Mr. Geng Lei, Chairman
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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, 2002. On behalf of the Company, | would like to
extend my gratitude to our shareholders for their continuing
support.

RESULTS

For the year ended 31st December, 2002, the Company recorded
consolidated profit after taxation and minority interest of Rmb37.69
million, representing an increase of 73.1% over last year; earnings
per share was Rmb0.032. Turnover was Rmb3,821 million,
representing an increase of 33.6% over 2001. (Please see details in
the Section “Management Discussion and Analysis” of the annual
report)

DIVIDEND

The Board of Directors recommended a final dividend of Rmb7.13
million from the profit for the year available for distribution. The
final dividend was Rmb0.006 per share to shareholders whose names
appear on the Register of Members of the Company on 20th May,
2003. The final dividend will be payable on or before 20th August,
2003. The final dividend for H shares will be paid in Hong Kong
dollars, the exchange rate used, that is HK$1.00=Rmb1.0609, is
based on the average closing rate of the People’s Bank of China
during the calendar week proceeding the date of recommending
final dividend. The final dividend for every H share will be
HK$0.0057.
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Chairman’s Statement

BUSINESS REVIEW

In the year of 2002, the economy of China continued to grow at a
relatively high speed. The gross domestic product grew by 8%
compared to that of last year, and the industry of power generation
equipment manufacture presented a positive development tendency.
Aiming at new-appearing conditions in the power equipment
market, the Company grasped the opportunities and set out its
countermeasures. The Company decided to form its focal
competitiveness focusing on highlighting the main businesses,
drawing and carrying out five development strategies “technology
advancement, global development, structure renovation,
management renovation, and regarding human resources as the
core of the Company’s development”.

. Regarding the strategy of technology advancement. Pursuant
to the development direction and industrial prospect of the
power generation equipment industry, and focusing on 14
kinds of focal products decided by the Board of Directors,
the Company, on one side, enhanced the investment in R&D,
and has completed 42 new-product trail-manufacture and
research projects during the year to greatly expand the
Company’'s product sphere and development space; on the
other side, accelerated its technical cooperation with and
technology transfer from the multinational corporations, and
has made great progress on gas-turbine and combined-cycle
units technology, super-critical technology, and clean coal
combustion technology. Through the cooperation on projects,
the Company has signed Technology Transfer Agreements
and Technical Cooperation Agreements respectively with GE,
Mitsubishi, Mitsui Babcock and other companies. At the same
time, the Company emphasized on foundational constructions
and facilities improvement, laying a solid foundation for the
improvement of the Company's core-equipment level and
key component manufacture capability.

. Regarding the strategy of global development. On one side,
the Company strengthened its exchange and cooperation
with the international famous corporations, trying to merge
itself in the multinational corporations’ technology system
and market system, and has achieved a good result. The
Company formed a consortium with GE to secure 13 units
contracts among 23 gas turbines bundle buy project,
grabbing in advance the opportunity in the domestic gas-
turbine market competition; cooperated with Mitsubishi
Heavy Industry to secure the contracts of turbine and
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Chairman’s Statement

generator of two sets of 600MW units for Huaneng Qinbei
Power Plant, the first localized 600MW super-critical project
in China; cooperated with Mitsui Babcock to secure the boiler
contract of two sets of 600MW units for Changshu Power
Plant. In order to expand its operating scope and develop
new economic growth, the Company joined Carrefour China
Holdings B.V. and Liaoning Chengda Company Limited by
Shares to establish Harbin Carrefour Hypermarket Co., Ltd.,
investing USD2.16 million and representing 18% of the
registered capital. The first hypermarket store opened on
16th December, 2002, and now in good daily operation and
management. On the other hand, the Company enhanced
its international market exploitation, especially in the field
of project service, and secured the whole contract for Cao
Ngan Power Plant in Vietnam. At the same time, the
Company has strengthened its management exchanges with
the multinational corporations.

Regarding the strategy of structure renovation. According
to the requirements of modern enterprise system, the
Company adjusted, combined and consolidated its
organization structures, further improved internal
management system and operation system. Pursuant to its
own operation condition and management features, the
Company strengthened corporate reform with personnel and
distribution, optimized resources disposition and arouse the
staff's enthusiasm. In order to meet the requirements of gas
turbine projects and aim at its long-time development
strategies, the Company started investment in foundation
constructions in Qinhuangdao and formed Qinhuangdao
Branch, now this work is going on smoothly. The Company
accelerated the implementation of debt-equity swap, and
the plan on debt-equity swap has been approved by central
government. The Company has signed the supplementary
agreements of debt-equity swap and completed the relevant
changing procedures. The agreements of debt-equity swap,
which have a significant effect on the Company's
management system, will relieve the debt burden of Rmb480
million on the Company, and improve the assets and debt
structure of the Company. After the implementation of debt-
equity swap, the Company’s equity proportion in its three
manufacturing subsidiaries-Harbin Turbine Company Limited,
Harbin Boiler Company Limited, and Harbin Electrical
Machinery Company Limited, will be 62.54%, 90.94% and
87.37% respectively.
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Chairman’s Statement

J Regarding the strategy of management renovation. Aiming
at establishing a first-class corporation, the Company
enhanced its managements on capital, cost, assets,
investment, quality, and contracts to gradually improve its
comprehensive qualities and management levels. The
Company also strengthened the management on significant
projects and achieved good results. In terms of shortening
the turnover period of accounts receivable, the Company
cooperated with banks to work out a new way for the
accounts receivable turnover and achieved initial progress.
The Company received the 1S09000-2000 certificates during
the year, so the Company and its four subsidiaries were
accredited the 1ISO9000 certificates, laying a solid foundation
for its future cooperation with multinational corporations.

. Regarding the strategy of placing human resources as the
core of the Company's development. The Company
strengthened its staff training, so the entire quality of its
staff team was greatly improved. The Company has
preliminarily establish an incentive and restraining system
for staff, stabilization of its staff will provide the personnel
insurance for the Company’s future development.

The implementation of above strategies has improved the Company’s
overall capability and its market competitiveness. The Company
completed total contracts of Rmb7,760 million for the year, an
increase of 13% over last year. In terms of new products’ market
exploitation, the Company achieved breakthrough, securing the
contracts of 600MW air-cooling units for Datong Power Plant in
Shanxi, two sets of 600MW super-critical units for Huaneng Qinbei
Power Plant in Henan and Changshu Power Plant in Jiangshu, and
150MW pumped storage units for Baishan Power Plant in Jilin. These
new-product contracts will further accelerate upgrading of the
Company's focal products.

Finally, with the great effort of the management and all staff, | am
satisfied that the Company has achieved outstanding results in
2002's.

PROSPECT

In 2003, the PRC government will continue the policy of enlarging
domestic demands, and pursue the positive financial policy and the
stable monetary policy. In respect of the domestic power demands,
the power supply is tending to be in shortage, the demand for
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Chairman’s Statement

power generation equipment will increase. The reform of Chinese
State Power System will further promote the development of power
equipment industry. The State has promulgated a set of preferential
policies and the strategies of using high technology and information
technology to renovate the traditional industries, vigorously
developing the equipment manufacturing industry, all these have
formed a favorable environment for the Company’s development.
The social aim of establishing a comfortable life and the Company's
results through reform and development in recent years will greatly
increase the staff’s confidence and actively arouse their pioneering
enthusiasm. And | have great confidence in the Company’s future
development.

At the same time, the management and | have clearly realized that,
compared with the international corporations in the side of overall
competitive ability, the Company still has a long way to go; and
compared with the domestic competitors, the Company also has
no obvious advantages. The Company's internal organization system
and management system need further straightening and internal
management needs further improvement. The new-projects contracts
have a stricter requirements on quality, technology and production
period, these will be a severe test to the Company’s production
capability. The further increase of material’s price also imposes
pressure on the cost and price of products.

In respect of the situation in 2003, the Company will continue its
existing development strategies, making its main businesses
highlighted, trying to gain the independent intellectual property
rights and strengthening its focal competitive capabilities. The
Company will make great efforts to develop towards a large
corporation with core technologies, core products and core
equipment.

. Continuing the strategy of technology advancement. The
Company will continue the new-type industrialization as its
development direction in view of high technology-content,
good beneficial-results, low resources-exhaust, low
environment-pollution and making full use of the human-
sources advantage. The Company will accelerate upgrading
of its traditional products and use high-tech products to
exploit wider markets. The Company will strengthen and
improve the competitiveness and market share in the field
of large sub-critical units and air-cooling units; make great
efforts to assimilate and absorb the transferred technology
on Three-Gorges units and gas-turbine combined cycle
project; accelerate the research, development and import of

I



REUEHE BB LR BORE BRE
REZHZIKKEKEIEE  600MWIEER R
JEH 600MWZERIEE - ER RE A&
REBRABEER BHERITEDEL
BmiEE-

RARFMRIEARDLER BROAKE
MEENLNEYL: MREESHENEN
MER BAREEMNERT A MAR
MBEN NE RO EER

“REFRERBR{CERBE ARHE—
FRABKRENGE A BREBEA
ARV 2T ZBRNAERE BRE
EYRMABEARAEZROBMN Em T
5 BAFERE ERMAE BaRE A
THINECXEREZTASKAE KK
BRAFESMERTIR BHEABRT
S APAREREERS K-

SREBEHMSAIBE - RSB MRE
BOBSN BSERBEIE AR
E-FITEENGERER KA ARE
SR BRPEGIRIEENE TR
AIEHIAETHE TAMBRENTIER
BomaBmiBREN LT AERGE T
ELHRBA RIMBMMEHRE REM

Chairman’s Statement

the large pumped storage units and super-critical units; pay
close attention to the development of nuclear power; make
great efforts to prepare for the sub-critical projects; and
develop the clean coal combustion technology. The Company
will enhance its management and take measures to realize
detailed design, detailed manufacture, trying to ensure the
contracted projects, Three-Gorges large scale hydropower
projects, 600MW super-critical project, 600MW air-cooling
project and heavy-type gas-turbine and combined-cycle
project, to be the high-quality products. The Company will
continue transferring its technical advantages into the market
advantages

The Company will accelerate the construction of National
Engineering Research Center to realize its span in the field
of R&D; accelerate the foundation construction in
Qinhuangdao to form a new developing platform for the
Company; strengthen the technology renovation to improve
the sky-assemblies manufacture capability.

Continuing the strategy of global development. The Company
will further expand its international joint venture and
cooperation, through the overall and multi-level cooperating
with the multinational corporations, try to quickly adapt to
and merge itself in the multinational corporations’
technology, products, marketing and capital systems. The
Company should seek the cooperation and explore the
development in the fields of technology transfer, combined
bidding, personnel training and business management. The
Company must show more emphasis on aboard projects,
trying to promote its international development by expanding
the international market.

Continuing the strategy of structure renovation. Aiming at
refining the main business, the Company will accelerate
separating supplementary business from main business. The
Company will further standardize and improve the
corporation system, adjusting and straightening its legal,
organization and human systems, so as to form mother-and-
son company system and operation system on the basis of
clearing rights and duties, coordination and unification, and
making full of the whole efficacy; make full use of the
favorable market condition, strengthen the analysis,
organization and coordination on market exploitation, and
improve the marketing system, using verified marketing
strategies to increase the market share further implement
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Chairman’s Statement

three sets of system reforms and strictly control the total
sum of recruiting, setting efficient incentive and restraining
system to fully elaborate all resource advantages.

. Continuing the strategy of management renovation. The
Company will carefully study, research and make use of
international-advanced corporations’ management theories,
management styles and management ways, further
strengthening the planning management, balancing
production and excavating internal potentialities; strengthen
the quality management, trying to use high quality to ensure
the high efficiency and seeking the unification between
quality and speed; emphasize on capital management to
promote the efficiency of capital using; promote the project
management in order to ensure the project schedule, whole
supplying and the complete of contracts; make great efforts
to promote its information nets, deepen reform, strengthen
the management and train its staff according to the
requirements of forming information nets, using the
information nets to draw the industrialization and promote
its managements onto a new level.

. Continuing the strategy of regarding human resources as
the core of the Company’s development. The Company will
strive to establish a staff team of high quality and suitable
to the requirements of its development; further improve the
establishment of corporation culture, forming a kind of
corporation culture which shows the Company’s features and
presents the Company’s whole images; make the Company
develop towards an international corporation.

The board of directors believes that the Company will grasp the
opportunities, develop and blaze new trials, struggle hard for
progress, and achieve new progress in the future. The board of
directors will try their best to make full use of any chances to
develop the Company. The board is confident to the future
development of the Company.

Finally, | would like to thank all shareholders for their continuous
support towards me and the Company during the year of 2002.
Geng Lei

Chairman

Harbin, the PRC, 20th April, 2003

I



