ChinaGas (HK.0384)

Short-term investment requires adjustment and long-term depends on potential

Bloomberg | Reuters | POEMS

0384 HK | 0384.HK | 0384.HK
Industry: Oil & Gas

Annual report review

Phillip Securities

18 March 2013

Phillip Securities Research
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Rating 2.00 Accumulate
Company profile - Previous Rating 200  Accumulate
China Gas Holdings Limiteés a natural gas services oper  'argetPrice (HKD) 8.03
listed on the main board of Hong Kong Stock Excleahignited =~ ~77¢vious Target Frice (HKD) 6.69
It engages principally in the investment, operatiame g{os'"? z”ge (::{2)- . gff
management otity gas pipeline infrastructure, distribution Exgiztzd Di?d:ndi'izd(& 0'95.;
natural gas to reS|der_1t|aI, commerqlal and indaistasers Expected Total Return (%) 10.3%
construction and operation of gas stations, an@ldpment an . e (past 2yrs w eekly data) 100
application of natural gas related technologiesMainlanc . et cap. (kD mn) 33,539
China. 52 w eek range (HKD) 352-899

Closing Price in 52 w eek range :
Investment Overview
On February 28, Beijing Enterprises Group Compaiyited . 0% 50% - 100% 400
(Hereinafter referred to @&eijing Enterprise Group) increasec 16.00 | L 250
over-theeounter holding of 75 million shares of China ( 13.00 | L 200
through which the shareholding ratio of Beijing &nmprise 1000 | | 150
Group had increased from 19.48% to 21.1A8coming th 700 | L 100
largest shareholder of China Gas. It has beenifthetime tha 200 | 50
Beijing Enterprises Group increas@d shareholding of Chi 100 . | o
Gas, indicating its great confidence in the Comfsapyospec o292 99299229299992599992299

D U O R RN SN AN

"The 12th FiveYear Plan" in respect of natural gases ain T T PRRER R TR RRRR e
form a markebriented pricing mechanism as soon as possil p—olume. mn ——d8ahkequy - ——HS
is expected that upstream enterprises will incrélasesxfactory  Key Financial Summary
prices of natural gas, while its end-user pricdslvé intervene.  FYE Too20107 2011 2012F  2013F
by governments, thus significant increase willdifficult to be ~ Revenue (HKDmn) 10,212 15,862 19,034 23,671
seen in the short period of time. Neverthelesssidening the et Profit ad. (HKDmn) 876 626 890 953
residential customers account for a smaller sharheo nature Eps(;)d; d(_HKm 1%'165 203'241 32'293 303'2;4
gas market, the impacts of governments' Dprixied élvps (=HK'D) 123 500 576 319
arrangements will be limited, instetite downstream distributic o ) 19 17 ’ 9 05
companies willhave certain pricing power over industrial us g 0.02 0.04 0.05 0.07

Management of China Gas also expected ttansfer th
additional costs to end users in a timely manner.

Dwv. Yield (%)
Source: Bloomberg.
*All multiples & yields based on current market price
It was also metioned in the plan that greater efforts woult  vaiuation Method

made to the development of unconventional natuaség, aimin ~ Ev

to break the monopoly of large statened oil companies on t
natural gas network. In December 2012, China Gaplisex
Fortune Oil with U.95400 million in cash and the current st
capital of not more than 5.5% of the shares. ltsrdsiream ge
business has been successfully extended to LNGcaaldbei
methane as well as other unconventional natural figds.
Meanwhile its market shard orban pipeline gas and natural
filing stations as well as other downstream ndtugas
businesses will also be further expanded.

0.6% 1.1% 0.6% 0.9%
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China Gashas entered into a strategic cooperation frame
agreement with Sinopec, in which a jougnture company w
be set up to developPG market and major urban pipeline
projects. We believe that China Gas will benefunir Sinopec
extensive distribution network in the future. Takinfull
advantage of Sinopec's LPG resms, the future profitabili
and market share of China Gas's LPG business xytrgéence
huge potential for improvement. For natural gas irmss
Sinopec will also assist China Gas in the constoctol
distribution network, and ensure the upstream suppl

Overall, we are strongly optimistic about the pexgpof Chini
Gas's natural gas business, and its share pricebéas fs
beyond our previous target price. As part of Clas's potenti
favorable factors have been basically absorbedhéyriaket, its
share price will be difficult to see ongoing rise short-termor
will fall properly, but the favorable trend in tineiddle and long-
term may continuously exisBy taking all these factors ir
consideration, we slightly increase China Gas'srgixth targe
price to HKD 8.03, and give "Accumulate" rating.
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Financial Statements and Predictions
Project (HKD million)

otal revenue 10, 212 15, 862 19, 034 23,671
Business cost 8, 096 12,951 15, 103 18, 026
Gross Profit 2,116 2,910 3,931 5, 645
Other business revenue 188 178 203 154

1,133 1,456 1,849 2, 592
1,171 1,633 1,879 2,899
1,174 1,097 1,475 1,702
1,016 781 992 1,126
0.16 0.22 0.24 0.25
0.16 0.22 0.24 0.25
0.14 0.20 0.22 0.23
0.15 0.21 0.23 0.24
0.02 0.04 0. 05 0. 07
]

7,082 10, 499 12, 657 15, 083
15,915 20, 400 24, 905 28, 048
22,998 30, 899 37, 562 43,131
8,923 12, 302 13,593 15, 084
8, 844 8, 257 9, 024 10, 965
17, 767 20, 559 22, 617 26, 049
5, 230 10, 340 14, 945 17, 082
1.23 2. 00 2.76 3.19
16. 65 23.42 34.91 33. 46
1.91 1.67 2.91 2.52

Source: Bloomberg, Phillip Securities
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a stock's risk
reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation.

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant
investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2013 Phillip Securities (Hong Kong) Limited
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