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CHAIRMAN'S STATEMENT

On behalf of the board of directors (the "board”) of Chinese People
Gas Holdings Company Limited (the “Company”) and its subsidiaries
(the “Group”), I have pleasure to present to the Shareholders the Group's
annual report for the year ended 31 March 2006.

INDUSTRY REVIEW

According to the 2005 National Economy and Social Development
Statistics published by the China National Statistics Bureau, China's
economy continued to maintain a sustained, stable, high speed growth
in 2005. Its GDP for the year reached RMB18.2 trillion (equivalent to
HK$17.6 trillion), representing an increase of 9.9% over last year; the
per capita annual disposable income in urban areas amounted to
RMB10,493 (equivalent to HK$10,138), representing an increase of
9.6% over last year. The total energy consumption for the whole year
amounted to 2.22 billion tons of standard coal, representing an increase
of 9.5% over last year. Among which, coal consumption was 2.14 billion
tons, representing an increase of 10.6%; crude oil consumption was
0.3 billion tons, representing an increase of 2.1%; natural gas
consumption was 50 billion cubic meters, representing an increase of
20.6%. This indicated that China’s rapid economic growth has driven
the increase in demand of natural gas consumption, and consumption
of natural gas has grown much faster than other energy consumption
and the national economy.
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INDUSTRY REVIEW (Continued) T4 EI8R ()

However, in recent years, the adjustment of domestic natural gas price SN AT SF SRAR ST PO BUBR =T ERREm E AN
in China substantially lagged behind the continually rising international RARE  PEBARARERAELEE
oil price and natural gas price, and domestic natural gas price was just HiE - BINARAREBREEENEERERAR
equal to around 40% of the average international natural gas price. At FHERD40%0LH - _ETHFES
the end of 2005, National Development and Reform Commission XERNEZE R F(ARERLIEZHRN
(NDRC) issued the “Notice of NDRC in Relation to Reform the Formation MR RIAR L BRES A 3l BRE & 12
Mechanism of Natural Gas Factory Price and Appropriately Raise Natural BARAARLMEREBA) - RERERAR
Gas Ex-factory Price in the Near Term". According to the notice, it decided BT EE  WE—FPRBERERE &
to reform the formation mechanism of natural gas price in order to HIREAARER - BIREATEREEIRNE
further standardize price management; to gradually raise natural gas REFR - B2 Er B RER A BE AR
price, to make it clearer the relationship with the price of alternative AEEE  WREBZETRF A=+
energy, and to establish a mechanism of linking with the price of NEREZHSENEERSRAARLHKE
alternative energy and dynamic adjustment. It also decided to B TERBTMERRARARHBRERETT
appropriately raise natural gas ex-factory price throughout the country MR ERARBS0E1507T (Fra 408
starting from 26 December 2005, with the ex-factory price of natural 48.3%214497) ' (LIEAERAXRARES
gas used for industrial and city fuel gas rose RMB50 to RMB150 R¥50F1007T (rakEH48.3596.6
(equivalent to HK$48.3 to 144.9) Km cubic and the ex-factory price of 70 FRIBE10%A A © EePEE—N
natural gas used for chemical fertilizer production rose RMB50 to NAEFLRERERARLEBERIERAIE
RMB100 (equivalent to HK$48.3 to 96.6), representing an average ERAE - FRAREREBRBNBUNTEE
increase of about 10%. This is the first time since 1997 for the PRC to MEAESEEEE - HNERIRARER
adjust the natural gas ex-factory price remarkably, resulting in natural Lo - B RIEERREEREERTIIER
gas price shifted from strictly government designated pricing to EEH30%Z50%A A - Fit - RRAARE
government guided pricing. Since the current natural gas price is about BANEBA LRz -

30% to 50% lower than the average price of alternative energy such as

coal, electricity, liquefied petroleum gas, there is still great room for

natural gas price to increase.
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INDUSTRY REVIEW (Continued)

In March 2006, the “11th Five-Year Plan for Economic and Social
Development of the People’s Republic of China” was passed in the 4th
Conference of the 10th National People's Congress. For the area of
petroleum and natural gas, it is stated that the effort for exploration of
petroleum and natural gas resources should be strengthened and the subject
of oil & gas exploration should be diversified; to implement the parallel
development of oil and gas in order to increase crude oil output steadily
and increase natural gas production; to strengthen cooperation with overseas
partners in the area of development and construct offshore imported
liquefied petroleum gas project in an appropriate manner; and to expand
and establish new national oil reserve bases to strengthen national oil
strategic reserve capability. In the next five years, China will expedite the
planning and construction of oil & gas main pipeline network and ancillary
facilities, gradually improve oil & gas pipeline network across the nation,
and construct a second west to east natural gas transmission pipeline and
land-way imported oil & gas pipeline in due course. With these policy-
oriented measures, it is expected that China’s oil & gas resources
development and urban natural gas industry will grow rapidly in the future.

APPRECIATION
On behalf of the Board of the Company, | sincerely thank all shareholders
and various social organizations for their support to the group over the

year.

Liu Jing
Chairman

Hong Kong, 1 September 2006
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