If you are in any doubt as to any aspect of the H Share Offer, the Delisting and the Merger, this Composite Document or the
accompanying Form of Acceptance or as to the action to be taken, you should consult a licensed securities dealer or registered
institution in securities, bank manager, solicitor, professional accountant or other professional adviser.

If you have sold or transferred all your shares in HEC, you should at once hand this Composite Document and the
accompanying Form of Acceptance, forms of proxy and reply slips to the purchaser or transferee or to the licensed securities
dealer or registered institution in securities or other agent through whom the sale or transfer was effected for transmission to
the purchaser or transferee.

Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited take no responsibility for the
contents of this Composite Document and the accompanying Form of Acceptance, make no representation as to their accuracy
or completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the
whole or any part of the contents of this Composite Document and the accompanying Form of Acceptance.

Harbin Electric Corporation Co., Ltd.
(ODooooooooon)
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This Composite Document is jointly issued by HEC and HEG to the HEC H Shareholders. A letter from the Exclusive
Financial Adviser containing, among other things, the terms of the H Share Offer and the Merger Agreement is set out
on pages 6 to 16 of this Composite Document. A letter from the HEC Board is set out on pages 17 to 24 of this Composite
Document. A summary of the H Share Offer and the Merger is set out on pages I-1 to II-13 of this Composite Document.
A letter from the Independent Board Committee containing its recommendations to the Independent Shareholders in
relation to the H Share Offer, the Delisting, the Merger Agreement and the Merger contemplated thereunder is set out
on pages 25 to 26 of this Composite Document. A letter from the Independent Financial Adviser containing its advice to
the Independent Board Committee in relation to the H Share Offer, the Delisting and the Merger Agreement and the
Merger contemplated thereunder is set out on pages 27 to 59 of this Composite Document.

The procedures for acceptance and settlement of the H Share Offer are set out in Appendix I to this Composite Document
and in the accompanying Form of Acceptance. Acceptances of the H Share Offer should be received by the Registrar,
Hong Kong Registrars Limited at Shops 1712 - 1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wan Chai,
Hong Kong by no later than 4:00p.m. on Monday, 20 May 2019, being the Closing Date, or such later date and time as
HEG may decide and announce and the Executive may approve.

The summary of the terms and important information of the Merger Agreement is set out in Appendix II to this
Composite Document.

The H Share Class Meeting convened to approve the voluntary withdrawal of the listing of the H Shares from the Stock
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EXPECTED TIMETABLE

Announcement of the results of the Annual General Meeting,
the Extraordinary General Meeting and the H Share Class
MeEtiNg . . . Tuesday, 7 May 2019

Re-opening of the Registers . ... ... . . . Wednesday, 8 May 2019

Each of HEC and HEG notifies their respective creditors of
the Merger, assuming the Merger is approved. ... .................. Tuesday, 14 May 2019

Latest time for acceptance of the H Share Offer
on the Closing Date (N ae 4) . . ... ... 4:00 p.m. on Monday, 20 May 2019

Closing Date (N 2e 5) . . . oot Monday, 20 May 2019

Announcement of the results of the H Share Offer
on the Closing Date (N a¢ 6) .. ................... by 7:00 p.m. on Monday, 20 May 2019

Latest time for the H Share Offer to become or be
declared unconditional as to acceptances (if not
already unconditional) (N 4e 7) .. .. ... .. . 7:00 p.m. on Monday, 20 May 2019

Last day of trading in the H Shares on the Stock Exchange,
assuming the Delisting is approved. . ... ... ... . . . Monday, 27 May 2019

Latest date for posting of remittances for the amounts due
under the H Share Offer in respect of valid acceptances
received at or before the latest time for acceptance of the H
Share Offer on Monday, 20 May 2019, being the Closing
Date (assuming the H Share Offer becomes or is declared
unconditional in all respects on the Closing Date) (N 2 8) ......... Wednesday, 29 May 2019

Latest time and date for the H Share Offer remaining open
for acceptance (assuming the H Share Offer becomes or
is declared unconditional in all respects on Monday, 20 May
2019, being the Closing Date) and closing of the H Share
Offer (N 1e 9) . .. o 4:00 p.m. on Monday, 17 June 2019

Announcement of the results of the H Share Offer
as at the final Closing Date .. .................... by 7:00 p.m. on Monday, 17 June 2019

Latest time for lodging transfers of the H Shares in
order to qualify for the Merger Price (N ae 11).......... 4:30 p.m. on Tuesday, 18 June 2019

Closure of Registers for the determination of
entitlements of the HEC H Shareholders
to receive the Merger Price . . .................... from Wednesday, 19 June 2019 onwards



EXPECTED TIMETABLE

Voluntary withdrawal of the listing of the H Shares
from the Stock Exchange (N e 10)................. 9:00 a.m. on Wednesday, 19 June 2019

Latest date for posting of remittances for the amounts due
under the H Share Offer in respect of valid acceptances
received at or before the latest time for acceptance of the H
Share Offer on Monday, 17 June 2019 (being the latest date
which the H Share Offer remains open for acceptance
assuming the H Share Offer becomes or is declared
unconditional in all respects on the Closing Date) (N 4 8) .. ....... Wednesday, 26 June 2019

End of the period during which creditors may request HEC
and HEG to pay off their respective indebtedness. .. ................. Friday, 28 June 2019

Expected date for all Merger Conditions to be fulfilled (or
waived, as applicable) and the Merger Effective Date
(N de 11) .. on or before Tuesday, 31 December 2019

Latest date for posting of remittances for the amounts due
under the Merger Agreement to the existing HEC H
Shareholders as at the Merger Effective Date. .. .......... within seven Business Days of the
Merger Effective Date

1. The H Share Offer is made on Wednesday, 20 March 2019, being the date of posting of this
Composite Document, and is capable of acceptance from and on that date.

2. Reference is made to the announcement of HEC dated 18 March 2019 in relation to, among
others, the change of book closure period and postponement of the Annual General Meeting. As
disclosed therein, the book closure period has been rescheduled and will not commence from
Saturday, 23 March 2019. For the avoidance of doubt, the Registers will remain open during the
period from Saturday, 23 March 2019 to Thursday, 4 April 2019 (both days inclusive).

3.  Reply slip(s) should be duly completed and returned to the office address of HEC at 1399
Chuangxinyi Road, Songbei District, Harbin, Heilongjiang Province, the PRC or the Registrar,
Hong Kong Registrars Limited at 17M Floor, Hopewell Centre, 183 Queen’s Road East, Wan
Chai, Hong Kong on or before Wednesday, 17 April 2019 in accordance with the instructions
printed thereon. Failure to return the reply slip(s) will not affect a HEC Shareholder’s right to
attend the Extraordinary General Meeting and/or the H Share Class Meeting (as applicable).
Proxy form(s) should be duly completed and returned to the office address of HEC at 1399
Chuangxinyi Road, Songbei District, Harbin, Heilongjiang Province, the PRC or the Registrar,
Hong Kong Registrars Limited at 17M Floor, Hopewell Centre, 183 Queen’s Road East, Wan
Chai, Hong Kong as soon as possible and in any event not less than twenty-four (24) hours before
the time appointed for the Extraordinary General Meeting and the H Share Class Meeting, or any
adjournment thereof, and return of the proxy form(s) will not preclude a HEC Shareholder from
attending and voting in person at the Extraordinary General Meeting, or the H Share Class

— jv —



EXPECTED TIMETABLE

Meeting, or any adjournment thereof, should they so wish. In the event that a HEC Shareholder
attends and votes at the Extraordinary General Meeting and/or the H Share Class Meeting (as
applicable) after having deposited the relevant proxy form, that proxy form will be deemed to
have been revoked.

In order to accept the H Share Offer, the HEC H Shareholders are required to submit the duly
completed Form of Acceptance to the Registrar on or before 4:00 p.m. on Monday, 20 May 2019,
being the Closing Date, unless HEG extends the H Share Offer in accordance with the Takeovers
Code. In compliance with the note to Rule 2.2 and Rule 15.3 of the Takeovers Code, where a
conditional offer becomes or is declared unconditional in all respects, it should remain open for
acceptance for not less than 28 days thereafter. Beneficial owners of H Shares who hold their H
Shares in CCASS directly as an investor participant or indirectly via a broker or custodian
participant should note the timing requirements (set out in Appendix | to this Composite
Document) for causing instructions to be made to CCASS in accordance with the General Rules
of CCASS and CCASS Operational Procedures. Please refer to Appendix | to this Composite
Document for additional information on how to accept the H Share Offer.

HEG reserves the right to extend the H Share Offer. If HEG decides to extend the H Share Offer,
an announcement will be made specifying the next Closing Date or stating that the H Share Offer
will remain open until further notice, in which case at least 14 days’ notice in writing will be
given to those HEC H Shareholders who have not yet accepted the H Share Offer before the final
Closing Date.

The announcement of the results of the H Share Offer will be jointly issued by HEG and HEC
and posted on the Stock Exchange’s website by 7:00 p.m. on the first Closing Date and the final
Closing Date. Such announcement will comply with the disclosure requirements under Rule 19.1
of the Takeovers Code and will include, among other things, the results of the H Share Offer.

HEG may further apply to extend the Closing Date beyond Monday, 20 May 2019 pursuant to
Rule 15.5 of the Takeovers Code. The Executive may or may not grant such consent.

Remittances in respect of the H Shares tendered for acceptance and taken up by HEG under the
H Share Offer (after, if applicable, deducting the seller’s ad valorem stamp duty arising
therefrom and, if applicable, the fees payable to the Registrar in respect of lost or unavailable
H Share certificates) will be posted to the HEC H Shareholders by ordinary post at their own risk
as soon as possible, but in any event within seven business days (as defined in the Takeovers
Code) following the later of (i) the Unconditional Date and (ii) the date of receipt of a duly
completed Form of Acceptance by the Registrar in respect of the H Share Offer.

In compliance with the note to Rule 2.2 and Rule 15.3 of the Takeovers Code, where the H Share
Offer becomes or is declared unconditional in all respects, it should remain open for acceptance
for not less than 28 days thereafter. At least 14 days’ notice in writing must be given before the
H Share Offer is closed to the Independent Shareholders who have not accepted the H Share
Offer if the announcement to extend the H Share Offer does not state the next closing date. HEG
reserves the right to extend the H Share Offer beyond this 28-day period.
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10.

11.

It is expected that the voluntary withdrawal of listing of the H Shares from the Stock Exchange
would happen at 9:00a.m. on Wednesday, 19 June 2019, subject to the satisfaction of any
conditions for the Delisting from the Stock Exchange, and receipt of any regulatory approvals
required for such Delisting.

HEC H Shareholders whose names appear on the Registers on the Merger Effective Date shall
be entitled to receive the Merger Price under the Merger Agreement. In order to be qualified for
receiving the Merger Price under the Merger Agreement, all registration of transfer of HEC
Shares shall be recorded on the Registers not later than 4:30 p.m. on Tuesday, 18 June 2019.

— Vi —



NOTICE TO H SHAREHOLDERS IN THE UNITED STATES

The H Share Offer is subject to Hong Kong disclosure and procedural requirements, including
with respect to offer timetable, settlement procedures, timing of payments and withdrawal rights,
which are different from those applicable to tender offers carried out in the United States. Persons in
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“acting in concert”

“Announcement”

“Articles”
“associate(s)”

“Business Day”

“CCASS”

“Closing Date”

“Composite Document”

“concert parties”

“Conditions”

“Delisting”

“Disclosure Period”

“Dissenting HEC H
Shareholder(s)”

has the meaning given to it in the Takeovers Code, and
“parties acting in concert” shall be construed accordingly

the joint announcement dated 24 December 2018 jointly
issued by HEC and HEG

the existing articles of association of a company
has the meaning given to it in the Takeovers Code

a day on which the Stock Exchange is open for the transaction
of business

the Central Clearing and Settlement System established and
operated by HKSCC

20 May 2019, the first closing date of the H Share Offer as set
out in the section headed “Expected Timetable” in this
Composite Document, or any subsequent closing date as may
be announced by HEG and in compliance with the Takeovers
Code

this composite document jointly issued by HEG and HEC to
the HEC Shareholders in accordance with the Takeovers Code
and the Listing Rules

in respect of a person, persons acting in concert with such a
person

the conditions of the H Share Offer, as set out under the
paragraph headed “Conditions of the H Share Offer” in the
Letter from Citigroup and “Condition” means any of them

the voluntary withdrawal of the listing of the H Shares on the
Stock Exchange

the period beginning six months prior to the date of the
Announcement and ending with the Latest Practicable Date,
both dates inclusive



“Domestic Share(s)”

“Exclusive Financial Adviser” or
“Citigroup”

“Executive”

“Extraordinary General Meeting”

“Form of Acceptance”

“HEC”

“HEC Board”
“HEC Group”

“HEC H Shareholder(s)”

ordinary unlisted domestic shares with a nominal value of
RMB1.00 each in the issued share capital of HEC

Citigroup Global Markets Asia Limited, a company
incorporated in Hong Kong with limited liability and licensed
to carry on Type 1 (dealing in securities), Type 2 (dealing in
futures contracts), Type 4 (advising on securities), Type 5
(advising on futures contracts), Type 6 (advising on corporate
finance) and Type 7 (providing automated trading services)
regulated activities under the SFO, and the exclusive financial
adviser to HEG

the Executive Director of the Corporate Finance Division of
the SFC or any delegate of the Executive Director

the extraordinary general meeting of the HEC Shareholders
proposed to be convened and held, and any adjournment
thereof, in respect of the approval of the Merger Agreement
and the Merger as contemplated thereunder

the form of acceptance and transfer in respect of the H Share
Offer accompanying this Composite Document

Harbin Electric Company Limited (00000000 DOO
0), a joint stock company incorporated in the PRC with
limited liability, the H Shares of which are listed on the Main
Board of the Stock Exchange

the board of directors of HEC
HEC and its subsidiaries

registered holder(s) of H Shares, and, after Delisting, the



DEFINITIONS

“HKSCC”
“HK$” or “Hong Kong dollars”
“Hong Kong”

“H Share(s)”

“H Share Class Meeting”

“H Share Offer”

“H Share Offer Price”

“Independent Board Committee

“Independent Financial Adviser
or “Somerley”

“Independent Shareholders”

“Last Trading Day”

”

Hong Kong Securities Clearing Company Limited
Hong Kong dollars, the lawful currency of Hong Kong
the Hong Kong Special Administrative Region of the PRC

ordinary share(s) with a nominal value of RMB1.00 each in
the issued share capital of HEC which are listed on the Main
Board of the Stock Exchange

the extraordinary general meeting of the HEC H Shareholders
to be convened, and any adjournment thereof, for the purpose
of approving the Delisting, the Merger Agreement and the
Merger contemplated thereunder

the voluntary conditional offer to be made by the Exclusive
Financial Adviser on behalf of HEG to acquire all of the H
Shares

the cash offer price of the H Share Offer, being HK$4.56 per
H Share

the independent committee of the HEC Board comprising all
of the independent non-executive directors of HEC, being
Mr. YU Wen-xing, Mr. ZHU Hong-jie, Mr. HU Jian-min and
Mr. TIAN Min, which is formed to advise the Independent
Shareholders in relation to the H Share Offer, the Delisting,
the Merger Agreement and the Merger contemplated
thereunder

Somerley Capital Limited, the independent financial adviser
to the Independent Board Committee retained by HEC to
advise the Independent Board Committee in connection with
the H Share Offer pursuant to Rule 2.1 of the Takeovers Code,
the Delisting, the Merger Agreement and the Merger
contemplated thereunder, which is a corporation licensed to
carry on Type 1 (dealing in securities) and Type 6 (advising
on corporate finance) regulated activities under the SFO

the HEC H Shareholders (excluding HEC H Shareholders who
are exempt principal traders connected with HEG or HEC, if

any)

17 December 2018, being the last full trading day in the
H Shares immediately before the trading in the H Shares was
halted pending publication of the Announcement



DEFINITIONS

“Latest Practicable Date”

“Listing Rules”

“Merger Agreement”

“Merger Effective Date”

“Merger”

“Merger Conditions”

“Merger Price”

“NAV”

“NDRC”

“Offer Period”

“Overseas HEC H Shareholders”

“PRC”

“PRC Company Law”

15 March 2019, being the latest practicable date prior to the
issue of this Composite Document for the purpose of
ascertaining certain information contained in this Composite
Document

the Rules Governing the Listing of Securities on the Stock
Exchange (as amended from time to time)

the agreement entered into between HEG and HEC on
24 December 2018 in relation to the Merger

the date on which all the Merger Conditions are fulfilled or
waived (if applicable)

the proposed merger by absorption of HEC by HEG pursuant
to the PRC Company Law and other applicable PRC Laws as
contemplated under the Merger Agreement

the conditions in the Merger Agreement as set out in the
paragraph headed “CERTAIN PROVISIONS OF THE
MERGER AGREEMENT — 5. Merger Conditions” in
Appendix Il to this Composite Document, subject to which
the Merger will become effective

the Merger Price of HK$4.56 per H Share (which is equivalent
to the H Share Offer Price) payable in cash by HEG to the
then existing HEC H Shareholders recorded on the Registers
as at the Merger Effective Date

the unaudited consolidated net asset value of HEC as set out
in the published interim financial statements of HEC for the
six months ended 30 June 2018

National Development and Reform Commission of the PRC

has the meaning ascribed thereto in the Takeovers Code and
beginning on 24 December 2018, being the date of the
Announcement, until 4:00 p.m. on the Closing Date, or such
other time and/or date to which HEG may decide to extend the
H Share Offer in accordance with the Takeovers Code

HEC H Shareholders who are not residents in Hong Kong

the People’s Republic of China, excluding for the purposes of
this Composite Document, Hong Kong, Macau and Taiwan

the Company Law of the PRC as amended, supplemented or
otherwise modified from time to time



DEFINITIONS

“PRC Laws”

“Registers”

“Registrar”

“RMB”

“SAFE”

“SASAC”

“SFC"

LLSFO"

“Stock Exchange”

“Takeovers Code”

“Unconditional Date”

u%n

any and all laws, regulations, statutes, rules, decrees, notices,
and supreme court’s judicial interpretations as may be in force
and publicly available in the PRC from time to time

the registers of members of HEC

Hong Kong Registrars Limited at Shops 1712-1716,
17th Floor, Hopewell Centre, 183 Queen’s Road East, Wan
Chai, Hong Kong, the H Share registrar and transfer office of
HEC

Renminbi, the lawful currency of the PRC

State Administration of Foreign Exchange Heilongjiang
Branch

Stated-owned Assets Supervision and Administration
Commission of the State Council of the PRC

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Cap. 571 of the Laws of
Hong Kong)

The Stock Exchange of Hong Kong Limited

The Codes on Takeovers and Mergers and Share Buy-backs
published by the SFC

the date on which the H Share Offer becomes or is declared
unconditional in all respects

per cent.



LETTER FROM CITIGROUP

20 March 2019
To the Independent Shareholders
Dear Sir or Madam

(1) VOLUNTARY CONDITIONAL OFFER BY CITIGROUP ON BEHALF OF
HEG TO ACQUIRE ALL OF THE ISSUED H SHARES IN HEC

(2) PROPOSED VOLUNTARY WITHDRAWAL OF LISTING OF
THE H SHARES OF HEC

(3) PROPOSED MERGER BY ABSORPTION OF HEC BY HEG

INTRODUCTION

On 24 December 2018, HEG Board and HEC Board jointly announced that the Exclusive
Financial Adviser, on behalf of HEG, firmly intended to make a voluntary conditional cash offer to
acquire all the issued H Shares.

The H Share Offer is subject to the fulfilment or waiver, as applicable, of a number of Conditions
as set out in this Composite Document, including the approval of the voluntary withdrawal of the
listing of the H Shares on the Stock Exchange by the Independent Shareholders at the H Share Class
Meeting and the approval of the Merger Agreement and the Merger contemplated thereunder by the
requisite votes of HEC Shareholders in the H Share Class Meeting and the Extraordinary General
Meeting.

On 24 December 2018, HEG Board and HEC Board jointly announced that, HEG entered into the
Merger Agreement with HEC. If the Merger is implemented and completed, HEC will be merged and
absorbed into HEG in accordance with Article 172 of the PRC Company Law and other applicable PRC
Laws.

The effectiveness of the Merger is subject to the fulfilment or waiver, as applicable, of a number
of Merger Conditions as set out in the Merger Agreement, including the completion of the H Share
Offer and the voluntary withdrawal of the listing of the H Shares on the Stock Exchange.

This letter forms part of this Composite Document and sets out certain background information
on HEG, explains why HEG is making the H Share Offer and entering into the Merger Agreement and
the intention in relation to the HEC Group.

The details of (a) the terms of the H Share Offer are set out in the “Letter from Citigroup” in
this Composite Document, (b) the procedures for acceptance of the H Share Offer are set out in
Appendix | to this Composite Document and in the accompanying Form of Acceptance; (c) the
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summary of the terms and important information of the Merger Agreement are set out in Appendix 11
to this Composite Document; and (d) the meetings to be convened for approving the Delisting (if
applicable) and the Merger Agreement and the Merger contemplated thereunder are set out in the
section headed “The Extraordinary General Meeting and the H Share Class Meeting” in the “Letter
from the HEC Board” in this Composite Document.

Terms defined in this Composite Document have the same meaning when used in this letter.
THE H SHARE OFFER
1. Consideration for the H Share Offer

The H Share Offer will be made by the Exclusive Financial Adviser on behalf of HEG on the
following basis:

For each H Share . . . ... ... ... . . e HK$4.56 in cash

The H Share Offer Price was determined after taking into account the closing price of the H
Shares for the last three years immediately prior to and including 17 December 2018 (being the Last
Trading Day) and publicly available financial information of HEC.

HEG will not increase the H Share Offer Price for the H Share Offer as set out above.
Shareholders and potential investors of HEC should be aware that, following the making of this
statement, HEG does not reserve the right to increase the H Share Offer Price.

2. Comparisons of value
The H Share Offer Price offered under the H Share Offer represents:

(a) a premium of approximately 10.68% over the closing price of HK$4.12 per H Share as
quoted on the Stock Exchange on 15 March 2019 (being the Latest Practicable Date);

(b) a premium of approximately 82.40% over the closing price of HK$2.50 per H Share as
quoted on the Stock Exchange on 17 December 2018 (being the Last Trading Day);

(c) a premium of approximately 80.52% over HK$2.53 which is the average closing price per
H Share as quoted on the Stock Exchange for the five consecutive trading days up to and
including 17 December 2018;

(d) a premium of approximately 80.02% over HK$2.53 which is the average closing price per
H Share as quoted on the Stock Exchange for the 10 consecutive trading days up to and
including 17 December 2018;

(e) a premium of approximately 77.50% over HK$2.57 which is the average closing price per
H Share as quoted on the Stock Exchange for the 30 consecutive trading days up to and
including 17 December 2018;



LETTER FROM CITIGROUP

(f) a premium of approximately 85.64% over HK$2.46 which is the average closing price per
H Share as quoted on the Stock Exchange for the 60 consecutive trading days up to and
including 17 December 2018;

(g) a premium of approximately 84.96% over HK$2.47 which is the average closing price per
H Share as quoted on the Stock Exchange over the 180 consecutive trading days up to and
including 17 December 2018; and

(h) a discount of approximately 55.98% to the unaudited consolidated NAV of HEC of
approximately RMB8.73 per H Share (equivalent to approximately HK$10.36 per H Share
based on the exchange rate of RMB1:HK$1.1861) as at 30 June 2018.

3. Highest and lowest prices

During the Disclosure Period , the highest and lowest closing prices per H Share recorded on the
Stock Exchange were HK$4.24 on 24 January 2019 and HK$2.20 on 11 September 2018, respectively.

4, Consideration

Based on the H Share Offer Price of HK$4.56 per H Share and 675,571,000 H Shares in issue
as at the date of this Composite Document, the maximum value of the H Share Offer (assuming the
H Share Offer is accepted in full and there is no change in the share capital of HEC) is approximately
HK$3,080.60 million. The consideration will be paid in cash.

5. Settlement of consideration

Settlement of consideration in respect of acceptance of the H Share Offer will be made as soon
as possible but in any event within seven Business Days of (i) the date of receipt of a complete and
valid acceptance in respect of the H Share Offer; or (ii) the Unconditional Date, whichever is later.

CONDITIONS OF THE H SHARE OFFER

Conditions of the H Share Offer

The H Share Offer is subject to the fulfilment or waiver, as applicable, of the following
conditions:

(a) the passing of resolutions by way of poll approving the voluntary withdrawal of the listing
of the H Shares on the Stock Exchange at the H Share Class Meeting to be convened for
this purpose by the Independent Shareholders, provided that:

(i) approval is given by at least 75% of the votes attaching to the H Shares held by the
Independent Shareholders that are cast either in person or by proxy at the H Share
Class Meeting; and



(b)

(c)

(d)

(e)

(f)

(ii) the number of votes cast (by way of poll) against the resolutions is not more than 10%
of the votes attaching to all of the H Shares held by the Independent Shareholders;

minimum valid acceptances of the H Share Offer being received (and not, where permitted,
withdrawn) by 4:00 p.m. on the Closing Date (or such later time or date as HEG may,
subject to the Takeovers Code, decide) amounting to at least 90% of the H Shares in issue;

the approvals or filing procedures from the PRC government and/or regulatory bodies such
as SASAC, NDRC and SAFE in relation to the H Share Offer having been obtained or
completed and remaining in full force and effect pursuant to the provisions of relevant laws
and regulations in the PRC;

no relevant government, governmental, quasi-governmental, statutory or regulatory body,
court or agency having granted any order or made any decision that would make the H Share
Offer void, unenforceable or illegal, or restrict or prohibit the implementation of, the H
Share Offer (other than such orders or decisions that would not have a material adverse
effect on the legal ability of HEG to proceed with or consummate the H Share Offer);

no relevant government, governmental, quasi-governmental, statutory or regulatory body,
court or agency having imposed any additional material conditions or obligations with
respect to, the H Share Offer (other than such orders or decisions that would not have a
material adverse effect on the legal ability of HEG to proceed with or consummate the H
Share Offer);

the business licence of HEC remaining in full force and effect; and
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In addition to the Conditions set out above, the H Share Offer is made on the basis that
acceptance of the H Share Offer by any person will constitute a warranty by such person or persons
to HEG that the H Shares acquired under the H Share Offer are sold by such person or persons free
from all third party rights, liens, charges, equities, adverse interests and encumbrances whatsoever and
together with all rights attaching thereto as at the date of the Announcement or subsequently becoming
attached to them, and including the right to receive all dividends (whether final or interim) and other
distributions, if any, declared, made or paid on or after the date of this Composite Document.

Pursuant to Rule 35.3 of the Takeovers Code, securities owned by an exempt principal trader
connected with HEG shall not be assented to the H Share Offer until the H Share Offer becomes or
is declared unconditional as to acceptances. In addition, pursuant to Rule 35.4 of the Takeovers Code,
securities owned by an exempt principal trader connected with HEG or HEC shall not be voted at the
Extraordinary General Meeting and the H Share Class Meeting.

The H Share Offer will be made in compliance with the Takeovers Code, which is administered
by the Executive.

COMPLETION OF THE H SHARE OFFER

If the Conditions are not satisfied (or not waived, where applicable) on or before the
Unconditional Date, the H Share Offer will lapse. HEG and HEC will issue an announcement in
relation to the extension or lapse of the H Share Offer or the fulfilment (or, if permissible, waiver)
of the Conditions in accordance with the Takeovers Code and the Listing Rules. The latest time on
which HEG can declare the H Share Offer unconditional as to acceptance is 7:00 p.m. on the 60th day
after the posting of the Composite Document (or such later date to which the Executive may consent).

MERGER BY ABSORPTION OF HEC BY HEG

The Merger Agreement

On 24 December 2018, HEG and HEC entered into the Merger Agreement, pursuant to which,
HEC will be merged and absorbed into HEG in accordance with the PRC Company Law and other
applicable PRC Laws. The Merger will be implemented and completed by going through the following
major processes after the completion of the H Share Offer, the Delisting and the fulfilment or waiver
(if applicable) of other Merger Conditions, namely (i) HEG will pay a Merger Price of HK$4.56 per
H Shares (other than those owned by HEG) in cash to the then existing HEC H Shareholders recorded
on the Registers as at the Merger Effective Date; and (ii) HEC will be de-registered in accordance with
the PRC Company Law, the Administrative Regulations of the PRC Governing the Company
Registration and relevant legal provisions.

Consequently, HEC will cease to exist as a separate legal entity, which will be merged and
absorbed into HEG. As a result of the Merger, the assets and liabilities (together with the rights and
obligations attached to such assets), business, employees, contracts of HEC will be assumed by HEG
as the surviving corporation.
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For details in relation to the arrangement by which the Dissenting HEC H Shareholders could
request for acquisition of their delisted H Shares at a “fair price”, please refer to the section headed
“CERTAIN PROVISIONS OF THE MERGER AGREEMENT — 3. Right of the Dissenting HEC H
Shareholder(s)” as set out in Appendix Il to this Composite Document.

For details of the Merger Agreement, including but not limited to the major terms of the Merger
Agreement, the Merger Conditions, the completion of the Merger Agreement, the payment of Merger
Price, the compulsory deregistration and right of the Dissenting HEC H Shareholders, please refer to
the summary of the terms and important information of the Merger Agreement as set out in Appendix
Il to this Composite Document.

Merger Conditions

The Merger will become effective upon the fulfilment (or waiver, as applicable) of the following
Merger Conditions:

(a) the approval of the Merger Agreement and the Merger contemplated thereunder by more
than two-thirds of the votes attaching to the HEC Shares held by HEC Shareholders that are
cast either in person or by proxy at the Extraordinary General Meeting having been
obtained pursuant to the Articles of HEC;

(b) the passing of resolutions by way of poll approving the Merger Agreement and the Merger
contemplated thereunder at the H Share Class Meeting to be convened for this purpose by
the Independent Shareholders, provided that:

(i) approval is given by at least 75% of the votes attaching to the H Shares held by the
Independent Shareholders that are cast either in person or by proxy at the H Share
Class Meeting; and

(ii) the number of votes cast against the resolutions is no more than 10% of the votes
attaching to all H Shares held by the Independent Shareholders;

(c) the approvals or filings from the PRC authorities, Hong Kong or other government and
regulatory agencies, as applicable, in relation to the Merger have been obtained and
remaining in full force and effect, including but not limited to the approvals or filings of
SASAC, NDRC and SAFE;

(d) no relevant government, governmental, quasi-governmental, statutory or regulatory body,
court or agency having granted any order or made any decision that would make the Merger
void, unenforceable or illegal, or restrict or prohibit the implementation of the Merger
(other than such orders or decisions that would not have a material adverse effect on the
legal ability of HEG or HEC to proceed with or consummate the Merger);
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(e) no relevant government, governmental, quasi-governmental, statutory or regulatory body,
court or agency having imposed any additional material conditions or obligations with
respect to, the Merger (other than such orders or decisions that would not have a material
adverse effect on the legal ability of HEG or HEC to proceed with or consummate the
Merger); and

(f) the completion of the H Share Offer, and HEC has submitted the Delisting application to
the Stock Exchange and such Delisting has become effective pursuant to the Listing Rules.

HEG reserves the right to waive the Merger Condition (e) above. HEC does not have the right
to waive any of the Merger Conditions to the Merger. Apart from Condition (e) above, the other
Merger Conditions to the Merger cannot be waived.

The Merger Agreement will become effective upon its execution by the parties, and the parties
thereof will be bound by the Merger Agreement and are obligated to perform obligations under the
Merger Agreement.

The approvals or filings from/with SASAC, NDRC and SAFE under the Merger Condition (c)
have already been obtained and/or completed as at the date of the Announcement. The other Merger
Conditions shall be fulfilled or waived on or before 31 December 2019 (or such later date as HEG and
HEC may agree), otherwise the Merger will lapse.

The Merger will be implemented under the Merger Agreement upon the fulfilment or waiver (as
applicable) of the following conditions on or before 31 December 2019 (or such later date as HEG and
HEC may agree). Any part or all of the following conditions may be partially or fully waived to the
extent permitted by the relevant laws:

(a) as at the Merger Effective Date, representations and warranties made by HEG and HEC
shall not contain mistakes or omissions which will have a material adverse effect to the
Merger; and

(b) as at the Merger Effective Date, HEG and HEC shall have been complied in all material
respects with their respective representations and warranties made under the Merger
Agreement, and to the extent that there is failure to comply, such non-compliance does not
have a material impact on the Merger.

WARNING

The Independent Shareholders are reminded that if they do not accept the H Share Offer
and the H Share Offer subsequently becomes unconditional in all respects and the H Shares are
delisted from the Stock Exchange, this will result in the Independent Shareholders holding
securities that are not listed on the Stock Exchange.



If the Merger is implemented under the Merger Agreement, HEG will pay a Merger Price
of HK$4.56 per H Share in cash to the then existing HEC H Shareholders recorded on the
Registers as at the Merger Effective Date, within seven Business Days after the Merger Effective
Date. After payment of the Merger Price had been made, the relevant rights attaching to such H
Shares shall be deemed as cancelled.

If the Merger is not implemented under the Merger Agreement, HEG will not be obliged to
pay the Merger Price to then existing HEC H Shareholders. Under the circumstance that the H
Share Offer has become unconditional in all respects and the H Shares have been delisted from
the Stock Exchange, the then Independent Shareholders will be holding securities that are not
listed on the Stock Exchange.

REASONS FOR AND BENEFITS OF THE H SHARE OFFER, THE DELISTING AND THE
MERGER

Despite the continued growth of energy demand nationally and globally, the operating
environment for power-generating equipment manufacturing and construction companies has become
increasingly challenging, due to a combination of fierce market competition and an increasing focus
on clean and renewable forms of generation at the expense of thermal generation. In the PRC, the share
of total generation capacity additions by thermal power continues to decline, while hydropower has
maintained moderate growth and other forms of mainstream renewable generation such as wind power
and solar power are expected to continue to gain market share. HEC, being primarily engaged in the
manufacturing of thermal power and hydropower main equipment, has therefore faced increasing
pressure over its sales and profitability in the prevailing market environment. For the year ended 31
December 2018, HEC recorded operating revenue of RMB25,879.46 million, representing a decrease
of 17.95% as compared with the same period in 2017 and net profit attributable to the HEC
Shareholders of RMB71.32 million, representing a decrease of 63.28% over the same period in 2017.

The H Share Offer, the Delisting and the Merger, if successful, will reduce the costs through the
simplification of the corporate structure and dispensation of costs associated with compliance and
maintaining the listing status of HEC. The Merger of HEC by HEG, if successful, can fully integrate
the underlying assets and liabilities of HEC by HEG, so as to optimise their corporate structure,
enhance management effectiveness, and promote business integration and future development of HEG
and its subsidiaries.

HEG also believes that the H Share Offer, the Delisting and the Merger provide a compelling
opportunity for Independent Shareholders to dispose of their H Shares, for the following reasons:

(a) Attractive premium: the H Share Offer Price of HK$4.56 per share represents a premium
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Price commands a premium of approximately 67.03% over the highest closing price during
the 180 calendar days period preceding and including 17 December 2018, being the Last
Trading Day while it represents a discount of approximately 55.98% to the unaudited
consolidated NAV of HEC as at 30 June 2018.

(b) Certain and immediate value for the H Shares with limited liquidity: the H Share Offer
provides an attractive opportunity for the HEC H Shareholders to dispose of their H Shares
expeditiously and receive cash at a price significantly above the prevailing market price,
particularly in light of the persistent and significant underperformance of the share price for
the past three years. Given the limited liquidity of the H Shares, not only it will limit or
even eliminate HEC’s ability to raise funds in the equity capital markets for future
development and growth, it is also extremely challenging for the HEC H Shareholders to
monetize their H Shares in the stock market without adversely affecting the market price
of the H Shares. The H Share Offer also offers the HEC H Shareholders an opportunity, if
they so wish, to realise their investments in HEC and invest the monies received in
alternative investments with higher liquidity.

(c) Avoid holding unlisted shares: assuming the H Share Offer becomes unconditional, HEC
will make an application for the listing of the H Shares to be withdrawn from the Stock
Exchange in accordance with Rule 6.12 of the Listing Rules. If the H Shares are delisted
from the Stock Exchange, the H Shares will become securities that are not listed or quoted
on any stock exchange and the liquidity of the H Shares may be severely reduced.

INTENTION IN RELATION TO HEC AND HEG

It is the intention of HEG that it will continue to carry on its current business. HEG is the pioneer
in establishing the largest research and manufacturing base for power-generating equipment, marine
engines, power-driven equipment and export base for complete set of equipment in the PRC.

While HEG does not intend to introduce any major changes to the existing business of HEC
(including any redeployment of the fixed assets of HEC) after the completion of the H Share Offer and
the Merger, HEG does not rule out the possibility of any changes in the future if and when it thinks
needed in order to benefit HEC.

HEG does not intend to make any significant changes to the continued employment of the
employees of HEC. Following completion of the Merger, the employment contracts of all employees
of HEC will continue with HEG as the surviving corporation. HEG and all of its rights, privileges,
exemptions and permits will not be affected by the Merger.

1.  Voluntary Withdrawal of Listing of the H Shares

HEG has no right under the laws of the PRC and the HEC’s Articles to compulsorily acquire the
H Shares that are not tendered for acceptance pursuant to the H Share Offer. HEG has applied to the

— 14 —
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Executive for, and the Executive has granted, a waiver from the requirements under Rule 2.2(c) of the
Takeovers Code, which requires a resolution of the independent shareholders to approve a delisting
to be made subject to the offeror(s) being entitled to exercise, and exercising, its/their rights of
compulsory requirements.

Upon the H Share Offer becoming unconditional, HEC will make an application for the voluntary
withdrawal of the listing of the H Shares on the Stock Exchange in accordance with Rule 6.12 of the
Listing Rules.

Accordingly, the Independent Shareholders are reminded that if they do not accept the H
Share Offer and the H Share Offer subsequently becomes unconditional in all respects and the
H Shares are delisted from the Stock Exchange, and assuming the Merger does not proceed, this
will result in the Independent Shareholders holding securities that are not listed on the Stock
Exchange. In addition, HEC may or may not continue to be subject to the Takeovers Code after
the completion of the H Share Offer depending on whether HEC remains as a public company
thereafter.

The HEC Shareholders will be notified by way of an announcement of the dates of the last day
for dealing in the H Shares and on which the voluntary withdrawal of the listing of the H Shares on
the Stock Exchange will become effective.

Once all of the Conditions have been either satisfied or, waived (if applicable) by HEG, the H
Share Offer will be declared unconditional and the H Share Offer will be extended for a subsequent
period of not less than 28 days in order to allow sufficient time for those HEC H Shareholders who
have not initially accepted the H Share Offer to accept the H Share Offer.

2.  Merger by Absorption of HEC

Subject to the completion of the H Share Offer, the Delisting and the fulfilment or waiver (if
applicable) of other Merger Conditions, the Merger will be implemented and completed, pursuant to
which, HEC will be merged and absorbed into HEG in accordance with the PRC Company Law and
other applicable PRC Laws. HEC will be de-registered in accordance with the PRC Company Law, the
Administrative Regulations of the PRC Governing the Company Registration and relevant legal
provisions; and HEC will cease to exist as a separate legal entity, which will be merged and absorbed
into HEG. As a result of the Merger, the assets and liabilities (together with the rights and obligations
attached to such assets), business, employees, contracts of HEC will be assumed by HEG as the
surviving corporation.

CONFIRMATION OF FINANCIAL RESOURCES IN RESPECT OF THE H SHARE OFFER

HEG intends to satisfy the consideration required for the H Share Offer by a combination of cash
from its internal resources and a loan facility obtained by it.
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Citigroup, the Exclusive Financial Adviser to HEG in respect of the H Share Offer, is satisfied
that sufficient financial resources are available to HEG to satisfy full acceptance of the H Share Offer.

INFORMATION OF HEG

HEG is a wholly state-owned company established on 6 October 1994, under the PRC Laws with
approval from SASAC. HEG is the controlling shareholder of HEC and owned approximately 60.41%
of the issued capital of HEC as at the Latest Practicable Date, and is the pioneer in establishing the
largest research and manufacturing base for power-generating equipment, marine engines,
power-driven equipment and export base for complete set of equipment in the PRC.

ADDITIONAL INFORMATION

In considering what action to take in connection with the H Share Offer, the Delisting and the
Merger Agreement and the Merger contemplated thereunder, you should consider your own tax
position and, if you are in any doubt, you should consult your professional advisers.

In making your decision, the Independent Shareholders must rely on their own examination of
the terms of the H Share Offer, the Delisting and the Merger Agreement and the Merger contemplated
thereunder, including the merits and risks involved. Independent Shareholders should consult their
own professional advisers for professional advice.

You are also urged to read carefully (a) the letter from the HEC Board from pages 17 to 24 of
this Composite Document; (b) the letter from the Independent Board Committee from pages 25 to 26
of this Composite Document; (c) the letter from the Independent Financial Adviser from pages 27 to
59 of this Comp