f rom 30 th September,
2000.  Apart  f rom the above,  the re a re no ex is t ing or  proposed
service contracts between the Company or any of  its subs id iar ies
and any of the directors or supervisors.

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

Apart from service contracts,  no contract of significance, to
which the Company or  any of  it s  subsid iar ies  was  a party and in
which a director or supervisor of the Company had material interests
in whether  direct ly or  indirect ly, existed at  the end of the year  or
at any time during the period.

REMUNERATION OF DIRECTORS AND SUPERVISORS

Deta i l s  of  the  sa lar i e s  and bonuses  o f  the  di rec tors  and
superv isors  of  the  Company  for  the year  ended 31st  December,
2000 are set out in Note 8 to the financial statements.
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HIGHEST PAID PERSONNEL

The five highest  paid personnel of  the Company dur ing the
year are al l d irectors and supervisors.

RETIREMENT BENEFIT SCHEME

Detai ls of the retirement benefit scheme are set out in Note
34 to the financial statements.

SUBSIDIARIES AND ASSOCIATED COMPANIES

Detai ls of  the Company’s principal subsidiaries and associate
as  at  31st  December,  2000 are set  ou t in Note 15 and Note 16 ,
respectively, to the financial  statements.

FINANCIAL RESULTS AND APPROPRIATIONS

The results of the Group for the year ender 31st December,
2000 are set out in the consol idated income statement on page 44
of the annual report.

The Directors recommend the appropriat ion of  prof it  after
taxation for 2000 as follows:

1. To transfer Rmb524.6 mil l ion to the statutory surplus
reserve, deta i ls  of  wh ich are set  out in  note 29 to
the financial  statements.

2. To t ransfer Rmb524.6 mil l ion to the statutory publ ic
welfare fund, detai ls of which are set  out in note 29
to the financial statements.

3. To propose Rmb44.593  mi l l i on for  the payment of
dividends.

RESERVES

Movement in the reserves  of  the Group and the Company
during the year are set out in note 29 to the financial  statements.

FIXED ASSETS

Detai ls of  the movements in f ixed asse ts of  the Group and
the Company are set out in note 14 to the financial  statements.
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FINANCIAL HIGHLIGHTS

The financial  h ighl ights of  the Group for  the last  five years
are set out in the “Financial  Highl ights” to the annual report.

BORROWINGS AND INTEREST COSTS CAPITALISED

Detai ls  of  bank loans  and other borrowings  of  the Group
are set out in note 27 to the financial statements.

Interest  capital ised by the Group during the year amounted
to Rmb15.8  mi l l i on, Rmb12 .55  mi l l i on and Rmb1.62 m i l l ion in
respect  of  construc t ion- in-prog ress ,  construc t ion contrac ts  and
property development respectively.

DIR ECTORS ’ ,  SUPER VISORS ’  AND SENIOR  MANAGEMENT’S
RIGHT TO ACQUIRE SHARES OR DEBENTURES

At  no  t ime  du r ing the  pe r iod  was the  Company  o r  i t s
subsid iar ies or  part ies to any arrangement to enable its d irectors,
supervisors or senior management to acquire benefits by means of
the acquisition of shares in, or debentures of,  the Company or any
other body corporate.

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

No purchase , sale or  redempt ion of the  Company ‘s  l is ted
securities has been made by the Company or any of its subsid iaries
during the period.

PRE-EMPTIVE RIGHTS

According  to the Art ic les  of  Assoc iat ion of  the Company
and the laws of  the PRC, there are no provisions for  pre-emptive
r ights requiring the Company to offer  new shares to the exis t ing
shareholders in proportion to their shareholdings.

MAJOR LITIGATION

The Company  was not engaged in  any major l i t igat ion of
material  importance during the year.

MATERIAL CONTRACTS

The material  contracts of  the Group for the year are detai led
in the section “Management Discussion and Analysis” of the annual
report.
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MAJOR SUPPLIERS AND CUSTOMERS

1. The aggregate amount of purchases during the period
a ttr ibu tab le  to  the  Group ’s  f i ve  l a rgest  supp l ie rs
represented 28.9% of the Group’s total purchases.

2. 45.61% of the to tal turnover  of  the Group  dur ing
the period was attributable to the Group’s five largest
customers.  Amongst which the Uch Power Plant was
the largest  customer,  account ing for  16.5% of the
total turnover.

3. None of the directors,  supervisors,  their associates or
any  sha reholde r s  of  the  Company  (wh ich  to  the
knowledge  of the direc tors  own more than 5% of
the Company's share capital )  has any interest  in the
above mentioned suppliers or customers.

PROCEEDS FROM THE H SHARES ISSUE

The use of  l ist ing proceeds of  the Company for  the per iod
detai led in the section “Management Discussion and Analysis”

SALE OF STAFF QUARTERS

For the year ended 31st December,  2000, the Group did not
sel l  any  s taff  qua rters  as  i t  d id no t  have any  du r ing before the
period under review.

ENTRUSTED DEPOSITS AND OVERDUE TIME DEPOSITS

As at 31st December,  2000, the Company had no entrusted
deposits in commercial banks or non-bank financial  institutions and
had no due deposits that had not been withdrawn.

EXPORT VAT REBATE

Pursuant to the s t ipulat ions  in the document Cai Shu i Zi
[1999] No. 17 of the PRC Minis try of  Finance and the State Tax
Bureau,  the  export  VAT  reba te  appl i cable  to the  Group export
products is 17% with effect from 1st January,  1999.

DEEMED VAT

As to the impact  of the deemed VAT pol icy,  see note 18 to
the financial  statements.
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I N C O M E  TA X  U N I F I C A T I O N  A N D  A B O LI T IO N  O F  L O C A L
PREFERENTIAL REBATE POLICIES

Pu r s ua n t  t o  the  r eg u la t ion  o f  t he  N o t i c e  on  Sev e ra l
P re fe rent ia l  Income Tax  Pol i c ie s  i s sued by  the  PRC Mini s t ry  o f
Finance and the State Tax Bureau on 29th March,  1994, the high
technologica l enterpr ises  in the high technological development
zones approved by the PRC State Counci l  enjoy an income tax rate
of 15%, so the taxable income earned by the Group are subject to
a rate of  15%.  The Group does  not enjoy  any  local preferent ial
rebate pol ic ies. So the abol ition of local preferential  rebate pol ic ies
did not have negative impact on the Group. So far,  the Group has
not been informed of any changes regarding income tax.

IMPACT OF CURRENT ECONOMIC SITUATION

1. The central government of China has continued to implement
act ive f inancia l  pol icies  and s trategies  to enhance internal
demand ,  push ing  fo rward the  s t r a t eg i c  ad justmen t  of
econo mic  an d  indus t r i a l  s t ruc tu re  an d  s t r eng then ing
infra struc tural construc t ion.  The cen tral government wil l
cont inue  to suppor t  technica l innova t ion and ente rpr i se
reform, encouraging export and implementing strategies,  to
deve loping the  western region of the  country .  A l l  these
po l i c i e s  w i l l  have  a  pos i t i ve  impact  on  the  long - t e rm
development of the Group.

2. China’s admission to the Wor ld Trade Organization (“WTO”)
wil l  intens ify the compet it ion in the domest ic market  and
wil l also provide the Group with opportunities and conditions
to cooperate and compete with internat ional g iants in the
bus iness .  The decrease of  tar if f  thereof  wi l l  l ead to pr ice
reduction in raw materials. Therefore, China’s entry into WTO
wil l  not have important negative impact on the Group.

3. Since the macroeconomic environment continued to head to
pos it ive d irec t ion,  the  ove rsupply s tatus  of  elec tr ici ty has
relat ively improved.  Contain areas  are again reported lack
of electr icity.  The demand in power equipment market has
potent ial  to grow. Some new start-up projec t  have  begun
ahead of schedule,  which wil l  have a positive impact on the
development of the Group in near future.

CONNECTED TRANSACTION

The connected transact ion in respect  of  the establ ishment
of Harbin Power Equipment Nat ional Engineer ing Research Center
Company Limited has been disclosed on the announcement dated
14th December, 2000. For other  connected transact ions,  see note
36 to the financial  statements of th is annual report.



40

Report of the Directors

CONFIRMATION BY INDEPENDENT DIRECTORS ON CONNECTED
TRANSACTIONS

The non-execut i ve d irec tors  and independent directors  of
the  Company  have ,  in such capac i ty ,  rev iewed the  connected
transactions referred to in note 36 to the financial  statements and
confirmed that:

1. such  t ransac t ions  have  been  ente red  in to  by the
Company  in the  o rd ina ry  and u sua l  course  o f  i t s
business;  and

2. such transac t ions  have been entered into e ither  ( I )
on normal commercial  terms (which express ion wil l
be appl ied by reference to transact ions  of  a s imilar
nature and to be made by s imilar  ent it ies with PRC)
or ( I I )  (where there is  no avai lable  compar ison)  on
te rms tha t  a re  fa i r  and  reasonab le  so  fa r  a s  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 ( I I)  (where there is no
such agreement) on terms no less favorable than terms
avai lable to third parties.

CODE OF BEST PRACTICE

In  the opinion of the directors,  the Company has complied
with the Code of Best  Pract ice as  set  out in Appendix 14 of the
Rules Governing the List ing of Securities in The Stock Exchange of
Hong Kong Limited throughout the year.

AUDITORS

Messrs .  De lo it te  Touche  Tohmatsu  and  De lo i t te  Touche
Tohmatsu Shangha i Cert i f ied Pub l i c  Accountan ts  have ac ted  as
auditors of the Company since its date of incorporation.

A resolution will be submitted to the Annual General Meeting
of the Company to re-appoint Messrs .  Delo it te Touche Tohmatsu
as auditors of  the Company for  the f inancial  statements prepared
under the account ing princip les general ly accepted in Hong Kong
and Messrs .  Delo it te Touche Tohmatsu Shanghai Cert if ied Publ ic
Accountants as auditors of the Company for the financial statements
prepared under the accounting principles general ly accepted in the
PRC.

On behalf of the Board of Directors
Geng Lei
Chairman

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


