EEEHREE

Report of the Directors

BEEQMAREARR2004F E & ME £2004 The Directors have the pleasure in submitting their 2004 annual
FNANBLEEFELRANTBRE- report and audited financial statements for the year ended 31st
December, 2004.

TEER PRINCIPLE ACTIVITIES

AR REFENBARIIENESRETRED The Company and its principal subsidiaries are in the field of power
HE - HERTUIRRBER FEANMBRE equipment manufacture, sales and power engineering services which
B #E 150 are set out in Note 15 to the financial statements.

AEEMBEBHUFEAEM HEF480.99%.2 All the activities of the Group are based in the PRC, where 80.99%
EEeXBEREPH- of the Group’s turnover is derived from.

BE2004F1N2ANALEFE ASEEREOEE The export sales of the Group for the year ended 31st December,

HR234608ETT HBELEHEN19.01% ~&EE 2004 amounted to US$234.60 million, representing 19.01% of the

MEORFEFETMN FEMME- Group's total turnover for the year. The Group's export markets
mainly include Asian, African and American countries.

(if- NG SUBSIDIARIES AND ASSOCIATED COMPANIES

ARRBEIRTENBRR - RRBEERMERE The Company has four principal subsidiaries. Harbin Electrical
EARFEREKGRERA AREEUNEE Machinery Co., Ltd is mainly in the field of manufacture and sales
EHE RREREREREEARTENREEY of hydro generator units and steam turbine units, Harbin Boiler
MENEEREES RRABAREBRERETLA Co., Ltd is mainly in the field of manufacture and sales of boilers
FEREEWARBNEERES RAESHT for power stations. Harbin Turbine Co., Ltd is mainly in the field of
RERBEFAARTIENETUBERRABREUF manufacture and sales of steam turbine for power stations and
BREXER- Harbin Power Engineering Co., Ltd is mainly in the field of the turn
key construction of power station projects and complete set of
power stations. Boilers for power stations, steam turbine for power
stations and steam turbine units are the three main equipment of
thermal equipment.

R20045 12318 AARF EMBARFEHR Details of the Company's principal subsidiaries as at 31st December,
AERIBHRRMETI5 - 2004 are set our in Note 15 to the financial statements.
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XERIE FINANCIAL RESULTS AND APPROPRIATIONS

AEBEHZE2004F 1278312 FEEEIRNA The results of the Group for the year ended 31st December, 2004
FREVEMNGaBRRT- are set out in the consolidated income statement on page 50 of
the annual report.

EZeREACA_STNEFERB RO ERFLK The Directors recommend the appropriation of profit after taxation

mé/ﬁnﬂ @EZZHT- for 2004 as follows:

1. RIVEERBRLOBEEARK1,1668 . 1, To transfer Rmb11.66 million to the statutory surplus reserve.

2. RIVEEL @& ARK1,1668 . 2. To transfer Rmb11.66 million to the statutory public welfare
fund.

3. EECEEM005F5A13BERERRE 3. The Directors recommend that the dividend for shareholders

%ﬂﬁﬁ’]ﬁx%}f& B-ZZNMEEREFRA who registered on shareholder’ list until 13th May, 2005 is
R¥0.0517m &K EREAREG,0658 Rmb0.051 per share, payment of dividends is totally
JL° amounted to Rmb60.65 million.

EE EE DIRECTORS AND SUPERVISORS

EHESREENHBINAGEHR(ES EEX Details of directors and supervisors are set out in the Section

RRERBAE) o “Director, Supervisors and Senior Management” of the annual
report.
EX EENEAEBABNRAES DIRECTORS’, SUPERVISORS’ AND SENIOR MANAGEMENT'S

INTERESTS IN THE SHARE CAPITAL OF THE COMPANY

R2004F12A31H ARAISESFS EERERE As at 31st December, 2004, none of the directors, supervisors and
BAEBBMEEARARE SEFAEEEE (E senior management of the Company had any interest or short
%‘Eﬁ(( %&%f"ﬁﬂﬂﬁ']))%x VEP) mk ) - A AR position in the shares, underlying shares and/or debentures (as the

k/JEHE(REANE) PEEEATRE case may be) of the Company of any of its associated corporations
(& %&Hﬁfﬂ‘mﬁ@)% XVHNEIREHBAE (within the meaning of Part XV of the SFO) which was required to
ARAIREBEBMR AN ERIEBRND A EFZH be notified to the Company and the HKSE pursuant to Divisions 7
KE (BRBREBE(EFRBERI) ZFEHNRTE and 8 of Part XV of the SFO (including interest and short position
BRANEEELEE EERGNERABESR which any such director, supervisor or senior management is taken
MEZIAE) SIRE(EFRHEEIKH) E352 or deemed to have under such provisions of the SFO) or which was
{635 E AL SRR AR D BIR 17 40 8 A 1 A0 4 2 S required to be entered in the Register kept by the Company
B RRBELTRAME+HN(ETRARERE pursuant to section 352 of the SFO or which was required to be
ﬂm%“ AR ETA) BN ARG RBBHR notified to the Company and the HKSE pursuant to the Model Code
FrE) R SOKE for Securities Transactions by Directors of Listing Companies as

contained in Appendix 10 to the Listing Rules.
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EX EENREEN DIRECTORS’ AND SUPERVISORS' SERVICE CONTRACTS
REEREFHRARRGNERBEHN ZEEHL There are service contracts between every Director, supervisor and

#2006 6 8208 BIH7 < B itk BASN XE%&W% 1 the Company. The contracts will expire by 20th June, 2006 and
AEEEMKE AR 2 BHEEMEEE RRENR can be terminated without compensation (legal compensation is

Bane- not included). Besides this, there are no existing and suggesting
service contracts between every Directors, supervisor and any of its
subsidiaries

EX EEREERNTIER DIRECTORS’ AND SUPERVISORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

FRNEEFHEEHEEARARAMBRRAIE L Apart from service contracts, no contract of significance, to which

MEBEEGAPERXEERAER the Company or any of its subsidiaries was a party and in which a
director or supervisor of the Company had material interests in
whether directly or indirectly, existed at the end of the year or at
any time during the period.

ESKESHE REMUNERATION OF DIRECTORS AND SUPERVISORS

BE2004512A3MBEZFE - ARRIESERES Details of the salaries and bonuses of the directors or supervisors

MeFRHERRERM BREM 0o of the Company for the year ended 31st December, 2004 are set
out in Note 10 to the financial statements.

EEeMENaEg AL FIVE HIGHEST PAID PERSONNEL

EseMeN A8 ATHALRAREERES- The five highest paid personnel of the Company during the year
are all directors and supervisors.

ETRAKKERNE RETIREMEMT BENEFIT SCHEME

ETRARBANIFBIARRNERT B HE Details of the retirement benefit scheme are set out in Note 37 to
B3E370 the financial statements.

BEEE FIXED ASSETS

AEEETEENEHFEANAFRIBRKNM Details of the movements in fixed assets of the Group are set out
140 in Note 14 to the financial statements.

e RESERVES

R20045F12A318 RARRIAIE D KA EELEER The Company's reserves available for distribution are 62.44 million

)\E?“%% 08T AEBRARAFNNHEE until 31st December, 2004. Movements in the reserves of the Group
BRABNIBERRGERAEREH K during the year are set out in the Statement of Changes in Equity.
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BEEE FINANCIAL HIGHLIGHTS

AEERENFLHBREANAER(M B The financial highlights of the Group for the last five years are set

2)—fho out in the Section “Financial Highlights” to the annual report.
ERRAEE R BORROWINGS AND INTEREST COSTS CAPITALISED

ARBRTEFNEMESBHHNAF BRI ER Details of bank loans and other borrowings of the Group are set
FHIEE26%028 ° out in Note 26 and 28 to the financial statements.

AREHEAANERIENFSENMLEERARK Interest capitalized by the Group during the year amounted to

544 48 T o Rmb5.444 million in respect of construction-in-progress.
BE HERBERARATZLEHES PURCHASE, SALE AND REDEMPTION OF THE COMPANY’S LISTED
SECURITIES

FARARISHEMNBARMERE HERELE No purchase, sale or redemption of the Company's listed securities

AIARRIZ EH&ESH has been made by the Company or any of its subsidiaries during
the period.
BREERE PRE-EMPTIVE RIGHTS

BEARARIEEXPEEZE TREXBEREMRT According to the Article of Association of the Company and the

ARAERFEREPIMRARRRZBETR B laws of the PRC, there are no provisions for pre-emptive rights

B requiring the Company to offer new shares to the existing
shareholders in proportion to their shareholdings.

BAFARBE MAJOR LITIGATION
FARRREEMERNFAERE The Company was not engaged in any major litigation of material

importance during the year.
BEREW MATERIAL CONTRACTS

AREFERAEINERGNFRANEAFR(ER The material contracts of the Group for the year are detailed in the
EmillEoH) —He 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
attributable to the Group's five largest suppliers represented
12.45% of the Group's total purchases. Among which the
largest supplier is Wuyang Iron Co., Ltd., presenting 3.21%.

2. 17.94% of the total turnover of the Group during the period
was attributable to the Group's five largest customers.
Amongst which the Hancheng Project was the largest
customer, accounting for 4.69% of the total turnover.

3. None of the directors, supervisors, their associates or any
shareholders of the Company (which to the knowledge of
the directors own more than 5% of the Company's share
capital) has any interest in above mentioned suppliers or
customers.

PROCEEDS FROM THE H SHARES ISSUE

The use of listing proceeds of the Company for the period details
in the Section “Management Discussion and Analysis” of the annual
report.

ENTRUSTED DEPOSITES AND OVERDUE TIME DEPOSITS

As at 31st December, 2004, the Company had no entrusted deposits
in commercial banks or non-bank financial institutions and had no
due deposits that had not been withdrawn.

INCOME TAX AND EXPORT VAT REBATE

Pursuant to the regulation of the Notice on Several Preferential
Income Tax Policies issued by the PRE Ministry of Finance and the
State Tax Bureau on 29th March, 1994, the high technological
enterprises in the high technological development zones approved
by the PRC State Council enjoy an income tax rate of 15% in main
subsidiaries, so the taxable income earned by the Group are subject
to a rate of 15%. So the Board of Directors of the Company holds
that, according to the relevant requlations of PRC laws, the Group
still enjoys an income tax rate of 15% in main subsidiaries.

Pursuant to the stipulations in the document of the PRC Ministry

of Finance, the export VAT rebate applicable to the Group' newly
signed export products contracts is 13% from 15th October, 2003.
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U BUR () INCOME TAX AND EXPORT VAT REBATE (continued)

BETHHB BERWHEEF2004F98 148 B & According to Regulations on the Issues about Increasing VAT Rebate
(RitEREAEERENGES TREANRE) Scope in Northeast Area issued by the PRE Ministry of Finance and
RitMEL S ¥ (AN BERBLEERE the State Tax Bureau in 10th September, 2004, the VAT of part of
RHEBE BATREREINEE 52004F7H1 northeast areas companies (including the Company) turned from
ARERELRERTEE BRER (BER production type to consumption type, which enlarged the VAT
TR ) ETEENBESIENABEERN rebate scope. By 1st July, 2004, the income tax for actually capital
EERE BN E-BRBEARANERE asserts purchased products, purchased products for self construction
KRBT E- (include restructure and construction extension) or tax payable labor
project can be rebated. This policy will have a positive effect on
the Company.

BHRS CONNECTED TRANSACTIONS
EREBT I EBEIN AT R ERRME3S - For the connected transactions, see the details in Note 38 to the

financial statements of the annual report.
PR 7 1 o 4B SERVICE AGREEMENT EXTENSION

ARAIRMBAR (REE) R2004512A 100 & The Company and its subsidiaries (the Group) signed a service
RESEREMBAR (BEE) 2N — MR agreement with Harbin Power Plant Equipment Group Corporation
B REZENREHZE SRERRKEREHE and its subsidiaries (the Parent Group) on 10th December, 2004.
FHEIRI BIRE BIRER BEERE According to the new agreement, the parent group will provide
REBBAREWONE T ASBATSERES services in training, recuperation, housing, medical etc. for the
Bk -HE EAERE XH5BAARKSNE Group's employees and the annual trade value will be
T o ¥ BR 7% 19 & 1 2005F 1 A1 B £20075 124 RMB49,920,000; The Group will provide water supply, power supply
AL REI=F- and tele-communication service to the Parent Group and the annual

trade will be RMB8,920,000. The duration of the new agreement is

three years starting from 1st January, 2005 to 31st December, 2007.
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CONFIRMATION ON CONNECTED TRANSACTIONS

The Audit Committee have, in such capacity, reviewed the connected
transactions referred to in Note 38 to the financial statements and
confirmed that:

1. Such transactions have been entered into by the Company
in the ordinary and usual course of its business; and

2. Such transactions have been entered into either (I) on normal
commercial terms (which expression will be applied by
reference to transactions of a similar nature and to be made
by similar entities with PRC) or (ll) (where there is no
available comparison) on terms that are fair and reasonable
so far as 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 () (where there is no such
agreement) on terms no less favorable than terms available
to third parties.

QUALIFIED ACCOUNTANT

The Company already has an accountant who meets the regulations
set out in article 3.24 of the List Rules, but he is neither a fellow
or associate member of the Hong Kong Society of Accountants nor
of a similar body of accountants recognized by that Society for the
purpose of granting exemptions from the examination requirement
for membership of that Society. Therefore, the Company will employ
a person who meets the above-mentioned qualification to assist
the Company's accountant in supervising the Company’s financial
reporting procedures and internal controls. Until now, the Company
has not found such a suitable person yet.
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EESEMZEE BOARD OF DIRECTORS SPECIAL COMMITTEE

ARABR2004F8R27TEM L TEESCEMELE The Company established Board of Director Special Committee in

2 ARBKERZE S BREES FHZES 27th August, 2004, including Strategy Develop Committee,

MREZEe HEERZECHATNRERAN H Supervisation Committee, Salary Committee and Nomination
FHTEE -2 FRTESMH - BEREECH= Committee. Strategy Develop Committee is consisted of 5 directors.

FREREN HPB IR TEEIME FRTES Among which, 3 members are executive directors and 2 members

— % FMEEB SR =RESMER P BRI are non-executive directors. Supervisation Committee is consisted

EE R FPTESME-RELEEH=-FES of 3 directors. Among which, 2 members are independent non-

ERCERBUFNTEEME RTEE % executive directors and 1 members are non-executive directors.

(FFRARERME ) Salary Committee is consisted of 3 directors. Among which, 2
members are independent non-executive directors and 1 members
are executive directors. Nomination Committee is consisted of 3
directors. Among which, 2 members are independent non-executive
directors and 1 members are executive directors.

BUFHTEEBHIMNER THE CONFIRMATION OF INDEPENDENT NON-EXECUTIVE
DIRECTORS INDEPENDENCE

ARRIEEKE LB FRTESHEB I The Company has already received the Annual Letter of

HOFERRL BB MHFE(EMmRA)E3.13 Confirmation from every independent non-executive director on
RETE B AR — BB RS BRBYLA L their independence. Their independence accord to every

independence index issued in article 3.13 in List Regulation and
they are independent person.

BRAER SHARE CAPITAL STRUCTURE

W 2004%F 128 31B - K 2 Al £ K & As at 31st December, 2004, the share capital structure of the

/1,189,151,0000% * H H % {2 A 54 720,000,000 Company comprised of 1,189,151,000 shares, of which 720,000,000

B ol 8% K 8 60.55% 0 EINHIR IR R HF A shares were held by the promoter (representing 60.55% of the

469,151,000/% " 15 48 MR 7R #939.45% « AARE_T entire share capital) and 469,151,000 shares were held by overseas

TEAHERTEMNBRE- H shares investors (representing 39.45% of the entire share capital).
The Company did not issue any stocks in the year of 2004.

BRRAZ NUMBER OF SHAREHOLDERS

R2004512A318 AR Al iR A SR8 R 1 Details of the Company's registered shareholders as at 31st

T December, 2004 were as follows:

BMEEZARBRE (HERELAFZE) 1 Holders of State Shares (held by the Promoter) 1
HP% A% 2 25 121 Holders of H Shares 121
Rt BR B 8 122 Total number of shareholders 122
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BETERE TOP TEN SHAREHOLDERS
2004127318 $ ARREM EFRESRS At 31st December, 2004, the top ten registered shareholders who
METERENERERNT: hold the most shares were as follows:
% ERBEZH
BRRER Number of Percentage of e
Name of Shareholders Shares Shares Holding Remark
BREEHREEE 720,000,000 60.55% BB EAR
Harbin Power Plant Equipment Group Corporation state shares
HKSCC Nominees Limited 457,890,798 38.50% HI%
H shares
HSBC Nominees (Hong Kong) Limited A/C BR-1 7,410,000 0.62% HA%
H shares
Cheung Yum Tin 460,000 0.04% HI%
H shares
HSBC Nominees (Hong Kong) Ltd 254,000 0.02% HAR
H shares
Li Siu Kei 250,000 0.02% Hi%
H shares
Tang Lai Ming Cavini 250,000 0.02% HAR
H shares
Yang Tak Kee 120,000 0.01% HI%
H shares
Au Lei Man 100,000 0.008% HI%
H shares
Chan Suk Wan 100,000 0.008% Hi%
H shares
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HER IR R IR FE 2 47 (BB 2004 12B31HR R INTEREST'S IN THE SHARE CAPITAL ANALYSIS OF HOLDERS OF
&) H SHARES (ACCORDING TO SHAREHOLDERS LIST AT 31ST
DECEMBER, 2004)

gE FRE HEBRTHRAESH
Scope (number AE Number of Percentage to
of shares) People Number Share Holding Issued H Shares
1-1000 1-1000 3 202 0.000%
1,001-5,000 1,001-5,000 24 58,000 0.012%
5,001-10,000 5,001-10,000 37 336,000 0.072%
10,001-100,000 10,001-100,000 50 2,122,000 0.452%
100,001-A I 100,001-above 7 466,634,798 99.464%
At total 121 469,151,000 100%
BEERATARGEESTE CODE OF BEST PRACTICE

ARBE2004F M KHEHGEETEBMIN L The Company obeyed the regulation of Code of Best Practice of
MR (RERRTR) BHE- Stork Exchange of Hong Kong Limited at any time in 2004.

ARAER EERAREBABRREHNGE Having made specific enquiry of all directors, the Company

SFORETADFRENEBRLE- confirmed that all directors have complied with the required
standard set out in the Model Code for Securities Transactions by
Directors of Listed Companies within the period under review.

BB AUDITORS
EARAKY AR 2% BERS AT RE Messrs. Deloitte Touche Tohmatsu and Deloitte Touche Tohmatsu

HEXKSHMEBAERL A KRBT AZEAM- Certified Public Accountants Limited have acted as auditors of the
Company since its date of incorporation.

REZEMH On behalf of the Board of Directors

EER Chairman

HE Geng Lei

ReEeiRE —STRFMNA+AH Harbin, the People’s Republic of China, 16th April, 2005
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