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OVERVIEW OF THE COMPANY

Harbin Electric Company Limited (the “Company”) was formed through the restructuring of relevant entities including former
Harbin Electrical Machinery Works, Harbin Boiler Works and Harbin Turbine Works (the “three major power factories”).

Located in Harbin City, China, the Company was incorporated on 6 October 1994 and listed on The Stock Exchange of Hong
Kong Limited on 16 December 1994 with its stock code of “01133”.

As at 31 December 2018, the total share capital of the Company comprised of 1,706,523,000 shares, of which 675,571,000
were H shares traded on the HKSE.

The Company and its subsidiaries (the “Group”) are one of the largest manufacturers of power plant equipment in China, with a
workforce of around 20,000 current employees and power plant equipment of a production capacity of 30,000 MW per annum.
The Group’s principal activities and products include:

o Thermal power main equipments: boilers, steam turbines and steam turbine generators with single unit capacity up to
1,000 MW class, accounting for over 30% of the installed capacity of thermal power in China;

o Hydro power main equipments: hydro power generators units with single unit capacity up to 1,000 MW class,
accounting for 50% of the installed capacity of large-scale hydro power in China;

o Nuclear power main equipments: nuclear island and conventional island equipments for nuclear power plants with
single unit capacity up to 1,400 MW class;

o Complete set of steam power equipment: 9F/9H class gas turbine and combined gas and steam cycle set;
o Clean energy: R&D and production of products such as solar energy, tidal power and desalination;
o Other products: ancillary equipment for power stations, industrial boilers, industrial steam turbines, control devices, AC/

DC motors, valves for power stations, pressure vessels and axial compressor, etc.;




OVERVIEW OF THE COMPANY (CONTINUED)

o Turnkey construction of power station projects;

o Contract supply of complete sets of thermal and hydro power equipment;

o Import and export of equipment for power stations;

o After-sales service for power station equipment products;

o R&D of engineering technology for turnkey power equipment;

o R&D of power equipment and its ancillary products;

o Environmental protection engineering services, such as desulfurization, denitrification and dust removal.

Positioning itself in the domestic market, the Group actively adopts an “outbound” strategy, exporting its main equipment and
ancillary equipment products for thermal power, hydro power and nuclear power etc. to more than 40 countries and regions
such as India, Russia and Brazil. At the same time, it is engaged in the turnkey construction of thermal power stations, wind
farms, hydro power station equipment and power transportation and transformation projects both in China and overseas, as
well as BOT and BOO businesses.

The Group brings together a pool of top talents in scientific research, technology and management, as well as a
comprehensive system for quality assurance and quality control with a range of advanced production and research facilities.
Its capabilities in research and development, production and manufacturing and power station construction rank the top in the
power plant equipment manufacturing industry in China.

HARBIN'ELECTRIC, COMPANY/LIMITED




FINANCIAL HIGHLIGHTS
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FINANCIAL HIGHLIGHTS (CONTINUED)

SUMMARY OF RESULTS, ASSETS AND LIABILITIES OF THE PAST FIVE

YEARS
Year ended 31 December
Unit 2018 2017 2016 2015 2014

Operating Income RMB'000 25,879,461 31,540,324 30,929,421 25,097,225 24,026,534
Total Profits RMB'000 156,854 343,366 657,169 307,860 364,910
Net profits attributable to owners

of parent company RMB 000 71,317 194,227 413,283 196,212 566,409
Total assets RMB'000 56,541,983 64,838,093 65,867,508 64,163,245 62,161,482
Total Liabilities RMB'000 40,232,952 48,695,941 51,225,093 50,246,364 48,156,430
Interests of minority shareholders RMB 000 1,282,749 1,271,401 1,209,321 1,209,491 1,329,180
Interests attributable to owners

of parent company RMB'000 15,026,282 14,870,751 13,433,093 12,707,391 12,675,872
Net assets per share RMB 8.805 8.714 9.757 9.230 9.207
Earnings per share RMB 0.042 0.141 0.300 0.143 0.411

HARBIN ELECTRIC COMPANY LIMITED



FINANCIAL HIGHLIGHTS (CONTINUED)

Year ended 31 December 2018
Contribution to

Year ended 31 December 2017

Contribution to

Income operating income Income operating income
RMB’000 RMB’000 RMB 000 RMB 000
Main thermal power equipment 11,877,253 1,670,214 13,871,644 2,300,519
Main hydro power equipment 1,704,635 151,307 1,146,213 182,329
Nuclear power 1,338,543 279,758 2,032,576 519,357
Engineering services for power stations 7,411,068 253,427 10,704,840 497,330
Ancillary equipment and supplementary
products for power stations 899,959 90,245 1,339,076 195,206
AC/DC motors and other products and
services 2,648,002 746,979 2,445,975 577,629
Total 25,879,461 3,191,930 31,540,324 4,272,370
Expenses not allocated to major products -3,035,076 -3,929,004
Total Profits 156,854 343,366

Annual Report 2018
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CHAIRMAN’S STATEMENT

Dear shareholders,

On behalf of the Board, | hereby present the 2018 annual report of Harbin Electric Company Limited and its subsidiaries.

In 2018, the Company made great endeavors to advance transformation and upgrading, and promote high quality
development; in this year, the Company also strived to make overall arrangement and insisted on reform and innovation. During
the year, the Company actively responded to the grave internal and external situations with an aim to build a world-class
equipment manufacturer with global competitiveness. Through focusing on high quality development, the Company spared no
effort to push forward all key tasks and made solid progress in business development in all segments, achieving a relatively
stable operation throughout the year.

Affected by the national policy of de-capacity and energy structure adjustment, the Company’s production and operation scale
has declined. Turnover for the year was RMB25.879 billion, representing a decrease of 17.95% over the corresponding period
last year; total profit was RMB157 million, representing a decrease of 54.32% over the corresponding period last year.

During the reporting period, the Company continued to remain committed to working hard on production and management,
carrying out transformation and upgrading, deepening reform and innovation, strengthening points of weakness. We made
great efforts to speed up market development, devoted greater energy to product delivery and constantly improved product
quality; we continued our efforts in cutting costs and improving efficiency, vigorously reduced “Two Funds” pressures, and
worked to put to good use stock assets; we clarified the direction of “7+1” sector development transformation, accelerated
the transition to manufacturing service industry, and vigorously expanded emerging industries; we did well in the reform of the
top-level design, adapted to the need for reform and development, carried out the three systems reform and accelerated the
mixed-ownership reform; we improved scientific research system construction, accelerated pattern innovation, strengthened
the connection between technology and market and made good use of technical support; we sped up the construction of the
informatization system and intensified top-level design of the system; we strengthened the operation of the capital market,
achieved breakthroughs in investment business, promoted the development of the talent pool, and polished the Harbin Electric
brand.

In 2019, the world economy is expected to witness continued recovery; China’s economy is in an important period of strategic
opportunities; there will be no change in the “stable” pattern, and the “increase” trend is continued to develop, bringing a new
situation to the power generation equipment industry. In light of energy condition, the world’s energy structure is undergoing
profound changes, and clean energy has become the dominant force in global energy consumption growth. In light of market
condition of power generation equipment industry, the thermal power product market will further decline; the hydropower
product market will maintain moderate growth; distributed energy will develop rapidly; and the clean energy market will
continue to maintain rapid development. The Company will size up the situation, grasp new opportunities, accelerate

transformation and achieve new leap forward, thereby giving back to the shareholders.

LIMITED
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CHAIRMAN’S STATEMENT (CONTINUED)

2019 represents a crucial period of deepening reform, transformation and upgrading for the Company and is of vital
significance to realize high quality development. Taking the strategic planning as a guideline, the Company will be committed
to build a world-class equipment manufacturer with global competitiveness. Through taking reform and innovation as the
driving force, and “fighting against severe winter” as the theme, the Company will focus on its development strategy while
vigorously fighting for survival, reform and breakthrough and conducting reform in tough areas, in a bid to push forward high
quality development so as to achieve better result and create fruitful returns for our shareholders.

| would like to express my gratitude to our shareholders for their trust and support, to my colleagues on the Board of Directors
and Board of Supervisors for their assistance and contribution, and to all of our staff members for their efforts and dedication.

Si Ze-fu
Chairman
Harbin, the PRC, 7 March 2019




MANAGEMENT DISCUSSION AND ANALYSIS

Please read this section in conjunction with financial statements and notes set out in other sections in this annual report.

Unless otherwise stated, all amounts are denominated in Renminbi.

MACRO-ECONOMY AND INDUSTRY DEVELOPMENT

At present, the world multi-polarization and economic globalization are moving forward in twists and turns, the global economy
and trade grew at a slower pace, the uncertainties of the global economy are increasing, and the world is facing a huge
change that were not experienced in a century, which combined with both risks and opportunities. The global energy structure
is undergoing profound transformation and accelerating to a low-carbon and carbon free direction, and the primary energy
is becoming clean, low-carbon and diversified. The global energy transformation is faster than expected, the clean energy
has become the dominant force for the global energy consumption growth, and the clean energy consumption is expected to
exceed 45% by 2030. The energy consumption of China is speeding up the transformation to green and low-carbon, and is
gradually solving over-dependence on coal through diversified energy development, it is expected that the non-fossil energy
will account for approximately 15% of the total primary energy consumption by 2020 and approximately 20% by 2030.

In the power generation equipment manufacturing industry, the total installed capacity of power generation equipment in the
PRC was 1.90 billion KW as at the end of 2018. Among which, the installed capacity of renewable energy power generation
was 728.00 million KW, representing a year-on-year increase of 12%, and accounted for 38.32% of the total installed capacity,
representing a year-on-year increase of 1.7 percentage points. In 2018, the newly increased installed capacity of power
generation equipment nationwide was 124.00 million KW, representing a year-on-year decrease of 6.98%, among which,
the newly increased installed capacity of thermal power was approximately 41.19 million KW, representing a year-on-year
decrease of 4.59 million KW (or 7.5%); the newly increased installed capacity of hydropower was approximately 8.54 million
KW, representing a year-on-year decrease of 4.33 million KW (or 33.7%); the newly increased grid-connected installed
capacity of wind power was 20.59 million KW, representing a year-on-year increase of 1.07 million KW (or 5.5%); the newly
increased installed capacity of photovoltaic power generation was 44.26 million KW, representing a year-on-year decrease of
9.12 million KW (or 17.1%); and the newly increased installed capacity of biomass power generation was 3.05 million KW. The
replacement role of clean energy to renewable energy is increasingly prominent.

PRODUCTION AND OPERATION
Overview

2018 was a year for the Group to struggle in adversity as well as transformation and development, and also a year for business
expansion and reform and innovation. During the year, facing severe situations, all cadres and employees of the Group have
gathered together to overcome difficulties, and the Company has achieved a stable overall operation.

New contracts

In 2018, facing a complicated and challenging internal and external situation, the Group made every endeavor to open up the
market by giving full rein to its advantages of concentrated marketing and industrial operation, thereby realizing RMB33.744
billion worth of duly signed contracts (2017: RMB34.162 billion), of which RMB12.186 billion (or 36.11% of total contract value)
for thermal power equipment, RMB3.191 billion (or 9.46% of total contract value) for hydropower equipment, RMBO0.431 billion
(or 1.28% of total contract value) for nuclear power equipment, RMB0.104 billion (or 0.31% of total contract value) for steam
equipment, RMB12.456 billion (or 36.91% of total contract value) for power engineering, RMB3.178 billion (or 9.42% of total
contract value) for power station services, and RMB2.198 billion (or 6.51% of total contract value) for other products.

HARBIN ELECTRIC COMPANY LIMITED



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Thermal power industry: The total market size continued to decline, maintaining a severe market situation. In 2018, the formal
contracted value of the Group’s thermal power equipment decreased by 17.82% over the previous year.

Steam power industry: At present, the domestic market demand for steam power is still dominated by F-class turbines,
while a few H-class turbine projects are emerging. In 2018, the formal contract value of the Group’s steam power equipment
decreased by 92.13% over the previous year.

International market: Due to the official implementation of the Group’s contracts initially signed and projects awarded in 2017,
the formal contract value of the Group in international market in 2018 was RMB14.35 billion, representing an increase of
377.6% over the previous year.

Production & service

In terms of the output of main products, affected by the national policies on de-capacity of thermal power and other related
policies in 2018, certain of the Group’s on-going thermal power projects was suspended, and the production of thermal power
products was decreased over the previous year, while new bidding projects continued to decrease. In order to minimize our
operational risks, the Group made its production plan in a scientific and reasonable manner by taking into full account internal
and external situations, users’ actual needs and project implementation risk and other factors. In 2018, output of the Group’s
power generation equipment amounted to 14,190 MW, up by 0.1% over the same period last year, of which 2,260 MW were
produced by water turbine generator units, up by 18.9% over the same period last year and 11,930 MW by steam turbine
generators, down by 2.8% over the same period last year. Output of steam turbines for power stations was 10,030 MW, up
by 2.0% over the same period last year and that of boilers for power stations was 14,180 MW, down by 17.0% over the same
period last year. The production scale was on a downward trend in general and was lower than the industry level.

In terms of the product services, in 2018, the Group officially launched its power station service platform, realizing the “Internet
+ joint reserve + service” business model; actively developed the marketing models such as “technical improvement +
parameters upgrading”, “technical improvement + overhaul” and “technical improvement + capital”’; established the Jiangsu
& Zhejiang Service Center and made breakthroughs in regional services; provided on-site services of 1,167 person/day for the
whole year, and performed on-site supervision and control; and formulated the Handbook for Power Station Service Standards
and strictly implemented the specification, the Group’s service image has been improved constantly.

Annual Report 2018
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Scientific research inputs and achievements

In 2018, the Company incurred a R&D expenditure of RMB1.08 billion, completed 282 R&D projects and 75 new products,
receiving 23 awards for technology achievements, 17 of which were related to provincial and ministerial ones. The Localized

10 HARBIN ELECTRIC COMPANY LIMITED



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

In 2019, the Group intends to commit an investment of RMB506 million in key construction and technological transformation
projects, including its own funds of RMB317 million, RMB182 million in loans and RMB7 million in state funds. The fund will be
mainly used for the technical improvement projects of the enterprises under the Group.

Major acquisitions and sales of subsidiaries, associates and joint ventures

In 2018, the company carried out no major acquisitions or sales of subsidiaries, associates and joint ventures.

MAJOR FINANCIAL INDEXES

In 2018, the Group’s operation situation was relatively stable. However, due to the impacts of the macroeconomic environment
both at home and abroad and the development trend of the industry, the sales scale has decreased and the market
competition became more fierce, the order price of products has been on the decline, while the prices of raw materials still
showed an upward trend, and the profit margin has been further narrowed.

The Group’s analysis on revenue and performance for 2018 according to business is set out in Note VI(42) to the financial
statements of this annual report.

Profit

In 2018, net profit attributable to the owner of the parent company realized by the Group registered RMB71.32 million,
representing a decrease of 63.28% over the same period last year; earnings per share were RMB0.04, down by RMB0.10 year-
on-year. The decrease in the Group’s profit was mainly attributable to the decrease in gross profit resulting from the decrease
in sales scale.

Operating income

In 2018, the Group recorded an operating income of RMB25,879.46 million, representing a decrease of 17.95% over the same
period last year, of which operating income from the main thermal power equipment (including thermal power and steam
power products) was RMB11,877.25 million (or 45.89% of the total operating income), representing a year-on-year decrease
of 14.38%. Operating income from main hydropower equipment was RMB1,704.64 million (or 6.59% of the total operating
income), representing a year-on-year increase of 48.72%. Operating income from engineering services for power stations was
RMB7,411.07 million (or 28.64% of the total operating income), representing a year-on-year decrease of 30.77%. Operating
income from ancillary equipment and supplementary products for power stations was RMB899.96 million (or 3.48% of the total
operating income), representing a year-on-year decrease of 32.79%. Operating income from AC/DC motors and other products
and services was RMB2,648.00 million (or 10.23% of the total operating income), representing a year-on-year increase of
8.26%. Operating income from nuclear power products was RMB1,338.54 million (or 5.17% of the total operating income),
representing a year-on-year decrease of 34.15%. Affected by the macroeconomic environment both at home and abroad and
the development trend of the industry, the overall sales scale of the Group declined. The hydropower market ushers in the
peak of pumped storage development and the proportion of revenue generated from the hydropower main equipment segment
has increased. However, as the majority of overseas projects have passed the peak season of execution, the newly entered
projects were in the early stage of construction and the proportion of revenue generated from the power station engineering
services segment decreased significantly.

Annual Report 2018
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

In 2018, the Group recorded an income of export of RMB7,397.40 million (or 28.58% of the total operating income), decreasing
by RMB3,205.75 million over the previous year. The export was dominated by Asia and South America, in which export to Asia
amounting to RMB6,841.70 million while export to South America amounting to RMB382.96 million.

Cost

In 2018, the operating costs of the Group amounted to RMB22,687.53 million, representing a decrease of 16.80% as compared
with the corresponding period of last year, mainly due to the decrease in sales scale.

Gross profit and gross profit margin

In 2018, the Group realized a gross profit from operating business of RMB3,191.93 million, representing a year-on-year
decrease of 25.29%, and a gross profit margin was 12.33%, representing a year-on-year decrease of 1.21%. Out of the gross
profit, RMB1,670.21 million was attributable to the gross profit from main thermal power equipments, decreasing by RMB630.31
million over the previous year, while the corresponding gross profit margin was 14.06%, representing a year-on-year decrease
of 2.52%; RMB151.31 million was attributable to the gross profit from main hydropower equipment, decreasing by RMB31.02
million over the previous year, while the corresponding gross profit margin was 8.88%, representing a year-on-year decrease
of 7.08%; RMB253.43 million was attributable to the gross profit from engineering services for power stations, decreasing by
RMB243.90 million over the previous year, while the corresponding gross profit margin was 3.42%, representing a year-on-year
decrease of 1.23%; RMB90.24 million was attributable to the gross profit from ancillary equipment and supplementary products
for power stations, decreasing by RMB104.96 million over the previous year, while the corresponding gross profit margin was
10.03%, representing a year-on-year decrease of 4.55%; RMB746.98 million was attributable to the gross profit from AC/DC
motors and other products and services, increasing by RMB169.35 million over the previous year, while the corresponding
gross profit margin was 28.21%, representing a year-on-year increase of 4.59%; RMB279.76 million was attributable to the
gross profit from nuclear products, decreasing by RMB239.60 million over the previous year, while the corresponding gross
profit margin was 20.90%, representing a year-on-year decrease of 4.65%. The decrease in our Group’s gross profit margin
was firstly due to the volume of products launched in the market decreased year by year as a result of the overcapacity of
domestic coal power capacity, and the tender price of products continued to decline; secondly, was due to the commodity
price fluctuated, and steel price rose faster in line with the increase in material cost of products.

Expenses for the Period

In 2018, the Group’s selling expenses incurred amounted to RMB731.24 million, representing an increase of RMB91.86
million or 14.37% as compared to the corresponding period of last year, primarily due to we stepped up efforts to collect
trade receivables during the year, which resulted in a year-on-year increase of defect elimination cost; the administrative
expenses incurred amounted to RMB1,465.16 million, representing a year-on-year decrease of RMB229.86 million or 13.56%,
which mainly due to a year-on-year decrease in labor costs; the research and development expenses incurred amounted
to RMB591.93 million, representing a year-on-year increase of RMB33.25 million or 5.95%; the finance expenses incurred
amounted to RMB36.10 million, representing a year-on-year decrease of RMB286.69 million or 88.82%, mainly due to the
decrease in interest expense as a result of the reduction of interest-bearing debts, and the increase in net exchange gain
resulted from the changes in exchange rate.

HARBIN ELECTRIC COMPANY LIMITED



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Funding source and borrowing status

The Group financed its operation and development with three major funding sources, namely shareholder’s funds, trade
receivables from customers and bank borrowings. The Group arranges borrowings based on each specific project. Except
for some exceptions, loans are usually raised by each of the Group’s subsidiaries respectively, while prior approval from the
parent company is required in respect of borrowings raised for capital investments. As at 31 December 2018, the Group’s
total borrowings amounted to RMB2,072.91 million (31 December 2017: RMB3,283.57 million), all of which amounts were
borrowed from various financial institutions, such as commercial banks, at interest rates stipulated by the state. Among those
borrowings, the amount repayable within one year amounted to RMB1,772.91 million, representing a decrease of RMB1,310.66
million as compared with the beginning of the year; the borrowings repayable after one year amounted to RMB300.00 million,
representing an increase of RMB100.00 million as compared to the beginning of the year. As at 31 December 2018, the
Group’s borrowings were all in RMB and there was no amount due. The repayment plan has been made for the borrowings that
were not due, with no risk of default. Relevant bank borrowings and details of other borrowings were set out in Note VI (22),
Note VI(29) and VI(31) to the financial statements of this annual report.

Monetary capital and cash flows

As at 31 December 2018, the monetary capital of the Group was RMB12,543.25 million, representing a decrease of
RMB3,621.99 million as compared with the beginning of the year. During the period, the net cash flow generated from
operating activities of the Group was RMB-676.00 million; the net cash flow from investing activities was RMB1,681.66 million;
net cash flow from financing activities was RMB -4,537.01 million. The Group was exposed to the decrease in monetary capital
due to the repayment of RMB3.00 billion corporate bonds and the decrease of contract liabilities.

Asset structure and movements

As at 31 December 2018, the total assets of the Group amounted to RMB56,541.98 million, representing a decrease of
RMB8,296.11 million or 12.800 as compared to the beginning of the year, mainly due to the decrease in the size of monetary
capital and prepayments, out of which RMB47,312.69 million was current assets, representing 83.68% of total assets; and
RMB9,229.29 million was non-current assets, representing 16.32% of our total assets.

Liabilities

As at 31 December 2018, total liabilities of the Group amounted to RMB40,232.95 million, representing a decrease of
RMB8,462.99 million as compared to the beginning of the year, mainly due to the repayment of RMB3.00 billion corporate
bonds and the decrease of contract liabilities, out of which RMB38,375.69 million was current liabilities, representing 95.38%
of total liabilities; and RMB1,857.26 million was non-current liabilities, representing 4.62% of our total liabilities. As at 31
December 2018, the gearing ratio of the Group was 71.16%.

Owners’ interests
As at 31 December 2018, the total equity attributable to the owners of the parent company amounted to RMB15,026.28 million,
representing an increase of RMB155.53 million as compared to the beginning of the year; the net asset value per share was

RMB8.81, representing an increase of RMB0.10 as compared with the beginning of the year. During the period, the return rate
on net assets of the Group was 0.48%.

Annual Report 2018
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Gearing ratio

As at 31 December 2018, the Group’s gearing ratio (non-current liabilities over total shareholders’ equity) was 0.12:1,
compared with that of 0.11:1 at the beginning of the year.

Contingent liabilities and pledges
As at 31 December 2018, the Group pledged its assets of RMB114.03 million to secure loans for liquidity.
Exposure to fluctuations in exchange rate

Some of the deposits of the Group are denominated in foreign currencies. As at 31 December 2018, the amount of the Group’s
deposits in foreign currencies was equivalent to RMB722.76 million. The export business and businesses settled in foreign
currencies expose the Group to exchange risk.

Use of fund-raising proceeds

The Company has fully utilized its proceeds from issuance of shares and bonds in previous years, and no other fund-raising
activities was proceeded in this year.

Dividend

The Board does not propose the payment of a final dividend for 2018.

OUTLOOK

Despite the increasing demand for energy resources in China and worldwide, the business environment of power generation
equipment manufacturers is becoming increasingly challenging with the increasing competition in the market and the
increasing concern for power generation from clean and renewable generation instead of coal-fired power. In China, the
proportion of total new coal-fired power capacity continued to decrease, and thermal power market continued to decline; in the
meantime, hydropower generation maintains a moderate growth, while other mainstream renewable energy power generation
modes, such as wind power and solar power, are expected to continue to seize the market share; the clean energy market is
expected to maintain a rapid development; the international market still has room but competition will become more intensified.

In 2019, the Group will focus on its development strategy and promote high-quality development with reform and innovation
as driving force. During the year, the Group will endeavor to seize the market share, decrease the “account receivables and
inventory”, cut off costs, reduce redundancies and improve quality in order to strengthen the foundation for development;
will implement the industrial layout, enhance technological innovation, enlarge power station service industry, develop new
industries and solve the key development; will promote the reform of allocation, optimize the assessment system, improve
the management and control models and strengthen the development impetuses; will strive to build itself into a world-class
equipment manufacturing enterprise with global competitiveness.

Harbin, the PRC
7 March 2019

HARBIN ELECTRIC COMPANY LIMITED



DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

DIRECTORS
Executive Directors

Mr. Si Ze-fu, born in 1958, holds an MBA degree and the title of senior engineer. He now serves as executive director,
chairman and party secretary of the Company, and the chairman and party secretary of HE. Mr. Si graduated from Tsinghua
University School of Economics and Management, majoring in management science and engineering studies. He was the
deputy factory manager, factory manager and party committee secretary of Dongfang Electrical Works, the deputy mayor
of Deyang city, Sichuan province and deputy general manager, general manager, director, vice chairman and chairman of
Dongfang Electrical Machinery Company Limited. He had served as vice chairman, general manager and deputy party group
secretary of China Dongfang Electric Corporation since 2003, the chairman of Dongfang Electrical Machinery Company
Limited from December 2006 to January 2008, the director, general manager and deputy party group secretary of China
Dongfang Electric Corporation since 2008, the chairman of Dongfang Electric Corporation Limited since October 2007, the
legal representative of China Dongfang Electric Corporation since April 2009. Mr. Si Ze-fu has been the chairman and party
committee secretary of HE since May 2016 as well as the chairman and party committee secretary of the Company since July
2016.

Mr. Wu Wei-zhang, born in July 1962, is a senior engineer at researcher level with a doctor’s degree. He now serves as
executive director, President and standing committee member of the Party Committee of the Company and the director,
general manager, deputy party secretary of HE. Majoring in Hydraulics and River Dynamics, Mr. Wu graduated from Tsinghua
University with a master’s degree in 1988 and subsequently obtained a doctorate degree at Tsinghua University in 2002. Mr.
Wu joined HE in 1988. Mr. Wu has been a deputy director and deputy head of the turbine department of Electrical Machinery
Institute, a deputy manager of hydropower workshop, a deputy chief engineer and a deputy manager of the product design
department of the Electrical Machinery Company of the Group. Mr. Wu was appointed as the deputy general manager of the
Electrical Machinery Company since 1999 and then the chairman and general manager since October 2000 respectively. He
also holds various social posts, including a member of the first session of academic committee of National Key Laboratory
of Hydroelectric Power Generating Equipment (000000000000 O0O) and the vice chairman of the seventh session
of council of China Energy Research Society (000 00O O0O). He was appointed as an executive director of the Company
since September 2000 and has been serving as the general manager of the Company since February 2010. He has been the
President of the Company since March 2013.

Mr. Zhang Ying-jian, born in November 1964, a master’s degree holder and senior engineer, is currently an executive director
and a senior vice-president and the standing member of the Party Committee of the Company and the standing member of
the Party Committee and deputy general manager of HE. Mr. Zhang graduated from the Department of Thermal Engineering at
Tsinghua University with a bachelor’'s degree in gas turbines in July 1988 and subsequently obtained a master’s degree from
Harbin Institute of Technology. Mr. Zhang joined HE in 1991. He was formerly a project engineer, project manager, business
representative, deputy controller of Harbin Power Station Equipment Import and Export Company, deputy chief engineer,
deputy manager of financial planning division and deputy general manager of Harbin Power Engineering Company Limited.
He became the deputy general manager of HE since September 2007, a non-executive director of the Company since January
2013, and an executive director and the senior Vice-president of the Company since March 2013.
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DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT (CONTINUED)

Mr. Song Shi-qi, born in December 1958, a senior political engineer, is currently an executive director of the Company. Mr.
Song graduated from Harbin Electrical Machinery Plant Technical School in 1980 and subsequently attained post-graduate
qualification in economic management from Heilongjiang Provincial Committee Party School. Mr. Song joined HE in 1980.
He was formerly a youth league committee member, deputy secretary, secretary of Harbin Electrical Machinery Works and a
secretary of the party sub-division at the specialized equipment factory, a party standing committee member of both Harbin
Power Plant Equipment Group Corporation and the Company, the head of the Company’s Organization Department, as well
as an assistant to the general manager of the Company. He has been the deputy party secretary and a secretary of the
disciplinary committee, director, deputy managing director, party secretary and deputy chairman of the machinery division
of the Group since 1998. He became the deputy general manager of HE since August 2009 and has been a non-executive
director of the Company since January 2013, and an executive director and the senior Vice-president of the Company since
March 2013. He resigned as a senior Vice-president of the Company in March 2019.

Independent non-executive directors

Mr. Zhu Hong-jie, born in July 1954, holds a bachelor degree and the title of senior economist, and is now retired and serves as
independent non-executive director of the Company. Mr. Zhu was graduated from the Department of Planning and Statistics,
Xiamen University. Mr. Zhu started his career in 1978. He has been the General Planning Division Statistics Officer, Deputy
Director, Director, Director of Planning and Finance Division (Deputy Secretary) of the Ministry of Foreign Trade and Economic
Co-operation, responsible for the establishment of The Export-Import Bank of China. He held various positions at The Export
Import Bank of China, such as head of the Preparatory and Business Team, general manager of the Project Fund Department
and chief representative of Shanghai office, general manager of the External Concessional Loan and chief representative of
Shanghai office, general manager of the Vendor Credit Department (Division ), assistant to the Governor of The Export-Import
Bank of China. He has been the Vice Governor, party committee member, deputy secretary of the party committee, secretary
of the party committee and principal of party school of The Export-Import Bank of China since 2001, and retired in September
2014. He has been an external director of State Power Investment Corporation since January 2016. He has been appointed as
independent non-executive director of the Company since March 2017.

Mr. Yu Wen-xing, born in October 1953, is a retired senior engineer at professor level with a university degree and now
serves as an independent non-executive director of the Company. Mr. Yu served as a deputy director of Beijing representative
office, head of international cooperation department and office head of China Three Gorges Corporation, deputy director of
the preparation office of Jinshajiang Development Co., Ltd. (000000000 0O O) of China Three Gorges Corporation,
head of construction department at Xiangjiaba Dam, assistant to the general manager of China Three Gorges Corporation and
director, party committee member and head of discipline department of China Three Gorges Corporation, and retired in June
2014. He has been an independent director of China XD Electric Co., Ltd. since December 2014. He has been appointed as
independent non-executive director of the Company since March 2015.
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Mr. Hu Jian-min, born in July 1954, holds a bachelor degree and the title of senior engineer, is now retired and serves as
independent non-executive director of the Company. Mr. Hu was graduated from Shandong Institute of Technology, majoring in
power system relay protection and automation. Mr. Hu started his career in 1974. He has been deputy division leader, deputy
director and director of Shandong Jining Power Plant (0 0 0 0O 0O 0O O), deputy head, chief engineer, party committee member
and head of Shandong Liaocheng Power Plant (0 O 0 0O 0O 0O O), general manager of Shandong Liaocheng Thermal Power
Company Limited (0000 0O0OO00OOOO), head and secretary of the party committee of Shandong Shiheng Power Plant (O
O0O00000), head and secretary of the party committee of Shandong Zouxian Power Plant (O 0 0 0O 00O O), chief engineer
of Shandong Electric Power Industry Bureau (Shandong Electric Power Group Corporation), deputy general manager and party
leadership group member of Huaneng Power International, Inc., deputy chief engineer and program development manager,
assistant to general manager and planning development director of China Huaneng Group, executive director and general
manager of Huaneng Hulunbuir Energy Development Co., Ltd. He has been the chief engineer, deputy general manager, party
leadership group member of China Huaneng Group since 2009, and retired in September 2014. He has been an independent
director of China First Heavy Industries since May 2015. He has been appointed as independent non-executive director of the
Company since March 2017.

Mr. Tian Min, born in November 1956, is a retired senior accountant at researcher level with a college degree, enjoys the
special allowance from the State Council and now serves as an independent non-executive director of the Company. Mr. Tian
started his career in 1974. He was a head, deputy chief accountant, deputy general manager and chief account of accounting
division of Nanchang Aircraft Manufacturing Corporation (0 0 0 00O OO 0O), general manager of Hongdu Aircraft Industry
Co., Ltd. (DO DODOODODOOODO), chief account, deputy party committee secretary, director, party committee secretary and
chairman of Jiangxi Hongdu Aviation Industry Group Co., Ltd. (00000000 OOOODOOOO), chief accountant and
member of party group of China Aviation Industry Corporation Il (00000000 OO0 O), and chief accountant and member
of party committee of Commercial Aircraft Corporation of China, Limited and retired in May 2017. He has been appointed as
independent non-executive director of the Company since March 2018.
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DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT (CONTINUED)

Mr. Chen Guang, born in August 1964, a senior economist with a postgraduate degree, is a supervisor representing
shareholders of the Company and head of the organization department under the Party Committee and head of the United
Work Front Department of the Boiler Company of the Group. Mr. Chen graduated from Xi’an Jiaotong University in 1987 and
joined HE in the same year. He was appointed as a designer of the Design Department of the Boiler Company of the Group,
secretary of factory office, deputy manager of the spare parts company, deputy secretary and chairman of Labor Union of No.
2 Pipe Workshop, secretary and head of Drum Workshop, head, director of Security Department and secretary of No.1 Pipe
Workshop. He has been the head and secretary of Safe Technology and Environmental Protection Office, and the director and
secretary of Corporate Management and Development Department. He has been appointed as the head of the organization
department under the Party Committee and head of the United Work Front Department of the Boiler Company since June 2016.
He has been a supervisor representing shareholders of the Company since December 2009.

Mr. Zhu Peng-tao, born in April 1973, aged 44, is a senior auditor with a master degree. He is currently a supervisor
representing shareholders and the deputy director of No. 1 Auditing Division under the Audit Department of the Company
and the supervisorof 00000000 OOOOO. Mr. Zhu graduated from Harbin University of Science and Technology,
majoring in auditing, and then further obtained a master degree in Engineering from the same university. Mr. Zhu started
his career in July 1998. He has been a staff member and the chief of the Planning Division of 000000 O OO O and the
auditing business director of the Audit Department of HE and the Company. He has served as the deputy director of No. 1
Auditing Division under the Audit Department of the Company since August 2016. He has been as a supervisor representing
shareholders of the Company since May 2017.

Supervisors representing employees

Mr. Zhang Wen-ming, born in September 1974, a senior engineer with a master degree, now a supervisor representing
employees of the Company and the head of Organization Department of the Party Committee of the Turbine Company of the
Group. Mr. Zhang graduated from Anshan Institute of Iron and Steel Technology, majoring in metal press processing. Then
he obtained a master degree in engineering from Harbin Institute of Technology. Mr. Zhang started his career in July 2000.
He was the engineer of the material research center, secretary to the general manager, deputy director of the technology and
management division and deputy director and director of the corporate development center of the Turbine Company of the
Group. He has been the head of Organization Department of the Party Committee of the Turbine Company of the Group since
January 2013 and has been a supervisor representing employees of the Company since January 2013.

Mr. Zhang Jun-quan, born in February 1964, is a senior engineer with a bachelor degree. He is currently a supervisor
representing employees of the Company and the head of the Party Committee of the Organization Department of Electric
Machinery Company of the Group. Mr. Zhang graduated from Shenyang Architectural and Civil Engineering Institute
specializing in Machinery Engineering and Equipment. Mr. Zhang joined HE in 1986, and has worked as a technician, the
deputy head of technical room, deputy director and director of the Coil Factory of Electric Machinery Company of the Group
and head of equipment department of Electric Machinery Company. He has been the head of the Organization Department of
Party Committee of Electric Machinery Company since March 2013 and a supervisor representing employees of the Company
since November 2014.
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SENIOR MANAGEMENT

Mr. Liu Zhi-quan, born in July 1968, is a senior accountant and certified public accountant in China with a doctor’s degree. He
now serves as the senior vice-president of the Company and a chief accountant of HE. Mr. Liu graduated from Harbin Institute
of Technology, majoring in industrial accounting with a bachelor’'s degree. He subsequently obtained a doctorate degree from
the same university. Mr. Liu joined HE in 1991. He has been an assistant to the director of finance department of the Boiler
Company of the Group, the deputy director and the director, and the deputy chief accountant and head of finance department
of the Group. He was appointed as the deputy general manager of the Harbin Boiler Company Limited in April 2001. Mr. Liu
has been serving as deputy general manager of the Company since September 2006, Vice-President of the Company since
March 2013 and senior vice-president of the Company since November 2014. He assumed the post as the company secretary
of the Company from January 2012 to January 2013.

Mr. Xie Wei-jiang, born in January 1973, is a holder of a master’s degree in engineering, senior engineer and currently a senior
vice-president and standing committee member of the Party Committee of the Company, and a standing committee member of
the Party Committee and a deputy general manager of HE. Mr. Xie graduated from Southeast University in 1997 with a master’s
degree in thermal engineering, and was then employed and served as deputy manager, manager and deputy chief engineer
of the integrated business department of China National Water Resources & Electric Power Materials & Equipment Co., Ltd.,
general manager and deputy chief engineer of Beijing Guodian Engineering Tender Co., Ltd. (00O 0O0OOO0OOO0OO),
general manager of Beijing Zhongtang Electrical Engineering Consultancy Co., Ltd. (D 000000000 OOQO), deputy
head of the materials management department of China Datang Corporation, general manager and deputy secretary of the
Party Committee of China National Water Resources & Electric Power Materials & Equipment Co., Ltd., and general manager
and deputy secretary of the Party Committee of China National Water Resources & Electric Power Materials & Equipment
Group Co., Ltd. He served as director of the general office of China Datang Corporation in December 2016, director of the
general office and member of the Party Discipline Inspection Committee of China Datang Corporation Ltd., Datang International
Power Generation Co., Ltd. and China Datang Corporation Renewable Power Co., Ltd. in December 2017, standing committee
member of the Party Committee and deputy general manager of HE since August 2018, and a senior vice-president and
standing committee member of the Party Committee of the Company since November 2018.

Mr. Lu Zhi-giang, born in September 1973, is a holder of a doctoral degree in engineering and a senior engineer of researcher
level. He is currently a senior vice-president and standing committee member of the Party Committee of the Company, and
a standing committee member of the Party Committee and the deputy general manager of HE. Mr. Lu graduated from Harbin
Institute of Technology with a degree in thermal turbine, and obtained a Ph.D. in dynamical machinery and engineering from
Harbin Institute of Technology. Mr. Lu joined HE in 1995. He has served as a designer of the design institute, deputy chief
designer of the design research center (design institute), deputy head of the design research center, vice principal of the
research institute, head of the technical management department and deputy chief engineer of Harbin Turbine Company
Limited. He served as the assistant to the general manager of Harbin Turbine Company Limited in September 2009, deputy
general manager of Harbin Turbine Company Limited in June 2011, executive deputy general manager of Harbin Turbine
Company Limited in March 2015, general manager and deputy secretary of the Party Committee of Harbin Turbine Company
Limited in January 2016, chairman and secretary of the Party Committee of Harbin Turbine Company Limited in March 2017,
standing committee member of the Party Committee and deputy general manager of HE since August 2018, and a senior
vice-president and standing committee member of the Party Committee of the Company since November 2018.
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DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT (CONTINUED)

Mr. Wang De-xing, born in September 1959, is a holder of a master’s degree in business administration and a senior
economist of researcher level. He is currently a vice president of the Company, and the chief economist of HE. Mr. Wang was
graduated from the School of Materials Science and Engineering of Beijing Steel and Iron Institute (0 0 0 0O 0O O) and obtained
an MBA degree from the Harbin Institute of Technology. Mr. Wang joined HE in 1982 and held various positions ever since,
such as a technician of the central laboratory, secretary and acting manager of the heavy vessel factory of Harbin Boiler Works
which used to be a member of the Group, as well as a secretary, factory manager, head of water wall branch, deputy chief
economist and director of labor affairs, deputy general manager, deputy managing director, chairman and general manager of
pipe first branch factory of Harbin Boiler Company Limited, before taking the position of the chief economist of HE in October
2016. He has been the Vice President of the Company since October 2016.

Mr. Zhang Hai-quan, born in September 1961, is a senior engineer with an MBA degree. He now serves as a vice-president
of the Company and an assistant to the general manager of HE. Mr. Zhang graduated from Harbin Institute of Electrical
Engineering in 1984 and joined HE in the same year. He has been an engineer of the enginery repairing workshop, the
secretary and an assistant to the director of the Communist Party Committee Office of the former Boiler Works of the Group.
In 1994, Mr. Zhang participated in the reorganization of HE to be a shareholding enterprise and the issuance and listing of
the Company’s shares. Since November 1994, he has been appointed as the deputy director of the general manager office,
the deputy director of the planning department and director of the enterprise management department, and the director of
the auditing and law department of the Boiler Company of the Group. Since 1998, he was a member of the HE’s and the
Company’s Standing Communist Party Committee and director of the organization department. Since 1999, Mr. Zhang was
appointed as the secretary of the Communist Party Committee and vice chairman of Archeng Relay Group Company and
Archeng Relay Company Limited. He has been serving as the deputy general manager of the Company since September 2000
and the Vice-President of the Company since March 2013.

Mr. Qu Zhe, born in July 1962, is a senior engineer with a postgraduate degree. He now serves as the vice-president of the
Company and an assistant to the general manager of HE. Mr. Qu graduated from Harbin Shipbuilding Engineering Institute with
a master’s degree in August 1988 and joined HE in the same year. He has been an assistant engineer, business representative
in Pakistan and engineer of Harbin Power Station Equipment Import And Export Company, and served as the deputy general
manager of the company since February 1994. Since November 1994, he was appointed as the deputy manager of operation
and development department of Harbin Power Engineering Company Limited, deputy general manager and deputy manager
of operation and development department of cycle power plant project in UCH, Pakistan, deputy chief engineer, assistant to
general manager of the company. He served as the executive deputy general manager of Harbin Power Engineering Company
Limited since November 1999, general manager of the company since April 2003, and chairman and Party Secretary since
September 2007 respectively. Mr. Qu has been serving as deputy general manager of the Company since June 2010 and
vice-president of the Company since March 2013.
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COMPANY SECRETARY

Mr. Ai Li-song, born in March 1970, is a senior economist with a master degree. He is currently a company secretary, deputy
manager of the securities and legal department and a deputy director of the secretariat of the Board of the Company. Mr. Ali
graduated from Jilin University of Technology majoring in technical economics and he obtained a master degree from Harbin
Institute of Technology. Mr. Ai has been a staff of the former Harbin Electric Machinery Works, a subsidiary of the Company,
General Manager of the Sales Office of Shenyin & Wanguo Securities Co., Ltd. (0 00 OO0 0O0O) at Nanma Road, Harbin,
deputy manager of the investment and reforming department and manager of investment management department of HE
Corporation, manager of the planning and development department of HE Corporation and the Company, and director of the
secretariat of the Board. Mr. Ai has been deputy manager of the securities and legal department and a deputy director of the
secretariat of the Board since February 2016, and a company secretary of the Company since May 2015.
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REPORT OF THE DIRECTORS

PRINCIPAL ACTIVITIES

The Group is mainly engaged in the manufacture and sales of various kinds of power generation equipment and provision of
power station engineering services, and its major businesses currently include: manufacturing of large scale thermal power,
hydro power, nuclear power and its ancillary equipment, turnkey construction of power station projects, development, design
and manufacturing of major products such as power equipment of ships and electric power equipment etc. The operations of
the Group are mainly located in China, with approximate two-third of its revenue deriving from China.

In 2018, the revenue from export of the Group amounted to RMB7,397.40 million, representing 28.58% of the Group’s operating
income, representing a year-on-year decrease of RMB3,205.75 million. The Group’s major regions for export included Asia and
South America, which respectively amounted to RMB6,841.70 million and RMB382.96 million.

BUSINESS REVIEW

Details of a fair review of the Group’s business in 2018, key financial performance indicators and possible future developments
of the Group are set out in the section headed “Management Discussion and Analysis” of this Annual Report.

Major Risks and Uncertainties

In 2018, the Group actively carried out the collection and analysis of risk information. In line with the characteristics of the
industry, the Group categorized, gathered, weighted and analyzed the five types of risk information from strategy, market,
finance, law, and operations. By adopting a “from bottom to top, vertical and horizontal integration, internal and external
combination” evaluation method, it identified three major risks, such as business structure and transformation risk, cash flows
risk as well as internal integration and synergistic risk, etc., and took effective measures to reduce the risk.
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Risk description

Countermeasures

Business structure and
transformation risk

Cash flows risk

Internal integration and

synergistic risk

With a single product structure, the traditional
power generation equipment accounted
for a larger portion, and the development
of new industries was slow. The strategic
layout of product structure adjustment and
transformation explored slowly and the
substitution effect of new industries was not
obvious.

In 2018, the Group’ s monetary capital
declined significantly. It is expected that the
capital size will continue to decline in general
in 2019, and the cash flow risk trend to spread
to its owned enterprises due to the continuous
low level of market order.

The implementation of the industrial planning
with the business department as the main
body was not in place, and the industrial
management system was not sound; Functional
departments, business departments and
owned enterprises under the headquarters did
not synergize well, and the overall coordination
of business departments is still subject to
improvement.

(1) Put more effort into policy researching;
(2) Accelerate the development of new
industries.

(1) Ramp up efforts in market development;

(2) Continuously promote collection of
receivables;

(8) Focus on prevention of capital risk;

(4) Continue to strengthen budget management
for capital;

(5) Actively expand financing channels.

(1) Integrate businesses of the same type;

(2) rationalize the management relationship of
business department;

(8) promote the transformation of business
models with business department as the
main body;

(4) develop smooth and easy channels for
information and communication.
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Significant Events Affecting The Group

On 24 December 2018, the Board of Harbin Electric Corporation Co., Ltd. (“HE"”) and the Board of the Company jointly
announced that Citigroup Global Markets Asia Limited, on behalf of HE, firmly intends to make a voluntary conditional cash
offer to acquire all the issued H Shares of the Company on the basis of HK$4.56 per H Share.

In addition, on 24 December 2018, HE entered into the Merger Agreement with the Company. If the Merger is implemented and
completed, the Company will be merged and absorbed by HE in accordance with Article 172 of the PRC Company Law and
other applicable PRC Laws.

For details, please refer to the announcement dated 24 December 2018 published by the Company on the website of The
Stock Exchange of Hong Kong Limited.

Other significant events affecting the Group in 2018 are set out in the section headed “Disclosure of Significant Events” in this
annual report.

Environmental Policy and Performance

In 2018, the Group continued to realize its social responsibility of “Friendly Environment, Warm Home” to highlight scientific
development as the main principle, devoted into maintaining a high standard of corporate governance, continuously
enhanced supply chain management, and improved product quality to upgrade the operation value. It continued to carry out
environmental protection activities, vigorously promote energy conservation and emission reduction, enhance the harmonious
relationship between human and nature, maintain effective communication with employees, suppliers, customers, market
investors, and other stakeholders, taking the interests of related parties into account, creating a mutually beneficial and win-win
relationship to continuously promote the healthy development of the Company.
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Compliance with Relevant Laws and Regulations

In 2018, none of non-compliant events occur to the Group with respect to relevant laws and regulations that have a significant

impact on the business of the Group. Relevant laws and regulations are listed as follows:

Principal Laws
and Regulations

Key scope

Compliance Measures

Contract Law of the People’s
Republic of China

Securities Law of the
People’s Republic of
China and the Rules
Governing the Listing of
Securities on The Stock
Exchange of Hong Kong
Limited

Tendering and Bidding Law
of the People’s Republic
of China

The Company’s business contract signed
with customers must comply with basic
requirements stipulated in the Contract Law.

Relevant regulations required to be comply
with by the Company as a securities issuer.

The tendering activities and procurement of
the Company must be strictly carried out in
accordance with the Tendering and Bidding

Law.

1.

Business contracts signed by each business
department of the Company need to be
reviewed by the company’s legal advisers.

The legal adviser puts emphasis on
reviewing the main terms of the contract
subject, contract subject, quantity, quality,
price or remuneration, performance period,
place, method, liability for breach of
contract and dispute resolution, proposes
amendments and controls contract legal risk
of the Company.

The company appoints professional legal

advisers to assist with related work as the

securities issuer and formulates related systems

to regulate internal governance and information

disclosure and other related works.

1.

Participating in the bidding, the Company
must set up a particular team to convene
evaluation meeting before bidding, and
departments including operation, finance
and legal shall attend the meeting and give
professional advices.

In accordance with the “Administrative
Measures on Tendering Procedures” and
other regulations, the Company must
conduct open tendering or selective
tendering if purchases of goods or services
reach certain amount.
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Principal Laws
and Regulations

Key scope

Compliance Measures

Labor Law of the People’s
Republic of China and
Labor Contract Law of
the People’s Republic of
China

Intellectual property rights
laws, mainly include:
Copyright Law, Patent
Law, Trademark Law

When entering into or terminating an
employer-employment relationship,
provisions of the Labor Law and the Labor
Contract Law must be followed by both the
Company and employees.

Relevant laws on intellectual property
rights should be strictly abided by on the
production and operation, technology
research and development and commercial
brand protection of the Company.

A fixed labor contract model and cancelling
clauses reviewed by the legal department
should be possessed by the human resources
department of the Company.

The Company’s technology management
department is responsible for centralized
management of the Company’s intellectual
property rights. The assistance from legal
adviser of the Company is required by the
application of intellectual property rights and the
protection of trademark and goodwill. Electric
Machinery Company and Boiler Company,
subsidiaries of the Company, have successfully
applied for well-known trademarks in China.

Employees, Major Customers and Suppliers

1. Employees

As of 31 December 2018, the Group had 15,783 employees, of which female employees totaled 2,743, accounting
for 17.38%. The Company had a workforce of 13,741 current employees, of which female employees totaled 2,456,
accounting for 17.87%, 1,154 employees aged above 55, accounting for 8.4%; 2,126 employees aged 50-54,
accounting for 15.47%, 3,894 employees aged 40-49, accounting for 28.34%, 5,035 employees aged 30-39,
accounting for 36.64% and 1,532 employees aged below 29, accounting for 11.15%.

In 2018, with recent decline in domestic demand for coal and electricity, the Group implemented reallocation and job
reassignment plan for excessive employees and reduced labor costs to increase its competitiveness in the market,
which results in a decrease in the total amount of employee from 2017.

In 2018, the Group organized 1,690 classes in total for various trainings, with over 68,600 persons participating in.

Major suppliers

As of 31 December 2018, the top five suppliers of the Group attributed 19.99% of the total purchases, of which the
largest supplier accounted for 12.52% of the total purchases.
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3. Major customers

As of 31 December 2018, the Group’s top five customers attributed 37.05% of total operating revenue, of which the
largest customer accounted for 20.34% of total operating revenue.

None of the Directors, Supervisors, their associates and any shareholders of the Company (which to the knowledge of

the Board of Directors own 5% or above of the Company’s shares) has any interest in the above-mentioned suppliers or
customers.

LIST OF SUBSIDIARIES AND DIRECTORS OF SUBSIDIARIES

Details of major subsidiaries of the Company and directors of the subsidiaries as of 31 December 2018 are set out in note 8 to
the financial statements of this annual report.

RESULTS

As of 31 December 2018, the operating income of the Group amounted to RMB25,879.46 million, and net profit attributable to
the owners of the parent company was RMB71.32 million. The results of the Group for the year ended 31 December 2018 are
set out in the consolidated income statement of this annual report.

DIVIDEND

The Board does not propose the payment of a final dividend for 2018 of the Company.

As of 31 December 2018, the Company received no notification from any shareholders to waive or agree to waive any
dividends.

INFORMATION ABOUT DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT

Details of Directors and Supervisors are set out in the section headed “Directors, Supervisors and Senior Management” in this
annual report.
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CONFIRMATION OF INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE
DIRECTORS

The Company confirmed to have received annual confirmation of independence from each independent non-executive director
pursuant to Rule 3.13 of the Rules Governing The Listing of Securities on The Stock Exchange of Hong Kong Limited(the “Listing
Rules”), confirming all independent non-executive Directors are independent.

INTERESTS OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT
IN THE SHARE CAPITAL

As of 31 December 2018, none of the directors, supervisors and senior management of the Company had any interest or short
position in the shares, underlying shares and debentures (as the case may be) of the Company and any of its associated
corporations (within the meaning of Part XV of the Securities and Futures Ordinance (SFO)) which was required to be notified
to the Company and the Hong Kong Stock Exchange (including interest or short position which any such director, supervisor or
senior management is taken or deemed to have under such provisions of the SFO) pursuant to the SFO or which was required
to be recorded in the Register kept by the Company pursuant to section 352 of the SFO or which was required to be notified
to the Company and the Hong Kong Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of
Listed Issuers as contained in Appendix 10 to the Listing Rules.

SERVICE CONTRACTS OF DIRECTORS AND SUPERVISORS

As of 31 December 2018, there is no service contract specified in Rule 14 of Appendix 16 of the Listing Rules between
directors and supervisors of the Company and the Company.

INTERESTS OF DIRECTORS AND SUPERVISORS IN CONTRACTS OF
SIGNIFICANCE

As of 31 December 2018, none of the Directors or Supervisors has any interest, whether directly or indirectly, in the contracts
of significance entered into by the Group.

CONTRACTS OF SIGNIFICANCE WITH THE CONTROLLING
SHAREHOLDERS OR THEIR SUBSIDIARIES

As of 31 December 2018, save as the connected and continuing connected transactions entered into by the Group and HE
as disclosed in “Report of the Directors”, no contract of significance was entered into between the Group and the controlling
shareholders or their subsidiaries.
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REMUNERATION OF DIRECTORS AND SUPERVISORS

Remuneration of directors and supervisors of the Company was approved at the general meeting of the Company, in which
executive directors, shareholder supervisors and employee supervisors will not receive any remuneration as directors and
supervisors. The remuneration of independent non-executive directors and independent supervisors was determined with
reference to remuneration of the relevant personnel of companies engaging in similar business or with similar scale as the
Company. None of the directors waived or agreed to waive any remuneration.

The remuneration of the directors and supervisors of the Company as of 31 December 2018 is as follows:

(Unit: RMB)
Contribution to
Salaries and other retirement benefits

Fees benefits scheme Total
Executive Directors
Mr. Si Ze-fu 0 0 0 0
Mr. Wu Wei-zhang 0 618,530 96,499 715,029
Mr. Zhang Ying-jian 0 553,845 91,721 645,566
Mr. Song Shi-qi 0 550,130 89,741 639,871
Total 0 1,722,505 277,961 2,000,466
Independent Non- Executive

Directors
Mr. Zhu Hong-jie 0 60,000 0 60,000
Mr. Yu Wen-xing 0 60,000 0 60,000
Mr. Hu Jian-min 0 60,000 0 60,000
Mr. Tian Min 0 50,000 0 50,000
(appointed on 21 March 2018)

Total 0 230,000 0 230,000
Supervisors
Mr. Feng Yong-giang 0 31,020 7,478 38,498
Mr. Chen Guang 0 372,480 75,435 447,915
Mr. Zhu Peng-tao 0 198,764 40,589 239,353
Mr. Zhang Wen-ming 0 367,524 33,444 400,968
Mr. Zhang Jun-quan 0 405,479 58,162 463,641
Total 0 1,375,267 215,108 1,590,375

Details of the remuneration of directors, supervisors and senior management of the Company as of 31 December 2018 are set
out in note XI(5) to the financial statements in this annual report.
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FIVE HIGHEST PAID PERSONNEL

As of 31 December 2018, the five highest paid personnel in the Company are all senior management of the Company and its
subsidiaries. Remuneration of them was over HK$1 million but below HK$1.5 million.

Contribution to
Salaries and other retirement benefits
Fees benefits scheme Total

Total remuneration of the five highest HK$0 HK$4.9815 million HK$0.9995 million HK$5.9810 million
paid personnel

CONTINGENT LIABILITIES — GUARANTEES

As of 31 December 2018, total internal guarantees in favour of the Group made by the Company and its subsidiaries amounted
to RMB2,035.42 million. No external guarantee was provided. Details of guarantees are set out in note XlI(2) to the financial
statement of this annual report.

PERMITTED INDEMNITY PROVISION

As provided by applicable laws, each directors of the Company is entitled to be indemnified by respective companies for
all costs, charges, losses, fees and liabilities which arise in or are connected to the execution or performance of their duties
according to the Articles of Association of the Company. The provision becomes effective in the financial year ended 31
December 2018 and is in effect as at the date of this report.

The Company purchased directors’ liability insurance for all directors during the year.

SIGNIFICANT INVESTMENT IN SECURITIES

On 9 October 2018, the Company and HPI entered into the Agreement on the Subscription for Shares Issued Under Non-
public Issuance by Huaneng Power International, Inc., pursuant to which, the Company will subscribe for 76,335,877
ordinary shares (A shares) issued under the Non-public Issuance by HPI at the subscription price of RMB6.55 per share
(equivalent to approximately 90% of the average trading price of the A shares of HPI for 20 consecutive trading days before
the Price Determination Date), with the total subscription amount of RMB499,999,994.35 (equivalent to approximately
HK$568,188,268.05). The Company undertook not to transfer the subscribed A shares of HPI within 12 months from the
completion date of issuance.

STAFF REMUNERATION, RETIREMENT AND BENEFITS SCHEME

In 2018, the Group continued to deepen its remuneration reform, and further increased the salary distribution to its production
core staffs, key positions with significant contribution and backbone persons, so as to make a better flexibility for the income
distribution of our staff and promote their enthusiasm, initiative and creativity and also to realize that the income distribution
will be matched with economic benefit growth and improvement of labor efficiency, with a view to establishing a harmonious
income distribution relationship.
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In 2018, the total salaries of the Group amounted to RMB1,639.78 million. The Group has no long-term award scheme for the

time being.

Details of the staff retirement and benefits scheme are set out in Note VI(26) to the financial statements in this annual report.

FIXED ASSETS

time being.26) to the nanclal statements in this annual report.
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TAX POLICIES

According to the provisions of Administrative Measures with regard to the Recognition of High and New Technology Enterprises
goOo0O0o0Oo0OO0O0oO0O0D0oD) jointly issued by the Ministry of Science and Technology, the Ministry of Finance and the State
Administration for Taxation of the PRC on 14 April 2008 and the Administrative Guidance with Regard to the Recognition
of High and New Technology Enterprises 000000000000 ODOODO) jointly issued by the Ministry of Science and
Technology, the Ministry of Finance and the State Administration of Taxation on 8 July 2008, corporations including the
Company and its affiliates, including Harbin Electrical Machinery Company Limited, Harbin Boiler Company Limited, Harbin
Turbine Company Limited, Harbin Electric Power Equipment Company Limited and HE Harbin Power Plant Valve Company
Limited were re-recognised as High and New Technology Enterprises, and shall continue to enjoy a 15% preferential income
tax rate, which is significant to their long-term development.

In accordance with regulations of the State Administration of Taxation, the rate for tax rebate applicable to the Group’s new
export products contracts is 13% effective from 15 October 2003.

Pursuant to the Implementation Measures of the Provisional Regulations of the PRC on Value-added Tax OO0 OO0 O0O0O
00000000000, the Group has been included in the general framework of the value-added tax system reform, which
allows the Group to deduct the value-added tax incurred for the purchase of equipment.

Under the Opinions of Central Committee of the Communist Party of China and the State Council on the Comprehensive
Revitalization of Historical Industrial Bases of the Northeast Regions {0 0000000000000 OCO0O0O0OOOOOOOO
0000 in 2016, the Group will continue to enjoy the relevant favourable policies in supporting such revitalization for historical
industrial bases of the northeast regions.

CONNECTED TRANSACTIONS AND CONTINUING CONNECTED
TRANSACTIONS

The Group has established Measures for Managing Connected Transactions (0 00 00O 0O 0O 0O) to regulate performance
of connected transactions and continuing connected transactions. The continuing connected transactions of the Company
are monitored by the responsible departments, including the economic operations department, asset finance department
and secretariat of the Board. The amendment of relevant system and pricing policies are carried out by the responsible
departments which are in charge of relevant works and shall be approved by the Board after discussion with the management
of the Company. In addition, relevant pricing systems, process and their implementation are supervised by the responsible
departments, and those of our subsidiaries were monitored by relevant departments so as to ensure continuing connected
transactions were carried out in accordance with their systems.

The annual review of continuing connected transactions by independent non-executive directors of the Company were based
on the annual progress of continuing connected transactions detailed state in the annual report and financial report of the
Company, and also the review letter of annual progress of continuing connected transactions issued by the auditor of the
Company. The independent directors, where appropriate, inquiry to the management to ensure that sufficient information is
obtained to review such transactions and internal control procedures. The independent non-executive directors can ensure
that (i) the methods and procedures established by the issuer are sufficient to ensure that the transaction conducted on normal
commercial terms and does not prejudice the interests of the issuer and the minority shareholders; and (ii) the issuer has in
place internal monitoring procedures, and these transactions were also reviewed by internal audit function.
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Details of connected transactions and continuing connected transactions of the Company as of 31 December 2018 are set
out Note XI(5) to the financial statements in this annual report. The Company also confirmed that it has complied with the
disclosure requirements under Chapter 14A of the Listing Rules in respect of such connected transactions and continuing
connected transactions.

As of 31 December 2018, the Group carried out the following connected transactions and continuing connected transactions
(other than connected transactions that are exempted under Rule 14A.33 of the Listing Rules):

Continuing Connected Transactions

1. Product and Service Framework Agreement between the Company and Harbin Electric
Corporation Co., Ltd (*HE”)

On 9 December 2016, the Company entered into a product and service framework agreement with HE, pursuant to
which, the Group and HE (together with its subsidiaries excluding the Group, “the Unlisted Harbin Electric Group”)
will provide products and services to each other during the three financial years from 1 January 2018 to 31 December
2019.

During the financial year from 1 January 2018 to 31 December 2018, the transaction cap for providing services by the
Group to the Unlisted Harbin Electric Group was RMB2.00 million, while the actual transaction amount was RMB30,000;
the transaction cap for selling products to the Unlisted Harbin Electric Group was RMB12.00 million, while the actual
transaction amount was zero. The transaction cap for receiving services by the Group from the Unlisted Harbin Electric
Group was RMB84.00 million, while the actual transaction amount was RMB64.16 million; the transaction cap for
purchasing products to the Unlisted Harbin Electric Group was RMB195.00 million, while the actual transaction amount
was RMB19.59 million. The amounts of such transactions did not exceed the cap.

2. Financial Service Framework Agreement between the Company and HE

On 9 December 2016, the Company and HE entered into a financial service framework agreement, pursuant to which,
HE Finance Company Limited (the “Finance Company”), a subsidiary of the Company, will provide financial services
including depository services, loan services and other financial services to the Unlisted Harbin Electric Group, from 31
December 2016 to 30 December 2019.

During the financial year from 1 January 2018 to 31 December 2018, the Unlisted Harbin Electric Group has highest
cumulative daily loan services balance from the Finance Company was RMB220.00 million, of which the actual
transaction amount was RMB190.00 million; the maximum service charges and handling fees from other financial
services provided by the Finance Company to the Unlisted Harbin Electric Group was RMB2.80 million, of which the
actual transaction amount was zero, both of which did not exceed the cap.

Annual Report 2018

33



34

REPORT OF THE DIRECTORS (CONTINUED)

3. Management Entrustment Agreement between the Company and HE

On 29 January 2016, the Company entered into the Management Entrustment Agreement with HE, pursuant to which,
the Company will provide management services to HE, including but not limited to administration management,
human resources and compensation management (including external affairs management), technology and quality
control, assets and financial management, integrated organization management, statistic and economic operations
management, auditing and internal control management, investments management, strategic developments
management, legal affairs management, communications management, marketing management, projects management,
production safety management, procedure monitoring management, political affairs and other affairs management.
Term of the agreement was from 23 March 2016 to 22 March 2019 and HE shall pay an annual management
entrustment fee of RMB3.28 million to the Company.

As of 31 December 2018, HE has fully paid the management fee of RMB3.28 million to the Company.
Confirmation on Continuing Connected Transactions

The Independent Non-Executive Directors of the Company have reviewed the continuing connected transactions (as defined in
the Listing Rules) set out in Note Xl to the financial statements and confirmed that:

1. these continuing connected transactions had been entered into according to the agreement governing them on terms
that are fair and reasonable and in the interests of shareholders of the issuer as a whole;

2. these continuing connected transactions had been entered into on normal commercial terms or better;
3. these continuing connected transactions had been entered into in the ordinary and usual course of business of the
issuer.

The auditors of the Company have issued their unqualified letter containing their findings and conclusions in respect of the
continuing connected transactions disclosed above by the Group in accordance with Rule 14A.38 of the Listing Rules and
confirmed that:

A copy of the auditors’ letter has been provided by the Company to the Stock Exchange.
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DETAILS OF SHARE CAPITAL

Shareholding Structure

As of 31 December 2018, the total share capital of the Company comprised 1,706,523,000 shares, of which 1,030,952,000
Domestic Shares (state-owned corporate shares) were held by the HE (representing 60.41% of the entire share capital) and

675,571,000 H shares were held by overseas holders of H shares (representing 39.59% of the entire share capital).

Equity Interests of Substantial Shareholders

As of 31 December 2018 and up to the date of this annual report, the shareholders having an interest and short positions in

5% or more of the issued share capital of the Company of the relevant classes as recorded in the register of interests in shares

and short positions required to be kept by the Company pursuant to Section 336 of the Securities and Futures Ordinance (the

“SFO”) were as follows:

Long positions in the shares of the Company:

Percentage of
the relevant ~ Percentage of

Number of class of share entire share
Date Name of shareholders Class of shares shares Capacity capital capital
As at 31 December 2018 Harbin Electric Corporation  State-owned legal  1,030,952,000 Beneficial 100% 60.41%

Co., Ltd. person shares

Owner

Save as disclosed above, the register required to be kept under section 336 of the SFO showed that the Company had not

been notified of any interests or short positions in the shares and underlying shares of the Company as of 31 December 2018.
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Holding Range of Shareholders

The Company has sufficient public float. As of 31 December 2018, the top ten registered shareholders holding the largest
quantity of shares were as follows:

Percentage of

No. Name of Shareholder Number of Shares Shares Held Remarks

1 HARBIN ELECTRIC CORPORATION CO., LTD. 1,030,952,000 60.41%  State-owned
legal person
shares

2 HKSCC NOMINEES LIMITED 627,978,598 36.80% H shares

3 TANG KEUNG LAM 28,000,000 1.64% H shares

4 TANG'S INVESTMENTS LIMITED 17,000,000 1.00% H shares

5 YIP CHOK CHIU 360,000 0.02% H shares

6 CHEUNG YUM TIN 200,000 0.01% H shares

7 HO YUN HUNG 200,000 0.01% H shares

8 NG KAM WAN 110,000 0.01% H shares

9 HO CHI KUN 100,000 0.01% Hshares

10 NAM LEE FAT 88,000 0.01% H shares
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Analysis of Shareholding of Holders of H Shares

Based on the register of members as at 31 December 2018, the shareholding of holders of H shares as follows:

Number of Number of Percentage to
Range Shareholders Shares Held Issued H Shares
1-1,000 4 402 0.00%
1,001-5,000 46 128,000 0.02%
5,001-10,000 43 344,000 0.05%
10,001-100,000 44 1,250,000 0.19%
100,001 and above 7 673,848,598 99.75%
Rounding (to whole numbers) -0.01%
Total 144 675,571,000 100.00%

MODEL CODE

The Company, having made specific enquiry to the Directors, confirms that all directors complied with the Model Code for
Securities Transactions by Directors of Listed Issuers set out in Appendix 10 of the Listing Rules throughout the period.

CORPORATE GOVERNANCE CODE

The Company has been actively enhancing the Company’s corporate governing structure and standardized the Company’s
operations through strictly complying with relevant provisions such as the Company Law of the People’s Republic of China and
the Securities Law of the People’s Republic of China. Directors of the Company strived to maintain corporate governance of
high standard and believe quality governance is a key to long-term success and sustainable development of the Company’s
business.

In 2018, the Company has complied with the Corporate Governance Code and Corporate Governance Report contained

in Appendix 14 of the Listing Rules of the Hong Kong Stock Exchange. Details of which are set out in the section headed
“Corporate Governance Report” in the annual report.
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AUDIT COMMITTEE

The Audit Committee has reviewed the audited financial statements, continuing connected transactions, internal control and
risk management of the Group for the year ended 31 December 2018, and discussed with the Board the financial reporting
procedures as well as the internal control system of the Group.

AUDITORS

The financial statement of the Company for the year ended 31 December 2018 has been audited by BDO China Shu Lun
Pan Certified Public Accountants LLP, which was appointed at the 2017 annual general meeting of the Company. Its annual
remuneration for the year was RMB2.50 million. The auditor is eligible and willing to offer itself for re-appointment. The
resolution to re-appoint the auditor and to authorise the Board to determine its remuneration will be proposed at the 2018
annual general meeting of the Company.

By order of the Board
Harbin Electric Company Limited
Ai Li-song
Company Secretary

7 March 2019
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To all shareholders:

For the year ended 31 December 2018, all members of the Board of Supervisors (“the Board of Supervisors”) of Harbin
Electric Company Limited (“the Company”) duly performed their functions with taking the interests of the Company and all
shareholders into account in accordance with the relevant regulations of the Company Law of the People’s Republic of China,
the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited and the Articles of Association
of the Company. The Board of Supervisors has carried out an all-round supervision on significant decision matters including
operation management, financial conditions and dividend distribution of the Company. In addition, the Board of Supervisors
actively participated in significant events of the Company, such as the production and operation of the Company, which
promoted the Company’s work in a smooth manner.

During the period, the Board of Supervisors convened two meetings and attended five Board meetings in person.

Attendance of Supervisors at meetings in 2018

Number of
attendance
required in Number of
meetings of attendance
the Board of Attendances Attendance required in the Attendances Attendance
Name of Directors Supervisors in person rate  Board meetings in person rate
Mr. Feng Yong-giang 2 1 50% 5 1 20%
Mr. Chen Guang 2 2 100% 5 5 100%
Mr. Zhang Wen-ming 2 2 100% 5 5 100%
Mr. Zhang Jun-quan 2 2 100% 5 5 100%
Mr. Zhu Peng-tao 2 2 100% 5 5 100%
For all related works of the Company in 2018, the Board of Supervisors gave the following independent opinions:
1. During the period, the Company strictly complied with the nation’s laws and regulations, operated in accordance with

the procedures regulating listing companies, and duly executed various resolutions passed at the general meetings.
The Company achieved satisfying results from all works during the year, which laid a solid foundation for the smooth
and sound development of the Company.
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2. The Board of Supervisors considered that the Board of Directors and Senior Management of the Company have
duly and actively performed their duties and protected the interests of the shareholders. The Board and all Directors
earnestly carried out their rights and obligations under the Company Law of the People’s Republic of China, the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited and the Articles of Association of the
Company, made decisions on significant issues such as production and operation of the Company in accordance with
laws and regulations. The Senior Management duly implemented resolutions passed at the Board meetings, advanced
each work on all fronts and ensured smooth going concern of the Company. During the period, none of the members of
the Board and Senior Management was found to breach of the nations’ laws and rules and the Articles of the Association
of the Company or act against the interests of the Company, the shareholders and employees.

3. The Board of Supervisors has reviewed the Company’s financial system and conditions and considered that the
Company’s financial system has an integrated structure and a sound system, and the financial works have been
operated orderly according to the internal control system and risk management. Relevant information such as annual
financial report and the dividend payment scheme to be proposed by the Board of Directors for approval at the Annual
General Meeting has objectively and truly reflected the financial position and operating results of the Company. The
dividend payment scheme has taken into account both the interests of the shareholders and the Company’s long-term
development. Statutory surplus reserve made in the year has complied with the provisions of the laws and regulations
and the Articles of Association of the Company.

4. The Board of Supervisors has reviewed the Report of the Directors and considers that the report truly and objectively
reflected the actual conditions of each related work of the Company during the period.

The Board of Supervisors sincerely appreciates the trust and support from all colleagues and the shareholders of the Company,
and will continue to explore new supervisory approaches and methods, further consolidate resources for supervision so as to
enhance our management, assisting and ensuring the realization of the Company’s targets for all works.

By order of the Board of Supervisors
Feng Yong-giang
Chairman

Harbin, the PRC
7 March 2019
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CORPORATE GOVERNANCE PRACTICES

The Company has been actively enhancing the Company’s corporate governing structure and standardized the Company’s
operations through strictly complying with relevant provisions such as the Company Law of the People’s Republic of China and
the Securities Law of the People’s Republic of China. The Board of the Company is committed to maintaining a high standard
of corporate governance, and believes that good corporate governance practices are crucial to the success and sustainable
development of the Company’s operation in the long run.

In 2018, the Company has fully complied with all code provisions set out in the Corporate Governance Code and Corporate
Governance Report in Appendix 14 of the Listing Rules of The Stock Exchange of Hong Kong and, where appropriate, adopted
the recommended best practices as specified therein.

The Board of the Company is responsible for the corporate governance functions. In 2018, the Board of the Company has
strictly observed the policies and practices in compliance with laws and regulatory requirement, and also enacted and
amended its regulations with reference to those policies and practices, with an aim to perfect our corporate governance
policies and practices. The Company continues to focus on the training and continuing professional development of directors
and senior management, and actively carries out internal review and rectification work to improve the level of the Company’s
governance.

CODE OF CONDUCT REGARDING DIRECTORS’ SECURITIES
TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers set out in Appendix 10 of
the Listing Rules of The Stock Exchange of Hong Kong as the code of conduct regarding directors’ securities transactions. In
response to a specific enquiry by the Company, all Directors confirmed that they complied with the Model Code for Securities
Transactions by Directors of Listed Issuers at all applicable times during 2018.

BOARD OF DIRECTORS

The major duties of the Board of Directors of the Company are to exercise the discretion in management decision according
to the authorization by the general meeting with respect to the development strategies, management structure, investment and
financing, planning and management and financial control, details are set out in the Articles of Association.

Composition of Board of Directors

During 2018, the Board of Directors of the Company has 8 directors, of which 4 are independent non-executive directors.
During the period, on 21 March 2018, the Board of directors appointed Mr. Tian Min as independent non-executive directors
in accordance with the authorization from the general meeting. As of 31 December 2018, members of the Board of Directors of
the Company were:

Executive directors: Si Ze-fu (Chairman), Wu W