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REPORT OF THE DIRECTORS

The Board of Directors of Harbin Electric Company Limited (the “Company”) is 
pleased to announce the operating results of the Company and its subsidiaries (the 
“Group”) for the six months ended 30 June 2012, which were prepared in accordance 
with accounting principles generally accepted in Hong Kong. Such operating results 
have not been audited but have been reviewed by Crowe Horwath (HK) CPA Limited.

OPERATING RESULTS

For the six months ended 30 June 2012, the Group recorded a turnover of 
RMB11,163.08 million from its principal business activities, a decrease of 23.62% 
as compared with the same period last year; and a net profit attributable to the 
equity shareholders of the Company of RMB701.03 million, an increase of 21.42% 
as compared with the same period last year. Earnings per share were RMB0.51, 
an increase of RMB0.09 as compared with the same period last year. Net assets at 
the end of the period attributable to the equity shareholders of the Company were 
RMB11,120.21 million, an increase of RMB518.59 million over the beginning of 
the year; and net assets per share were RMB8.08, an increase of RMB0.38 over the 
beginning of the year. The increase in profit of Group during the period was mainly 
attributable to the improvement in gross profit margin and the fair value gains on 
trading securities.

INTERIM DIVIDEND

The Board does not recommend an interim dividend for the six months ended 30 June 
2012.

BUSINESS REVIEW

In the first half of 2012, the European debt crisis has been increasingly threatening the 
global economy and adding its uncertainty and instability.
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China’s economic growth maintained at an expected rate, posting a year on year 
increase of 7.8% in GDP growth. The PRC government insisted upon its general 
direction of progress amid stability to achieve balance among stable development, 
structural adjustment and curbing inflation, and put more efforts on its austerity 
measures to ensure a steady overall economic development. In the first half of the 
year, the demand and supply for power in China remained stable. Power consumption 
across China suffered substantial decline and only recorded a year on year increase of 
5.5%. Investment in power business nationwide posted a year on year increase of 2.3%, 
while investment in wind power and thermal power recorded a year on year decrease 
of 37.3% and 16.8% respectively. The proportion of investment in thermal power has 
been decreased by 4.7 percentage points over the same period last year. Investment 
in nuclear power also recorded a year on year decrease of 5.1%. The newly installed 
capacity nationwide has reached 25,850MW, representing a year on year decrease of 
8,920MW, which was mainly attributable to the year on year decrease of 7,440MW 
in thermal power.

Facing with a complex and volatile economic environment and highly competitive 
market, the Group formulates its strategies and strives for keeping in line with the 
“Twelfth Five Year Plan”, enhancing customer satisfaction and adjusting its structure, 
improving its management and execution efficiency, so as to make notable progress in 
all aspects, realize its goal of enhancing efficiency and maintain steady development.

NEW CONTRACTS

During the first half of the year, the value of new contracts secured by the Group 
amounted to RMB24.502 billion, which was approximate to that of the same period 
last year, in which thermal power accounted for 44.30%; hydropower accounted 
for 7.15%; power plant engineering services accounted for 11.01%; nuclear power 
accounted for 11.75%; steam power accounted for 6.50%; wind power accounted for 
3.63%; and others accounted for 15.66%.

PRODUCTION AND SERVICES

The total output of the Group’s power equipment during the first half of the year 
remained at a relatively high level, posting a year on year increase of 9.74%, among 
which were 30 water turbine generators with a total capacity of 3,358.65MW, 
representing a year on year increase of 20.01%; and 24 steam turbine generators 
with a total capacity of 9,195MW, representing a year on year increase of 6.41%. 
In addition, due to delay in construction and unstable delivery schedule of certain 
projects, the output of 21 steam turbines for power plants with a total capacity of 
8,160MW has recorded a year on year decrease of 22.03%, while 18 utility boilers 
with a total capacity of 6,215MW has recorded a year on year decrease of 51.10%.
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TURNOVER AND COST

As at 30 June 2012, the Group recorded a turnover of RMB11,163.08 million from its 
principal business activities, a decrease of 23.62% as compared with the same period 
last year. In particular, turnover of thermal power main equipment business was 
RMB6,539.34 million, a decrease of 34.20% as compared with the same period last 
year. Turnover of hydropower main equipment was RMB1,734.51 million, an increase 
of 21.03% as compared with the same period last year. Turnover of power plant 
engineering services was RMB1,499.26 million, a decrease of 14.47% as compared 
with the same period last year. Turnover of ancillary equipment for power stations was 
RMB392.36 million, a decrease of 5.07% as compared with the same period last year. 
Turnover of AC/DC motors and other products and services was RMB997.61 million, 
a decrease of 7.33% as compared with the same period last year.

During the period, the Group recorded a turnover of export of RMB1,710.25 million, 
accounting for 15.32% of the turnover of the principal business activities. The export 
was mainly to India and Pakistan.

During the period, the cost of the principal business activities of the Group was 
RMB8,741.62 million, a decrease of 27.94% as compared with the same period last 
year, which was higher than the decline in turnover of its principal businesses.

GROSS PROFIT AND GROSS PROFIT MARGIN

As at 30 June 2012, the Group’s gross profit from its principal business activities was 
RMB2,421.46 million, a decrease of 2.47% as compared with the same period last 
year. The gross profit margin was 21.69%, an increase of 4.7 percentage points as 
compared with the same period last year.

Among them, the gross profit from thermal power main equipment was RMB1,412.47 
million and the gross profit margin was 21.60%, an increase of 5.06 percentage 
points as compared with the same period last year. The gross profit from hydropower 
main equipment was RMB616.81 million and the gross profit margin was 35.56%, an 
increase of 6.15 percentage points as compared with the same period last year. The 
gross profit from power plant engineering services was RMB111.77 million and the 
gross profit margin was 7.46%, a decrease of 2.03 percentage points as compared with 
the same period last year. The gross profit from ancillary equipment for power stations 
was RMB167.60 million and the gross profit margin was 42.72%, an increase of 18.12 
percentage points as compared with the same period last year. The gross profit from 
AC/DC motors and other products and services was RMB112.81 million and the gross 
profit margin was 11.31%, a decrease of 2.6 percentage points as compared with the 
same period last year.
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EXPENSES DURING THE PERIOD

As at 30 June 2012, the Group’s operational and administrative expenses amounted 
to RMB1,786.04 million, an increase of RMB177.01 million or 11.00% as compared 
with the same period last year.

ASSETS AND LIABILITIES

As at 30 June 2012, the total assets of the Group amounted to RMB51,662.67 million, 
an increase of RMB1,266.62 million or 2.51% over the beginning of the year, among 
which the current assets were RMB43,720.04 million, representing 84.63% of the total 
assets, and the non-current assets were RMB7,942.63 million, representing 15.37% of 
the total assets.

The total liabilities of the Group amounted to RMB38,627.87 million, an increase of 
RMB755.05 million over the beginning of the year, among which the total current 
liabilities were RMB28,700.27 million, representing 74.30% of the total liabilities, and 
the total non-current liabilities were RMB9,927.60 million, representing 25.70% of the 
total liabilities. As at 30 June 2012, the gearing ratio of the Group was 74.77%.

DEPOSITS AND CASH FLOW

As at 30 June 2012, the bank deposits and cash of the Group amounted to 
RMB6,213.61 million, a decrease of RMB2,305.67 million over the beginning of 
the year, among which the time deposits amounted to RMB410.18 million. During 
the period, net cash outflow from operating activities of the Group amounted 
to RMB1,675.16 million, net cash inflow from financing activities amounted to 
RMB185.90 million, and net cash outflow from investment activities amounted to 
RMB979.19 million.
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FUNDING AND BORROWINGS

The Group has three major funding sources for operation and development, namely 
shareholder’s funds, trade receivables from customers and bank borrowings. The Group 
arranges borrowings for each specific project. Except for some special situations, loans 
will be raised individually by the Group’s subsidiaries. However, prior approval from 
the parent company is required in respect of borrowings raised for capital investments. 
As at 30 June 2012, the Group’s total borrowings amounted to RMB1,768.13 million, 
of which amount borrowed from various commercial banks and the state’s policy banks 
with interest rates stipulated by the state amounted to RMB1,250.42 million. Among 
the Group’s borrowings, the amount due within one year was RMB614.10 million, an 
increase of RMB32.48 million over the beginning of the year. The amount of the Group’s 
borrowings due after one year was RMB1,154.03 million, a decrease of RMB160.22 
million over the beginning of the year. The amounts received in advance were 
RMB12,942.11 million, a decrease of RMB878.69 million over the beginning of the year.

GEARING RATIO

As at 30 June 2012, gearing ratio of the Group (calculated as non-current liabilities 
over total shareholders’ equity) was 0.89:1 as compared to 0.83:1 at the beginning of 
the year.

INCOME TAX

According to the provisions of Administrative Measures with regard to the Recognition 
of High and New Technology Enterprises (《高新技術企業認定管理辦法》) 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 
(《高新技術企業認定管理工作指引》) jointly issued by the Ministry of Science and 
Technology, the Ministry of Finance and the State Administration of Taxation on 8 July 
2008, the Company and its major subsidiaries were re-recognized as High and New 
technology enterprises, which entitles the Company to a 15% preferential income tax 
rate.

STAFF

As at 30 June 2012, the employees of the Group totaled at 19,874.
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PROSPECTS

In the second half of 2012, the feeble recovery and depression of the global economy 
continues, while demand and risks coexist in the international power market. The 
PRC government stays alert on major conflicts and issues arising from economic 
development and is well poised to remain adamant on its stance of striving for steady 
progress. As for macro measures, the PRC government has established “optimizing 
energy structure, promoting environmental-friendly and efficient usage of conventional 
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The Board sincerely appreciates the continuous support and trust from all shareholders 
and the efforts of the management and all employees. I am fully confident in the 
Company’s future development.

THE SHAREHOLDINGS OF SUBSTANTIAL SHAREHOLDERS

As at 30 June 2012, the total issued share capital of the Company was 1,376,806,000 
shares. The shareholdings of substantial shareholders were as follows:

Name of 
Shareholders

Class of
Shares

Number
of Shares

Percentage
to total share

capital Position held
(%)

Harbin Electric
 Corporation

State-owned
 shares

701,235,000 50.93% Long position

HKSCC Nominees
 Limited

H shares 651,562,597 47.32% Long position

DIRECTORS’, SUPERVISORS’ AND SENIOR MANAGEMENT’S 
INTERESTS IN SHARE CAPITAL

As at 30 June 2012, none of the Directors, Supervisors and senior management of 
the Company and their associates had any interest and short position in the shares, 
underlying shares and debentures of the Company or any of its associated corporations 
(within the meaning of Part XV of the SFO).

MODEL CODE

The Company, having made specific enquiry, confirms that all Directors have 
complied with the provisions of the Model Code set out in Appendix 10 of the Listing 
Rules throughout the period.
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PURCHASE, SALE AND REDEMPTION OF THE COMPANY’S LISTED 
SECURITIES

During the period, neither the Company nor any of its subsidiaries had purchased, 
sold or redeemed any of the Company’s listed securities.

CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has currently and at all times during the accounting period complied 
with the provisions of the Corporate Governance Code and Corporate Governance 
Report set out in Appendix 14 of the Listing Rules of the Stock Exchange.

THE AUDIT COMMITTEE

The members of audit committee of the Company include Li He-jun, Liu Deng-qing 
and Duan Hong-yi. The Board’s audit committee has reviewed these interim results.

THE AUDITOR

The Board of the Company appointed Crowe Horwath (HK) CPA Limited as the 
auditor for the interim period of the year 2012 according to the authority granted at 
the general meeting. The auditor has reviewed these interim results.

SHAREHOLDERS’ MEETING

The 2011 annual general meeting of the Company was convened in Harbin, PRC on 
17 May 2012 and the results of which have been published on the Hong Kong Stock 
Exchange website and the Company’s website.
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DOCUMENTS AVAILABLE FOR INSPECTION

The office of the Company is located at Block B, 39 Sandadongli Road, Xiangfang 
District, Harbin, the PRC, at where the Articles of Association of the Company and the 
original copies of the interim report and reviewed financial statements as at 30 June 
2012 will be available for inspection.

By order of the Board
Gong Jing-kun

Chairman

Harbin, PRC, 16 August 2012

As at the date of this report, the non-executive Directors of the Company are Mr. Gong 
Jing-kun, Mr. Zou Lei and Mr. Duan Hong-yi; the executive Directors are Mr. Wu Wei-
zhang and Mr. Shang Zhong-fu; and the independent non-executive Directors are Mr. 
Sun Chang-ji, Mr. Jia Cheng-bing, Ms. Li He-jun, Mr. Yu Bo and Mr. Liu Deng-qing.
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SCOPE OF REVIEW

We conducted our review in accordance with Hong Kong Standard on Review 
Engagements 2410 “Review of Interim Financial Information Performed by the 
Independent Auditor of the Entity” issued by the Hong Kong Institute of Certified 
Public Accountants. A review of interim financial information consists of making 
inquiries, primarily of persons responsible for financial and accounting matters, and 
applying analytical and other review procedures. A review is substantially less in 
scope than an audit conducted in accordance with Hong Kong Standards on Auditing 
and consequently does not enable us to obtain assurance that we would become 
aware of all significant matters that might be identified in an audit. Accordingly we do 
not express an audit opinion.

CONCLUSION

Based on our review, nothing has come to our attention that causes us to believe 
that the interim financial information is not prepared, in all material respects, in 
accordance with HKAS 34.

Crowe Horwath (HK) CPA Limited
Certified Public Accountants
Hong Kong, 16 August 2012

Lau Kwok Hung
Practising Certificate No.: P04169
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL 
STATEMENTS
30 JUNE 2012

1. GENERAL INFORMATION

The Company was established as a joint stock company in the People’s Republic 
of China (the “PRC”) and its H shares are listed on The Stock Exchange of 
Hong Kong Limited. Its parent and ultimate parent company is Harbin Electric 
Corporation (“HE”), a state-owned enterprise established in the PRC. The 
addresses of the registered office and principal place of business of the Company 
are disclosed in the “Information on the Company” section of the interim report.

The condensed consolidated financial statements have been prepared in 
accordance with the applicable disclosure requirements of Appendix 16 to the 
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong 
Limited (the “Listing Rules”) and with Hong Kong Accounting Standard (“HKAS”) 
34 “Interim Financial Reporting” issued by the Hong Kong Institute of Certified 
Public Accountants (the “HKICPA”). The condensed consolidated financial 
statements are presented in Renminbi (“RMB”), rounded to the nearest thousand 
unless otherwise indicated. RMB is the Company’s functional and presentation 
currency.

These condensed consolidated financial statements are unaudited, but have been 
reviewed by Crowe Horwath (HK) CPA Limited in accordance with Hong Kong 
Standard on Review Engagements 2410 “Review of Interim Financial Information 
Performed by the Independent Auditor of the Entity” issued by the HKICPA.

The principal activities of the Company and its subsidiaries are mainly engaged 
in manufacturing and sales of various kinds of power equipments and provision 
of power station engineering services.

2. SIGNIFICANT ACCOUNTING POLICIES

The condensed consolidated financial statements have been prepared on the 
historical cost basis except for certain financial instruments, which are measured 
at fair values.

The accounting policies and methods of computation used in the condensed 
consolidated financial statements for the six months ended 30 June 2012 are 
consistent with those followed in the preparation of the Group’s annual financial 
statements for the year ended 31 December 2011, except as described in below.
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In the current interim period, the Group has applied, for the first time, the 
following amendments issued by the HKICPA, which are effective for the Group’s 
financial year beginning on 1 January 2012.

Amendments to HKFRS 7 “Disclosures — Transfers of Financial Assets”
Amendments to HKAS 12 “Deferred Tax — Recovery of Underlying Assets”

The application of these amendments has had no material effect on the amounts 
reported in the condensed consolidated financial statements and/or disclosures 
set out in the condensed consolidated financial statements.

The Group has not early applied any of the following new or revised standards, 
amendments and interpretations which have been issued but are not yet effective 
for annual periods beginning on 1 January 2012:

Amendments to HKFRSs “Annual Improvements to HKFRSs 2009–2011 
 Cycle” (2)

Amendments to HKFRS 7 “Disclosures — Offsetting Financial Assets and 
 Financial Liabilities” (2)

Amendments to HKFRS 7
 and HKFRS 9

“Mandatory Effective Date of HKFRS 9 and 
 Transition Disclosures” (4)

HKFRS 9 “Financial Instruments” (4)

HKFRS 10 “Consolidated Financial Statements” (2)

HKFRS 11 “Joint Arrangements” (2)

HKFRS 12 “Disclosure of Interests in Other Entities” (2)

HKFRS 13 “Fair Value Measurement” (2)

Amendments to HKAS 1 “Presentation of Items of Other Comprehensive 
 Income” (1)

HKAS 19 (as revised 
 in 2011)

“Employee Benefits” (2)

HKAS 27 (as revised 
 in 2011)

“Separate Financial Statements” (2)

HKAS 28 (as revised 
 in 2011)

“Investments in Associates and Joint Ventures” (2)

Amendments to HKAS 32 “Offsetting Financial Assets and Financial 
 Liabilities” (3)

HK (IFRIC)-Int 20 “Stripping Costs in the Production Phase of a 
 Surface Mine” (2)

(1) Effective for annual periods beginning on or after 1 July 2012.
(2) Effective for annual periods beginning on or after 1 January 2013.
(3) Effective for annual periods beginning on or after 1 January 2014.
(4) Effective for annual periods beginning on or after 1 January 2015.
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Six months ended 30 June 2011

Main
thermal
power

equipment

Main
hydro
power

equipment

Engineering
services

for power
stations

Ancillary
equipment
for power

stations

AC/DC
motors

and
others Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

SEGMENT REVENUE
Revenue from external customers 9,938,568 1,433,150 1,752,905 413,312 1,076,542 14,614,477
Inter-segment revenue 1,043,614 — — — — 1,043,614

      

Reportable segment revenue 10,982,182 1,433,150 1,752,905 413,312 1,076,542 15,658,091
      

Reportable segment profit 1,663,446 421,458 166,425 101,695 149,693 2,502,717
     

Elimination of inter-
 segment profits (19,806)

 

Reportable segment profit 
 derived from Group’s 
 external customers 2,482,911

Unallocated head office and 
 corporate expenses (1,667,282)
Finance costs (30,874)
Share of profits less losses of 
 associates 4,193

 

Consolidated profit before 
 taxation 788,948

 

4. ADMINISTRATIVE EXPENSES

Impairment of trade receivables and bills receivable
Included in administrative expenses is the provision of impairment losses 
for the current period of RMB422,444,000 (six months ended 30 June 2011: 
RMB380,235,000), in respect of trade receivables and bills receivable are 
recorded using an allowance account unless the Group is satisfied that recovery 
of the amount is remote, in which case the impairment loss is written off against 
trade receivables directly.
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5. INCOME TAX

(a) No provision has been made for Hong Kong Profits Tax as the Group did 
not earn any income subject to Hong Kong Profits Tax during the six months 
ended 30 June 2012 and 2011.

(b) On 21 November 2008, the Company was named as one of the High and 
New Technology Enterprise (高新技術企業). According to the PRC Law 
on Enterprise Income Tax promulgated on 16 March 2007, the Company 
is entitled to a concessionary rate of Enterprise Income Tax at 15% over 3 
years, beginning on 17 October 2011.

 Except for certain subsidiaries which are subject to an Enterprise Income 
Tax rate of 15% (six months ended 30 June 2011: 15%), other subsidiaries 
located in the PRC are subject to the PRC Enterprise Income Tax at a rate of 
25% (six months ended 30 June 2011: 25%) on its assessable profits.

(c) According to Circular Guoshuihan [2008] No. 897 “Notice on the issue 
about withholding Enterprise Income Tax on the dividends paid by Chinese 
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8. EARNINGS PER SHARE

The calculation of the basic earnings per share is based on the profit attributable 
to ordinary equity shareholders of the Company for the period of approximately 
RMB701,034,000 (six months ended 30 June 2011: RMB577,356,000) and on 
the weighted average number of 1,376,806,000 (six months ended 30 June 2011: 
1,376,806,000) ordinary shares in issue during the period.

There were no dilutive potential ordinary shares in issue during the six months 
ended 30 June 2012 and 2011, and diluted earnings per share is the same as 
basic earnings per share.

9. MOVEMENTS IN PROPERTY, PLANT AND EQUIPMENT

During the six months ended 30 June 2012, the Group disposed of certain plant 
and machinery with a carrying amount of RMB3,094,000 (six months ended 30 
June 2011: RMB935,000) for proceeds of RMB2,014,000 (six months ended 30 
June 2011: RMB4,334,000) resulting in a loss on disposal of RMB1,080,000 (six 
months ended 30 June 2011: gain of RMB3,399,000).

During the six months ended 30 June 2012, the Group spent approximately 
RMB574,571,000 (six months ended 30 June 2011: RMB589,090,000) mainly on 
construction in progress and plant and machinery for production process and to 
upgrade its manufacturing capabilities.

At 30 June 2012, carrying amount of plant and equipment held by the Group 
under finance leases amounted to RMB242,575,000 (at 31 December 2011: 
RMBNil).
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(c) Transactions/balances with other state-controlled entities in the PRC
The Group operates in an economic environment currently predominated 
by entities directly or indirectly owned or controlled by the PRC government 
(“state-controlled entities”). In addition, the Group itself is part of a larger 
group of companies under HE, which is controlled by the PRC government. 
Apart from the transactions with HE and fellow subsidiaries disclosed 
above, the Group also conducts business with other state-controlled entities. 
The directors consider those state-controlled entities are independent third 
parties so far as the Group’s business transactions with them are concerned.

In establishing its pricing strategies and approval process for transactions 
with other state-controlled entities, the Group does not differentiate whether 
the counter-party is a state-controlled entity or not.

The Group has entered into various transactions, including sales and 
purchases, and maintained trade balances with state-controlled entities.

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

Pending litigation
In 2010, a litigation was brought against the Group’s subsidiary namely, 哈 爾
濱電機廠（昆明）有限公司 (“Kunming Generator”), by one of its customers (the 
“Plaintiff”) in relation to a dispute in sales transaction for a compensation of 
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