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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 holding
company is Harbin Power Plant Equipment Group
Corporation (“HPEGC"), a state-owned enterprise
incorporated in the PRC. The address of the
registered office and principal place of business of
the Company are disclosed in the company
information of the annual report.

The financial statements are presented in Renminbi,
which is the same as the functional currency of the
Company.

The Company acts as an investment holding
company and the activities of its principal
subsidiaries and associates are set out in notes 42
and 20, respectively.
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APPLICATION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS

In the current year, the Group has applied, for the
first time, a number of new standards amendments
and interpretations (the “new HKFRSs”) issued by
the Hong Kong Institute of Certified Public
Accountants (“HKICPA"), which are either effective
for accounting periods beginning on or after 1st
December, 2005 or 1st January, 2006.

HKAS 19 Amendment Employee Benefits

HKAS 21 Amendment Net Investment in a Foreign

Operation

HKAS 39 & HKFRS 4 Financial Guarantee Contracts
Amendments

HKAS 39 Amendment The Fair Value Option

HKAS 39 Amendment Cash Flow Hedge Accounting of
Forecast Intragroup Transactions
HKFRS 1 Amendment First — time Adoption of Hong Kong
Financial Reporting Standards
Exploration for and Evaluation of
Mineral Resources

Determining Whether an
Arrangement Contains a Lease

HKFRS 6

HK(IFRIC) - Int 4

HK(IFRIC) - Int 5 Rights to Interests arising from
Decommissioning, Restoration and
Environmental Rehabilitation, Funds
Liabilities arising from Participating
in a Specific Market - Waste
Electrical and Electronic Equipment

HK(IFRIC) - Int 6

The adoption of the new HKFRS had no material
effect on how the results for the current or prior
accounting periods have been prepared and
presented. Accordingly, no prior year adjustment has
been required.




SRR M5 (48
Notes to the Financial Statements — (continued)

BE-_ZZXF+=-A=+—HLFE For the year ended 31st December, 2006

FERMEREBIT 2B RBMBER

=2 A (8)

AEBEEIRFEM TS EMER
R BRI AR R F - ANAF

E=EE ZFEA

IE

ERTHRBELIE

REAEEZZERMBRRL EE

By 488
FEo

BRGNS IR
CHES)

BERE

APPLICATION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (continued)

The Group has not early applied the following new
standard, amendment or interpretations that have
been issued but are not yet effective. The directors
of the Company anticipate that the application of
these new standard, amendment or interpretations
will have no material impact on the results and the
financial position of the Group.

HKAS 1 (Amendment)

Capital Disclosures'

EAMBREENETR SRIAER HKFRS 7 Financial Instruments: Disclosures'
EAMBREEESE LEAEP HKFRS 8 Operating Segments?
k(BB REAE ELHRERROLE HK(IFRIC) - Int 7 Applying the Restatement Approach
Z8e) -REETH BRETENBAE under HKAS 29 Financial Reporting
BEEAQHES in Hyperinflationary Economies?
F29RERBT|E
B (BRVEHRERE BAAMBREEL HK(IFRIC) - Int 8 Scope of HKFRS 2¢
ZEE)-REBESH EIREE
Eh(ARMERERE  BRATEIA® HK(IFRIC) - Int 9 Reassessment of Embedded
ZEE)-2BEIN Derivativess
ah (ARMBRERE HHHBERERAES HK(IFRIC) - Int 10 Interim Financial Reporting and
ZEg)-2B210% Impairment®
B (BRMEHRERE BAAUBREEL HK(IFRIC) - Int 11 HKFRS 2 - Group and Treasury Share
ZEg)-2BEIR F2% EERED Transactions’
RiAR S
A (BEMBRERAE RENTEZHE HK(IFRIC) - Int 12 Service Concession Arrangements®

ZEE) -REBEOR

1 M2007F1 B 1B KA RRA 2 F

L Effective for annual periods

beginning on or after

T B FE A AR 1st January, 2007

7 20094F 1 A1 H sk LA1& R 2R 2 F 2 Effective for annual periods beginning on or after
ER R \ 1st January, 2009

K 2006F3A1H S AE A 2 F 3 Effective for annual periods beginning on or after
ER R 1st March, 2006

K 2006F5 A 1H sk AE R 2 F 4 Effective for annual periods beginning on or after
T B FE A AR 1st May, 2006

72006 6 A 1H =k LA1& R 2A < F 2 Effective for annual periods beginning on or after
JE B8 A 3K 1st June, 2006

R2006F 11 A1HSKAEFAGZ 8 Effective for annual periods beginning on or after
FEHIRE AW 1st November, 2006

R2007F3A 1B AE IR 2 F 7 Effective for annual periods beginning on or after
T B FE A AR 1st March, 2007

720084 1 A 1H =k LA1& R A 2 F 8 Effective for annual periods beginning on or after

& HAfA A 2

1st January, 2008
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SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been
prepared on the historical cost basis, except for
certain financial instruments which are measured at
fair values, as explained in the accounting policies
set out below.

The consolidated financial statements have been
prepared in accordance with Hong Kong Financial
Reporting Standards issued by the Hong Kong
Institute of Certified Public Accountants. In addition,
the consolidated financial statements include
applicable disclosures required by the Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited and by the Hong
Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate
the financial statements of the Company and entities
(including special purpose entities) controlled by the
Company (its subsidiaries). Control is achieved
where the Company has the power to govern the
financial and operating policies of an entity so as
to obtain benefits from its activities.

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.

All intra-group transactions, balances, income and
expenses are eliminated on consolidation.

Minority interests in the net assets of consolidated
subsidiaries are presented separately from the
Group’s equity therein. Minority interests consist of
the amount of those interests at the date of the
original business combination and the minority’s
share of changes in equity since the date of the
combination. Losses applicable to the minority in
excess of the minority’s interest in the subsidiary’s
equity are allocated against the interests of the
Group except to the extent that the minority has a
binding obligation and is able to make an additional
investment to cover the losses.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Business combinations

The acquisition of subsidiaries is accounted for using
the purchase method. The cost of the acquisition is
measured at the aggregate of the fair values, at
the date of exchange, of assets given, liabilities
incurred or assumed, and equity instruments issued
by the Group in exchange for control of the
acquiree, plus any costs directly attributable to the
business combination. The acquiree’s identifiable
assets, liabilities and contingent liabilities that meet
the conditions for recognition under HKFRS 3
Business Combinations are recognised at recognised
at their fair values at the acquisition date, except
for non-current assets (or disposal groups) that are
classified as held for sale in accordance with HKFRS
5 Non-current Assets Held Sale and Discontinued
Operations, which are recognised and measured at
fair value less costs to sell.

Goodwill arising on acquisition is recognised as an
asset and initially measured at cost, being the excess
of the cost of the business combination over the
Group's interest in the net fair value of the
identifiable assets, liabilities and contingent
liabilities recognised. If, after reassessment, the
Group's interest in the net fair value of the
acquiree’s identifiable assets, liabilities and
contingent liabilities exceeds the cost of the business
combination, the excess is recognised immediately
in profit or loss.

The interest of minority shareholders in the acquiree
is initially measured at the minority’s proportion of
the net fair value of the assets, liabilities and
contingent liabilities recognised.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Interests in associates

An associate is an entity over which the Group has
significant influence and that is not a subsidiary
nor an interest in a joint venture.

The results and assets and liabilities of associates
are incorporated in these consolidated financial
statements using the equity method of accounting.
Under the equity method, investments in associates
are carried in the consolidated balance sheet at cost
as adjusted for post-acquisition changes in the
Group's share of the profit or loss and of changes
in equity of the associate, less any identified
impairment loss. When the Group's share of losses
of an associate equals or exceeds its interest in that
associate (which includes any long-term interests
that, in substance, form part of the Group's net
investment in the associate), the Group discontinues
recognising its share of further losses. An additional
share of losses is provided for and a liability is
recognised only to the extent that the Group has
incurred legal or constructive obligations or made
payments on behalf of that associate.

Any excess of the cost of acquisition over the
Group's share of the net fair value of the identifiable
assets, liabilities and contingent liabilities of the
associate recognised at the date of acquisition is
recognised as goodwill. The goodwill is included
within the carrying amount of the investment and
is assessed for impairment as part of the investment.

Any excess of the Group’s share of the net fair value
of the identifiable assets, liabilities and contingent
liabilities over the cost of acquisition, after
reassessment, is recognised immediately in profit or
loss.

Where a group entity transacts with an associate of
the Group, profits and losses are eliminated to the
extent of the Group’s interest in the relevant
associate.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue recognition

Revenue is measured at the fair value of the
consideration received or receivable and represents
amounts receivable for goods provided in the normal
course of business, net of discounts and sales
related taxes.

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

Service income is recognised when services are
provided.

Interest income is accrued on a time basis, by
reference to the principal outstanding and at the
effective interest rate applicable, which is the rate
that exactly discounts the estimated future cash
receipts through the expected life of the financial
asset to that asset’s net carrying amount.

Dividend income from investments is recognised
when the shareholders’ rights to receive payment
have been established.

Revenue from sale of properties in the ordinary
course of business is recognised when all of the
following criteria are met:

. the significant risks and rewards of ownership
of the properties are transferred to buyers;

J neither continuing managerial involvement to
the degree usually associated with ownership
nor effective control over the properties are

retained;

3 the amount of revenue can be measured
reliably;

o it is probable that the economic benefits

associated with the transaction will flow to
the Group; and

. the costs incurred or to be incurred in respect
of the transaction can be measured reliably.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Investment properties

On initial recognition, investment properties are
measured at cost, including any directly attributable
expenditure. Subsequent to initial recognition,
investment properties are stated at cost less
subsequent accumulated depreciation and any
accumulated impairment losses. Depreciation is
charged so as to write off the cost of investment
properties over the lease terms using the straight-
line method.

An investment property is derecognised upon
disposal or when the investment property is
permanently withdrawn from use or no future
economic benefits are expected from its disposals.
Any gain or loss arising on derecognition of the
asset (calculated as the difference between the net
disposal proceeds and the carrying amount of the
asset) is included in the consolidated income
statement in the year in which the item is
derecognised.

Property, plant and equipment

Property, plant and equipment other than
construction-in-progress and properties under
development are stated at cost less accumulated
depreciation and accumulated impairment losses.

Construction-in-progress represents properties under
construction and equipment purchases prior to
installation and is stated at cost, including
borrowing costs capitalised in accordance with the
Group's accounting policy for borrowing costs, less
any recognised impairment loss. Construction in
progress is classified to the appropriate category of
property, plant and equipment when completed and
ready for intended use. Depreciation of these assets,
on the same basis as other property assets,
commences when the assets are ready for their
intended use.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Property, plant and equipment (continued)

Depreciation 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, on
the following bases:

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%

An item of property, plant and equipment is
derecognised upon disposal or when no future
economic benefits are expected to arise from the
continued use of the asset. Any gain or loss arising
on derecognition of the asset (calculated as the
difference between the net disposal proceeds and
the carrying amount of the item) is included in the
consolidated income statement in the year in which
the item is derecognised.

Prepaid lease payments

The prepayment made on acquired land use rights
represents prepaid lease payment and it is accounted
for as an operating lease. The prepaid lease payment
is released to consolidated income statement on a
straight-line basis over the lease term, or when there
is impairment, the impairment is expensed in the
consolidated income statement.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Intangible assets

(i)

(i)

Intangible assets acquired separately

Intangible assets acquired separately and with
finite useful lives are carried at costs less
accumulated amortisation and any
accumulated impairment losses. Amortisation
for intangible assets with finite useful lives is
provided on a straight-line basis over their
estimated useful lives. Alternatively, intangible
assets with indefinite useful lives are carried
at cost less any subsequent accumulated
impairment losses.

Gains or losses arising from derecognition of
an intangible asset are measured at the
difference between the net disposal proceeds
and the carrying amount of the asset and are
recognized in the consolidated income
statement when the asset is derecognized.

Research and development expenditure

Expenditure on research activities 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, and carried at cost less subsequent
accumulated amortisation and any
accumulated impairment losses.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Intangible assets (continued)

(i)

(iii)

Research and development expenditure
(continued)

The amount initially recognised for internally-
generated intangible asset is the sum of the
expenditure incurred from the date when the
intangible asset first meets the recognition
criteria. Where no internally-generated
intangible asset can be recognised,
development expenditure is charged to profit
or loss in the period in which it is incurred.

Subsequent to initial recognition, internally-
generated intangible asset is reported at cost
less accumulated amortisation and
accumulated impairment losses, on the same
basis as intangible assets acquired separately.

Intangible assets acquired in a business
combination

Intangible assets acquired in a business
combination are identified and recognised
separately from goodwill where they satisfy
the definition of an intangible asset and their
fair values can be measured reliably. The cost
of such intangible assets is their fair value at
the acquisition date.

Subsequent to initial recognition, intangible
assets with finite useful lives are carried at
costs less accumulated amortisation and any
accumulated impairment losses, Amortisation
for intangible assets with finite useful lives is
provided on a straight-line basis over their
estimated useful lives. Alternatively, intangible
assets with indefinite useful lives are carried
at cost less any subsequent accumulated
impairment losses.
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Intangible assets with indefinite useful lives
and intangible assets not yet available for use
are tested for impairment annually by
comparing their carrying amounts with their
recoverable amounts, irrespective of whether
there is any indication that they may be
impaired. If the recoverable amount of an
asset is estimated to be less than its carrying
amount, the carrying amount do the asset is
reduced to its recoverable amount. An
impairment loss is recognised as an expense
immediately.

When an impairment loss subsequently
reverses, the carrying amount of the asset is
increased to the revised estimate of its
recoverable amount, but so 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 impairment
loss is recognised as income immediately.

Intangible assets with finite useful lives are
tested for impairment when there is an
indication that an asset may be impaired.

Financial instruments

Financial assets and financial liabilities are
recognised on the balance sheet when a group entity
becomes a party to the contractual provisions of
the instrument. Financial assets and financial
liabilities are initially measured at fair value.
Transaction costs that are directly attributable to
the acquisition or issue of financial assets and
financial liabilities are added to or deducted from
the fair value of the financial assets or financial
liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the
acquisition of financial assets or financial liabilities
at fair value through profit or loss are recognised
immediately in profit or loss.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial assets

The Group’s financial assets are classified into one
of the three categories, including loans and
receivables, available-for-sale financial assets and
derivative instruments held for trading. All regular
way purchases or sales of financial assets are
recognised and derecognised on a trade date basis.
Regular way purchases or sales are purchases or
sales of financial assets that require delivery of
assets within the time frame established by
regulation or convention in the marketplace. The
accounting policies adopted in respect of these
financial assets are set out below.

Loans and receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are
not quoted in an active market. At each balance
sheet date subsequent to initial recognition, loans
and receivables (including amounts due from fellow
subsidiaries, trade and other debtors, bank deposits
and bank balances) are carried at amortised cost
using the effective interest method, less any
identified impairment losses. An impairment loss is
recognised in profit or loss when there is objective
evidence that the asset is impaired, and is measured
as the difference between the asset's carrying
amount and the present value of the estimated
future cash flows discounted at the original effective
interest rate. Impairment losses are reversed in
subsequent periods when an increase in the asset’s
recoverable amount can be related objectively to
an event occurring after the impairment was
recognised, subject to a restriction that the carrying
amount of the asset at the date the impairment is
reversed does not exceed what the amortised cost
would have been had the impairment not been
recognised.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial assets (continued)
Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives
that are either designated or not classified as
financial assets at fair value through profit or loss,
loans and receivables and held-to-maturity
investments. At each balance sheet date subsequent
to initial recognition, available-for-sale financial
assets are measured at fair value. Changes in fair
value are recognised in equity, until the financial
asset is disposed of or is determined to be impaired,
at which time, the cumulative gain or loss previously
recognised in equity is removed from equity and
recognised in profit or loss. Any impairment losses
on available-for-sale financial assets are recognised
in profit or loss. Impairment losses on available-for-
sale equity investments will not reverse in
subsequent periods. For available-for-sale debt
investments, impairment losses are subsequently
reversed if an increase in the fair value of the
investment can be objectively related to an event
occurring after the recognition of the impairment
loss.

For available-for-sale equity investments that do not
have a quoted market price in an active market and
whose fair value cannot be reliably measured and
derivatives that are linked to and must be settled
by delivery of such unquoted equity instruments,
they are measured at cost less any identified
impairment losses at each balance sheet date
subsequent to initial recognition. An impairment loss
is recognised in profit or loss when there is objective
evidence that the asset is impaired. The amount of
the impairment loss is measured as the difference
between the carrying amount of the asset and the
present value of the estimated future cash flows
discounted at the current market rate of return for
a similar financial asset. Such impairment losses will
not reverse in subsequent periods.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Derivative financial instruments

The Group uses derivative financial instruments
(primarily foreign currency forward contracts) to
hedge its exposure against changes in exchange
rate. Such derivatives are measured at fair value, at
each balance sheet date regardless of whether they
are designated as effective hedging instruments.

Derivatives that do not qualify for hedge accounting
are deemed as financial assets held for trading or
financial liabilities held for trading. Changes in fair
values of such derivatives are recognised directly in
profit or loss.

Financial liabilities and equity

Financial liabilities and equity instruments issued by
a group entity are classified according to the
substance of the contractual arrangements entered
into and the definitions of a financial liability and
an equity instrument.

An equity instrument is any contract that evidences
a residual interest in the assets of the Group after
deducting all of its liabilities. The accounting policies
adopted in respect of financial liabilities and equity
instruments are set out below.

Financial liabilities

Financial liabilities (other than derivative instruments
which are deemed as held for trading) including
bank and other borrowings, trade creditors, other
creditors and accrued charges, amount due to
holding company and advance from holding
company are subsequently measured at amortised
cost, using the effective interest rate method.
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BZE-ZZXFE+=-A=1+—HBILFEE For the year ended 31st December, 2006

SIGNIFICANT ACCOUNTING POLICIES (continued)
Equity instruments

Equity instruments issued by the Company are
recorded at the proceeds received, net of direct
issue costs.

Derecognition

Financial assets are derecognised when the rights
to receive cash flows from the assets expire or, the
financial assets are transferred and the Group has
transferred substantially all the risks and rewards
of ownership of the financial assets. On
derecognition of a financial asset, the difference
between the asset’s carrying amount and the sum
of the consideration received and the cumulative
gain or loss that had been recognised directly in
equity is recognised in profit or loss.

For financial liabilities, they are removed from the
Group's balance sheet (i.e. when the obligation
specified in the relevant contract is discharged,
cancelled or expires). The difference between the
carrying amount of the financial liability
derecognised and the consideration paid or payable
is recognised in profit or loss.

Inventories

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

Properties held for development for sale in the
ordinary course of business are stated at cost less
any identified impairment loss. Cost includes the
cost of construction, financing and other direct costs
attributable to the development of such properties.
No depreciation is provided on properties under
development.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Construction contracts

Where 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 contract costs
incurred for work performed to date bear to the
estimated total contract costs for the contract.
Variations in contract work, claims and incentive
payments are included to the extent that they have
been agreed with the customer.

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

Where contract costs incurred to date plus
recognised profits less recognised losses exceed
progress billings, the surplus is shown as an amount
due from customers for contract work. For contracts
where progress billings exceed contract costs
incurred to date plus recognised profits less
recognised losses, the surplus is shown as an amount
due to customers for contract work. Amounts
received before the related work is performed are
included in the balance sheet, as a liability, as
advances received. Amounts billed for work
performed but not yet paid by the customer are
included in the balance sheet under trade and other
receivables.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Retirement benefit costs

Retirement benefit costs charged to the consolidated
income statement represent the amount payable
under a defined contribution arrangement with the
local government.

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 or expense that are taxable
or deductible in other years, and it further excludes
income statement items that are never taxable or
deductible. The Group’s liability for current tax is
calculated using tax rates that have been enacted
or substantially enacted by the balance sheet date.

Deferred tax is recognised on differences between
the carrying amounts of assets and liabilities in the
consolidated 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 from the initial recognition (other
than in a business combination) of other assets and
liabilities in a transaction that affects neither the
taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable
temporary differences arising on investments in
subsidiaries and associates, and interests in joint
ventures, 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.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Income taxes (continued)

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 profits will be available to allow
all or part of the asset to be recovered.

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

Provisions

Provisions are recognised when the Group has a
present obligation as a result of a past event, and
it is probable that the Group will be required to
settle that obligation. Provisions are measured at
the directors’ best estimate of the expenditure
required to settle the obligation at the balance sheet
date, and are discounted to present value where
the effect is material.

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 an
expense in the period in which they are incurred.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Leasing

Leases are classified as finance leases whenever the
terms of the lease transfer substantially all the risks
and rewards of ownership to the lessee. All other
leases are classified as operating leases.

The Group as lessor

Rental income from operating leases is recognised
in the consolidated income statement on a straight-
line basis over the term of the relevant lease. Initial
direct costs incurred in negotiating and arranging
an operating lease are added to the carrying amount
of the leased asset and recognised as an expense
on a straight-line basis over the lease term.

Foreign currencies

In preparing the financial statements of each
individual group entity, transactions in currencies
other than the functional currency of that entity
(foreign currencies) are recorded in its functional
currency (i.e. the currency of the primary economic
environment in which the entity operates) at the
rates of exchanges prevailing on the dates of the
transactions. At each balance sheet date, monetary
items denominated in foreign currencies are
retranslated at the rates prevailing on the balance
sheet date. Non-monetary items that are measured
in terms of historical cost in a foreign currency are
not retranslated.

Exchange differences arising on the settlement of
monetary items, and on the translation of monetary
items, are recognised in profit or loss in the period
in which they arise.

Government subsidies
Government subsidies related to costs which they

are intended to compensate are recognised as
income when the relevant costs are incurred.
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KEY SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the Group’s accounting
policies, management makes various estimates based
on past experiences, expectations of the future and
other information. The key source of estimation
uncertainty that may significantly affect the amounts
recognised in the consolidated financial statements
are disclosed below:

Estimated impairment on loans and receivables
(including amounts due from fellow
subsidiaries, trade and other debtors)

Management regularly reviews the recoverability and
aging of loans and trade receivables. Appropriate
impairment for estimated irrecoverable amounts are
recognised in profit and loss when there is objective
evidence that the asset is impaired.

In determining whether impairment for bad and
doubtful debts is required, the Group takes into
consideration the aging status and likelihood of
collection. Specific allowance is only made for
receivables that are unlikely to be collected and is
recognised on the difference between the estimated
future cash flow expected to receive discounted
using the original effective interest rate and its
carrying value.

Allowance for inventories

Management reviews the net realisable values and
aging of inventories and makes allowance for
obsolete and slow moving inventory items identified
with reference to existing market environment, the
sales performance in previous years and estimated
market value, i.e. the estimated selling price, less
estimated costs of selling. A specific allowance for
inventories is made if the estimated market value
of the inventories is lower than its carrying value.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES

The Group’s major financial instruments including
available- for-sale investments, trade and other
debtors, trade and other creditors, bank borrowings
and bank balances and deposits. The risks associate
with and the policies on how to mitigate these risks
are set out below. The management manages and
monitors these exposures to ensure approximate
measures are implemented on a timely and effective
manner.

Market risk
(i) Interest rate risk

The Group’s interest rate risk relates primarily
to fixed rate bank deposits, debentures and
borrowings. The Group currently does not
have an interest rate hedging policy. However,
the management monitors interest rate
exposure and will consider hedging significant
interest rate exposure should the need arises.

(ii) Other price risk

The Group is exposed to equity security price
risk. The management manages this exposure
by closely monitoring the performance of the
respective investee companies.

(iii)  Currency risk

Certain trade receivables of the Group are
denominated in foreign currencies. The
management monitors foreign exchange
exposure and hedges certain exposure using
foreign currency forward contracts. The
foreign currency forward contracts do not
qualify for hedging accounting.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (continued)

Credit risk

The Group’s maximum exposure to credit risk in the
event of the counterparties failure to perform their
obligations as at 31st December, 2006 in relation
to each class of recognised financial assets is the
carrying amount of those assets as stated in the
consolidated balance sheet. In order to minimise
the credit risk, the management of the Group has
delegated a team responsible for determination of
credit limits, credit approvals and other monitoring
procedures to ensure that follow-up action is taken
to recover overdue debts. In addition, the Group
reviews the recoverable amount of each individual
receivable at each balance sheet date to ensure that
adequate impairment losses are made for
irrecoverable amounts. In this regard, the directors
of the Company consider that the Group's credit
risk is significantly reduced.

The credit risk on bank deposit and balances is
limited because the counterparties are banks with
high credit-ratings assigned by international credit-
rating agencies.

With respect of credit risk arising from other major
financial assets of the Group, the Group’s exposure
to credit risk arising from default of counterparties
is limited as the counterparties have good credit
standing and the Group does not expect any
significant loss for uncollected advances/deposits
from these entities.

The Group has no significant concentration of credit
risk, with exposure spread over a number of
counterparties.
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TURNOVER

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

2006 2005

AR T ARM T

Rmb’000 Rmb’000

YEHE Sales of properties 206,784 668,914

EmiEeE Sales of goods 22,912,057 14,235,472

ZEaeRWA Revenue from construction contracts 5,948,694 3,519,108

HE WA Rental income 26,170 35,021

Bl 7% 12 4 Services rendered 4,311 5,591

29,098,016 18,464,106
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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 others.

Principal activities are as follows:

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

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

Engineering services -  providing engineering services
for power stations.

Ancillary equipment - manufacture of ancillary
equipment for power stations.

AC/DC motors and - manufacture of AC/DC motor
others and others.
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7. XKML ED I (&) 7. BUSINESS AND GEOGRAPHICAL SEGMENTS
(continued)
XKoo () Business segments (continued)
ARELEEBNDIBEEI AT : Segment information about these businesses is

presented below.

2006
KELH Eiff  SMIR  EuEH
By R B#% REERE REREH
Main Main Engineering  Ancillary 347
thermal hydro services  equipment AC/DC
power power  for power  for power motors ho 345 88 i
equipment  equipment stations stations  and others Eliminations Consolidated

ARBTR ARETT ARBTR AREFR ARETT AREFR ARETZ
Rmb'000  Rmb‘000 Rmb‘000 Rmb‘000 Rmb‘000 Rmb‘000 Rmb‘000

FEZEBBA  REVENUE

S A External sales 21,836,612 1,608,561 3,007,672 1,053,026 1,592,145 - 29,098,016
FHRA Inter-segment sales 594,910 - - - - (594,910 -
AN Total revenue 22,431,522 1,608,561 3,007,672 1,053,026 1,592,145 (594,910) 29,098,016
HEEREERARITHBERTE Inter-segment sales are charged at prevailing market
HY o rates.

PHBERE SEGMENT RESULTS 2,646,262 112,097 5,199 265,585 209,838 - 3,238,981

AP BEHER Unallocated corporate expenses (1,550,719)
Eﬁ%ﬂi Finance costs (156,654)

REZARER  Share of results of associates 11,965

R AET Profit before taxation 1,543,573

HE Income tax expense (272,218)
RERRT Profit for the year 1,271,355
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7. XXMt EDE (&) 7. BUSINESS AND GEOGRAPHICAL SEGMENTS

(continued)

E¥ o (&)

Business segments (continued)

2006 (continued)
AEEH  KEIXH  BUIR @ EUEHHK
R EY ] B% REERE REREH
Main Main Engineering  Ancillary -4
thermal hydro services  equipment AC/DC
power power  for power  for power motors A KA &t
equipment  equipment stations stations  and others Eliminations Consolidated
AREFT AR¥TR ARETRn ARETn ARETT AREFn ARETZR
Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
BE ASSETS
PHEE Segment assets 21,334,476 1,516,546 4,153,891 939,075 2,084,830 - 30,028,818
REEDFZER Interests in associates 168,448
REDELIEE Unallocated corporate assets 7,247,282
AltatE Consolidated total assets 37,444,548
8 LIABILITIES
AHERE Segment liabilities 20,677,518 1,716,088 638,293 812,630 1,560,156 - 25,404,685
REDELHER Unallocated corporate liabilities 6,260,465
ARERE Consolidated total liabilities 31,665,150
EvEH OTHER INFORMATION
ERfES Capital additions 380,569 36,614 2,470 24,451 110,508 - 554,612
ER Depreciation of property,
abiE olant and equipment 6483 34,263 2905 12597 30247 - 296,455
REMERE  Depreciation of investment
properties 7,581 5,526 - 18 2,455 - 15,640
EfEEH Amortisation of patents 7,879 = = 427 2,702 = 11,008
BRL#HHEE  Release of prepaid
 § lease payments 8,179 1,211 - Ep)) 877 - 10,589
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7. EBF b ED B (&) 7. BUSINESS AND GEOGRAPHICAL SEGMENTS
(continued)
XKoo () Business segments (continued)
2005
AEEH KEXH AR BUEE
M B k% REERE REREH
Main Main  Engineering Ancillary Rt
thermal hydro services  equipment AC/DC
power power  for power for power motors  MBEH ab
equipment  equipment stations stations  and others  Eliminations  Consolidated

ARETL ARETL ARETT ARRTL ARETT ARETT ARETI
fmb'000  Amb’000  Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb'000

TEERBA REVENUE

S External sales 13,253,712 1,214,099 2,248,903 316,693 1,430,699 - 18,464,106
AHMA Inter-segment sales 48,166 28,355 - 660,004 87,513 (824,038) -
N Total revenue 13,301,878 1,242,454 2,248,903 976,697 1,518,212 (824,038) 18,464,106
DEBREBHERNBITHHERITHE Inter-segment sales are charged at prevailing market
HY o rates.

ABBENE SEGMENT RESULTS 1,523,274 67,851 33,051 79,788 159,125 - 1,863,089
AEPBETER Unallocated corporate expenses (1,135,324)
BEs Finance costs (33,767)
WEEZRAEH  Share of results of associates - - - - 2,127 - 2127
BRHATET Profit before taxation 696,125
i Income tax expense (136,739)
RERET Profit for the year 559,386
EE ASSETS

PHEE Segment assets 20,779,516 1,641,722 2,629,850 2,201,258 1,600,558 - 28,852,910
REEDNEZESR Interests in associates - - - - 118,372 - 118,372
ReEHBBHEE Unallocated corporate assets 7,477,605

AHEEE Consolidated total assets 36,448,887
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7. XN ED I (F) 7. BUSINESS AND GEOGRAPHICAL SEGMENTS
(continued)
XX o (M) Business segments (continued)

2005 (continued)
KELH KELH# BUIR B

B *fE B% REZRE RERSK

Main Main  Engineering  Ancillary REfM

thermal hydro services  equipment AC/DC
power power  for power  for power motors  WEHHEH =i
equipment  equipment stations stations  and others  Eliminations Consolidated

ARETT ARETR ARETT ARETL ARETT ARETT ARETI
fmb'000  Amb’000  Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb'000

| LIABILITIES
2H8E Segment liabilities 22,596,386 1,730,915 528,435 1,322,777 1,362,880 - 27,541,393
RENELHERE Unallocated corporate liabilities 4,382,814
aftgE Consolidated total liabilities 31,924,207
AEvER OTHER INFORMATION
ERfES Capital additions 324,093 35,268 2,748 19,640 20,526 - 402,275
s BER Depreciation of property,

abiE olant and equipment 203,171 28,083 3,185 17473 14,638 S 266,550
REMERE  Depreciation of investment

properties - - - - 14,869 - 14,869

SR Amortisation of patent 5,013 - - - . . 5,013
BRL#HHEE  Release of prepaid lease

5 payments 6,679 1,154 - 365 431 - 8,629
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7.

EBANEES B (&) 7.

i & 2 #B

AEBEZETLEEBRATERART
BR A @ o |mT:

BA PRC
N Overseas
FEUL N Total revenue

AEBEZEEEMBEEEZMRA
BMEN-R-_BEENF+_A=+—
AR —_ZEZERF+_A=+—H
RIBINNEEMBELIREEBEE
MBEEH10% °

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:

2006 2005
ARBTRT ARETT
Rmb’000 RmMb’000

25,553,963 15,145,782
3,544,053 3,318,324

29,098,016 18,464,106

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,
2006 and 2005.
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BZE-ZZXFE+=-A=1+—HBILFEE For the year ended 31st December, 2006

8. OTHER INCOME

Included in other income are the following:

Dividend income from available-for-sale
investments

Gain on disposal of available-for-sales
investments

Gain on disposal of property,
plant and equipment

Government subsidy

Gain on fair value changes of derivative
financial instruments

Interest income from financial
institutions

Profit from sales of scrap materials

Reversal of allowance for bad and
doubtful debts

Reversal of allowance for inventories

Reversal of impairment loss recognised
in respect of available-for-sale
investments

Other income

2006 2005
ARE T ARETT
Rmb’000 Rmb’000
40,594 4,064
- 91,780

= 3,933

14,605 351

- 35,456
178,803 96,523
26,071 9,631
5,003 =
7,287 =
343 =
111,545 15,231
384,251 256,969

99
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10.

Mz W 9.  FINANCE COSTS
2006
AR¥F
Rmb’000
f& BN B 32 1 - Interest on borrowings:
—BREFA — wholly repayable within
2IEEBER five years 46,883
—BARTFA - not wholly repayable
F2EHEERER within five years 110,092
156,975
B EEREARZBBIFEE Less:Interest capitalised in inventories
A X H -
ERABERNZEH Interest capitalised in construction
EREIEMNE XMW in progress (321)
156,654

REEBAEAZBEERNERERAR
BEN—REEFRLR62% (ZTTH
F6%) MNEFAERN LR S H

F1E 10. INCOME TAX EXPENSE
HELHeE: The charge comprises:
2006
AR T
Rmb’000
A [ BT 15 PRC enterprise income tax
—ARFE — current year 273,958
—RAFEREARTR — overprovison in prior years (1,740)
272,218

R T IRRAF R AR Z BRI
ARBREI5S%AE 2P BEMEHR-

2005
ARETT
RmMb’000

71,089

32,643

103,732

(68,932)

(1,033)

33,767

Borrowing costs capitalised during the year arose
on the general borrowing pool and are calculated
by applying a capitalisation rate of 6.2% (2005:

6%) to expenditure on qualifying assets.

2005
ARETT
RmMb’000

136,991
(252)

136,739

The charge mainly represents PRC enterprise income
tax calculated at 15% of the estimated taxable

income for the year.
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10.

BLIE (M)

10. INCOME TAX EXPENSE (continued)

RIEFEMBEHE ARG RN — Pursuant to a document issued by the PRC Ministry

NEFE=R -+ NABMELZXH

of Finance and the State Tax Bureau on 29th March,

AR E R L H B N B AN R B U 1994, taxable income earned by the Group, except

ABEN15% 2 B EB TS H -

for certain subsidiaries, is subject to an enterprise
income tax rate of 15%.

REF BB LR S e & R F The tax charge for the year can be reconciled to
ZEBOT: the profit before taxation per the consolidated

income statement as follows:

2006 2005
AR T AR T T
Rmb’000 Rmb’000
BR 75 B & A Profit before taxation 1,543,573 696,125
KEIT?US% Tax charge at the enterprise
MK E income tax rate of 15% 231,536 104,419
HEHRE QT %‘(%W% Tax effect of share of results
HEGEHTE of associates (1,795) (319)
E & B i B A Al Additional enterprise income tax
FT 15 %4 33 % P 32 A0 in respect of the income tax rate
ZIEEFTER of 33% for certain subsidiaries 8,319 2,701
EETERFRRAM Tax effect of income not taxable for
RN AN tax purpose
WABBRBNTE (17,177) (10,776)
EAEREFRERN Tax effect of expenses not deductible
& ¥ DA HBR for tax purpose
fzﬁj‘%ﬁ}ﬁ%e%ﬁi“ 81,505 50,681
H—xPEHEA Effect of tax exemptions granted to
ﬁ%ﬂ’@ﬁﬁa%&; a PRC subsidiary (28,430) (9,715)
BEFREZ2BERF Overprovision in respect of
prior years (1,740) (252)
ZNC R TR gl Tax charge for the year 272,218 136,739
REEBBEREEARKNFERNILE There was no significant unprovided deferred

BERRBEBZREHRE

taxation for the year or at the balance sheet date.

101
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11. XEERBAN

& BEREF

AIKA (BIEEEM

EEEHIHBN)
RARAE 5 &

A T4

RIR AR
FEKREBER
B ) 4 B 5

B L b 7 B

EAE
REMENE
ERY N & 4
e
HERFIHEN
REBE
HEME BER
RiEER

FHEERERE

R (s
XBER)
B R E R

N =

FE 54 3% 5
PEN L)t

MEREEN

REE

R R 1 55

A B % 2 BB OB

(BERBERA

P %IJ )

11. PROFIT FOR THE YEAR

Profit for the year has been arrived at after charging:

Staff costs including directors’ and
supervisors’ emoluments

Retirement benefit scheme
contributions

Total staff costs

Allowance for bad and doubtful debts
Allowance for inventories
Amortisation of patents
Release of prepaid lease payments
Auditors’ remuneration
Depreciation for investment properties
Depreciation for property,
plant and equipment
Loss on disposal of available-for-sale
investments
Loss on disposal of property,
plant and equipment
Impairment loss recognized in respect of
available-for sale investments
(included in other expenses)
Impairment loss recognized
in respect of patents
Net foreign exchange loss
Property, plant and equipment
written off
Research and development expenses
Share of tax of associates
(included in share of results
of associates)

2006 2005
AREFT AR#®TFT
Rmb’000 Rmb’000
825,540 719,995
172,470 103,709
998,010 823,704
291,820 274,600
113,526 38,042
11,008 5,013
10,589 8,629
2,650 2,920
15,640 14,869
296,455 266,550
4,196 =
508 =
5,299 2,758
3,000 =
32,728 25,151
2,584 =
452,740 302,761
1,795 325
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12. EEREENSE 12. DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS
2006 2006
TRDHBIFRT 16 (2005:16) (L E The emoluments paid or payable to each of the 16
EMESEAEER: (2005: 16) directors and supervisors were as follows:
B& HRF K E BAE BHE KEE E3 ] FHE RER RAR TE% BRE B Bk EEE RE 200645
Mr. Gong  Mr. Zhao Mr.Qu Mr. Duan Mr. Shang  Mr. Wu Mr. Ms. Li  Mr. Zhou Mr. Jia Ms. Ding M. Lang Mr.  Mr. Gao Ms. Lu Mr. Total
Jing-kun Ke-fei Da-zhuang Hong-yi Zhong-fu Wei-zhang Jiang Kui He-jun Dao-jiong Cheng-bing Xue-mei En-gi  Yang Xu Xu-guang Chun-lian  Chen Si 2006

ARBTFR ARBTT ARETR ARETT ARETR ARETT ARBTRT ARETR ARBTI ARETR ARETT ARETRZ ARMTT ARETR ARMTT ARBTT ARKTR
Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb'000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’'000 Rmb’'000 Rmb’000 Rmb’000 Rmb’000 Rmb’'000 Rmb’000 Rmb’000

k3 Fees - - - - - - - - - - - - - - - - -
Efp#iE Other emoluments

IARAENE Salaries and other benefits - - 358 - 316 347 - - - - - 294 102 80 136 - 1,633
RIVEME Contributions to retirement

benefits schemes - - 9 - 9 9 - - - - - 10 9 10 10 - 66

EtiEL Total emoluments - - 367 - 325 356 - - - - - 304 1 90 146 = 1,699

« * « * « * * o oax ek oax trex kxxk trex kaxk trex

BE BE&Z #rk BkE BPE REE £ RER BER BaE TE#E BEE B HEA E5E FRE 200583

Mr. Mr.Gong Mr.Zhao Mr. Duan Mr. Shang Mr. Wu Dr.Li  Mr. Liang  Mr. Zhou Mr.Du  Ms. Ding  Mr. Lang Mr.  Mrs. Hu Mrs. Lu Mr. Li Total

Geng Lei  ling-kun Ke-fei ~ Hong-Yi  Zhong-fu Wei-zhang Gen-shen ~ Wei-yan Dao-jiong ~ Xing-you  Xue-mei En-gi  Yang Xu Chang-fu Chun-lian  Zhen-hua 2005

AREFT ARBTR ARETR ARETR ARETR ARETR ARBTR ARETT ARBTR ARETR ARETT ARETRZ ARKTR ARETR ARETR ARETT ARETR
Rmb'000  Rmb'000  Rmb’000  Amb'000 ~ Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb'000  Rmb’000  Amb'000  Rmb'000  Rmb'000  Rmb'000

e Fees - - - - - - - - - - - - - - - - -
Eb#E Other emoluments
TAAAMENR Salaries and other benefits - - 329 - 283 240 - 70 - - - 280 49 31 91 - 1,373
RIRERE Contributions to retirement
benefits schemes - - 9 - 9 9 - 9 - - - 9 8 9 9 - n
HHaE Total emoluments - ﬂ - ﬁ ﬂ - _79 - ﬂ _57 _40 ﬂ - ﬂ
* %@iﬂﬁ%% * Being executive directors of the Group
£ %@#iﬂgi%/_ *% Being non-executive directors of the Group
o RENBUFNTES ***  Being independent non-executive directors of the
- . Group
oex SENEE **** Being supervisors of the Group
EmFEENESFHEBER100 None of the directors received more than
& JL° HK$1,000,000 for any of these two years.
R-ZBZFAFR_FTAF AKHE The five highest paid individuals in the Group in
AfusSHFE 2 ERATHRART] 2005 and 2006 were directors and supervisors of
LEFREFE HMeRmE- the Company and details of their emoluments are

set out above.
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13. RE 13. DIVIDENDS
2006 2005
AE®Fr ARBTF T
Rmb’000 Rmb’000
RHAE 14 20050% B Final dividend paid for 2005 of
AR#0.0617C Rmb0.061 (2004: Rmb0.051)
(2004 : AE¥0.0517T) per share 77,742 60,647

EEEZATERREREARE
0.09 L (ZZEZTRHF: AR¥0.061
L) PR EEFFEERREAS
S °

14. BREF

EREBEFMDERFEZMNARE
1,024,581,000t (ZEZTHF: AR
#5464,990,0007T) & & F jN#E F19
2 B&151,274,451,00018 (ZEZ
£ :1,193,124,0000% ) 5+ & -

14.

The final dividend for 2006 of Rmb0.09 (2005:
Rmb0.061) per share has been proposed by the
directors and is subject to approval by the
shareholders in annual general meeting.

EARNINGS PER SHARE

The calculation of the earnings per share is based
on the profit for the year of approximately
Rmb1,024,581,000 (2005: Rmb464,990,000) and on
the weighted average number of shares of
1,274,451,000 (2005: 1,193,124,000).
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15. X -BERRE 15. PROPERTY, PLANT AND EQUIPMENT
rEE THE GROUP
B
BERE ZERRE EEIR
R#%E  Furniture, HE Con-
EERSE  Plant and fixtures and Motor struction- @5t

Buildings machinery equipment vehicles in-progress Total

ARBTR ARETR AREFRT ARETn ARETR AREFR

Rmb’000  Rmb’000 Rmb’000  Rmh'000  Rmb’000  Rmb’000
A CosT
R-2%H%-F-H At 1st January, 2005 1,216,934 2,242,204 213,816 85,698 650,235 4,408,887
"E Additions 10,067 50,390 11,365 11,527 264,613 347,962
ER Transfers 66,293 299,222 50,416 6,093 (422,024) -
RENFEA Transferred to investment properties (50,437) - - - - (50,437)
BE Disposals (23,729)  (36,549) (8,750) (35,128) - (104,156)
RZEERE-F-H At 1st January, 2006 1,219,128 2,555,267 266,847 68,190 492,824 4,602,256
AE Additions 10,486 31,628 7,935 7,246 422,820 480,115
WERBAF Acquisition from subsidiaries 13,013 17,626 1,517 1,766 1,825 35,747
i Transfers 54,747 259,335 14,627 8,454 (337,163) =
BRTHREEA Transferred to prepaid lease payments - - - - (37,716)  (37,716)
EFEE A Transferred to patents - - = = (8,994) (8,994)
fi 38 Written off (949)  (23,480) (3,587) (3,050) - (31,066)
BE Disposals (700) (8,232) (4,953) (8,940) - (22,825)
RZBERETZA=T—-H At 31st December, 2006 1,295,725 2,832,144 282,386 73,666 533,596 5,017,517
RitHE DEPRECIATION
R-2%H%-F-H At 1st January, 2005 422,768 1,337,821 107,661 54,714 - 1,922,964
AERER Charge for the year 42,789 187,303 26,615 9,843 - 266,550
RENZEA Transferred to investment properties (7,606) - - - - (7,606)
RO E: Eliminated on disposals (14,443)  (33,633) (7,894)  (27,032) - (83,002)
RZEZ F-F-A At 1st January, 2006 443,508 1,491,491 126,382 37,525 - 2,098,906
AEERR Charge for the year 44574 213,456 27,667 10,758 - 296,455
fi 38 Written off (792)  (21,897) (1,872) (3,921) - (28,482)
G E M Eliminated on disposals (104) (5,748) (37) (5,259) - (11,148)
WZBEXE+ZA=1-H At 31st December, 2006 487,186 1,677,302 152,140 39,103 - 2,355,731
RERE NET BOOK VALUE
RZBERETZA=T—-H At 31st December, 2006 808,539 1,154,842 130,246 34,563 533,596 2,661,786
RZETRETZA=1—H At 31st December, 2005 775,620 1,063,776 140,465 30,665 492,824 2,503,350
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15. ME-BERRXE (&)

NN

i
2255~ F-F
T
RE

S TESN N
52

8%
BH1BEESA

RIBERE+TZA=1-H
2itiE
R-ZERE-F-A
REEEE

REMEH

R-FE ¥-A-H
AERRE

R=EExE+-A=1-H

RARE
R=EExE+-A=1-H

R-ZERET_A=1-H

CosT

At 1st January, 2005
Additions

Disposals

At 1st January, 2006
Additions
Transfers

Transferred to prepaid lease

payments
At 31st December, 2006
DEPRECIATION
At 1st January, 2005
Charge for the year

Eliminated on disposals

At 1st January, 2006
Charge for the year

At 31st December, 2006

NET BOOK VALUE
At 31st December, 2006

At 31st December, 2005

15. PROPERTY, PLANT AND EQUIPMENT (continued)

THE COMPANY

i

BE&A RERRH EEIR

REZE  Furniture, HE Con-
BERZ  Plantand fixtures and Motor  struction- @t
Buildings ~ machinery  equipment vehicles in-progress Total
AEEFT ARETT ARETT ARETT AREFT AREFR
Rmb’'000  Rmb’000 Rmb’000  Rmb'000  Rmb'000  Rmb’'000
184,617 50,516 41,649 3,858 36,549 317,189
24 - 685 1,041 27,557 29,307
- - (1,804) - - (1,804)
184,641 50,516 40,530 4,899 64,106 344,692
- = 560 349 94,182 95,091
15,286 47,135 (13,551) - (48,870) -
- - - - (37,716) (37,716)
199,927 97,651 27,539 5,248 71,702 402,067
8,277 2,091 5218 2,112 - 18,298
7,132 5,146 4,810 239 - 17,327
- - (1,750) - - (1,750)
15,409 7,237 8,278 2,951 - 33,875
6,688 15,381 2,346 397 - 24,812
22,097 22,618 10,624 3,348 - 58,687
177,830 75,033 16,915 1,900 71,702 343,380
169,232 43,279 32,252 1,948 64,106 310,817
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16. REYX 16. INVESTMENT PROPERTIES
REE THE GROUP
AE®FT
Rmb’000
2N COST
R-_EERF—H—H At 1st January, 2005 -
ME -BFEREZEEA Transferred from property, plant and equipment 42,831
FE#EA Transferred from inventory 268,839
R-ZEZEF—H—H At 1st January, 2006 311,670
FEEA Transferred from inventory 21,914
R-—BFEAF+=-A=+—H At 31st December, 2006 333,584
RETITE ACCUMULATED DEPRECIATION
R-_EERF—H—H At 1st January, 2005 -
REZRBE Charge for the year 14,869
RZZEZERF—H—A At 1st January, 2006 14,869
REZEE Charge for the year 15,640
R=-ZZBZERF+=A=+—H At 31st December, 2006 30,509
REFE CARRYING AMOUNT
R=ZZBEZERF+=A=+—H At 31st December, 2006 303,075
R-ZZFEZFAF+-A=1+—~H At 31st December, 2005 296,801
REEBEBERA XEEREMEN The fair value of the Group’s investment properties
AREEHARE328,037,000TH at 31st December, 2006 is approximately
ARBESHABIREEZIINYTMG Rmb328,037,000. The fair value has been arrived
MBS ZRAMBANTISEREER at based on valuation carried out by independent
& EaTfho valuers not connected with the Group. The valuation
was determined by reference to recent market prices
for similar properties.
Fat R E Y A 5% B L B B 4R # The above investment properties are depreciated on
B © a straight-line basis at rate of 5%.
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BE-_ZZXF+=-A=+—HLFE For the year ended 31st December, 2006

16.

BREWE (&) 16. INVESTMENT PROPERTIES (continued)

N ERBEMENREFERE: The carrying amount of investment properties shown
above comprises:

2006 2005
AR®Fr AREFT
Rmb’000 Rmb’000

EHREFE Land in the PRC
FEAFE 49 Medium-term lease 281,624 274,198
SEGRERS Short-term lease 21,451 22,603
303,075 296,801
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17. EfL#HHEE

AEE

A
A—EBEETRF—A—HK
—EEXRE-A—A

MYE HEREBEEA

U BE B B A Al EE A
R-ZBEEXFEF+=-A=+—H
E- g
R-_ZEZTRF—F—H

NG ¥

R-ZZBEXRNF—H—H
ZNGEES: 31

R-EERNF+-A=1+—H

fRMEFE
R-EEANF+-A=1+—H

R=FERFT-A=+-H

AEEMENLHHEERPEARK
B IR A i A M - RS L3 AR
ERBEREERFTEDNMAT:

17. PREPAID LEASE PAYMENTS

THE GROUP
ARMF T
Rmb’000
COST
At 1st January, 2005 and
at 1st January, 2006 431,526
Transferred from property,
plant and equipment 37,716
Acquisition from subsidiaries 9,410
At 31st December, 2006 478,652
ACCUMULATED AMORTISATION
At 1st January, 2005 87,433
Amortise for the year 8,629
At 1st January, 2006 96,062
Amortise for the year 10,589
At 31st December, 2006 106,651
NET BOOK VALUE
At 31st December, 2006 372,001
At 31st December, 2005

335,464

The Group's prepaid lease payments represent
medium-term land use rights in the PRC. They are
analysed for reporting purpose as follows:

2006 2005
AR®F ARKFT

Rmb’000 Rmb’000

o Current portion 10,589 8,629
MBI D Non-current portion 361,412 326,835
372,001 335,464
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17. BENX#EE (&)

NN

R A
R-EBEERF—HF—HXK
—EEXNE-A—A
HYE WEIREBEEA

R-EEXFE+=-HA=+—H
E-5E ¥
R-ZEBEZERF—HA—HK
—EERF—HA—H
NGy
R=-ZBEZEXF+=-A=+—H

IRERE
R=-ZBEZEXF+=-A=+—H

R_TETEAF+-_R=+—H

ARABMBNLHEERPEARHK
35 A B 4 3 o R M o TR 3 A
ERBREERAFTESNBT:

17. PREPAID LEASE PAYMENTS (continued)

THE COMPANY

ARETF T
Rmb’000
COST
At 1st January, 2005 and
at 1st January, 2006 -
Transferred from property,
plant and equipment 37,716
At 31st December, 2006 37,716
ACCUMULATED AMORTISATION
At 1st January, 2005 and
at 1st January, 2006 -
Amortise for the year 1,753
At 31st December, 2006 1,753
NET BOOK VALUE
At 31st December, 2006 35,963

At 31st December, 2005 -

The Company’s prepaid lease payments represent
medium-term land use rights in the PRC. They are
analysed for reporting purpose as follows:

2006 2005

AR¥ T AR F o

Rmb’000 Rmb’000

ik 2k Pal Current portion 1,753 =
EREI D Non-current portion 34,210 =
35,963 -
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18. EFI# 18. PATENTS
REE THE GROUP
AE®FT
Rmb’000
2N COST
R—_EERF—H—H At 1st January, 2005 =
nE Additions 54,313
RZTEERF—H—H At 1st January, 2006 54,313
NE Additions 11,805
MYE -BERZEEA Transferred from property,
plant and equipment 8,994
W B A RE A Acquisition from subsidiaries 17,535
R-BERF+=-A=+—8H At 31st December, 2006 92,647
Rt 8 ACCUMULATED AMORTISATION
N _ETRHFE—H—H At 1st January, 2005 -
RNEE#H Charge for the year 5,013
RZZTEERF—H—H At 1st January, 2006 5,013
N E # Charge for the year 11,008
BE L Impairment loss 3,000
R=-BERE+=-A=+—H At 31st December, 2006 19,021
R R E CARRYING AMOUNT
R=-BERE+=-A=+—H At 31st December, 2006 73,626
R_EERF+_A=+—H At 31st December, 2005 49,300
ZEFETZEBEARBERM 2 The patents are related to the technology of ultra-
EER S| E R T mKEEK A MR B lT super critical- steam boiler, condenser, ball valve
RE & &R MEMEE(CERIE i & for high head water-power unit and micro-plasma-
EREFEE AR A3Z10F I B enhanced electrochemistry. These have definite
BERFEERAFRAEE- useful life and are amortised on a straight-line basis

over a period of 3 to 10 years.
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19. RHIBARIZHER 19. INTERESTS IN SUBSIDIARIES
KR F THE COMPANY
2006 2005
AR¥FT AR F o
Rmb’000 Rmb’000
& AR Investment, at cost
FEIELETHB AR Unlisted in PRC 2,101,593 2,027,841
JE W Bt JB8 2 B 3R Amounts due from subsidiaries 1,605,748 902,313
NN RS Amounts due to subsidiaries (8,753) (367,863)
3,698,588 2,562,291
WERBEHERBERE B WEERE The amounts due are unsecured, non-interest
R bearing and are repayable on demand.
BB A B 2 s E B s A BT 5542 - Details of subsidiaries are set out in note 42 to the
financial statements.
200 REE QAT ZHER 20. INTERESTS IN ASSOCIATES
AEH KA F
THE GROUP THE COMPANY
2006 2005 2006 2005

ARBTR AREFTT ARETR ARETT
Rmb’000 Rmb’000 Rmb’000 Rmb’000

HRBI3E T A A Cost of investment in associates
REKAR unlisted in PRC 87,273 122,884 17,740 62,840
EBARNE (BX) Share of post-acquisition
CRUEI R FI78) profit (losses), net of
dividend received 4,569 (4,512) - (5,000)
FE U B & X B F0R Amounts due from associates 84,864 - 6 -
JE B & 1 R) XA Amounts due to associates (8,258) = = =
168,448 118,372 17,746 57,840
EFRBEHEEBAREE WLER The amounts due are unsecured, non-interest
R bearing and are repayable on demand.
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200 REBEQATz2ER (&)

THEERKE 2 BE QBN ERY

AR :

KL AAER
Form of
business

Name of entity structure

BREE-RBERRK FU

(REB)BRAMAT

Established
FEBESKEAL KU
HEERELAF

Established
RERRBARIE KU
BRAA

Established
RAEIREERAR R
BRAA

Established
RERVENREHRM Bl
REERAH

Established
REATRE MR R
ARAE

Established

1AER
8% /iR

Place/
Country of
incorporation/
registration

REAR
AAE
PRC

REAR
ANE
PRC

REAR
ARE
PRC

BEAR
ARE
PRC

REAR
AHE
PRC

REAR
ARE
PRC

20.

IBHEY

Principal
place of
operation

REAR
ENE
PRC

TEAR
ANE
PRC

hFEAR
ANE
PRC

mEAR
ANE
PRC

FEAR
LA
PRC

hEAR
ANE
PRC

ARARE
ERRE
REEE

Class of
share held

#8R

Ordinary

Ordinary
£ak

Ordinary

HELE
Proportion

of nominal
value of
issued capital/
registered
capital held
by the Group

41%

50%

21.28%

44.56%

43.69%

43.69%

RERAE

Proportion
of voting
power held

41%

50%

21.28%

44.56%

43.69%

43.69%

INTERESTS IN ASSOCIATES (continued)

As at 31st December, 2006, the Group had interests
in the following associates:

IBHERD

Principal activity

BRER BRERERE
RULE RRRAGRE

Provision of maintenance,
installation and on-site
services to owners of
turbines, boilers and
electricity generators

EEBURE
Manufacture of electrical
equipments

AABLERHESRERK

Provision of quality control
services for boilers
manufacturing

FEREERRHMH
Manufacture & sale of
minteral beverages

REENRBRHE
Development of power
equipment technology

A3 R
Provision of petrol station
Services
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200 REELQR 2R (&) 20. INTERESTS IN ASSOCIATES (continued)
ARARE
ARER ERTRE
NRER DGR EF/Rf IESEw  REIER HEzLE  GFERAE IELEED
Proportion
of nominal
value of
Place/ issued capital/
Form of Country of  Principal registered  Proportion
business incorporation/  place of  Class of capital held of voting
Name of entity structure  registration operation share held by the Group  power held  Principal activity
RERAMERERRK R BEAR  PEAR EER 43.69% £369%  RETREARM
HRIRAEAA 1NE b3l Development of new technology
Established PRC PRC Ordinary on power machine tools
RBERESHKE R REAR  FEAR EAR 41.72% 0% kNEE
REERELLAR il 8 Hydropower generation
Established PRC PRC Ordinary
RERERENIR R BEAR  PEAR ERR 33.50% B5% ENIE
ERAH £HE LHE Provision of power engineering
Established PRC PRC Ordinary
R_ZBEEXFEFT_A=+—RH0 K& The summarised financial information in respect of
EREE A 2RI the Group’s associates is set out below:
2006 2005
AR Fr ARE®TF T
Rmb’000 Rmb’000
wEE Totals assets 554,632 618,497
N =N Total liabilities (327,173) (333,292)
FEE Net assets 227,459 285,205
SEAFHEABERA Group's share of net assets
BEF{E1p 58 of associates 91,842 118,372
WA Revenue 482,502 311,164
RENH Profit for the year 35,715 8,120
REEBE QAR Group’s share of results of associates
& N B EER A I = for the year 11,965 2,127
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21. FHEMNRE

R-ZZEERFT_A=t—HEFHE

MR E B A :
REELMEFRE Unlisted equity securities
-REKARE in PRC, at cost less
WEER impairment
REEEERBAL Debentures in PRC with

BEEMNER23%E
3.8% * 20064F B £

at fair value

BERBERA BT BLEEER]SEM
EMNFFLETRSFREIN ABENRFIH
EUREHARAEBEI RSB
HEERENAABEARRARS™M
5 H) AR (EORTE °

FLEMEFREREEATBEMKIZD
FLEMRARBTHRREZSF EEE
BEERBEAERA MARKARRESE
BROFELGE ASBREEMBEN
EZERERAANERRERARNEERR
HEESNAABEREEIASEMHE
ty o

fixed interest ranging
from 2.3% to 3.8%
FE E 5 and maturity date in 2006,

Non-current portion
7 Current portion

AVAILABLE-FOR-SALE INVESTMENTS

Available-for-sale investments as at 31st December,
2006 comprise:

r&E N
THE GROUP THE COMPANY
2006 2005 2006 2005
ARBTR ARETT ARBTR ARKTZE

Rmb’000 Rmb’000 Rmb’000 Rmb’000

Analysed for reporting purposes as:

30,947 56,245 17,879 17,879
= 1,381,939 = =
30,947 1,438,184 17,879 17,879
30,947 56,245 17,879 17,879
= 1,381,939 = =
30,947 1,438,184 17,879 17,879

As at the balance sheet date, all available-for-sale
investments are stated at fair value, except for those
unlisted equity investments of which their fair values
cannot be measured reliably. Fair values of the
Group's available-for- sale investments have been
determined by reference to bid prices quoted in
active markets.

The wunlisted equity investments represent
investments in unlisted equity securities issued by
private entities incorporated in the PRC. They are
measured at cost less impairment at each balance
sheet date because the range of reasonable fair
value estimates is so wide that the directors of the
Company are of the opinion that their fair values
cannot be measured reliably.
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22. ®E 22. INVENTORIES
g | AQHE
THE GROUP THE COMPANY
2006 2005 2006 2005
AR¥Fr AREFT AR®TFr ARETT
Rmb’000 Rmb’000 Rmb’000 Rmb’000
R ¥ Raw materials 3,469,434 2,680,191 1,730 2,093
E"m Work in progress 6,866,210 8,670,656 246,229 55,697
LK Finished goods 752,116 741,951 4,261 -
B EREKAK Properties under development 242,361 198,058 - -
AREEZRE Completed properties
REEM for sale 173,570 272,582 - -
11,503,691 12,563,438 252,220 57,790

23. BEUERF - EvEWR &£ kE 23.

E S

RTEPZEEMETHER —RE
EREFZMBBERME BT HX
ERERWERABBZEERR K
SEERREEFPERNGE

NEERABR A RBUERZE Rl DT

LU

1R Within 1 year
155825 1 to 2 years

2FE3F 2 to 3 years

3F M Over 3 years

—ETRF+ZA=F+—HAMZ=ET
NE+-A=+—BE£EREKEREZM
BN AR EEEONEEN
BREEE-

TRADE DEBTORS/OTHER DEBTORS, DEPOSITS
AND PREPAYMENTS

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:

REE

THE GROUP

2006 2005
AR® T ABE®TF T
Rmb’000 RMb’000
5,066,049 3,751,947
1,409,499 319,447

84,295 65,552

18,092 63,472
6,577,935 4,200,418

The fair value of the Group’s trade debtors and
other debtors at 31st December, 2006 and 2005
approximates to the corresponding carrying amount.
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BE-_EEAF+-A=1+-BHLEE

24.

BESRER (AR

REEABEXRED
BiEAR

5K
FE& A6 48 7 30 BR
A8 R B 18

B e i T A2
#E R

+

i

21 A R e WK
=]

&S R TR

BHE_ZTZRF+-_A=+—HHM=
EERFE+_A=1+—HIt TEX
NREHESEERIF

EE

For the year ended 31st December, 2006

|2|r+

AMOUNTS DUE FROM (TO) CUSTOMERS FOR
CONTRACT WORK

FA 24.

REE
THE GROUP
2006 2005
ARMFrx AR F T
Rmb’'000 Rmb’000
Contracts in progress at the
balance sheet date:
Contract costs incurred 8,184,845 8,082,388
Recognised profits less
recognized losses 42,480 410,979
8,227,325 8,493,367
Less: Progress billings (5,373,250) (6,765,513)
2,854,075 1,727,854
Represented by:
Amounts due from customers
included in current assets 3,541,262 2,078,776
Amounts due to customers
included in current liabilities (687,187) (350,922)
2,854,075 1,727,854

As at 31st December, 2005 and 2006, there were
no retentions held by customers for contract works.

A °
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25. EW () BRKE QB /EE LD
T/ERAT/IRRRIE

REBEBRAAF

I FIE A EEE et e BEETEE
TR - —ETERFE+_A=+—H
M-_EENFE+_A=T—HHAAR
BEEONEENEREEE.

260 RITER RENBESEEY

Be Cash at bank and in hand
Bank deposits, matured

3EAREI A
TEHER within 3 months

38 A AR B E A
THER over 3 months

HIER-_ZEEZF+-_A=+—H1t
MIRTTHERBBEMNHESEARK
5,013,653,0007T (20054 : A R #&
4,065,426,0007T) HTF A 2E AR
MBAKRIT B AR IR INE
1538 1 7 B BT 2 40 HY SN 48 I A 12
JER o

R-IBERNF+_A=+—BARW
RITFEARFNENEFEHEER2.43%
(20054F :2.25%)

EEeRREREEROEMORA
BfE-

Bank deposits, matured

AMOUNTS DUE FROM/(TO) FELLOW
SUBSIDIARIES/RELATED COMPANIES/ HOLDING
COMPANY/ SHAREHOLDERS

THE GROUP AND THE COMPANY

The amounts are unsecured, non-interest bearing
and are repayable on demand. The fair value of the
amounts at 31st December, 2006 and 2005
approximates to the corresponding carrying amount.

BANK DEPOSITS AND CASH AND CASH
EQUIVALENTS

33 AR
THE GROUP THE COMPANY
2006 2005 2006 2005

ARBTR ARETRT ARBTR ARETT
Rmb’000 Rmb’000 Rmb’000 Rmb’000

4,845,708 4,327,546 939,437 628,075
311,554 268,360 - =
5,157,262 4,595,906 939,437 628,075
581,209 284,802 433,307 207,105

As at 31st December, 2006, Rmb5,013,653,000
(2005: Rmb4,065,426,000) of the bank balances and
cash were denominated in Renminbi and deposited
with banks in the PRC. The conversion of these
Renminbi denominated balances into foreign
currencies is subject to the rules and regulations of
foreign exchange control promulgated by the PRC
government.

The weighted average effective interest rates on
bank deposits as at 31st December, 2006 were
2.43% (2005: 2.25%).

The directors consider that the carrying amounts
approximates their fair value.
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27. ERER HttESRKESTE 27.
A
ERBRRERE DT T :
1A Within 1 year
1FE2F 1 to 2 years
2FE3F 2 to 3 years
3N E Over 3 years

—FEEF+-A=+-AN=FT
AE+ZA=+— BRBEEAERA
Bt 5 R S 48 0 B LB 0

28. BYks
AEH

BliEe AERTAHNIRABERD
W ZEEFIB-BERIZEEF HEA
K ¥1,510,798,0007T (2005 : AR
2,220,972,0007T) BREERE+ =
BERAARBB T 2ANEE HEA
ERBEE- MEKTHAUNEREE
HE+T-EARARB INERIRE
e MBARBDAEGE-ElIREHEE
BERKEERTINERE

—EERFE+_RA=1T—"HBMN_ZEZ
NE+TZA=1+—HHARBERED
REENEREEE-

28.

TRADE CREDITORS/OTHER CREDITORS AND
ACCRUED CHARGES

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

rEE

THE GROUP
2006 2005
AR®FTT ABE®F T
Rmb’000 RMb’000
4,861,066 4,041,474
1,534,830 190,193
63,917 28,048
79,930 75,613
6,539,743 4,335,328

The fair value of the Group’s trade creditors, other
creditors and accrued charges at 31st December,
2006 and 2005 approximates to the corresponding
carrying amount.

DEPOSITS RECEIVED
THE GROUP

The amount represents the progress payments
received from customers in respect of work in
progress. Included in deposits received of
approximately Rmb1,510,798,000 (2005:
Rmb2,220,972,000) were the progress payments
received in respect of contract works to be
commenced twelve months from the balance sheet
date and were classified in the balance sheet as
non-current. The remaining balance represents
deposit received for contract works to be
commenced within one year and were classified as
current liabilities. The deposits received will be used
to set-off the contract price upon the completion
of contract works.

The fair value of the amount at 31st December,
2006 and 2005 approximates to the corresponding
carrying amount.

119



Y B EmEN

—=
(&

Notes to the Financial Statements — (continued)

BE-_ZZXF+=-A=+—HLFE For the year ended 31st December, 2006

29.

30.

RERDFARE
AEERAERQF
%2 7Y

SRR B I IR A K 5.51%
AR BAEBEERHR —TTRF
TZA=+t—HBNMZ-_ZTXRF+_A
=t HANAABERONEENRER
[ERERER

A

e R R & 12 IR F & E K| % 5.76 % 7T
BBEEEET KT -EEEAGBR
BENT—EAR THREREE I
FE-AUmEARBAGE-—FTFTA
FT_A=1T—"BM_TTXEF+_
A=Zt-—HW2anBERONKEE
B

29.

30.

EEH Value added tax
EHR Enterprise income tax
EEB Business tax

Hib Others

ERBE/ (AREHRA)

Tax liabilities/(Tax recoverables)

ADVANCE FROM HOLDING COMPANY
THE GROUP AND THE COMPANY
Current

The amount is unsecured, with interest bearing at
5.51% and repayable within one year. The fair value
of the amount at 31st December, 2006 and 2005 is
approximate to the corresponding carrying amount.

Non-current

The advances will be subject to an annual fixed
interest rate of 5.76% and have no fixed repayment
term. The amount will not be demanded for
repayment in the next twelve months of the balance
sheet date and, accordingly, the amounts have been
classified as non-current liabilities. Their fair value
at 31st December, 2006 and 2005 approximates to
their carrying value.

TAX LIABILITIES

EN FLH

THE GROUP THE COMPANY
2006 2005 2006 2005
ARBTT ARETT AR¥TR ARETI
Rmb’000 Rmb’000 Rmb’000 Rmb’000
257,295 16,224 (70,478) (26,765)
202,201 102,392 28,073 27,277
3,686 11,644 6,648 7,281
27,794 8,011 490 787
490,976 138,271 (35,267) 8,580
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31. B 31. BORROWINGS
K&EE KRF
THE GROUP THE COMPANY
2006 2005 2006 2005

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

RITHREH Bank loans 4,264,922 3,057,574 475,000 425,000
H i i 3 Other loans 108,116 73,371 - -
4,373,038 3,130,945 475,000 425,000
HA Secured 574,722 93,800 340,000 425,000
FER Unsecured 3,798,316 3,037,145 135,000 -
4,373,038 3,130,945 475,000 425,000
BRERBRMAT: The borrowings are repayable as follows:
—FR Within one year 501,117 407,180 220,000 170,000
—EMF More than one year but not
more than two years 542,000 220,000 120,000 -
ME=F More than two years but not
more than three years 722,000 505,000 120,000 120,000
“ENF More than three years but not
more than four years 627,000 490,000 15,000 120,000
HERF More than four years but not
more than five years 563,000 500,000 - 15,000
RFENE Over five years 1,417,921 1,008,765 = =
4,373,038 3,130,945 475,000 425,000
W —FEREEH Less: Amounts due within
RHBE one year classified as
current liabilities (501,117) (452,180) (220,000) (170,000)
3,871,921 2,678,765 255,000 255,000
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31.

32.

& ™ () 31. BORROWINGS (continued)
MEAMBNEEEREENXE All of the Group's borrowings carrying at fixed rate
351%%Z6.91%F 2846 R F K HE ranging from 3.51% to 6.91% at both years. The
BERNEAER - contracted interest rates are equal to the effective
interest rates.
BIER-_ZEXNF+-_A=+—8" At 31st December, 2006, Rmb340,000,000 (2005:
& B R 17 8 A R #340,000,000 Rmb425,000,000) of the Group's bank borrowings
JC (20054 : A R#425,000,0007T) are guaranteed by HPEGC.
HhawEEEER.
RZEERF+_A=+—HN=Z The Group's borrowings at 31st December, 2006
TRHE+-_A=+—H AEEHNE and 2005 are denominated in Renminbi, which is
HRUAARBIERALYE BRXREE the functional currency of the Group.
WIEe B o
FRAEEFEBARARE During the year, the Group obtained new loans in
1,579,691, 5007‘E {ﬁt”ﬁlmﬂ% the amount of Rmb1,579,691,500. The loans bear
BREARR-_TTLE_FT——F- interest at fixed rate and will be repayable starting
Jitfithﬁﬁﬁ/\ EEES- from 2007 to 2011. These loans were used for
working capital of operation.
EFEgRAEEBEREEINEMNA The directors consider that the carrying amounts of
AEE- the borrowings approximate their fair value.
TROTETR 32. DERIVATIVE FINANCIAL INSTRUMENTS
rEE THE GROUP
AREBRMSRITET R  TaeiR ¥ The Group's derivative financial instruments, which
SEREESN: are not accounted for under hedge accounting, are
as follows:
2006 2005
AR®F AE®TF T
Rmb’000 Rmb’000
HNEE R Bl S A Foreign currency forward contracts - 344
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33. B=X 33. SHARE CAPITAL
2006 2005
AR T AREFT
Rmb’000 Rmb’000
Eaft-BEETREE: Registered, issued and fully paid:
BEBEEAREREE State owned equity interest shares
AR®E1IT of Rmb1.00 each 711,470 711,470
HEEBREEARK 1T H Shares of Rmb1.00 each 562,981 562,981
1,274,451 1,274,451
RAEEAT The movements in share capital are as follows:
BITRAE BITHRA
Number of Issued share
shares in issue capital
AR®F T
Rmb’000
R-_ZEZTRF—H—H At 1st January, 2005 1,189,151,000 1,189,151
FEITHAR Issue of H shares 93,830,000 93,830
Bl B A ARE R Conversion of state owned
equity interest shares (8,530,000) (8,530)
RZEZRNEF At 1st January, 2006 and
—F—HK at 31st December, 2006
—ETRF
+=—A=+—8H 1,274,451,000 1,274,451
BR AR T A OB RE TR DA R 9 P B 3% Except for the currency in which dividends are paid
WAEIMEE ERIR G TR BB and restrictions as to whether the shareholders can
ENBRMHRE K A7 EHIAER - be PRC investors or foreign investors, state owned

equity interest shares and H shares rank pari passu
in all respects with each other.
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34.

(ERi]

NN

R-_EZR%-—A—-H

AEE T
RiEE
RAEEER

&

&

As of 1st January, 2005
Profit for the year
Shares issued

Shares issue expenses
Transfers

Dividends

At 31st December, 2005

Profit for the year
Transfers
Dividends

At 31st December, 2006

RESERVES

THE COMPANY

EXx0EE EEARE

BRA&MME Statutory Statutory
Share capital surplus
premium reserve reserve
ANRETT ARETRT AREFRL
Rmb’'000  Rmb’000  Rmb’000

788,155 709,849 68,979
312,310 = =
(11,376) = =

= = 43,401

EEAHS
Statutory
public RE&EF
welfare  Retained @t
fund profits Total

ARBTE ARMTT ARETT
Rmb'000  Rmb'000  Rmb'000

68,979 62,435 1,698,397
= 162,956 162,956
= - 312,310
= = (11,376)
43,401 (86,802) =
= (60,647)  (60,647)

1,089,089 709,849 112,380

112,380 77,942 2,101,640

= 187,639 187,639
(112,380)  (102,807) =
= (77,742)  (77,742)

1,089,089 709,849 327,567

- 85,032 2,211,537
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35.

B E DR

RAFEER AEEWENE QA4
B AR#64,881,0007T ik B & &=
FEEWNT:

Wi FEER:

ERY NS
FHEERE

B LS
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JE W PR 3R e H B R MR
&

RITEFEREAES

e RN R E B RN R
& B &

f&

DB R E S
RERE

REREIN T A
B

N R NI
FHEERE

WEHBARZIRERA
DT

RITEFERRE
ENBEEeRE

35. NOTES TO CONSOLIDATED STATEMENT OF CASH

FLOWS

Acquisition of subsidiaries

During the year, the Group acquired subsidiaries at
the total consideration of Rmb64,881,000. Details
of assets and liabilities acquired were as follows:

Net asset value acquired of:

Property, plant and equipment
Available-for-sale investments
Prepaid lease payments
Patents

Trade and other receivables
Inventories

Cash and cash equivalents
Trade and other payables

Tax payables

Borrowings

Minority interests

Total consideration

Total consideration satisfied by:

Cash

Investments in associates

Available-for-sale
investments

Analysis of net cash inflow in respect of

acquisition of subsidiaries:

Cash and cash equivalents acquired
Cash consideration paid

ARETT
RmMb’000

35,747
1,100
9,410

17,535

335,883
93,794
113,873
(473,984)
(3,672)
(3,700)
(61,105)

64,881

12,820
40,541

11,520

64,881

(12,820)

113,873

101,053

125
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36. HEBEEAEE 36. CONTINGENT LIABILITIES
2006 2005
ARMFr AR®FT
Rmb’000 Rmb’000
F R al BINES Guarantee given to banks and financial
FE=FEXK institutions in respect of general
REER banking facilities granted to

external parties 186,340 216,490

R-BERFAEEN—ERRKB
REHER (RE) BFEN - REE
sk AR #12,000,0007T BE & 7% I 6]
AP RAARN DR Z — KB A A
2RI HER AR 12,000,0007T ° A
EERBULTARTAEN RAA
AEEBZHBRARMRE ZHEEE
5] B8R o 1tk S a% Y /B & /) E2 L [R) KB
BARBIYMAEER ALtZH
BRARTEERELEZET-AEEE
REE T XEER ERABRDE
TEA-BHLEZHOREERH A
BAREL&EHR

In last year, a fellow subsidiary of the Group was
sued by a customer (the “Plaintiff”) for the breach
of contract. The Plaintiff demanded a compensation
of Rmb12,000,000 and applied to the Court to
freeze the bank deposit of the Company’s subsidiary
amounted to Rmb12,000,000 for payment of the
compensation. The Group is of the view that the
above action is without merit. In their opinion, there
was no contractual relationship between the Group
and the Plaintiff. In addition, the Company’s
subsidiary is a separate legal entity from the fellow
subsidiary, therefore it should not be liable to the
action of its fellow subsidiary. The Group has
appointed a legal advisor to advice them in the legal
proceedings. No final decision has been made by
the High Court up to the date of this report.
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37. REHE 37.

SEESHBAA

FAZBEHRHERANBARE
26,170,0007C (20054 : A B ¥
35,021,0007T) - ANEE A HHA A B
MR ENMEERELE S FTIHEL
K7.98%MHE WA — AR
MEHEABAABBE1RZ20F -

EEEREBERB AEBMABRAE
BHARERRFENATKRES

OPERATING LEASES
The Group as lessor

Property rental income earned during the year was
approximately Rmb26,170,000 (2005:
Rmb35,021,000). The Group's properties held for
rental purposes are expected to generate rental
yields of 7.98% on an ongoing basis. All of the
properties held have committed tenants ranging
from 1 to 20 years.

At the balance sheet date, the Group had contracted
with tenants for the following future minimum lease
payments:

2006 2005

AR®TF T ABE®F T

Rmb’000 Rmb’000

—F R Within one year 43,900 30,587
—ERF In the second to fifth year inclusive 151,921 120,668
hF%& After five years 290,642 331,814
486,463 483,069

At 31st December, 2005 and 2006, the Group had
no commitments under operating leases.

38. EARKIE 38. CAPITAL COMMITMENTS
2006 2005
AR¥FT AREFT
Rmb’000 Rmb’000
BEME WELXE Capital expenditure for
W& A H the acquisition of Property, plant
and equipment

—BEHNERR — contracted for but not provided

B 75 3R 2k A s in the financial statements 336,953 251,349

127
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39.

40.

s
mt

A

X
At
At

“EERFT+_A=Z+—H &K
B HEE®EFEHNARSARKEK
259,890,3647L (2005: AR ¥
233,197,00070) 2 EMEUKLD
AR #40,500,0007T (2005 : A R#
355,000,0007T) SR T RIER B
RITETAEBRE TEREENEKTER

iR 118 A 5t 8

BRE-NANANERENORE ~&E
EImBERRERERANTREETHLE
RREXEEREENRAREES
AEERREBRIERTER22%MH
MERRBZES BIREEARTE
B8 % A I o ik bt SR FIRHIR
BERBEZESIN ERRAR NE
B BIRRE XN B RKE FRIK
BN HEERERR AEEKE
BERNERERERARBHMHEE
RARETHEERZS HREHANR BIK
BRREBIZRAEATERREFRAT
B YNRERBETHLERBRER
EERRAKREXMNGEERAET &
BEMEZ EREARPHEFTREHA
ENERAE YHRBEmLER
BREXEERINHKREKRET WA
BERR AEBERESANERE
FORRBRIT B E-

39.

40.

PLEDGE OF ASSETS

At 31st December, 2006, the Group had pledged
investment properties having a net book value of
approximately Rmb259,890,364 (2005:
Rmb233,197,000) and bank deposits amounting to
approximately Rmb40,500,000 (2005:
Rmb355,000,000) to secure certain of Group’s
trading facilities.

RETIREMENT BENEFIT 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.
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41.

BEBMALRS
(i) BHBERAFNNERKELRHN

(i)

RBIER

ARARR_ZEZENF+—AN
BMREEERARFEE=ZFH
B HE 1R F & 18 B) AR 7S B0 T 173
ot EARANR_ZTETMNE
F+—AtLtHANKBREEBREE
Z N E AR R IEF
AEBNTFREEERMER
BRREERBLESFABAR
#44,239,0007T (20054 : A
R #47,347,0007T) B A R#&
8,775,0007T (20054 : A R #&
8,801,0007T) ©

HE - ZZXE+_-_A=1+—
B AXEENFHREERZHK
BRAAEMBEBEEAEAREK
84,703,0007T (20054 : A R
#£49,046,0007T) °

BE-FTAE+-A=+—
BB R EARTREAR
AARABRSG —BEERE

ERRRIERARREZ IR
FH2EMF25%29 °

MEMBFERELENRTS
AR

AEEMNES B ERKMEE
B B B R SR A R
(BBRE) I NEER
Sl P EBRAEGNRE
SEN—FD R T MBES
B DA B A DA b (i) 3% BB RO B 8 2
BRSO R E th EE B
TCEEEAR-EFZER/H
UEACXREEERSER L
RBILE=T7°

41.

RELATED PARTY TRANSACTIONS

(i)

(i)

Transactions/balance with
company and fellow subsidiaries

holding

On 8th November, 2004, the Company
entered into a 3-year service agreement with
HPEGC for the provision of welfare and
supporting services. This agreement was a
renewal of the original services agreement
signed with HPEGC on 7th November, 2004.
Pursuant to the above agreements, the service
fees paid to and received from HPEGC and its
subsidiaries amounted to approximately
Rmb44,239,000 (2005: Rmb47,347,000) and
Rmb8,775,000 (2005: Rmb8,801,000)
respectively.

For the year ended 31st December, 2006, the
Group made purchases from subsidiaries of
HPEGC amounting to approximately
Rmb84,703,000 (2005: Rmb49,046,000).

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
balances with holding company and fellow
subsidiaries, see notes 25 and 29.

Transactions/balances with other state-
controlled entities in the PRC

The Group operates in an economic
environment currently predominated by
entities directly or indirectly owned or
controlled by the PRC government (“state-
controlled entities”). In addition, the Group
itself is part of a larger group of companies
under HPEGC, which is controlled by the PRC
government. Apart from the transactions with
HPEGC and fellow subsidiaries disclosed in
section (i) above, the Group also conducts
business with other state-controlled entities.
The directors consider those state-controlled
entities are independent third parties so far
as the Group’s business transactions with
them are concerned.
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41.

BAEALIRE (&) 41. RELATED PARTY TRANSACTIONS (continued)
(i) MEAGTEBEELENRS (ii) Transactions/balances with other state-
ek (4E) controlled entities in the PRC (continued)
R BRRRAREREE In establishing its pricing strategies and
HERZZHBIEF AEE approval process for transactions with other
TrEIHETEEE—ERNA state-controlled entities, the Group does not
o differentiate whether the counter-party is a
state-controlled entity or not.
EZMEEMBEEAFENR Material transactions/balances with other
5/ BRI state-controlled entities are as follows:
2006 2005
AR¥FT AR For
Rmb’000 Rmb’000
HE Trade sales 25,399,170 14,809,989
R Trade purchases 11,279,952 7,513,540
H A R Amounts due to other
state-controlled entities 16,920,332 21,151,119
H b B A 1 % R Amounts due from other
state-controlled entities 13,604,214 7,810,538

BN NREEEEBERBH ML
BERTVNEHEBE TRENR &
ERERES BERMEM—RET
BE-EEFELRTXSNEL -
EZeR/IHBEERR-

BT LARE EFEERREEME
BEENRZHRAEEELENTE
go

In addition, the Group has entered into various
transactions, including deposits placements,
borrowings and other general banking facilities, with
certain banks and financial institutions which are
state-controlled entities in its ordinary course of
business. In view of the nature of those banking
transactions, the directors are of the opinion that
separate disclosure would not be meaningful.

Except as disclosed above, the directors are of the
opinion that transactions with other state-controlled
entities are not significant to the Group's
operations.
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42. FTEMBEARFR 42. PARTICULARS OF PRINCIPAL SUBSIDIARIES OF
THE COMPANY

HER-_ZEZEAF+=-RAR=+—8" Details of the Company’s principal subsidiaries as
ANREFEET T EENTEREA at 31st December, 2006, all of which are
Gl CENE incorporated and operating in the PRC, are:
ARAKEEIMER
EREELH
Proportion of
dfER nominal value of
(i) NCIER Registered registered capital held FEFE
Name of subsidiary share capital by the Company Principal activities
ARMFR BEE i
Rmb’000 Directly Indirectly
% %
REERERAEREMELA * 746,853 90.94 - HERE
Manufacture of boilers
REEERBAEREMELA * 709,237 87.37 - EERARBEPEEN
KRREHEE

Manufacture of steam turbine
generator sets and hydro
turbine generator sets

RBEEWIREREAERA * 136,000 100 - REURHEIRRS
Provision of engineering
services for power stations

BRE=FIEROABRAAE ** 76,116 72.13 - keBEaeRERE Nt
BEENRENER BRE
ERARMEELCIER
EEREE

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 and electrolyte,
relevant chemical products.

BRESHHIEEEZ RO 27,000 55.55 44 .45 25
BRAR** Trading
BRESWEEEREMA R 859,723 62.54 = HEET I Tk

Manufacture of steam turbines
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42. FEWB AT (&) 42. PARTICULARS OF PRINCIPAL SUBSIDIARIES OF
THE COMPANY (continued)

ARARFEEMER
EREELS
Proportion of
dfER nominal value of
(i) NCIER Registered registered capital held FEEFE
Name of subsidiary share capital by the Company Principal activities
ARBE TR E& &
Rmb’000 Directly Indirectly
% %
REERNEHERZERR 10,000 - 75 B 3t 2 R %
BEEAR* Property development
RERRBEPIRN AR DR~ 80,000 34 63.85 EERM
Manufacture of valves
REEERXEERIEHEF L 50,000 60 - X E R AT E TR
BER QA Research and development of
power equipment
engineerisation technology
KB =MEREEREELRA" 53,127 - 50 EeehH BEEIM.
BEeREAWELERER
HBERTHHT EFER
BHAFTE & RE@ M E
ERULEBERNEE
MIRHE
Development, production and
sale of electrochemical surface
ceramicised light alloy
materials and relevant
technology; Manufacture,
processing and trading of
electricity products, relevant
raw materials and accessories.
RERABEERSHK 10,010 - 100 REARBREEERERS
EREAERA Provision of repairs and

maintenance service for
steam turbines

ﬂAﬂﬁ/ﬁI%M?é‘*‘“ﬁmﬁ 10,000 100 7T R 3K ) 3 B R
HEPFLERAD Research and development of
hydropower generation
equipment engineerisation
technology
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42.

FTEMBATFL (&) 42.
HfER
(i) NCIER Registered
Name of subsidiary share capital
ARBE TR
Rmb’000
FERREEXRME 20,000

HEERLQA

MR B B R R E 8,000
RREREMESE 20,000

05 BB VB )5 i 4 o 60,000
TRERRAA
BRRELNEYESERA A 3,000

\
|

* EREFERLA
** RN NG

BEXEFRRESHEEEXR
AR R A o?ﬂﬂﬁﬁﬁ’]*ﬁ
e & JE’]%E%EHEP R &
HEEEHTR 2 B AN T
H—F AR BIRERE-

Rt

EEER/ALERBIIRT ERBREFR
EEENERIEE-ETERRT
RHMHBAREREIEREHRET
o

FRRE—ZRKMB AR BELERMER
ERERE-

PARTICULARS OF PRINCIPAL SUBSIDIARIES OF
THE COMPANY (continued)

ARFEEMER
EREELH
Proportion of
nominal value of
registered capital held FEEH

by the Company Principal activities
E# &
Directly Indirectly
% %

- 90 FHERENEE
Property development and
property rentals

- 78 EETRHZE
Manufacture of engineering
equipment

- 35 FHERENEE
(i) Property development and
(note) property rentals

- 100 RRWEEIRERSE
Provision of engineering service
to turbines

= 75 FHEHRE

Property rental

Limited liabilities company
** Joint stock limited enterprise

Note: According to the written declaration received from
certain shareholders who held 16% registered
capital of ERBERBEMES XK HBER A A, these
shareholders would vote for the same decision as
the Group and therefore the Group could control
more than half of the voting power of the
companies.

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.
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43.

HEBRER

—EELF A+ =H AN E EE
HREHMREESEIYREHRE R
—EEL+F A+ Z=ZHEK THK
Ao T E-BR&EHM 10,2358 I8 - 317
BRERIOBET BEEE2FED
102,350& & oA B - A2 &) 75 I i%
R 1,023.58 KA IR B 845 10 1R
ESVWEAHR - SEETEARARN
BRARANREZESEETREAZE
ZERHEEEREETREAZERE
TE B OB 3206 - A BB B KR ok
EREMAEERMRER: BAREER
DAGAEBR 2 £ERE: AR5l #
ZERM - FERNEEER BT
AN E R A 137,681 8 % H 1y
BEBEHF70,1248 MK 1550.93% -
HA% 67,5578 8% ' (h49.07%

43.

POST BALANCE SHEET EVENTS

Subsequent to the balance sheet date, the Company
entered into a placing agreement on 13th February,
2007 for the issuance of 102.35 million new H
shares at the price of HK$10 each. The placing
exercise was then completed on 23rd February, 2007
with the proceeds of HK$1,023.5 million. On the
same day, the shareholders of the Company remitted
10.23 million shares of state share to National Social
Security Fund and registered as H shares. The
proceeds are mainly for the financing activities with
respect to the 1000MW nuclear power workshop in
Qinhuangdao and the construction of the 1000MW
nuclear plant and testing facilities; for acquiring
large-scale pumped storage unit production
technologies and machinery; for upgrading and
purchasing production equipment; for introduction
of nuclear power technology and the development
of wind power product. The total capital stock of
the Company increased from 1,274.451 million
shares to 1,376.806 million shares immediately after
the placing exercise. Among which 701.23 million
shares were held by HPEGC, accounting for 50.93%.
H share amounted to 675.571 million shares,
accounting for 49.07%.




