On behalf of the board of directors of Chinese People Gas Holdings
Company Limited (the “Company”) and all of its subsidiaries
(collectively the “Group”), | am pleased to present the Group’s annual
report for the year ended 31 March 2007 to the shareholders.

INDUSTRY REVIEW

During the course of the implementation of the “10th Five-Year Plan”,
China adhered to its energy adjustment strategy and increased the
proportion of natural gas in the overall energy consumption structure.
In respect of non-renewable energy, the production volume of natural
gas increased from 27.2 billion cubic meters in 2000 to 49.3 billion
cubic meters in 2005, with an average annual growth of 12.6% as to
the total consumption of non-renewable energy, natural gas
consumption increased from 24.5 billion cubic meters in 2000 to
47.9 billion cubic meters in 2005, with an average annual growth of
14.4%. Natural gas ranked top among the non-renewable energies

in terms of production and consumption growth.

The economy of China achieved continuous, rapid and stable growth
in 2006. According to the data released by the National Bureau of
Statistics of China, the annual gross national production in 2006 was
RMBZ21 trillion, representing an increase of 11.1% as compared to
the previous year and it has been raising over 10% for four consecutive
years. The growth of the Chinese economy brought along a continuous
rise in the total consumption of energy, which amounted to 2.46 billion
tons of standard coal equivalent in 2006, representing a growth of
9.3% from the previous year, in which the consumption growth rate
of coal, cruel oil and natural gas were 9.6%, 7.1% and 19.9%,
respectively, as compared to the prior year, with natural gas still ranks
first among all types of energy. Natural gas, being a kind of clean and
highly efficient energy, occupied an ever more important role in the
energy structure in China as well as in sustaining the growth of the
Chinese economy.
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INDUSTRY PROSPECT

According to the “Development Plan for Energy in the 11th Five-Year
Plan” issued by the National Development and Reform Commission,
the principle of supporting the sustainable growth of social economy
of China by sustainable energy development was introduced and China
will accelerate the exploration of petroleum and natural gas resources
during the course of the implementation of the 11th Five-Year Plan,
provide key support to the construction of energy bases and speed
up the building of oil and gas bases. Pursuant to the principle of
“Exploiting the potential of the East, Developing the West, Accelerating
the development in the sea area and Exploring the South”, the national
output of cruel oil and natural gas in 2010 will be increased to 193
million tons and 92 billion cubic meters respectively. Meanwhile, the
construction of energy storage and transportation projects will become
the policy focus. The building of oil and gas pipeline networks will be
expedited under the framework of “Transporting oil and gas from the
West to the East, from the Northeast to the South and from sea to
land” and the key pipelines network for oil and gas will be strengthened
by building more necessary multiple lines and key linkages as well as
accelerating the construction of connecting terminals and strategic
reserves facilities with an aim to gradually constructing a national
core pipelines network and key regional networks for oil and gas.
China will lay approximately 50,000 kilometers in aggregate of natural
gas pipelines and build 10 Liquefied Natural Gas (“LNG”) terminals
in the costal areas (the first phase of which will have a capacity of
handling 33-35 million tons of LNG) by 2020.

According to experts’ projections, the proportion of natural gas
consumption in China’s total non-renewable energy consumption will
increase to approximately 6.0% (amounting to 110 to 120 billion cubic
meters) in 2010 and further increase to approximately 10.0% in 2020,
and by then the demand for natural gas will be 210 to 230 billion
cubic meters. The gas supply in urban areas will account for one-
third of the natural gas consumption and this represents a growth
that is significantly higher than that of coal and petroleum. The rapid
growth in consumption demand will widen the gap between supply
and demand of natural gas in China where the discrepancy of 20
billion cubic meters by the year of 2010 be filled up mainly by imported
natural gas. Diversification of natural gas sources will help gradually
bring the prices of natural gas in China in line with the international
level, push up the price for the seriously underpriced domestic natural
as and nationalize the pricing mechanism for natural gas.
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It is expected that the Chinese economy will grow continuously, steadily
and rapidly, while the accelerated pace of industrialisation and
urbanisation will promote the rapid development of the city gas
business. Being the best clean energy in the 21st century, natural
gas is rising as a major energy used by urban dwellers as well as
industrial and commercial enterprises. With more effort made in the
development of petroleum and natural gas, the continuous perfection
of transmission pipelines facilities as well as strong support from the
government policy, the use of natural gas will become more popular
and the prospect of the city gas business will be brighter.

APPRECIATION

On behalf of the board of directors of the Company, | sincerely thank
all shareholders, customers and business partners for their support
to the Group over the year.

Liu Jing
Chairman

Beijing, 27 July 2007
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