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THE PRC CITY GAS DISTRIBUTION FLAGSHIP
OF CHINA RESOURCES GROUP

China Resources Gas Group Limited (“CR Gas”), substantially
owned by China Resources (Holdings) Company Limited, one
of the largest state-owned conglomerates in China, is a leading
gas utilities group in China, which is principally engaged in
downstream city gas distribution business including piped
natural gas distribution, natural gas filling stations operation
and sales of gas appliances. Its operations are strategically
located in areas of China, which are economically more
developed and densely populated and areas with rich reserves
of natural gas.

Leveraging on the excellent industry fundamentals and the
Group’s execution competency, CR Gas continues to expand
rapidly in 2016 via organic and acquisition growths. As at 30th
June 2016, CR Gas’s portfolio consisted of 224 city gas projects
in 22 provinces of China including 14 provincial capitals and 3
direct administrative municipalities with a first half-year gross
gas sales volume of 8,273 million cubic meters and 24.98
million customers.

As optimization of energy structure and environmental pollution
control will promote the sustainable growth of natural gas
consumption in China, the PRC government has, in recent
years, taken various measures to promote the development
and utilization of less polluting energy sources. The natural
gas industry resonates with the core development idea of
innovation, harmony, green, open and sharing as compared
with conventional energy resources such as coal and crude oil.
The PRC government has therefore been very supportive of
the development of the natural gas industry in order to meet its
stated goal of natural gas making up 10% and 15% of the total
Chinese energy sources by 2020 and 2030 respectively, up
from the current 6% level.

The natural gas market in China is still in the important
development phase, as China remains the most important
region in the global rise of natural gas usage. CR Gas is
well placed to take advantage of such a favorable operating
environment and to become the most respectable leader in the
PRC’s gas industry by continuously expanding through organic
and external growths; diligently enhancing its operational
efficiency in pursuit of excellence; delivering a safe and reliable
supply of clean energy as well as the caring, competent
and efficient service to our customers; offering growing and
sustainable performance to shareholders; creating extensive
professional and personal development opportunities to
employees; and contributing to the protection and improvement
of the Chinese and global environment.



OoOoOooooooooo
Chairman’s Statement and Review of Operations and Results

RESULTS AND BUSINESS REVIEW
Results

The downstream city gas industry in China experienced a
challenging year in 2015 with gas demand softening due to the
deceleration of the Chinese economic growth. This coupled
with the significant drop in price of oil and related products
since the last quarter of 2014, resulted in reduction of price
competitiveness of natural gas and caused the demand for
natural gas to slow down. This is aggravated by the slow down
in industrial activity and hence demand for natural gas by
industrial users, as reflected by the relatively weak Chinese
economy which registered GDP growth rate of 6.9% in 2015.
The overall gas volume demand growth in China in 2015 was

CHINA RESOURCES GAS GROUP LIMITED | 5
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Increase in other income by HK$49 million is mainly due to
increase in interest income and repair and services income.

Other losses of HK$8 million compared with other gain of
HK$14 million in 1H 2015 were mainly due to exchange
losses on repayment of Hong Kong Dollar denominated loans
compared to exchange gain of HK$17 million in 1H 2015.

Selling and distribution expenses and administration expenses
increased by HK$131 million mainly due to inclusion of such
expenses of Zhenjiang city gas operation as a result of its
consolidation as a key subsidiary during this period.

Finance expense reduced by HK$38 million mainly due to
conversion of some Hong Kong Dollar denominated term
loans into lower interest revolving loans, pending subsequent
conversion into RMB denominated loans over the next 2 years.

Share of results of joint ventures reduced by HK$29 million
mainly due to losses suffered by Tianjin project compared to
slight profit in last corresponding period.

Share of results of associates, which is mainly contributed by
Chonggqing project, is stable.

Increase in taxation expenses is in line with the increase in
profit before taxation.

Continuous Enhancement of Operational Efficiencies

The Group is intensively executing its company-wide “Lean
Management” and “Bench-marking for Efficiency” measures to
enhance its operational and financial efficiencies continuously.
It constantly seeks for improvements in various areas such as
speed of signing up new customers, customer service, project
tendering, safety standards, gas leakages control, centralised
cash management, centralised procurement, tax management,
etc. The ongoing organic enhancement of existing city gas
distribution operations and the external acquisition of new city
gas businesses will continue to deliver stable cash flow as well
as excellent growth opportunity for the enhancement of the
Company’s shareholders’ value in the foreseeable future.
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PROSPECTS AND OUTLOOK

The National Development and Reform Committee (“NDRC”)
has announced that gas will account for 10% and 15% of
the energy sources in China by 2020 and 2030 respectively,
up from the current 5.6% level. The Group is confident that
the PRC Government’s long-term strategic vision of heavily
promoting the use of natural gas to diversify its energy sources
and combat pollution remains unchanged. All relevant policies
and measures will be constantly fine-tuned by NDRC to achieve
this goal. This will continue to boost the demand and availability
of natural gas in China and will continue to offer significant
opportunity for future growth in the downstream gas industry in
China.

On 28th February, 2015, NDRC announced that with effect
from 1st April, 2015, the ceiling city gate gas price of non-
residential users for existing volume will increase by RMB0.04/
m? and that for incremental volume will reduce by RMBO0.44/
m?3. This effectively merges the gas prices of existing and
incremental gas volumes resulting in an overall net reduction
in blended price of city gate gas. On 19th November, 2015,
NDRC announced that with effect from 20th November, 2015,
the ceiling city gate gas price for industrial users is reduced by
RMBO0.70/m8. As at 30th June, 2016, this price reduction has
been passed on to 74% of the Group’s affected gas volume.
These unprecedented two times reduction of city gate price
within a year since gas price reform started in 2011, signals
the unwavering objective of NDRC to support the development
of Chinese gas industry to ultimately achieve market based
gas price for the PRC. These measures to enhance the price
competitiveness of gas is expected to continue and will ensure
that the NDRC'’s target of gas comprising about 10% or more
of the total energy sources in China by 2020 is achievable.

CHINA RESOURCES GAS GROUP LIMITED | 7
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To rationalise and alleviate the burden on industrial customers
in cross subsidising residential customers, in March 2014,
the NDRC announced that a three-tiered progressive gas
tariff system for the residential sector will be implemented
nationwide. By the end of June 2016, the Group has adopted
step-pricing system for residential customers to 67% of the
Group’s affected gas volume. This step-pricing mechanism,
once fully implemented throughout CR Gas’s projects by the
end of 2016, could lead to a further upside in residential dollar-
margin.

As the Group’s portfolio includes some of the biggest cities
in China, the Group has the most number of residential and
commercial customers in the industry totalling some 25 million.
These two categories accounts for 28.8% and 24.0% of the
Group’s total gas sales volume. This will position the Group to
tap into the huge potential increase in consumption with the
shifting of the Chinese economy to consumption-led model over
the next few years.

The above factors augur well for the natural gas industry in
China and offer significant opportunity for the continuous
growth of the Group in the foreseeable future.

The Group’s key business units in major cities, such as
Zhengzhou, Wuxi, Chengdu, Anyang, etc have continued to
register good operating performances.

The Group has embarked on various operational enhancement
measures to boost the quality of its organic growth starting with
“Lean Management” practice in 2012 and “Bench-marking for
Efficiency” measure in 2013. The Group continues in 2016 to
focus intensely on various Bench-marking measures to improve
operation efficiencies relentlessly.

Leveraging on the above mentioned factors, the Group will
continue to grow steadily during the second half of the year
and beyond. The Group will ride on the continuing favourable
industry fundamentals and its experienced management team
with strong execution record to scale new heights via quality
organic growth and external acquisitions.
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FINANCIAL REVIEW

The Group’s unaudited consolidated turnover for the period
amounted to HK$15,413 million (2015: HK$15,598 million)
with gross profit of HK$5,471 million or 35.5% gross profit
margin (2015: HK$4,650 million or 29.8%) and a profit before
non-controlling interests for the period of HK$1,957 million
(2015: HK$1,557 million).

Cash Flow

The net cash inflow from operations during the period
amounted to HK$3,049 million (2015: HK$2,953 million).

The Group has spent HK$1,274 million in operating capital
expenditure during the period (2015: HK$1,234 million). The
above required funding was financed by the operating cash
flow, bank borrowings and cash on hand of the Group. As
at period end, the Group’s free cash on hand includes other
deposits was HK$11,228 million (2015: HK$10,751 million).
Among the cash balance 5% was denominated in Hong Kong
dollar, 94% in Renminbi and 1% in US dollar.

Liquidity and Financial Resources

It is the Group’s policy to use the cash flow generated from
operations and appropriate level of borrowings as the principal
source of fund to finance major expansion and acquisition. As
at the end of the period, the Group had total bank and note
borrowings of HK$14,816 million (2015: HK$14,899 million).
39% (2015: 28%) of the borrowings is considered as current
liabilities and repayable within one year, the remaining are
repayable in one to six years. Renminbi, HK, US and Japanese
dollar denominated borrowings accounted for 2%, 58%, 38%
and 2% of the total borrowings respectively (2015: 3%, 57%,
38% and 2%). 61% (2015: 62%) of borrowings are interest
bearing bank and other loans and 39% (2015: 38%) are senior
notes.

CHINA RESOURCES GAS GROUP LIMITED | 9
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The cash balance of the Group was HK$11,228 million as at
the period end (2015: HK$10,751 million). The gearing ratio
of the Group at the end of the period, calculated as total debt
over total assets, was 24%, compared to 25% as at the year
ended 31st December, 2015. The EBITDA to interest cover ratio
was at the very healthy level of 18 times (2015: 13 times). On
the whole, the financial position and liquidity of the Group is
healthy and stable. The healthy operating cash flow will provide
sufficient funding for foreseeable expansion and working capital
requirement.

As at the end of the period, the Group has been granted a total
of HK$8.7 billion banking facilities with maturities from 2017
to 2018. The facilities are unsecured and with floating interest
rates. As at the end of the period, 98% of the facilities has
been drawn down.

Save for the above, the Group has no other committed
borrowing facilities. For day-to-day liquidity management and
maintaining flexibility in funding, the Group has managed to
obtain sufficient uncommitted short-term facilities from banks.

Charge of Assets

As at 30th June, 2016, a bank deposit of HK$73 million (2015:
HK$51 million) was pledged as security to supplier of natural
gas.

Property, Plant and Equipment

During the period ended 30th June, 2016, the Group spent
HK$413 million on additions of gas pipelines and HK$748
million on construction in progress. (2015: HK$417 million and
HK$729 million respectively)

Contingent Liabilities

As at 30th June, 2016, the Group did not have any material
contingent liabilities.
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Financial Management and Treasury Policy

The financial risk management of the Group is the responsibility
of the Group’s treasury function at the head office in Hong
Kong. One of the major objectives of the Group’s treasury
policies is to manage its exposure to fluctuation in interest rates
and foreign currency exchange rates. It is the Group’s policy
not to engage in speculative activities.

Most of the Group’s assets and liabilities are denominated in
Hong Kong dollar, US dollar and Renminbi. The Group does not
expect significant exposure to foreign exchange fluctuations in
this regard.

SIGNIFICANT INVESTMENTS AND
ACQUISITIONS

Investments

As at 30th June, 2016, the Group made new investments of
approximately HK$171 million in 8 city gas projects in Fujian,
Guangdong, Shandong, Guangxi, Jiangsu Provinces and
Shanghai. Five of these projects are wholly owned by the
Group while the rest are joint ventures with majority controls.

A further 14 projects of HK$384 million have been announced
or approved by the Board up to 16th August, 2016.

The acquisitions will add to the Company’s existing footprint in
these provinces and create further cluster synergy with existing
city gas projects in terms of centralized procurement, pipeline
design & construction and management efficiency.

The Group has also spent HK$1.27 billion during the period on
pipeline construction and related facilities for expansion of gas
operation.

GOING CONCERN

Taking into account of the internally generated funds of the
Group and the good track records and relationship with banks
which would enhance the Group’s ability to renew the existing
borrowing facilities, the directors of the Company are of the
view that the Group has sufficient working capital for its present
requirements for the next twelve months from 30th June, 2016.
Accordingly, the going concern basis continues to be adopted
in preparing the condensed consolidated financial statements.

CHINA RESOURCES GAS GROUP LIMITED | 1 1
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INTERIM DIVIDEND

The Directors have resolved to declare the payment of an
interim dividend of 15 HK cents per share for the six months
ended 30th June, 2016 (six months ended 30th June, 2015:
10 HK cents per share), payable on 26th October, 2016 to
shareholders whose names appear on the register of members
of the Company on 19th September, 2016.

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed from
12th September, 2016 to 19th September, 2016, both days
inclusive. In order to qualify for the proposed interim dividend
payment, completed transfer forms accompanied by the
relevant share certificates must be lodged with the Company’s
branch share registrar and transfer office in Hong Kong,
Tricor Secretaries Limited, at Level 22, Hopewell Centre, 183
Queen’s Road East, Hong Kong, not later than 4:30 p.m. on 9th
September, 2016.

INCENTIVE AWARD SCHEME

On 1st December, 2008, the Company adopted a share
repurchased cash award scheme (the “Incentive Award
Scheme”) for the purpose of recognizing the contribution of
employees and providing incentives to employees. Unless
early termination by the Board, the Incentive Award Scheme
shall be valid and effective for a term of 10 years commencing
on the adoption date. The maximum aggregate numbers of
award shares which can be awarded under the Incentive Award
Scheme is 70,000,000.

Pursuant to the rules of the Incentive Award Scheme, the
Company has appointed BOCI-Prudential Trustee Limited
as trustee (the “Trustee”), pursuant to which existing shares
will be purchased by the Trustee from the market out of cash
contributed by the Group and be held in trust for relevant
selected employees until such shares are vested with relevant
selected employees in accordance with the provisions of
the Incentive Award Scheme. A total of 70,000,000 shares,
representing approximately 4.95% of the issued share capital
of the Company as at the date of acquisition and held by the
Trustee, were purchased at an aggregate cost of approximately
of HK$253,534,680 (including transaction costs) on 7th April,
2009 and held by the Trustee. The Company does not intend to
purchase any further share under the Incentive Award Scheme.
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On 16th March, 2010, the Company amended the Incentive
Award Scheme such that cash instead of award shares will be
awarded under the Incentive Award Scheme. The Company
will utilize the proceeds generated from disposal of the award
shares held by the Trustee for the cash awards to be made
under the Incentive Award Scheme. The awards are subject to
the approval of the Company’s Remuneration Committee and
the cash under the award will only be paid upon fulfillment of
relevant vesting conditions imposed on the date of grant of the
award.

There was no movement of the award shares during the period.
There were 48,063,384 award shares held by the Trustee as at
30th June, 2016.

REWARD FOR EMPLOYEES

As at 30th June, 2016, the Group employed approximately
45,307 employees in Hong Kong and the PRC. The Group
values human talent and recognizes the importance of
attracting and retaining quality staff for its continual success.
The Group remunerates its employees based on their
performance, work experience and the prevailing market wage
level. Further, staff bonuses are granted to certain employees
and incentive awards may be made to selected employees
based on individual performance. The Group believes this
will assist the Group to attract and retain quality staff and at
the same time encourage the employees to give their best
performance.

APPRECIATION

On behalf of the Board, | would like to take this opportunity to
express our most sincere appreciation to our business partners,
customers and shareholders for their unfailing support as well
as all the Group’s employees for their hard work and dedication
in carrying out their duties and in achieving the Group’s
business goal.

On behalf of the Board

CHINA RESOURCES GAS GROUP LIMITED
Wang Chuandong

Chairman

Hong Kong, 16th August, 2016
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THE BOARD

As at the date of this interim report, the Board consists of four
Executive Directors namely, Mr. Wang Chuandong, Mr. Shi
Shanbo, Mr. Ge Bin and Mr. Ong Thiam Kin; four Non-executive
Directors namely, Mr. Du Wenmin, Mr. Wei Bin, Mr. Chen
Ying and Mr. Wang Yan and four Independent Non-executive
Directors namely, Mr. Wong Tak Shing, Ms. Yu Jian, Mr. Yu Hon
To, David and Mr. Qin Chaokui.

BOARD COMMITTEES
Audit and Risk Management Committee

As at the date of this interim report, the Audit and Risk
Management Committee comprises of two Non-executive
Directors namely Mr. Wei Bin and Mr. Wang Yan and three
Independent Non-executive Directors namely Mr. Wong Tak
Shing, Ms. Yu Jian and Mr. Yu Hon To, David (Chairman).

Remuneration Committee

As at the date of this interim report, the Remuneration
Committee comprises of one Non-executive Director namely
Mr. Du Wenmin and two Independent Non-executive Directors
namely Mr. Wong Tak Shing (Chairman) and Mr. Yu Hon To,
David.

Nomination Committee

As at the date of this interim report, the Nomination Committee
comprises of two Executive Directors namely Mr. Wang
Chuandong (Chairman) and Mr. Shi Shanbo, one Non-executive
Director namely Mr. Du Wenmin and four Independent Non-
executive Directors namely Mr. Wong Tak Shing, Ms. Yu Jian,
Mr. Yu Hon To, David and Mr. Qin Chaokui.

Investment Committee

As at the date of this interim report, the Investment Committee
comprises of one Executive Director namely Mr. Wang
Chuandong, two Non-executive Directors namely Mr. Wei Bin
(Chairman) and Mr. Chen Ying and one Independent Non-
executive Director namely Mr. Wong Tak Shing.

Corporate Governance Committee

As at the date of this interim report, the Corporate Governance
Committee comprises of two Executive Directors namely
Mr. Shi Shanbo and Mr. Ong Thiam Kin and three Independent
Non-executive Directors namely Mr. Wong Tak Shing, Ms. Yu
Jian (Chairman) and Mr. Qin Chaokui.
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CHANGES IN DIRECTORS’ INFORMATION

Changes in Directors’ information since the date of the 2015
annual report of the Company are set out below.

Mr. Du Wenmin, the non-executive director of the Company,
resigned as a non-executive director of China Resources
Beer (Holdings) Company Limited with effect from 15th April,
2016 and a non-executive director of China Resources Power
Holdings Company Limited with effect from 16th April, 2016,
both companies are listed on the main board of the Stock
Exchange.

Mr. Wei Bin, the non-executive director of the Company,
resigned as a non-executive director of China Resources
Beer (Holdings) Company Limited with effect from 15th April,
2016 and a non-executive director of China Resources Power
Holdings Company Limited with effect from 16th April, 2016,
both companies are listed on the main board of the Stock
Exchange. He also resigned as a director of Shan Dong
Dong-E E-Jiao Co., Ltd, which is listed on the Shenzhen Stock
Exchange, with effect from 26th May, 2016.

Mr. Chen Ying and Mr. Wang Yan, the non-executive directors
of the Company, resigned as non-executive directors of China
Resources Beer (Holdings) Company Limited, a company listed
on the main board of the Stock Exchange, with effect from 15th
April, 2016.

Mr. Yu Hon To, David, the independent non-executive director
of the Company, resigned as an independent non-executive
director of Great China Holdings Limited, a company listed on
the main board of the Stock Exchange, with effect from 13th
July, 2016.

Save for the information disclosed above, there is no other
information required to be disclosed pursuant to Rule 13.51(B)(1)
of the Listing Rules.

DIRECTORS’ INTEREST IN SECURITIES

As at 30th June, 2016, the interests and short positions of the
directors and chief executive of the Company in the shares,
underlying shares and debentures of the Company or any
of its associated corporation (within the meaning of Part
XV of the Securities and Futures Ordinance (“SFO”)) which
have been notified to the Company and the Stock Exchange
pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests and short positions which they are taken or deemed
to have under such provisions of the SFO), or which are
required, pursuant to section 352 of the SFO, to be entered in
the register referred to therein, or which are required, pursuant
to the Model Code for Securities Transactions by Directors of
Listed Issuers contained in the Listing Rules, to be notified to
the Company and the Stock Exchange, were as follows:

CHINA RESOURCES GAS GROUP LIMI