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Mr. Geng Lei, Chairman

To all shareholders:

| am pleased to present the annual report of Harbin Power
Equipment Co., Ltd (the Company) for the year ended
31st December 2005. On behalf of the Company, | would
like to extend my gratitude to our shareholders.

2005 is an important year in the Company’s developing
history. With the support of the implementation of
Scientific Concept of Development, great market demand,
effective implementation of the company’s developing
strategy and hard working of all the Company's
employees, the Company’s business has improved rapidly
and has further increases its leading competitive capability.

For the year ended 31st December 2005, the Company
recorded consolidated profit after taxation and minority
interest of Rmb464.99 million, representing an increase
of 295.5% over last year; earnings per share was Rmb0.39
Yuan (basic). Turnover was Rmb18,464.11 million,
representing an increase of 80.7% over last year. The
Company has actually reached the highest result since
inception. (Pls see details in the section “Management
Discussion and Analysis”).
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The Board of Directors recommends a final dividend of
Rmb77.74 million from the profit of the year available
for distribution. The final dividend was Rmb0.061 Yuan
per share. Dividend of shareholders for H shares will be
paid in Hong Kong dollars, the exchange rate used, this
is HK$1 = Rmb1.0329, is based on 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$0.0591. On or
before the day of 16th August 2006, the dividend will be
distributed to shareholders who have registered on the
shareholders’ list by the day of 16th May 2006.

During the review period, the officially signed contract
value is amounted to Rmb18.4 billion, adding up the total
value of contracts on hand to Rmb69 billion. On the
market exploitation front, the Company paid close
attention to the high-tech market, which represents the
direction of our product development. The winning
contracts of Jiangsu Taizhou 1000MW class ultra super
critical unit project, Beijing Taiyanggong gas turbine
Olympics project, the second stage of extension of
Qinshan nuclear power plant moisture separator reheater
project, Xuancheng 600MW thermal power unit
Desulphurization Island project and Gucheng 300MW
thermal power unit Desulphurization Island project, kept
the Company in the leading position in such high-tech
market as gas turbine and ultra super critical products,
and laid a foundation for the Company’s development in
the fields of nuclear power and environment protection
products.
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The Company has made a significant progress in the
strategy of technology advancement. The Company
pursued the technology development strategy by
combining re-innovation and independent development on
the basis of technology introduction and absorption. In
particular, the self-developed Goupitan hydraulic turbine
model runner has passed the test of EPFL-LMH, CH-1015
laboratory, Switzerland, with the highest efficiency up to
95.17%, of which has reached the leading international
standard; the manufacturing of large scale air-cooling
generating unit and ultra super critical unit has been
successfully carried on, reflecting the Company’s capability
in heavy duty product designing and manufacturing has
come up to the most advanced world standard; the
technology introduction and development for
manufacturing 600MW, 1000MW class ultra super critical
steam turbine and turbine-generator and power plant
boiler has been progressing smoothly.

In the year of 2005, the output of each productive
subsidiary exceeded 20,000MW, recording its highest level
ever. With the support of the effective implementation of
producing organization system and the continuing
improvement of social cooperation system, the Company
has successfully achieved the annual production target,
and thus fulfills its commitment to the customers and
maintains the Company’s good reputation.

On the basis of the authorization of the annual general
meeting and the resolution of the board of directors, the
Company further issued 85.3 million H shares and raised
the net proceeds of HK$370 million, to fund the second
stage of Qinhuangdao Seaside Workshop Construction
Project. After the placing, the Company’s share price saw
a continuous increase, I'm here to give my sincere
acknowledgement and thanks to shareholders for their
trust and support.

Given that the domestic macro environment is still
positive, with full contracts on hand, we will seek to
accelerate the mechanism and system renovation and to
further increase the Company's leading competitive
capability with implementation of technology
advancement, international development, system
renovation, management renovation and strategy of
regarding human resource as the core of the Company’s
development in 2006.
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The Company will seek to strengthen the organization in
a more scientific way and to develop an effective and
practical solution for the production process; to improve
the cooperation among its subsidiaries and branches and
to allocate the interior resources scientifically, so as to
realize further synergies and improve competitive
capability; to learn the procedure and manner of supplier
selection from famous multinational corporations, to
conduct scientific management on the supply chain and
make full use of the social resources to accelerate and
reform modernization process and socialization of
production organization system; strengthen the
cooperation and technology exchange with domestic
scientific research institutes and universities; speed up its
step on the absorption of introduced technology, so as
to fully improve the Company’s capability of independent
development and innovation through external personnel
and technical edge; carry out business process
reorganization and organization structure adjustment
review through pursuing new develop opportunities,
reinforcing understanding on the market's demand for
our internal mechanism and system, to laid a foundation
for further innovation.

| believe that the Company will grasp develop opportunity
and make much more outstanding achievement in the
work of 2006, and to reward our shareholders for their
trust and support.

Chairman
Geng Lei

Harbin, the People’s Republic of China, 14th April 2006
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