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CHINA GAS HOLDINGS LIMITED

INTERIM DIVIDEND

Given the cash need for continual business
expansion, the Directors resolved not to recommend
the payment of an interim dividend for the six
months ended 30 September 2005 (six months ended
30 September 2004: Nil).

MANAGEMENT DISCUSSION AND ANALYSIS

The Group is principally engaged in investment in,
and the operation and management of, gas pipeline
infrastructure and the sale and distribution of piped

natural gas and compressed natural gas in China.

During the period under review, we adjusted slightly
our investment strategy by participating actively into
and investment into natural gas projects with
population over million of people and the results
were promising. Furthermore, the Company raised
funds through issue of convertible bonds,
introduction of strategic investors to subscribe for
the shares of the Company and by bank loans to
fulfill the capital requirement of our natural gas

projects.

We had accumulated a total of 47 cities and districts
piped natural gas projects with exclusive operating
rights over 9 provinces and two natural gas long

distance pipeline projects by mid-December 2005.

INTERIM REPORT 2005/06

REARE
ENAEBRNTReEERERE -
EEER /E?X%Zi_v ZERFENA

=tRLEREAZHEERE (BE=
ZTWFEAA=ZTHIERNER :

REESE - RPOEGAR TIRER
B BREEEREADBREAEED
P WES T MEERR - Rk -
RARRBFTARKES - 5IA
KEEMREERBEAARN RBBIR
TEFARRAEERRARIER X
BeEK-

BE_ZTRF T _AHE ~%HE
& HEUS 9 (848 H 47 A ™ Rt EE
BHEENRREBERER & 2EXR
REBEEER °



Business Review

For the six months ended 30 September 2005,
turnover of the Group amounted to HK$262,520,000
(six months 2004:
HK$187,724,000). Profit for the period was
HK$87,281,000 (six months ended 30 September
2004: profit of HK$90,601,000). Earnings per share
were HK3.21 cents (six months ended 30 September
2004: HK3.79 cents).

ended 30 September

Construction of Piped Gas Networks

During the period under review, the Group had built
gas pipelines of total length of approximately 732.4

km.

As at 30 September 2005, the total number of
completed city piped gas reached 24 cities.

The Group’s gas pipeline construction fee income
amounted to approximately HK$131,433,000
representing 50.1% of the Group’s total turnover for
the period under review and a decrease of 6.8% as

compared to corresponding period last year.

As at 30 September 2005, the Group completed
natural gas connections for 59,156 domestic
households, a decease of 6.0% compared to the same
period last year. Accumulated connected domestic
households reached 470,220 households during the
period under review, representing 10.5% of the total
gas connectable domestic households for the Group.
Average connection fee paid by the domestic
households was RMB2,349 per household.
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For the industrial and commercial customers, as at
30 September 2005, the Group completed natural
gas connections for 10 industrial customers and 32
commercial customers and accumulated connected
industrial customers reached 36 users and commercial
customers reached 530 users. Average connection fee
paid by industrial and commercial users was RMB22.7
per cubic meter per day during the period under

review.

Sale of Piped Gas

During the period under review, the Group sold in
total 59,391,840 m3 of natural gas of which 8,928,990
m? natural gas was sold to domestic households,
47,362,430 m3 to industrial customers and 3,100,420
m?3 to commercial customers. During the period under
review, the Group sold in total 343,600 m? of other
piped gas, mainly the sales of liquefied petroleum
gas, of which 240,600 m? was sold to domestic
households and 103,000 m? to industrial customers.
Income from the sales of piped gas recorded a total
of HK$96,107,000, representing 36.6% of the Group's
total turnover for the period and an increase of
163.5% compared to the corresponding period last
year, of which HK$94,817,000 belonged to the sales
of natural gas and HK$1,290,000 belonged to the

sales of other piped gas.

Average selling price (including tax) was RMB2.12
per cubic meter for domestic customers, RMB1.78 per
cubic meter for industrial customers and RMB2.60
per cubic meter for commercial customers during the

period under review.
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Gross Profit Margin and Net Profit Margin

During the period under review, the Group realized
revenue of HK$262,520,000 and gross profit of
HK$128,160,000, representing 48.8% of the Group’s
overall gross profit margin. The Group realized net
profit of HK$87,281,000, representing an overall net
profit margin of 33.2%. There are decreases in both
gross profit margin and net profit margin of 13.9%
and 15.1%

corresponding period last year.

respectively compared to the

New Natural Gas Joint Venture Companies

By mid-December 2005, the Group had accumulated
47 cities and districts piped natural gas projects with
exclusive operating rights in 9 provinces. New
projects included Baoji city in Shaanxi province,
Yangzhou city in Jiangsu province, Liuzhou city in
Guangxi

Zhuang Autonomous Region and

Wangduxian in Hebei province.

In August 2005, the Group through its subsidiary,
signed an agreement with People’s Government of
Wangduxian (&R #: AN RBURT) for the establishment
of a wholly owned subsidiary in Wangduxian namely
Wangdu Zhongran which would be engaged in the
natural gas project in Wangduxian, Hebei province
with an exclusive right for the operation of the piped
gas business for 30 years. Wangdu Zhongran had a
registered capital of HK$3,000,000.
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In October 2005, in response to the tender made by
the Group regarding its investment in Yangzhou city,
the Group was granted the license for a period of 25
years to operate natural gas project in Yangzhou
city, Jiangsu province. The new joint venture
company would be named as Yangzhou Zhongran
and would be beneficially owned as to 50% by the
Group and as to 50% by HIN T ERBEEER (&
E) BB A] (Yangzhou City Construction National
Assets Holdings (Group) Company Limited) and it
would have a registered capital of RMB369,000,000.

In November 2005, the Group through its subsidiary,
signed a joint venture agreement with EZ M X AR,
NG

establishment of a joint venture company to be

(Baoji City Gas Company) for the
engaged in the natural gas project in Baoji city,
Shaanxi province with an exclusive right for the
operation of the piped gas business for 30 years. The
joint venture company would have a registered
capital of RMB281,356,400 and would be owned as
to 64% by the Group, 34% by Baoji City Gas Company
and 2% by the management of the joint venture

company.

In December 2005, the Group through its subsidiary,
acquired 50% interest in MM T #52 & (Liuzhou
City Gas Company) and obtained the piped gas
operating right in Liuzhou city, Guangxi Zhuang

Autonomous Region for a period of 30 years.
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Financial Review
Liquidity and Financial Resources

As at 30 September 2005, the total assets of the
Group were HK$3,904,465,000, an increase by
approximately 41.8% as compared to 31 March 2005.

As at 30 September 2005, bank balances and cash on
hand was HK$1,601,881,000 (31 March 2005:
HK$712,015,000). The Group's total bank and other
borrowings amounted to HK$1,690,817,000 (31
March 2005: HK$1,323,446,000), of which
approximately 3.8% would be due within one year
and the remaining portion over one year. During the
period under review, the Group obtained new bank
and other borrowings of approximately
HK$520,639,000 of which approximately
HK$42,279,000 bears interest at not more than 2%
per annum and the remaining borrowings bear
interest at market rates. All of the new bank and

other borrowings are not repayable within one year.

The Group has a current ratio of approximately 7.94
(31 March 2005: 3.19) and the net gearing ratio was
0.36 (31 March 2005: 0.72). The calculation of net
gearing ratio was based on the net borrowings of
HK$546,080,000 (total
HK$2,147,961,000 less bank balance and cash of
HK$1,601,881,000) and the net assets of
HK$1,532,815,000 as at 30 September 2005.

borrowing of
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The Group does not anticipate any material foreign
exchange exposure as most of the revenue and
expenses of the Group are dominated in Hong Kong
dollars and Renminbi. However, the Group has
arranged for interest rate swap contracts for the
bank loans and developing purpose term loans which
are based on floating interest rates in order to fix

the interest rate exposure.

The Group's operating and capital expenditures are
funded by operating cash flow, subscription monies
from strategic investors, bank loans, the 1% per
annum 5-year convertible bonds, term loan facility
for developing purpose and the syndicated bank
loans. The Group has sufficient sources of funds to
meet future capital expenditure and working capital

requirements.

Capital Structure

In June 2005, a conditional subscription agreement
was entered into among the Company, CQS
Convertible and Quantitative Strategies Master Fund
Limited (“CQS"), and Courtenay Enterprises Limited
(“Courtenay”) for the issue of an aggregate principal
amount of US$40,000,000 1% per annum convertible
bonds due 2010 (the “Bonds”) by the Company to
CQS and Courtenay. CQS has agreed to subscribe for
an aggregate of principal amount of US$25,000,000
and Courtenay has agreed to subscribe for an
aggregate of principal amount of US$15,000,000. The
initial conversion price of the Bonds is HK$1.731 and
the maturity date is 29 June 2010. Completion of the
issuance of the Bonds had taken place on 29 June
2005 and the net proceeds of approximately
HK$301,860,000 were received.
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In October 2005, the Company entered into two
subscription agreements with two international
investors — Templeton Strategic Emerging Markets
Fund Il, LDC and Nederlandse Financierings -
Maatschappil Voor Ontwikkelingslanden, N.V.
("FMO") respectively for the placement and
subscription of a total of 133,000,000 shares of the
Company at a subscription price of HK$1.16 per
share. Net proceeds of approximately
HK$153,000,000 were received and completion of the

transaction took place in the end of November 2005.

In October 2005, the Company signed a term loan
facility agreement in the amount of US$50,000,000
with FMO and Societe De Promotion Et De
Participation Pour La Cooperation Economique S.A.
("Proparco”). Each of FMO and Proparco is a
development finance institution providing financing
solutions for companies in developing countries. This
is an unsecured bank loan based on floating interest
rate and the Group will use this loan to investing

natural gas projects in China.

In November 2005, the Company entered into a
subscription agreement with Oman Oil Company
S.A.0.C. ("O0C") for the subscription of a total of
210,000,000 shares of the Company by OOC at a
subscription price of HK$1.185 per share. Net
proceeds of approximately HK$248,000,000 would be
applied for future investment of gas projects in the
PRC and as general working capital of the Group.
Completion of the transaction is expected to take

place in January 2006.
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Charge on Assets

At as 30 September 2005, the Group pledged part of
fixed assets having a net book value of approximately
HK$389,638,000 (31 March 2005: HK$399,393,000)
and certain investments in subsidiaries to banks to

secure loan facilities granted to the Group.

Capital Commitments

Capital commitments in respect of the acquisition of
property, plant and equipment and construction
materials contracted for but not provided in the
financial statements as at 30 September 2005 was
HK$587,396,000 (31 March 2005: HK$661,157,000)
and HK$480,290,000 (31 March 2005:
HK$405,968,000) which would require a substantial
use of the Group’s present cash resources and
external funding. The Group has committed to
acquire interests in certain PRC enterprise and to
establish certain sino-foreign joint venture

companies in the PRC.

Contingent Liabilities

The Group did not have any material contingent
liabilities as at 30 September 2005 (31 March 2005:
Nil).

Employees

As at 30 September 2005, the Group has
approximately 1,918 employees, representing an
increase of approximately 9.6% compared to the
number as at 31 March 2005. The increase was due
to the increase in the numbers of natural gas joint

venture companies during the period.
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