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MACRO-ECONOMY SITUATION AND
DEVELOPMENT

INDUSTRY

In the year of 2005, China economy continued to grow
rapidly. The gross domestic product grew by 9.9 per cent
compared with last year. With the rapid development of
economy and the increase of people’s living standard,
the electric power consumption for the whole year grew
rapidly at the rate of 13.5 per cent compared with that
of last year. The new approved start-up projects for the
whole year have exceeded 66000MW, making the total
installing capacity breakthrough 500000MW to
508410MW. Meanwhile, there are 250000MW projects
under construction. The strong demand for electric power
led to a rapid development in power generation equipment
industry.

NEW CONTRACTS

In the year of 2005, the new-receiving contracts of the
Group have already amounted to Rmb18.4 billion, among
which the thermal power equipments contracts have
reached Rmb13.3 billion, and for hydro power equipments
is Rmb3.27 billion, and Rmb740 million for engineering
services, Rmb960 million for gas turbines and Rmb130
million for environment protection products. The Group
on the one hand, seek to to increase the market
occupation of large scale units, with the bid-win rate of
42.25 per cent for 600MW thermal power units, and 50
per cent for 700MW large scale hydro power units; on
the other hand, the Group focused on the development
trend of the industry, and speeded up the development
of high-tech products and environment protection
products including ultra super critical products, large scale
hydro power units, heavy duty gas turbines and unclear
power equipments.
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In the year the winning projects include: the manufacture
contract signed on 6th January 2005 for 6X700MW hydro
power turbo-generators with Huaneng Group, representing
the Group's strong capability in large scale hydro power
projects; the contract signed on 12th April 2005 for
Jiangsu Taizhou 2X1000MW ultra super critical boiler,
steam turbines and generator with Guodian Company,
achieving the whole set supply of 1T000MW ultra super
critical units; the contract signed on 9th October 2005
for Guangdong Heyuan 2X600MW ultra super critical units
with Shenzhen Nengyuan Group, maintaining the Group's
leading position in the field of ultra super critical projects;
the contract signed on 16th January 2006 for the
Taiyanggong gas turbines projects of supplying electricity,
heat and cooling for the Olympic projects with Beijing
Taiyanggong Gas and Power Company, further
consolidating the Group’s leading position in the heavy
duty gas turbine market and developing the new model
which has laid solid foundation for the exploration of
relevant products market. In addition, the winning
contracts for Xuancheng 600MW thermal power unit
Desulphurization Island and Gucheng 2X300MW thermal
power units Desulphurization Island marking the Group
has made great progress in the development of
environment protection products; the manufacture
contract for 2X110MW Circulating Fluidized Bed Boilers
for Vietnam is of great strategic significance, as it is the
first exported product with independent intellectual
property right.
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PRODUCTS AND SERVICES

Though encountering heavy task, the Group on one hand
continued to improve production organization system and
incentive and discipline mechanism, arranged technical
reconstructions to address manufacturing bottlenecks,
further expanded and fully utilized the interior
manufacturing capability; on the other hand, took further
effort to standardize distribution and dispersion
management and provide necessary direction on
technology and quality to the qualified contractors for
improving the cooperation with partners. Thus, the
product output increased by a big margin and created
the record in the history of the Group. The total output
for the year was up to 22,363MW (in terms of steam
turbine generator units and hydro power turbine generator
units), representing an increase of 53.65 per cent
compared with that of last year. Among which, 67 units
of utility boiler with total capacity of 20,510MW, an
increase of 66.82 per cent over last year; 80 steam
turbines for power plant with total capacity of 23,320MW,
an increase of 70.51 per cent over last year and 61 turbine
generators with total capacity of 19,280MW, an increase
of 59.05 per cent over last year; 30 units of hydro power
turbo-generators with total capacity of 3,083MW, an
increase of 26.72 per cent over last year, 8 units of gas
turbines with total capacity of 2,040MW.
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With high level of importance and well arrangements by
the Group, the key point projects were in sound progress.
On 19th May 2005, the first Banshan No.1 gas turbine
unit in China was successfully put into operation in
Hangzhou. So far, the first batch of eleven gas turbines
was all put in to operation successfully and underwent
the test of 168-hour trial operation. Our Group is the
only manufacturer in China with the performance of 11F-
class gas turbines in operation. The main components of
Yuhuan No.1 boiler were delivered. The technological
preparation, material purchase and product delivery for
the No.2, No.3 and No.4 boiler were under progress.
Taizhou project was under the progress of technological
preparation and material purchase for the boilers, steam
turbines and steam generators, and some of the
components were being manufactured. Heyuan project
was also under the progress of technological preparation
while the major material was already being purchased.
Regarding the power plant engineering projects, the
complete set of No.2 unit of HenCheng project has
undergone the 168-hour acceptance test. The No.1 unit
of Vietnam CaoNgan thermal power project has started
to operated. In addition, Sudan Marowei Transmission and
Distribution Line projects, Vietnam Tuyen Quang hydro
power project, Iran combined-cycle power station project
and the second stage of Sudan El Gaili combined-cycle
power station project were all in sound progress.

R&D AND TECHNOLOGY INTRODUCTION

In the year 2005, the Group completed 173 items of R&D,
and 27 items of new products. Total investment in R&D
amounted to Rmb303 million, representing an increase of
48.5 per cent compared to that of last year. Among which,
the self-developed Gopitan hydraulic turbine runner with
the highest efficiency of 95.17 per cent , has passed the
test of EPFL-LMH, CH-1015 laboratory, Switzerland, which
has reached the international advanced level. The
technology of Ultra Super Critical Thermal Power Boiler
listed in the National “863 Project” has been approved
by the nation. In addition, the successful development of
1,200mm Long Blade Hydraulic Turbine symbolizes our
R&D capability for long blade hydro turbine has reached
the leading international level.

15




16

%I'IE HHHL

AT (B8)

Management D|scu55|on and Analysis — (continued)

EEERMENRE  REBNREITSESD
%o LABIE Z M 1000MW A B HEAHTE B Ak
AOAEBEEFE QA MTTEF%JFW&t
B R TmEM TR B ERRNE E RS
B =2 NRKE T 600MWRR G188 iR 5%
HeFRiEE T HEEKEREL
SlEIEE#ETTH-

iz A

ZETERF AEBEEIRF R MN46,4998
Joo bt F I R2955% 0 HARAF]0.39 T
(EAK) th FF1#H00.29 T BREEFE
#388,4638 L Lt EFHARIEINT7, 1578
T B EEFEA3.05 7T b FEHI R
HN0.43 T o

=

EEeERRE _TTZRFEREATR
0.061 T (ZZEEMFEE AEFR0.0517T) °

“EERF AEEETERFTEEBRA
1,846,418 70t FF8RS80.7% » HA -k

EBEMEHENEEER1,3253718 T b
FFERE39%  KEFHWBENLEEBES
1214108 70 b FF#E66.7% B T2
FRIGH) &S %8 A224,8908 T b FF#ER
90.5% : BUHBEAEEERNEERESR
31,6698 T th FFIEEAN% : XEREH
N E b E B IR TS # & X 58 R 143,0708
Too b FEFEER63.7% © 2005F & ¥R K
NETZERARHEXHERT IR FRARE
Euufﬁ?ﬁﬁﬁ

Meanwhile, the Group speeded up its pace in technology
introduction. Basing on the Guodian Taizhou 1000MW
thermal power unite project, the Group signed the
technology transfer agreement for the 1000MW class Ultra
Super Critical Thermal Power gas turbine and gas turbine
generator with Toshiba, and signed a manufacture memo
for 600MW ultra super critical units with double casings
with Mitsubishi. The digestion and introduction of
blueprint material were still under progress.

CONSOLIDATED PROFIT AFTER TAX

In 2005, the Group recorded net consolidated profit of
Rmb464.99 million, an increase of 295.5 per cent as
compared to that of the last year. Earnings per share
recorded Rmb0.39 (basic), an increase of Rmb0.29 over
last year. The net assets at the end of the term recorded
Rmb3,884.63 million, an increase of Rmb771.57 million
compared with that of the end of last year. Net assets
per share recorded Rmb3.05, and increase of Rmb0.43
compared with that to the end of 2004.

DIVIDEND

The Board of Directors recommended a final dividend of
Rmb0.061 per share for 2005, as compared to that of
Rmb0.051 in 2004.

TURNOVER

In 2005, the Group recorded turnover of Rmb18,464.11
million, an increase of 80.7 per cent compared to the last
year. During the year under review, turnover of the
thermal power main units was Rmb13,253.71 million, an
increase of 83.9 per cent over last year. Turnover of
hydropower main units was Rmb1,214.10 million, an
increase 66.7 per cent over last year. Turnover of power
plant engineering services project was Rmb2,248.90
million, an increase of 90.5 per cent compared to last
year. Turnover of power plant accessories and parts was
Rmb316.69 million, an increase of 41 per cent over last
year. Turnover of AC/DC motors and other products and
services was Rmb1,430.70 million, an increase 63.7 per
cent over last year. The increase of turnover was caused
by remarkable power demand and more products delivery.
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During the year, the export sales and the domestic sales
denominated in foreign currencies of the Group accounted
for 17.97 per cent of the turnover of main business
activities, which was mainly in Asia and in Africa.

COST

During the year, the cost of main business activities of
the Group was Rmb16,601.02 million, an increase of
Rmb7,148.33 million and 75.6 per cent as compared to
last year. The increase in turnover of main business
activities led to the corresponding increase in cost.

GROSS PROFIT AND PROFIT MARGIN

In 2005, the gross profit of the Group was Rmb1,863.09
million, an increase of 144.2 per cent as compared to
last year. The profit margin is 10.09 per cent, an increase
of 2.62 per cent over last year.

Among which the profit for thermal power main units
were Rmb1,523.27 million. The profit margin for thermal
power main units was 11.49 per cent, an increase of 3.73
per cent compared to last year. The profit for hydropower
main units was Rmb67.85 million. The profit margin for
hydropower power main units was 5.59 per cent, an
increase of 0.68 per cent compared to last year. The
profits for power plant engineering services were
Rmb33.05 million, the profit margin for engineering
services was 1.47 per cent, a decrease of 3.58 per cent
over last year. And the profit for power plant accessories
and parts were Rmb79.79 million. The profit margin for
power plant accessories and parts were 25.19 per cent,
an increase of 13.59 per cent over last year. The profit
for the AC/DC motors and other product and service was
Rmb159.13 million. The profit margin for he AC/DC
motors and other product and service was 11.12 per cent,
an increase of 1.70 per cent compared to last year. The
main reason for profit margin increase is that most
products’ prices were increased compared to the previous
years, and the strategy for cost management has initially
gained a satisfactory result. The main reason for profit
margin decrease in engineering services project is the
change of RMB exchange rate.
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EXPENSES DURING THE YEAR

The Group's expenses from operation and administration
activities during the year of 2005 amounted to
Rmb1,357.68 million, an increase of Rmb673.70 million
compared to last year. Among which, labor cost increased
about Rmb82.37 million; allowance for bad debt and
inventories decrease of stock-in-trade was Rmb312.64
million, an increase of Rmb300.46 million compared to
last year; expenses for business activities increased about
Rmb16.37 million due to the enhancement of
administration and marketing.

FINANCE COSTS

During the period under review, the Group’s finance cost
amounted to 33.77 million, a decrease of 14.12 million
over last year. This was because the number of loans of
the Company has been decreased.

FUNDING AND BORROWINGS

The Group’s funding for operation and development
mainly has three resources, they are shareholder capital,
customer loans and bank borrowings. The borrowings of
the Group will be arranged according to specific projects.
Except for those special situations, the loans will be
separately conducted by subsidiaries under the Group.
However, the Group must approve the capital investment
borrowings in advance. With the dramatic increase of
contracts and prepayment, the Group has compensated
for most loads for operating funds. As at 31st December
2005, the total sums of the Company borrowings are
Rmb3,130.95 million (that at 31st December 2004 was
Rmb2,273.66 million). The Group’s borrowings are loans
from various commercial banks and the State’s policy
banks with interest rates stipulated by the state. Among
which the Group’s borrowings due within one year were
Rmb452.18 million, a decrease of Rmb332.02 million
compared to the beginning of the year. The Group's
borrowings due after one year were Rmb2,678.77 million,
an increase of Rmb1,189.30 million compared to the
beginning of the year.
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EQUITY FINANCING

As at 14th December 2005, the Company further issued
85.30 million H shares. The price per share is HK$4.45.
The listing proceeds amounted to HK$371.02 million. On
the same day, the Company shareholders remitted 8.53
million shares of state share to National Social Security
Fund and registered as H share. The total capital stock of
the Company increased to 1,274.451 million shares.
Among which 711.47 million shares were held by Harbin
Power Engineering Corp, accounting for 55.83 per cent.
H share amounted to 562.981 million Shares, accounting
for 44.17 per cent.

DEPOSITS AND CASH INFLOW

As at 31st December 2005, the bank deposits and cash
of the Group amounted to Rmb5,247.71 million, a
decrease of Rmb749.49 million over the beginning of the
year. During the year, the net cash outflow used by
operating activities amounted to Rmb4,890.38 million (the
sum in 2004 was inflow Rmb7,083.34 million). The net
cash inflow from financing activities amounted to
Rmb1,205.29 million (the sum in 2004 was outflow
Rmb408.70 million) and the net cash inflow used by
investment activities was Rmb3,057.97 million (the sum
in 2004 is outflow Rmb5,577.05 million).

CAPITAL STRUCTURE AND ITS CHANGES

As at 31st December 2005, the total assets of the Group
amounted to Rmb36,448.89 million, an increase of
Rmb5,433.69 million, an increase of 17.5 per cent
compared to the beginning of the year. Among which,
the total current assets were Rmb33,097.98 million,
representing 90.8 per cent of the total assets. The total
non-current assets were Rmb3,350.90 million,
representing 9.2 per cent of the total assets.
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LIABILITIES

As at 31st December 2005, the Group’s liabilities totaled
Rmb31,924.21 million, an increase of Rmb4,562.62 million
and 16.7 per cent compared to the beginning of the year.
Among which, the total current liabilities were
Rmb26,964.47 million, representing 84.5 per cent of the
total liabilities. The total non-current liabilities were
Rmb4,959.74 million, representing 15.5 per cent of the
total liabilities. At 31st December 2005, the Group's asset
liability ratio is 87.6 per cent. The reason for the dramatic
increasing is the increase of the amount in payable and
prepayment.

SHAREHOLDER’S FUND

As at 31st December 2005, the shareholder’s fund of the
Company totaled Rmb3,884.63 million, an increase of
Rmb771.57 million over the beginning of the year. The
net assets per share were Rmb3.05. In 2005, the
Company’'s assets-income ratio was 13.29 per cent (fully
diluted).

GEARING RATIO

As at 31st December, 2005, The Group’s gearing ratio
(non-current liabilities/total shareholders’ fund) was 1.28:1
as compared to that of 1.43:1 of last year.

CONTINGENT LIABILITIES AND MORTGAGE ASSET

In 2005, the Group’'s pledge assets with bank deposit of
Rmb355 million were used for securing trading facilities
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CAPITAL EXPENDITURE AND IMPORTANT INVESTMENT

In the year of 2005, the Group invested Rmb347.96 million
for basic construction and technology renovation. The first
stage investment in Seaside Workshop Construction
project of QHD was Rmb307.58 million, among which the
investment in fixed assets were Rmb282.58 million. By
the end of 2005, the accumulated investment was up to
Rmb310.87 million. The construction of the 3,000-ton
berthing port project with 1,200-ton lifting capacity was
completed. The investment on HB circulating fluidized bed
boiler innovation project in the year was Rmb12.74
million, and the accumulated investment was Rmb90.92
million. The project was already completed. The completed
investment on HTC large-scale gas turbine innovation
project in the year was Rmb87.74 million, and the
accumulated investment was Rmb92.74 million. The
purchase of equipments was finished.

EXPOSURE TO FLUCTUATIONS IN EXCHANGE RATES
AND RELATED HEDGES

The Group has certain amount of deposits that are in
foreign currencies. As at 31st December 2005, the amount
of the Group’s deposits in foreign currencies was
Rmb815.28 million after conversion. The export business
of the Group is also settled in foreign currencies and
there is exchange risk. In 2005, the Group entrusted the
Bank of China to adopt hedging measures for part of the
Japanese yen to avoid exposure to fluctuation in exchange.

USE OF LISTING PROCEEDS

In the year 2005, The Group used a total of Rmb155.00
million from its listing proceed for Workshop Construction
project of QHD.

As at 31st December 2005, the Group used a total of
Rmb1.155 billion from its H share listing proceeds, and
the remaining balance of Rmb85.00 million of listing
proceeds and the Rmb390 million listing proceeds from
the newly issued share were deposits in the bank and it
will be used in the second stage of Workshop Construction
project of QHD, and other technology renovation projects.

21




22

B E i B AT (48)

Management Discussion and Analysis — (continued)

REGE

SETAAAREGEIRES (8T REM
R OEN - MRREE BRERE
B KBRS E E B A R
84 T SBHE T 31 R T BRATE B KR
KE BRI E R R B RRE
BE UREERAMANR BEROBT
B 7o RIS - AN I 06 R B8 55 A S 3R 4%
MR EEREES BALER N LER
BEERBEED QAL — S MARA
BRI RS W) MR E
HERBERE HRREHRRE 2R
ALRBRNEE BOEKAETRRS
R BRR

T R %

=

N-_ZEERF+_A=+—H0 A&£EEEF
B T18,840AN HMMREHF A7.2 8T
ANEBRE AL B K F TR LS5 F1 3
BEEARENIEZEEBEIE T & HAl
BAMEMASTBE - FAKS 2FET
EREEANEINHEET6,523AK-FIT T i
MNITEF FHIEFNSEZEITESE
BTEUEZ ELEINEABZENAN
BZEREARR A HTENBERE:
HEARERE-

INVESTMENT PLAN

In the year of 2006, in order to upgrade products and
improve core competition capability, the Group is planning
to invest Rmb500 million in the second stage of Seaside
Workshop Construction project of QHD, nuclear power
main project, ultra super critical project, large gas turbine
technology transfer project, combined cycle HRSG
technology renovation and technology transfer and
renovation of large pumped storage units projects. At the
same time, the Group will buy some key equipment to
solve the bottleneck problems and to enlarge producing
capability. As to the nuclear power main project, the
Company will increase investment, expand the scope of
construction, improve manufacture capability so as to
provide whole set of nuclear power supply equipments
and fulfill the requirement for nuclear power development.
The construction capitals are planned to be solved by
financing method such as self-financing, bank loan or
issue of shares.

STAFF AND REMUNERATION

As at 31st December 2005, the Group's total number of
staff was 18,849. The remuneration and benefits were
Rmb720 million. The Group adopted various measures such
as on-job-training, training in universities and
multinational companies to improve their qualities and
established individualized mechanism for human resource
training and utilization. Altogether 6,523 staffs have been
trained in the year. As for remuneration, the Group
adopted various salary systems, including post salary
system, piece rate system, which enhanced check-up,
effectively combined the staff’s individual goal with the
Company’'s target, brought all positive factors into play
and speeded up the development of the Company.
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PROSPECT

As China strengthen and improve its macro control, high-
consumed energy industry will be restricted, and with the
new projects put into operation, the contradiction
between supply and demand of electricity will be
improved. It was expected that by the year 2006, the
consumptions of electricity would increase 11 per cent,
2.5 per cent lower than that of last year. Although the
overall situation has improved, there is still regional,
seasonal and especially periodic electricity shortage in
place. So, there’s still room for the development of
electricity generation equipment.

The promulgation and implementation of the country’s
“Eleventh Five-Year Plan” has speeded up the market’s
demand shifting for environment-friendly and efficient
high-tech products, such as nuclear power, wind power,
pump storage power, which have become the focus in
the electricity generation equipment market. The Group
will seize this development opportunity, enhance the
reform and adjustment of mechanism and cooperation
system, and make great effort to improve the company’s
independent R&D capability and the core competition
capability. Especially, in the year of 2006, the Group will
pay attention to the following work:

First, further reinforce the market development to lay
foundation for sustainable development. The Group will
take effective measures to consolidate and increase the
market occupation of regular products. At the same time,
it will make great effort to develop high-tech and new
energy products including nuclear power, ultra super
critical thermal power, gas turbine, large-scale air cooling,
and wind power; to make positive action in international
power plant engineering project; and to pay attention to
explore the associated products and maintenance services
market.
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Second, further improve production organization system
and ensure delivery schedule. The output of the key
products of the year 2006 will be similar to that of 2005,
but the occupation of new products will increase.
Contracts fulfillment is still the key task of the Group.
The Group will speed up the construction and
improvement of the modernization and socialization
manufacturing organization system. Insisting on the
quality guarantee system, the Group will enhance project
management and ensure delivery according to contracts.

Third, continue to implement the strategy of technology
advancement, and improve the company’s independent
R&D capability. The Group will make positive action to
assume the national tasks in researching and developing
new technology for electricity generation; strengthen the
cooperation and technology exchange with domestic
scientific research institutes and universities; speed up its
step on the absorption of introduced technology. Fully
improve the Company's capability of independent
development and innovation through developing the
technology with independent intellectual property right.

Fourth, analyze the existed problems of the system and
mechanism, and deepen the reform and strengthen the
management. The key task in the year is to improve the
system for independent innovation and perfect the
incentive mechanism for the technical talents. The Group
will carry out more incentive measures for the key talents
and important posts, and study and implement the scheme
of stock appreciation rights. Also, the Group will further
utilize every function of the financial settlement centre;
by integrate the internal resources with integrated
management, reduce the financial risk and increase the
efficiency of capital utilization. In addition, the Company
will strengthen the payment reclaim and carry out effective
measure for inventory control.

In order to meet the requirements for the development
of gas turbine, nuclear power, environment protection
products and general contracts for oversea projects, as
well as to enhance the measures to attract talents, the
Company is arranging for an office in Beijing for marketing
and R&D.

14th April 2006
Harbin, China



