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1. GENERAL

The Company is established as a joint stock limited company
in the People's Republic of China (the “PRC"), and its H shares are
listed on The Stock Exchange of Hong Kong Limited. Its ultimate
holding company is Harbin Power Plant Equipment Group
Corporation (“HPEGC"), a state-owned enterprise incorporated in
the PRC.

The Company acts as an investment holding company and
the activities of its principal subsidiaries and associates are set out
in notes 15 and 16, respectively.

2. BASIS OF PREPARATION

The financial statements have been prepared in accordance
with accounting principles generally accepted in Hong Kong (“HK
GAAP") and the disclosure requirements of the Hong Kong
Companies Ordinance.

HK GAAP differs in certain aspects from the accounting
principles and financial regulations established by the relevant PRC
authorities ("PRC GAAP"). The Company is required to issue a
separate set of statutory financial statements made up to 31st
December each year prepared in accordance with PRC GAAP.

For the year ended 31st December, 2003, there were no
significant differences between the net assets and results of the
Group in the financial statements prepared under PRC GAAP and
those prepared under HK GAAP.
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3. ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS

In the current year, the Group has adopted, for the first
time, the following new or revised Hong Kong Financial Reporting
Standards (“HKFRS(s)") issued by the Hong Kong Society of
Accountants (“HKSA"), the term of HKFRS is inclusive of Statements
of Standard Accounting Practice (“SSAP(s)") and Interpretations
approved by the HKSA.

Income taxes

In the current year, the Group has adopted SSAP 12
(Revised) “Income Taxes” (“SSAP 12 (Revised)”). The principal
effect of the implementation of SSAP 12 (Revised) is in
relation to deferred tax. SSAP 12 (Revised) requires the
adoption of a balance sheet liability method, whereby
deferred tax is recognised in respect of all temporary
differences between the carrying amount of assets and
liabilities in the financial statements and the corresponding
tax bases used in the computation of taxable profit, with
limited exceptions. The adoption of this standard has had
no material effect on the results for the current or prior
accounting periods. Accordingly, no prior period adjustment
has been required.

Government grants

The Group has adopted SSAP 35 "Government
Grants” in the current period. In accordance with SSAP 35,
government grants are recognised as income over the periods
necessary to match them with the related costs. The adoption
of this standard has had no material effect on the results
for the current or prior accounting period. Accordingly, no
prior period adjustment has been required.
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4, SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared under the
historical cost convention and in accordance with accounting
principles generally accepted in Hong Kong. The principal accounting
policies adopted are set out below.

Basis of consolidation

The consolidated financial statements incorporate the
financial statements of the Company and its subsidiaries
made up to 31st December each year.

The results of the subsidiaries acquired or disposed
of during the year are included in the consolidated income
statement from the effective date of acquisition or up to
the effective date of disposal, as appropriate.

Investments in subsidiaries

Investments in subsidiaries are included in the
Company's balance sheet at cost less any identified
impairment loss.

Interests in associates

The consolidated income statement includes the
Group's share of the post-acquisition results of its associates
for the year. In the consolidated balance sheet, interests in
associates are stated at the Group’s share of the net assets
less any identified impairment loss.

The results of associates are accounted for by the
Company on the basis of dividends received and receivable
during the year. In the Company’s balance sheet, investments
in associates are stated at cost, as reduced by any identified
impairment loss.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue recognition
Development properties

Income from properties developed for sale, where
there are no pre-sales prior to completion of development,
is recognised on the execution of a binding sales agreement
or when the occupation permit is issued by the relevant
authority, whichever is the later.

Income from properties pre-sold prior to completion
of development is recognised when the occupation permit is
issued by the relevant authority.

Construction contracts

When the outcome of a construction contract can be
estimated reliably, revenue from construction contracts is
recognised on the percentage of completion method,
measured by reference to the value of work carried out
during the period. Variations in contract work, claims and
incentive payments are included to the extent that they have
been agreed with the customer.

When the outcome of a construction contract cannot
be estimated reliably, revenue is recognised only to the
extent of contract costs incurred where it is probable will
be recoverable.

Others

Sales of other goods are recognised when goods are
delivered and title has passed.

Service income is recognised when services are
rendered.

Interest income, including the amortisation of any
discount or premium on the acquisition of held-to-maturity
securities, is accrued on a time basis, so as to reflect the
effective yield on the underlying asset.

Dividend income from investments is recognised when
the shareholders’ rights to receive payment have been
established.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Property, plant and equipment

Property, plant and equipment other than
construction-in-progress is stated at cost less accumulated
depreciation and amortisation and accumulated impairment
losses.

Construction-in-progress is stated at cost which
includes all development expenditure and other direct costs,
including interest expenses, attributable to such projects.
Upon completion of construction, the related cost is
transferred from construction-in-progress to the appropriate
categories of property, plant and equipment, as appropriate.

Depreciation and amortisation is provided to write
off the cost of items of property, plant and equipment other
than construction-in-progress over their estimated useful lives
and after taking into account of their estimated residual
value, using the straight-line method, at the following rates
per annum:

Land use rights Over the term of the rights
Buildings 3.23% - 6.47%
Plant and machinery 6.47% - 13.86%
Furniture, fixtures and equipment 10.78% - 19.40%
Motor vehicles 16.17% - 19.40%
Construction-in-progress NIL

The gain or loss arising on the disposal or retirement
of an asset is determined as the difference between the
sales proceeds and the carrying amount of the asset and is
recognised in the income statement.

Impairment

At each balance sheet date, the Group reviews the
carrying amounts of its assets to determine whether there is
any indication that those assets have suffered an impairment
loss. If the recoverable amount of an asset is estimated to
be less than its carrying amount, the carrying amount of the
asset is reduced to its recoverable amount. Any impairment
loss arising is recognised as an expense immediately.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Impairment (continued)

Where an impairment loss subsequently reverses, the
carrying amount of the asset is increased to the revised
estimate of its recoverable amount, such that the increased
carrying amount does not exceed the carrying amount that
would have been determined had no impairment loss been
recognised for the asset in prior years. A reversal of an
impairment loss is recognised as income immediately.

Investments in securities

Investments in securities are recognised on a trade-
date basis and are initially measured at cost.

At subsequent reporting dates, debt securities that
the Group intends to hold to maturity (held-to-maturity debt
securities) are measured at amortised cost, less any
impairment loss recognised to reflect irrecoverable amounts.
The annual amortisation of any discount or premium arising
on the acquisition of a held-to-maturity security is
aggregated with other investment income receivable over
the term of the instrument so that the revenue recognised
in each period represents a constant yield on the investment.

Investments other than held-to-maturity debt
securities are classified as investment securities and other
investments.

Investment securities, which are securities held for
an identified long-term strategic purpose, are measured at
subsequent reporting dates at cost, as reduced by any
impairment loss that is other than temporary.

Other investments are measured at fair value, with
unrealised gains and losses included in net profit and loss
for the period.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost is calculated using the weighted
average cost method.

Properties under development for sale are stated at
development cost incurred to date less provision for
foreseeable losses, if any.

Construction contracts

When the outcome of a construction contract can be
estimated reliably, revenue and costs are recognised by
reference to the stage of completion of the contract activity
at the balance sheet date, as measured by the proportion
that costs incurred to date bear to the estimated total costs
for the contract.

When the outcome of a construction contract cannot
be estimated reliably, contract costs are recognised as
expenses in the period in which they are incurred.

When it is probable that total contract costs will
exceed total contract revenue, the expected loss is recognised
as an expense immediately.

When a contract covers a number of assets, the
construction of each asset is treated as a separate contract
when separate proposals have been submitted for each asset,
each asset has been separately negotiated and the costs
and revenues of each asset can be separately identified. A
group of contracts, performed concurrently or in a
continuous sequence, is treated as a single construction
contract when they were negotiated as a single package
and are so closely inter-related that they constitute a single
project with an overall profit margin.

Retirement benefit costs
Retirement benefit costs charged to the income

statement represent the amount payable under a defined
contribution arrangement with the local government.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Research and development expenditure

Expenditure on research and development is
recognised as an expense in the period in which it is incurred.

An internally-generated intangible asset arising from
development expenditure is recognised only if it is anticipated
that the development costs incurred on a clearly-defined
project will be recovered through future commercial activity.
The resultant asset is amortised on a straight-line basis over
its useful life.

Where no internally-generated intangible asset can
be recognised, development expenditure is recognised as an
expense in the period in which it is incurred.

Income taxes

Income tax expense represents the sum of the tax
currently payable and deferred tax.

The tax currently payable is based on taxable profit
for the year. Taxable profit differs from net profit as reported
in the income statement because it excludes items of income
and expense that are taxable or deductible in other years,
and it further excludes income statement items that are never
taxable or deductible.

Deferred tax is the tax expected to be payable or
recoverable on differences between the carrying amount of
assets and liabilities in the financial statements and the
corresponding tax bases used in the computation of taxable
profit, and is accounted for using the balance sheet liability
method. Deferred tax liabilities are generally recognised for
all taxable temporary differences, and deferred tax assets
are recognised to the extent that it is probable that taxable
profits will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are
not recognised if the temporary difference arises from
goodwill (or negative goodwill) or from the initial recognition
(other than in a business combination) of other assets and
liabilities in a transaction that affects neither the tax profit
nor the accounting profit.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Income taxes (continued)

Deferred tax liabilities are recognised for taxable
temporary differences arising on investments in subsidiaries
and associates, except where the Group is able to control
the reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the
foreseeable future.

Deferred tax is calculated at the tax rates that are
expected to apply in the period when the liability is settled
or the asset is realised. Deferred tax is charged or credited
in the income statement, except when it relates to items
charged or credited directly to equity, in which case the
deferred tax is also dealt with in equity.

The carrying amount of deferred tax assets is reviewed
at each balance sheet date and reduced to the extent that it
is no longer probable that sufficient taxable profit will be
available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are offset which
they related to income taxes levied by the same taxation
authority and the Company intends to settle its current tax
assets and liabilities on a net basis.

Borrowing costs

Borrowing costs directly attributable to the
acquisition, construction or production of qualifying assets,
which are assets that necessarily take a substantial period
of time to get ready for their intended use or sale, are
capitalised as part of the cost of those assets. Capitalisation
of such borrowing costs ceases when the assets are
substantially ready for their intended use or sale. Investment
income earned on the temporary investment of specific
borrowings pending their expenditure on qualifying assets
is deducted from the borrowing costs capitalised.

All other borrowing costs are recognised as expense
in the period in which they are incurred.
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4, SIGNIFICANT ACCOUNTING POLICIES (continued)

Foreign currencies

Transactions in currencies other than Renminbi are
initially recorded at the rates of exchange ruling on the dates
of the transactions. Monetary assets and liabilities
denominated in such currencies are retranslated at the rates
ruling on the balance sheet date. Profits and losses arising
on translation are dealt with in the income statement.
Exchange rates used are the unified exchange rates quoted
by the People’s Bank of China.

Government subsidies

Government subsidies related to costs which they are
intended to compensate are recognised as income when the
relevant costs are incurred. Government subsidies related to
assets are recognised as a deduction of the carrying amount
of relevant assets.

5. TURNOVER

Turnover represents the amounts received and receivable for
goods sold and services rendered by the Group to outside customers
during the year, net of value added tax (“VAT") and sales returns,
and is analysed as follows:

2003 2002

ARE TR AEEFT

Rmb’000 Rmb’000

Sales of properties 83,832 67,740

Sales of goods 3,855,843 2,497,154
Revenue from construction

contracts 1,179,968 1,228,982

Services rendered 24,603 27,404

5,144,246 3,821,280

I
| e



XBANEESD

LS Tl

AEEDARUTHEIENH - X
EIRRE KEIRRE BUHIRERYE
Eﬁ%ﬂﬁ§1ﬁxﬁm$%&EEE

K5
H

KB
—REABERR

KEEHRE
—BIE KB EHR

B T2k
—RUESUIRERRS

EUHHBMEER
—REBUHRNEERR

RERERRECER
—RERERERRECER

S
Cl ]

cial Statements

BEz-_ZEE2=F+=-A=+t—HLEE
For the year ended 31st December, 2003

BUSINESS AND GEOGRAPHICAL SEGMENTS
Business segments

The Group operates in five major segments as follows
- main thermal power equipment, main hydro power
equipment, engineering services for power stations, ancillary
equipment for power stations and AC/DC motors and other
products.

Principal activities are as follows:

Main thermal power equipment
- manufacture of main thermal power equipment.

Main hydro power equipment
- manufacture of main hydro power equipment.

Engineering services
- providing engineering services for power stations.

Ancillary equipment
- manufacture of ancillary equipment for power stations.

AC/DC motors and other products
- manufacture of AC/DC motor and other products.
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6. ¥BRMMEDE (&) 6. BUSINESS AND GEOGRAPHICAL SEGMENTS (continued)
X0 (E) Business segments (continued)
BRELEBNABESINRTMAT: Segment information about these businesses is

presented below.

2003 EHEH  REREH
AEIHRE KEIHEG BHIRRE REERGE REUER
Main Main Engineering  Ancillary AC/DC
thermal hydro services  equipment motors
power power  for power  for power  and other R E i 8 af

equipment  equipment stations stations products Eliminations Consolidated

ARBFL ARBFr ARETR ARETR ARETR ARETR ARKTR
Rmb’000  Rmb’000  Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb’000

TEERBA REVENUE

HERA External sales 2,898,839 517,555 1,179,968 147,132 400,752 - 5,144,246
AHREBA Inter-segment sales 13,405 - - 26,630 31,131 (71,166) -
LGN Total revenue 2,912,244 517,555 1,179,968 173,762 431,883 (71,166) 5,144,246

AMENEERARITHISERTEMN- Inter-segment sales are charged at prevailing market rates.

PHRBERE SEGMENT RESULTS 395,225 120,359 62,996 38,473 36,004 - 653,057
APELTER Unallocated corporate expenses (477,722)
ey Profit from operations 175,335
RS Finance costs (111,525)
RES A %RH Share of results from associates 6,526 6,526
RHAEE KRR Profit before tax 70,336
HE Income tax expense (14,090)
Bi&EH Profit after tax 56,246

I
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6. ¥Rt ES I (&) 6. BUSINESS AND GEOGRAPHICAL SEGMENTS (continued)
%o (E) Business segments (continued)
BEAER BALANCE SHEET EihER  REREH
2003 KEIHRE KEIMRGE BUIRRE REERE REvER
Main Main Engineering  Ancillary AC/DC
thermal hydro services  equipment motors
power power  for power  for power  and other aff

equipment  equipment stations stations products Consolidated

ARRTRE ARBFR ARRTZ ARETT ARKTZ  ARETZ
Rmb'000  Rmb'000 Rmb‘000 Rmb‘000 Rmb‘000 Rmb‘000

&g ASSETS

NHEE Segment assets 6,213,775 1,369,760 1,629,099 1,210,209 2,178,946 12,601,789
NN A Interests in associates = = = = 90,423 90,423
FoBEHEE Unallocated corporate assets 4,821,529
AHEEE Consolidated total assets 17,513,7M
8f LIABILITIES

AaE Segment liabilities 7,183,203 833,058 276,931 1,342,565 1,220,249 10,856,006
Fo%EHaR Unallocated corporate liabilities 3,136,521
AfARE Consolidated total liabilities 13,992,527
EvER OTHER INFORMATION

BRI Capital additions 127,234 9,342 3N 36,740 114,485 288,172

nEREH Depreciation and amortisation 118,749 29,695 5,267 24,202 30,292 208,205
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6. XBNHEZD (&) 6.  BUSINESS AND GEOGRAPHICAL SEGMENTS (continued)
X0 (E) Business segments (continued)

2002 TUEE RERER
AETHRE KEIRZE SUILRE REZEZE REvER
Main Main  Engineering Ancillary AC/DC
thermal hydro services  equipment motors

power power  forpower  forpower  and other mEE aft

equipment  equipment stations stations products  Eliminations  Consolidated

ARETT  ARKTR  ARETn  ARBTT ARETn ARETT ARETR
Rmb’000 Rmb'000 Rmb'000 Rmb'000 Rmb'000 Rmb'000 Rmb'000

TEERUA REVENUE

SR A External sales 1,878,569 398,249 1,228,982 103,112 212,368 - 3,821,280
PHERA Inter-segment sales 186,297 18,599 - 12,902 66,230 (284,028) -
LN Total revenue 2,064,866 416,848 1,228,982 116,014 278,598 (284,028) 3,821,280

AHEMEERANRITMIGERTEMN Inter-segment sales are charged at prevailing market rates.

PHBERE SEGMENT RESULTS 361,131 97,304 49,042 22,210 43,776 - 573,463
APERYER Unallocated corporate expenses (385,129)
EERH Profit from operations 188,334
GRS Finance costs (135,864)
REE QAR Share of results from associates 809 809
BEMCEEEE R Profit before tax 53,279
#a Income tax expense (14,253)
BH% & Profit after tax 39,026

e
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6. ¥Rt ES I (&) 6. BUSINESS AND GEOGRAPHICAL SEGMENTS (continued)
%o (E) Business segments (continued)

BEARR BALANCE SHEET TUEE RERER
2002 AETHRE KEIRZE SUILRE REERE REvER
Main Main  Engineering Ancillary AC/DC
thermal hydro services  equipment motors

power power  for power  for power  and other =i

equipment  equipment stations stations products  Consolidated

ARETT  ARBTL ARETT ARETT ARETT ARETT
Rmb’000 Rmb'000 Rmb’000 Rmb’000 Rmb’000 Rmb'000

BE ASSETS

PHEE Segment assets 4,164,993 766,671 1,227,406 512,556 924,212 7,595,838
REERAZES Interests in associates - - - = 83,397 83,897
RPBQHEE Unallocated corporate assets 2,925,440
AREEE Consolidated total assets 10,605,175
Bf LIABILITIES

P8R Segment liabilities 1,502,053 417,989 342,955 169,294 260,810 2,693,101
RPBLHAR Unallocated corporate liabilities 4,453,436
Altaafk Consolidated total liabilities 7,146,537
HvER OTHER INFORMATION

BRI Capital additions 153,050 79,594 2,379 4,326 110,084 349,433

HEAEH Depreciation and amortisation 133,939 41,368 6,346 4,558 14,468 200,679
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6. BUSINESS AND GEOGRAPHICAL SEGMENTS (continued)
Geographical segments

The Group's operations are located mainly in the PRC.
The following table provides an analysis of the Group’s sales
by geographical market, irrespective of the origin of the
goods/services:

HERAREES E
Sales revenue by
geographical market
Year ended Year ended
31.12.2003 31.12.2002
AREFT ARBETFT

Rmb’000 Rmb’000
PRC 4,033,250 3,083,344
Overseas 1,110,996 737,936
Total revenue 5,144,246 3,821,280

The majority of the Group’s assets and liabilities are
located in the PRC. The assets and liabilities situated overseas
account for less than 10% of the Group's assets and
liabilities as at 31st December, 2003 and 2002.

n..ﬁwh‘l 7
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7. OTHER OPERATING INCOME

Included in other operating income are the following:

Dividend income from unlisted
investment securities

Gain on disposal of unlisted
investment securities

Gain on disposal of property,
plant and equipment

Gain on deemed disposals of
interests in subsidiaries

Government subsidy

Interest income on deposits with
financial institutions

Interest income from other
third parties

Other income

Profit from sales of raw materials

VAT refund

2003 2002
AE¥FR AREFT
Rmb’000 Rmb 000
222 377

978 4,988

- 2,385

- 4,554
20,000 3,290
23,823 51,686
2,400 10,517
27,007 7,207
25,527 16,171
8,432 24,127
108,389 125,302
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8. PROFIT FROM OPERATIONS

Profit from operations has been arrived at after charging:

Auditors’ remuneration
Depreciation and amortisation
Loss on disposal of property,
plant and equipment
Net foreign exchange loss
Research and development expenses
Service fees paid to HPEGC and
its subsidiaries (note 37)
Staff costs including directors’
and supervisors’ emoluments
Retirement benefits scheme
contributions

and after crediting:

Service fee received from HPEGC
(note 37)

9. FINANCE COSTS

Interest on borrowings:
wholly repayable within five years
not wholly repayable within
five years

Less: Interest capitalised in
construction-in-progress

2003 2002
AREFT ARETT
Rmb’000 Rmb’000
2,780 2,600
208,205 200,679
896 =

2,978 4,194
118,234 45,789
60,960 58,324
436,223 384,286
78,551 80,146
8,666 8,730
2003 2002
ARE TR ARETT
Rmb’000 Rmb’000
111,917 129,871
10,601 20,847
122,518 150,718
(10,993) (14,854)
111,525 135,864

Borrowing costs capitalised during the year arose on the
general borrowing pool and are calculated by applying a
capitalisation rate of 6% (2002: 6%) to expenditure on qualifying

assets.

I
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10. EEREEHE 10. DIRECTORS’, SUPERVISORS’ AND EMPLOYEES' EMOLUMENTS
2003 2002
AR®TTT AR%FL
Rmb’000 Rmb’'000
B : Fees:
WITEZS Executive directors 659 528
FHMTES Independent non-executive
directors - =
ES Supervisors - -
659 528
Hp#&: Other emoluments:
HehETEM Salaries and other benefits
-HRITES - Executive directors = -
—FHTES - Independent non-executive
directors - =
BiRe hEE Retirement benefits scheme
contributions
-¥IEE — Executive directors 23 34
—FHTES - Independent non-executive
directors - =
682 562
HEHp#&: Other emoluments:
E=x Supervisors
5eRETEA Salaries and other benefits 186 177
N Retirement benefits scheme
contributions 27 24
213 201
EMFEESHEHEBAEK 1008 T, None of the directors received more than HK$1,000,000 for

any of these two years.

RIZZE=FR_TZ_F FEELUK The five highest paid individuals in the Group in 2003 and
BHEEZENATHRARAIZESTHES HM 2002 were directors and supervisors of the Company and details of
S HRM ke their emoluments are set out above.
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11. BIE 11. INCOME TAX EXPENSE
BMEXHBE: The charge comprises:
2003 2002
AREFT AREF T
Rmb’000 Rmb’000
B AT 15 75t PRC income tax
- REZ - current year 13,275 13,485
- REFEEETE — underprovision in prior years 815 768
14,090 14,253
ZXHTIEREAFE MG 2 BRBAL The charge mainly represents PRC income tax calculated at
BEISRAEZHBEMER- 15% of the estimated taxable income for the year.
BREtETEBREXKRERZR —ANN Pursuant to a document issued by the PRC Ministry of Finance

FZA-TNBMBEL X AEERER—HF and the State Tax Bureau on 29th March, 1994, taxable income
B8R R —FEE & A R ASMNE R B A BIR15% earned by the Group, except for a subsidiary and an associate is

ZREBNEEN - subject to an income tax rate of 15%.
BEEERNTBEBEEMBR A H o — b Pursuant to the relevant laws and regulations in the PRC, a

ERANAEERACHTPEREH L —FANEL Group's PRC associate is entitled to an exemption from PRC income

Al ERBMABIZI3% . BT BH - tax for the year and a Group's subsidiary is subject to an income

tax rate of 33% on the taxable income earned.

I
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11.  INCOME TAX EXPENSE (continued)

W g R M il 2 8

per the consolidated income statement as follows:

Profit before taxation

Tax at the income tax rate
of 15% (2002: 15%)

Additional income tax in respect
of the income tax rate of 33%
for a subsidiary

Tax effect of income not taxable
for tax purpose

Tax effect of expenses not
deductible for tax purpose

Effect of tax exemption granted
to an associate

Underprovision in respect of
prior years

Tax effect and effective tax rate
for the year

VR B R HIE R
B

The tax charge for the year can be reconciled to the profit

2003 2002

AREFR ARETTT
Rmb’000 % Rmb’000 %

70,336 53,279
10,550 15.0 7,992 15.0
1,115 1.6 2,048 3.9
(2,453) (3.5) (2,626) (4.9)
5,042 7.2 6,192 11.6
(979) (1.4) (121) (0.2)
815 1.2 768 1.4
14,090 20.1 14,253 26.8

At 31st December, 2003, the deductibility of the allowance
for doubtful debts and impairment of certain assets for taxation
purpose has not been agreed with the local tax bureau. In the
opinion of the directors, it is not reasonably certain that the whole
or part of the amount of accumulated allowance for doubtful debts
and impairment of certain assets of approximately Rmb193,193,000

(2002: Rmb194,990,000) could be deducted in determining taxable
profits in the future. Accordingly, the potential deferred tax asset
effect has not been recognised in the financial statements.

T—BRAFER

the year or at the balance sheet date.

There was no significant unprovided deferred taxation for
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12.  DIVIDENDS

2003 2002
AR¥FR AEEFT
Rmb’000 Rmb’000
Final dividend paid for 2002 of
Rmb0.006 (2001: Rmb0.005)
per share 7,135 5,946

The final dividend for 2003 of Rmb0.008 (2002: Rmb0.006)
per share has been proposed by the directors and is subject to
approval by the shareholders in annual general meeting.

13.  EARNINGS PER SHARE

The calculation of the earnings per share is based on the
profit for the year of Rmb53,471,000 (2002: Rmb37,691,000) and
on 1,189,151,000 shares (2002: 1,189,151,000 shares) in issue
throughout the year.

I



ial Statements

BEz-_ZEE2=F+=-A=+t—HLEE
For the year ended 31st December, 2003

14. BEEE 14.  PROPERTY, PLANT AND EQUIPMENT
RERE
mHEH
THEREN
IHREET
Land and
buildings
under Fi-EE
medium BERE JEL ] ERIE
term land RE=E  Furniture, RE Cons-
use rights  Plant and fixtures and Motor truction- st
in the PRC  machinery  equipment vehicles in-progress Total

ARETT ARBTL ARETT ARETT ARETT ARETI
Rmb'000  Rmb'000  Rmb’000  Rmb'000  Amb'000  Rmb'000

A5H THE GROUP

A C0ST

R-22=£-F-0 At 1st January, 2003 1,452,055 1,815,273 151,188 92,553 480,810 3,991,879

WERBARME On acquisition of a subsidiary 1,241 - 368 249 - 1,858

TE Additions 2,868 10,209 5,471 4,318 263,448 286,314

B Transfers 52,090 180,130 9,717 7,678 (249,615) -

RE Disposals (3,068)  (19361)  (11,666) (9,855) - (43,950)

R-ZZ=E+-F=1-8 At 31st December, 2003 1,505,186 1,986,251 155,078 94,943 494,643 4,236,101

MERE® DEPRECIATION AND AMORTISATION

R-E22=£-F-0 At 1st January, 2003 441,667 1,094,120 95,933 59,383 - 1,691,103

KEERE Provided for the year 43,667 142,122 14,724 7,692 - 208,205

RENEH Eliminated on disposals (2,018)  (17,393)  (11,094) (6,458) - (36,963)

R-2Z=F+-F=1-8 At 31st December, 2003 483,316 1,218,849 99,563 60,617 - 1,862,345

RERE NET BOOK VALUES

R-ZZ=F+-F=1-8 At 31st December, 2003 1,021,870 767,402 55,515 34,326 494,643 2,373,756

RZBE-FE+-A=T-H At 31st December, 2002 1,010,388 721,153 55,255 33,170 480,810 2,300,776
ERIEABEERAEAZNERER Included in construction-in-progress is net interest capitalised

AR 18,650,000 (ZEE-F: ARK of Rmb 18,650,000 (2002: Rmb34,777,000).
34,777,0007T) ©




Icial Statements

BEz-_ZEE2=F+=-A=+t—HLEE
For the year ended 31st December, 2003

14. BEEE (#) 14.  PROPERTY, PLANT AND EQUIPMENT (continued)
RPEBE
hEEN 2
THEREN
THREF &
Land and %E
buildings S ET]
under medium Furniture, RE EEIR
term land use  fixtures and Motor  Construction- @i
rights in the PRC  equipment vehicles  in-progress Total

ARETT  ARETT ARETT ARETT  ARETE
Rmb'000  Rmb'000 Rmb’000 Rmb'000  Rmb'000

AR THE COMPANY

A CosT

W-ZEZ=4-f—H At 1st January, 2003 28,431 4,480 3,038 281 36,230

"E Additions 87 346 820 70,825 72,078

W-EE=f+-A=t+-AH At 31st December, 2003 28,518 4,826 3,858 71,106 108,308

hEREH DEPRECIATION AND AMORTISATION

W-ZEZ=4-f—H At 1st January, 2003 3,912 2,795 2,362 - 9,069

AEERE Provided for the year 920 662 125 - 1,707

R-ZZBZ=£+-H=1+-H  At31st December, 2003 4,832 3,457 2,487 - 10,776

REFE NET BOOK VALUES

R-ZBZ=£+-H=1+-H  At31st December, 2003 23,686 1,369 1,37 71,106 97,532

R-BE-F+-F=+-H At 31st December, 2002 24,519 1,685 676 281 27,161
R—NANEFEAR AEBRAAREHE The Group and the Company were granted the rights to use

BRI MERRE TZEETMEZR 2 T HER the land, on which its buildings are situated, by the PRC State

B REATF Land Administration Bureau for a period of 50 years from September

1994.

I
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15. INTERESTS IN SUBSIDIARIES

Unlisted investments, at cost
Amounts due from subsidiaries

2003 2002
ARE TR AEBFL
Rmb’000 Rmb’000
2,027,841 2,027,841
685,118 686,837
2,712,959 2,714,678

In the opinion of the directors, the amounts due from
subsidiaries are interest free and not repayable within twelve months
and are therefore classified as non-current.

Details of the Company's principal subsidiaries as at 31st
December, 2003, all of which are incorporated and operating in

the PRC, are:

ARRAFRERT
RAEEZLER

Proportion of

BN nominal value of
i) PNGIER Registered registered capital held
Name of subsidiary share capital by the Company
AR® T BE 2
Rmb’000 Directly Indirectly
% %
RREREREREEAR 746,853 90.94 —
MBEERBEREME DA 709,237 87.37 —
RREBSUIRAEREMELA 136,000 100 -
MRETWEREREEL A 859,723 62.54 —
RREHNBREZIRODBARAF > 27,000 55.55 44 45

TEXRK

Principal activities

Manufacture of boilers

REAREERARKNEEHRA

Manufacture of steam turbine
generator sets and hydro
turbine generator sets

RUEBUHITRERSE
Provision of engineering
services for power stations

TR

Manufacture of steam turbines

g%
Trading
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15. RHEARER (&) 15.  INTERESTS IN SUBSIDIARIES (continued)
AARRBBEERT
RAEE L2
Proportion of
it R A nominal value of
(i) NCIER Registered registered capital held TEEHR
Name of subsidiary share capital by the Company Principal activities
ARMFR HE &
Rmb’000 Directly Indirectly
% %
RARRIEHEREREREEAA 10,000 - 100 NEER

Property development

BRAERABIFIKRGOER AR 80,000 34 63.85 IRk S
Manufacture of valves

MEREREERIEWRE 50,000 60 - XERE IR R KRR
PLOAERRAAY Research and development
of power equipment
engineerisation technology
RAEABEBRSHREREEARA" 10,010 - 100 PHRBORKEDT §ERBUE
Provision of repairs and
maintenance service for
steam turbines
RBERARERRTRE 15,000 - 99.46 REENRRNEBR RERRR
EREERAA" Provision of quality control
services for boilers
manufacturing
RERBEWRERER" 8,000 - 78 TRRERE
Manufacture of engineering
equipment
RAEREHEEXROHBR AR 20,000 - 35(Kfa) MEER
(Note) Property development
* EREERA g Limited liabilities company
* RIBERAF **  Joint stock limited enterprise
fie: RESERREREHESERD Note: According to the written declaration received from
BRRAI6% Bam 2 RRAELE certain shareholders who held 16% registered capital
AZBRRBART HFEZSER of RREREMEEERMEMR LA, these
CRERTERAERBEREE shareholders would vote for the same decision as the
RE-—B-Al AEEZEHE¥H Group and therefore the Group could control more
W ERE#E- than half of the voting power of the Company.

I
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15.  INTERESTS IN SUBSIDIARIES (continued)

The above table lists the subsidiaries of the Group which, in
the opinion of the directors, principally affected the results or assets
of the Group. To give details of other subsidiaries would, in the
opinion of the directors, result in particulars of excessive length.

None of the subsidiaries had issued any debt securities at
the end of the year.

16. REZEATER 16.  INTERESTS IN ASSOCIATES
AEE AR F
THE GROUP THE COMPANY
2003 2002 2003 2002
AREFrT AREFT AREFT ARETT
Rmb’000 Rmb’000 Rmb’000 Rmb’000
EETRERAK Unlisted investment at cost = = 45,100 45,100
hER Share of net assets 90,423 83,897 = =
EEREEE Impairment loss = = (5,000) (5,000)
90,423 83,897 40,100 40,100

AEBNARRERBE=MTROBR
NE M E RE44.25% o AR BEK R
HE HELRARELLRENESBAEMER
BEREM BERN TERUM TR ER
BEEBCIER FEERS-

SN REBEHEEBBKEATEER
REELRFMELRNS0% - ZRRAFEXEBRE
TKEBRBMREMT -

The Group and the Company hold a 44.25% of the registered
capital of IREE=F T3 B R 2 7, a company established in the
PRC engaged in development, production and sale of plasma-
enhanced and electrochemical surface ceramicised light alloy
materials, building aluminum templates and boards, industrial
special nature materials, electrophoresis paints, electrolyte, relevant
chemical products.

In addition, the Group holds a 50% of the registered capital
of FES BB KERNGREFREMLLE, a company established
in the PRC and is engaged in manufacturing of electrical equipment.
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17. BHEHRE 17. INVESTMENTS IN SECURITIES
rEE b NN
THE GROUP THE COMPANY
2003 2002 2003 2002

ARBTR ARETT ARBTR ARETT
Rmb’000  Rmb’000  Rmb’000  Rmb’'000

RERKE Non-current investments
REJEETIRE — KA Unlisted investment securities
in the PRC, at cost 68,970 53,710 14,300 2,871
RHKRE Current investment
REZIHNES Held-to-maturity debt securities 296,109 9,600 - 9,600
EEMRREFUBRECBBETNLRER The directors consider that the investment securities are
B worth at least their carrying amount.
18. ®E 18.  INVENTORIES
PiS- |
THE GROUP
2003 2002
ARMEFR AREFT
Rmb’000 Rmb’000
R# Raw materials 1,137,431 650,744
RS Work in progress 2,523,791 1,504,201
UK Finished goods 489,425 648,520
= i e B B AR Properties under development 432,910 93,666
AREEZ B EREEM Completed properties for sale 182,564 111,373
4,766,121 3,008,504
FEHR B ARK1,080,380,000T (ZTF Included above are raw materials of approximately

—F:ARM641,717,000T) KEM B AR Rmb1,080,380,000 (2002: Rmb641,717,000), finished goods of
35,649,00070 (ZZEE —4: A R#31,965,0007T) approximately Rmb35,649,000 (2002: Rmb31,965,000) and
RRR @R ARM21,853,000C (ZEZ=F: AR completed properties for sale of approximately Rmb21,853,000
#:6,907,0007T) W AR S5 2 53t 28 i 3% 22 dm DA 7] (2002: Rmb6,907,000) carried at net realisable value.
BRFEIR

I
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19. TRADE DEBTORS

The credit terms given to the customers vary and are
generally based on the financial strengths of individual customers.
In order to effectively manage the credit risks associated with trade
debtors, credit evaluations of customers are performed periodically.

An aged analysis of trade debtors at the balance sheet date

is as follows:
r~EH
THE GROUP

2003 2002
AR® T AREFTT
Rmb’000 Rmb’000
Within 1 year 1,343,318 1,150,864
1 to 2 years 405,224 291,801
2 to 3 years 95,468 148,596
Over 3 years 259,263 336,101
2,103,273 1,927,362
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20. AMOUNTS DUE FROM (TO) CUSTOMERS FOR CONTRACT

WORK
rEHE
THE GROUP
2003 2002
AR® T AREF T
Rmb’000 Rmb’000
Contracts in progress at the
balance sheet date:
Contract costs incurred 3,564,474 2,572,999
Recognised profits less
recognised losses 278,178 189,837
3,842,652 2,762,836
Less: Progress billings (2,526,421) (2,109,256)
1,316,231 653,580
Represented by:
Due from customers included
in current assets 1,388,104 876,981
Due to customers included in
current liabilities (71,873) (223,401)
1,316,231 653,580

As at 31st December, 2003 and 2002, there were no
retentions held by customers for contract works.
21. AMOUNTS DUE FROM FELLOW SUBSIDIARIES

The amounts are unsecured, non-interest bearing and are
repayable on demand.
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22. TRADE CREDITORS

An aged analysis of trade creditors at the balance sheet
date is as follows:

-]

THE GROUP
2003 2002
ARE TR AREFTT
Rmb’'000 Rmb’000
Within 1 year 1,318,262 769,137
1 to 2 years 82,193 38,715
2 to 3 years 12,539 10,516
Over 3 years 62,550 69,577
1,475,544 887,945

23. DEPOSITS RECEIVED

The amount represents the progress payments received from
customers in respect of work in progress and properties sold in
advance.

24. AMOUNT DUE TO ULTIMATE HOLDING COMPANY

The amount is unsecured, non-interest bearing and is

PR repayable on demand.
25. EXBE 25. TAX LIABILITIES
rEH
THE GROUP
2003 2002
AR¥FT ARBTTT
Rmb’000 Rmb’000
EER Value added tax 2,590 23,870
PS5 %i Income tax (1,644) 2,621
BEW Business tax 3,702 4,391
Others 1,165 4,644
5,813 35,526

S
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ERERAMT: The borrowings are
repayable as follows:
—£R Within one year
—EfE More than one year but
not exceeding two years
“ERE More than two years but
not exceeding five years
RENE After five years
AARERBAGAE Less: Amount due within
R-EREFBH one year classified

as current liabilities
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26. BORROWINGS

910} NG
THE GROUP THE COMPANY
2003 2002 2003 2002
BoRm  HfER ag  BOEF  HEEX g BOBR  BOEX
Bank Other Bank Other Bank Bank
loans loans Total loans loans Total loans loans

ARBTR ARBTL ARMTR ARXETT ARKTT ARKTL AREFZ ARETT
Rmb’000  Rmb’000 Rmb'000  Rmb'000  Amb'000  Rmb'000 Rmb'000  Rmb'000

561,779 - 561,779 2,156,157 - 2,156,157 90,000 28,000
594,000 - 594,000 406,000 - 406,000 60,000 60,000

904,500 1,310 905,810 1,088,500 1,160 1,089,660 240,000 180,000
440,394 122,753 563,147 185395 155,403 340,798 75000 125,000

2,500,673 124,003 2,624,736 3,836,052 156,563 3,992,615 465,000 393,000

(561,779) - (561,779) (2,156,157) - (2,156,157)  (90,000)  (28,000)

1,938,894 124,063 2,062,957 1,679,895 156,563 1,836,458 375,000 365,000

At 31st December 2003, Rmb65,000,000 (2002:
Rmb80,000,000) of the Group's borrowings and nil (2002:
Rmb10,000,000) of the Company’s borrowings are secured.

At 31st December 2003, Rmb465,000,000 (2002:
Rmb365,000,000) of the Group's and the Company's bank
borrowings are guaranteed by HPEGC.

Other loans are unsecured and non-interest bearing.
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27. SHARE CAPITAL

2003 2002
ARE TR AREFT
Rmb’000 Rmb’000

Ordinary shares of Rmb1 each
Registered 1,189,151 1,189,151

Issued and fully paid:

State shares 720,000 720,000
H shares 469,151 469,151
1,189,151 1,189,151

Except for the currency in which dividends are paid and
restrictions as to whether the shareholders can be PRC investors or
foreign investors, State shares and H shares rank pari passu in all
respects with each other.

There were no changes in the Company’s share capital for
both years.

28. ADVANCE FROM ULTIMATE HOLDING COMPANY

HPEGC agreed not to charge any interest on other long term
loan of Rmb192,000,000 (2002: Rmb56,480,000) for the year ended
31st December, 2003.

The remaining Rmb30,000,000 raised in 2001,
Rmb32,000,000 raised in 1999 and Rmb23,000,000 raised in 1998
will be subject to an annual interest charge of 5.76%, 5.76% and
5.49% respectively.

There is no fixed repayment term.
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29. MAJOR NON-CASH TRANSACTIONS

During the year, the Group acquired additional interest in
RREREHMES ERMBMRAA at a consideration of Rmb1,890,
000 together with the amount of Rmb5,361,000 included in
investments in securities were transferred to as interests in
subsidiaries (note 30) indirect held by the Company.

During the year ended 31st December, 2002, the Group has
the following major non-cash transactions:

(i) Certain subsidiaries of the Group capitalised debts of
Rmb479,319,000 owing to FEIEREEERE DA
(China Hua Rong Asset Management Company), ' B
EEEEEE QA (China Xin Da Asset Management
Company) andf BRI ZEEE B2 A (China Greatwall
Asset Management Company).

(i) Part of the consideration of the Group's investment
in an associate, AES BB KEAGREERELA
A], was satisfied by construction-in-progress of
Rmb35,776,000.
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30. ACQUISITION OF A SUBSIDIARY

Net assets acquired:

Property, plant and equipment

Inventories

Trade debtors

Other debtors, deposits and
prepayments

Bank balances and cash

Trade creditors

Other creditors and accrued
charges

Deposits received

Tax recoverable

Minority interests

Borrowings — due within one year

Satisfied by:

Cash
Investments in securities

Net cash inflow arising
on acquisition:

Cash consideration
Bank balances and cash

Net inflow of cash and cash
equivalents in respect of
the purchase of a subsidiary

2003

ARE T

Rmb’000

1,858
470,382
17,671

56,795
61,792
(286,936)

(66,338)
(168,026)
3,518
(13,465)
(70,000)

2002
AREFT
Rmb’000

7,251

1,890
5,361

7,251

(1,890)
61,792

59,902

The subsidiary was acquired at the year end date and did
not contribute any turnover or result or cash flows to the Group.
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31. CONTINGENT LIABILITIES

rEE VN
THE GROUP THE COMPANY
2003 2002 2003 2002
ARMTR ARETT AR®Tn AREFT
Rmb’'000 Rmb’000 Rmb'000 Rmb’000
Guarantee given to banks
and financial institutions
in respect of general banking
facilities granted to
- subsidiaries - - 1,274,500 1,074,500
- others 30,900 - - -
30,900 - 1,274,500 1,074,500
32. CAPITAL COMMITMENTS
rEE PN
THE GROUP THE COMPANY
2003 2002 2003 2002
ARMTR ARETT AR®Tn AREFT
Rmb’'000 Rmb’000 Rmb'000 Rmb’000
Capital expenditure for the
acquisition of:
Investment
- contracted for but not
provided in the
financial statements 3,575 - 3,575 -
Property, plant and equipment
- contracted for but not
provided in the
financial statements 321,090 271,335 88,366 =
- authorised but not
contracted for - 165,555 - -
324,665 436,890 91,941 -

I
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33. COMMITMENTS

During the year ended 31st December, 2002, the Group
entered into a number of foreign exchange contracts to manage its
exposure to fluctuations in foreign exchange rates on construction
contracts. The foreign exchange contracts held at the balance sheet
date were as follows:

r5H
THE GROUP
2003 2002
AR TR AREF T
Rmb’'000 Rmb’000
Sales of Japanese yen - 532,260
Purchase of United State Dollars - 568,753

The Company has no such commitments for both years.
34. PLEDGE OF ASSETS

At 31st December, 2003, the Group has pledged land and
buildings having a net book value of approximately Rmb50,856,000
to secure certain of the Group's bank borrowings. There was no
such arrangement at 31st December, 2002.

35. PLEDGED BANK DEPOSITS
The amounts represented deposits pledged to banks and

financial institutions to secure bank borrowings and general banking
facilities granted to the Group and the Company.
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36. RETIREMENT BENEFITS SCHEME

In accordance with regulations issued by the local
government in 1996, the Group is required to make contributions
to a defined contribution retirement fund which is administered by
the Harbin Social Insurance Administration Bureau of the local
government. The Group is required to contribute 22% of the basic
salary of its existing PRC staff, while employees contribute 8% of
their basic salary. Apart from the above, the Group is also obliged
to pay pensions and retirement benefits during the transition period.
During the transition period, pension payments are calculated by
reference to the staff's monthly basic salaries and period of service
and are paid by the Harbin Social Insurance Administration Bureau
and the Group. After the transition period, pension payments will
be paid by the Harbin Social Insurance Administration Bureau only
by reference to the payable amount of individual saving account
and the Group has no material obligation for the pension payments
or any post-retirement benefits beyond the annual contributions
described above.

37. RELATED PARTY TRANSACTIONS

Pursuant to an agreement on provision of welfare and
support services for a period of 10 years from 7th November, 1994,
service fees paid to and received from HPEGC and its subsidiaries
amounting to approximately Rmb60,960,000 (2002:
Rmb58,324,000) and Rmb8,666,000 (2002: Rmb8,730,000)
respectively.

During the year, the Group made purchases from subsidiaries
of HPEGC amounting to Rmb26,459,000 (2002: Rmb13,563,000).
For details of the arrangement concerning amounts due from fellow
subsidiaries, see note 21.

The transaction prices were determined by reference to
market prices for similar transactions.

At the balance sheet date, credit facilities granted by certain
banks to the Company were secured by corporate guarantee given
by HPEGC.

For details of the arrangement concerning amount due to
ultimate holding company, see notes 24 and 28.

H-“



38. BERKEHR

“EENE-_AAR AREARER (P
B)ERARBIAELEAR EHARKER
PRI EREEMRUNELE— A ERELERT-
ZAREME R A6008 Xt A AlME49% °

AEEEANEZNELMERE KITH
RABERNEEEAETERREE REATR
BRH-

| | Statements

BEz-_ZEE2=F+=-A=+t—HLEE
For the year ended 31st December, 2003

38. POST BALANCE SHEET EVENT

On 5th February, 2004, the Company has entered into a
joint venture agreement with General Electronic (China) Company
Limited to form and operate a joint venture entity in Qinhuangdao
in which the Company holds 49% equity interest with an authorised
registered capital of US$6,000,000.

The joint venture provides maintenance, installation and on-
site services to the owners and delivers of turbine, boiler and
electricity generators.



