Management Discussion and Analysis
EEENWR DN

During the financial year between April 2006 and March 2007, all
the Group’s businesses achieved sound development with the
collaborative effort of the directors, management and all staff.

THE GROUP’S MILESTONE

Investment from Merrill Lynch

In June 2006, the Company issued convertible notes in the amount
of US$40 million to Merrill Lynch. Merrill Lynch’s investment in the
Group provided capital for the Group’s business development and
manifested the recognition of the Group from international investment
banks, which are confident in the Group’s development. Please refer
to the “Financial Review” section for further detail.

Acquisition of Fujian Province An Ran Gas Investment Co., Ltd.
(“Fujian An Ran”)

In September 2006, the Group entered into two equity transfer
agreements and a management rights transfer agreement with
independent third parties to acquire the 100% interest in Fujian An
Ran. The acquisition of Fujian An Ran resulted in the leaping
development in the Group’s gas business scale and broadens the
Group’s future prospect. Please refer to the “Project Expansion”
section for further detail.
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Management Discussion and Analysis

FINANCIAL HIGHLIGHTS

In the reporting period, the Group recorded turnover from continuing
operations of approximately HK$522,893,000, representing an

increase of 141.5% from the last year;

Gross profit from continuing operations of approximately
HK$172,496,000, representing an increase of 41.4% from the last year;

Profit attributable to the shareholders approximately HK$22,123,000,
while it was loss attributable to the shareholders approximately
HK$56,061,000 in last year;

Basic earning per share of HK$0.69 cents; while it was basis loss per
share of HK$2.13 cents in last year;

Operating net cash inflow of approximately HK$75,814,000,
representing an increase of 375.1% from the last year;

Net cash used in investment activities of approximately HK$299,264,000,

representing an increase of 598.3% from the last year;

Net cash generated from financing activities of approximately
HK$261,527,000, representing an increase of 75.9% from the last year;

Net cash and cash equivalents at the end of the year increased to
approximately HK$184,031,000, representing an increase of 38.4%
from the last year.

Subsequent to the issue of unaudited interim report, there was reversal
of approximately HK$77,702,000 (it is mainly due to the remarkable
increase of the share price of the Company in the second half and it
is a non-cash item) of change in fair value of convertible notes in the
second half. The convertible note issue expenses were approximately
HK$13,122,000. The loss on disposal of subsidiaries arising from
not participating in further capital contribution into Mian Zhu City
Hongsen Glass Products Company Limited amounted to approximately
HK$9,900,000 (it is a non-cash item). These several items caused a
book loss of approximately HK$100,724,000 in our consolidated
income statements.
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OPERATIONAL HIGHLIGHTS

Note: These other projects refer to “Zhongmin Zai Xian”, the “Yan Bian

Hua Xin” Project and the “Yan Bian” Project. Please refer to the

descriptions set out in the sections headed “Supply of Video Lottery

System and Equipment” and “Project Expansion” below.
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BUSINESS REVIEW XOE
Distribution, supply and installation of gas business o HERTHEMRRER
Distribution and supply of gas DEHEMERR

The supply of gas to household and commercial and industrial MERRIEYARREMGEENALAER
customers is still the main business of the Group. During the reporting TETEK REHAN  AEBEBTHEMREINE
period, the Group achieved gas sales of 180.54 million cubic meters, £18,0548 5K B FERIEKG2.3% :
representing an increase of 62.3% as compared with the MERBPINEME3,389E T K » WELER
corresponding period last year. The Group sold 33.89 million cubic BRI E08.2% : [ LAt EME 14,6658
meters of gas to household customers, an increase of 98.2% SHK  BREFEREIERESS. 7%  BIRMANE
compared to the same period last year and sold 146.65 million cubic WA #9745 #344,582,0007T - 8 -EERAERE

meters of gas to commercial and industrial customers, an increase 302.8% o AEBREH A T REIEE W AL
of 55.7% compared to the corresponding period last year. The Group 928 4 I B T MK R BB A0 08 QY o

realised a gas sales income of approximately HK$344,582,000,
representing an increase of 302.8% as compared with the same period
last year. Income from sales of gas accounted for 65.9% of the Group’s

turnover from continuing operations during the reporting period.
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Gas pipeline connection

The Group was also engaged in the construction of main pipelines
and branch pipelines networks and charged customers with
connection fees for the construction of gas pipeline networks that
connect households with the gas networks. Such fee is another major
income source of the Group. During the reporting period, the Group
has completed connection work for 73,874 household customers and
5,389 commercial and industrial customers, representing an increase
of 46.2% and a decrease of 31.4% from the same period last year,
respectively. Income generated from connection fees amounted to
approximately HK$178,222,000, representing an increase of 37.9%
as compared with the corresponding period last year. Connection fees
income accounted for approximately 34.1% of the Group’s turnover
from continuing operations during the reporting period.

As at 31 March 2007, the Group has accumulated a total of 182,607
connected customers, representing an increase of 127.0% from the
same period last year, in which 168,684 were household customers,
representing an increase of 135.1% compared to the corresponding
period last year and 13,923 were commercial and industrial
customers, representing an increase of 60.1% compared to the same
period last year.
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Transportation, distribution and retail of bottled liquefied petroleum
gas (“LPG").

During the reporting period, the Group established Huaihua Zhongmin
Gas Company Limited (“Huaihua Zhongmin”) and Huaihua Zhongmin
Petroleum Gas Supply Company Limited (“Huaihua Supply”) in
Huaihua City of Hunan Province. The Group also set up Yunnan
Zhongmin Gas Company Limited (“Yunnan Zhongmin”) in Kunming
City of Yunnan Province and Guizhou Zhongmin Gas Company Limited
(“Guizhou Zhongmin”) in Guiyang City of Guizhou Province. These
companies engage in the transportation and distribution of LPG and
the distribution and retail of bottled LPG.

Exploitation of Natural Gas

During the reporting period, the Group expanded its business to
natural gas exploitation through the acquisition of 50% equity interest
in Yan Bian Hua Xin Oil Exploitation Company Limited (“ Yan Bian
Hua Xin"). Please refer to the sub-section headed “Yan Bian Hua Xin

Project” under the section headed “Project Expansion” below.

Supply of Video Lottery System and Equipment

The Group intended to engage in supply of video lottery system and
equipment in the Mainland China through the associate — Zhongmin
Zai Xian (Beijing) Technology Development Ltd. (“Zhongmin Zai
Xian")* (F RAEAR QL) BRHREZEE AR A 7)), and Zhongmin Zai Xian
was applying for the related licence. The lottery business has not
duly commenced operation during the reporting period.
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Divestment during the reporting period

During the year, the Group discontinued its glass products business
upon the deemed disposal of its controlling interest in Mian Zhu City
Hongsen Glass Products Company Limited (the “Glass Products”).
Additional capital investments were required by Glass Products to
reconstruct its plant, property and equipment after moving to a new
location and Glass Products increased its registered capital from
RMB1,000,000 (HK$1,009,000) to RMB17,000,000
(HK$17,159,000) for additional general working capital purpose.
However, the Group has not made further investment in Glass Products
with a view to focus its resources on developing core business. New
investors were introduced to make up the increased capital. The
Group’s interest in the Glass Products was decreased from 100% to
19% upon the completion of such increase in registered capital and
the Glass Products ceased to be a subsidiary of the Company.

Besides, the Group disposed all of its equity interest in a wholly owned
subsidiary — Penmark Limited together its property, with a saleable
area of 534 square meters, in Shanghai Zhongda Square for
HK$6,500,000 in cash. The Group use the proceed from sales on
the development of new gas projects.

Income Portfolio
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Project Expansion

The projects that the Group secured during the reporting period were

as follows:

The Yan Bian Hua Xin Project

In June 2006, the Company acquired a 50% equity interest in Yan
Bian Hua Xin Qil Exploitation Company Limited (“ Yan Bian Hua Xin”)
at a consideration of HK$30,000,000. Yan Bian Hua Xin is principally
engaged in the exploration and extraction of oil and natural gas in
Yanji Basin (JE & £3b) located at Yan Bian Korean Nation Autonomous
Area in Jilin Province, the PRC (R EI & MA T ZFABE R BAM) in
co-operation with Daqging QOilfield Company. Natural gas produced
was sold to local gas suppliers through Yan Bian Zhongmin Gas
Company Limited, a wholly-owned subsidiary of the Group (details of
which are set out in the sub-section “The Yan Bian Project” below).
The project was still at the stage of exploration in the financial year
and hence extraction and production have not been commenced.

The Yanliang Project

In June 2006, the Group acquired a 70% interests in a natural gas
business at Yanliang District, Xi’an at a consideration of
RMB42,500,000 (approximately HK$42,986,000) and set up Xi’an
Zhongmin Gas Company Limited (“Xi'an Zhongmin”), which mainly
engages in sale and distribution of natural gas, design of natural gas
pipeline and related maintenance in Yanliang District, Xi’an City,
Shagnxi Province. Yanliang District in Xi’an City, with approximately
240,000 residents in total, is China’s aviation industrial region
integrating aircraft design and research, production and
manufacturing, flight testing and authentication as well as related
scientific research. China’s largest aircraft manufacturer, Xi’an Aircraft
Industry (Group) Co., Ltd. (FAZ R T % (&) BREMTL A A]) and
many other enterprises and scientific research institutions are located
there. In August 2004, the National Development and Reform
Commission of the PRC approved the establishment of the national
high and new technology aviation industry base with a planned area
of 40 square kilometers in Yanliang District, Xi'an City. The base is
expected to be built into Asia’s largest aviation industry base in three

to five years.
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The Huaihua Project

In July 2006, the Group and an independent third party formed
Huaihua Zhongmin Gas Co., Ltd. (“Huaihua Zhongmin”) in Huaihua
City in Hunan Province of the PRC with a registered capital of
RMB18,180,000 (approximately HK$18,351,000), of which 55% of
equity interest was held by the Group. Huaihua Zhongmin principally
engages in the business of the sales of LPG in Huaihua City of Hunan
Province. Huaihua City, which is situated at the boundary of Hunan,
Guangxi and Guizhou Provinces, is an important transport pivot and
logistic hub in central China. It has a population of 5.1 million and
LPG is one of the major energy consumed. Huaihua Zhongmin has
obtained a considerable market share in Huaihua City’'s LPG market
and such share is expected to grow significantly in view of the business
development of the company.

The An Ran Project

In September 2006, the Group and an independent third party entered
into two equity transfer agreements and an operation rights transfer
agreement whereby the Group acquired 100% equity interest in Fujian
Province An Ran Gas Investment Co., Ltd. (“Fujian An Ran”) at a
consideration of RMB104,320,000 (approximately HK$110,793,000)
and acquired its operation rights by issuing 200,000,000 consideration
shares at an issue price of HK$0.40 per share.
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The An Ran Project (Continued)

Fujian An Ran mainly engages in the sales and distribution of gas,
designing, construction and installation of gas pipelines. Fujian An
Ran has acquired a significant market presence in the natural gas
market in Fujian Province. The acquisition of Fujian An Ran has
significantly expanded the Group’s gas market and extended the
Group’s growing potential for future development. The energy
resources of Fujian Province are insufficient relative to its well
developed economy. The China National Offshore Oil Corporation and
Fujian Provincial Government jointly established LNG Terminal Project.
Starting from early 2009, LNG terminals established in Fujian Province
will import 2.6 million tones of LNG from Indonesia each year under
a contract with a term of 25 years. The import will increase to 5 million
tones upon the completion of the second phase of the project. Driven
by the rapid economic growth of Fujian Province and with the offshore
LNG from Indonesia becoming an onshore energy, LNG consumption
among residential users and commercial and industrial users will
increase rapidly. The robust increase in LNG demand will generate
abundant cash flow from the Group.

The Yan Bian Project

In November 2006, the Group set up Yan Bian Zhongmin Gas
Company Limited (“Yan Bian Zhongmin”), a wholly-owned company
with a registered capital of RMB 10,000,000 (approximately
HK$10,094,000), in the Yan Bian Korean National Autonomous Area
of Jilin Province and Yan Bian Zhongmin principally engages in the
sales of natural gas. Yan Bian Zhongmin will sell the natural gas which
sourced by Yan Bian Hua Xin in Yanji Basin to other local gas suppliers.
During the financial year, Yan Bian Zhongmin was still in the pre-
operation stage and no operation has been commenced. It is expected
that considerable revenue will be generated with the end of the pre-
operation stage and Yan Bian Hua Xin will start to extract natural gas.
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The Huaihua Supply Project

In December 2006, the Group established Huaihua Zhongmin
Petroleum Gas Supply Company Limited (“Supply Company”), a
wholly-owned company with a registered capital of RMB26,000,000
(approximately HK$26,244,000), in Hunan Province and the business
scope of which covered the purchase, transportation and sales of
LPG and related petrochemical products under the permitted scope
of the relevant policies. The purpose of establishing Supply Company
is to establish a transportation and distribution system for LPG in
order to secure the resources supply of Huaihua Zhongmin, the
Yunnan project and the Guizhou project (as set out below). The
company owned 38 LPG rail carriages and leased certain other
vehicles and such arrangement secured the gas supplies for various
LPG project companies of the Group.

The Yunnan Project

In December 2006, the Group established Yunnan Zhongmin Gas
Company Limited (“Yunnan Zhongmin”) in Kunming City of Yunnan
Province. Yunnan Zhong Min had a registered capital of RMB
7,560,000 (approximately HK$7,631,000). Yunnan Zhongmin is
principally engaged in the storage and transportation, wholesale and
retail of LPG in Yunnan Province. Yunnan Zhongmin commenced its
operation in January 2007 and its business covered the LPG retail
business in Kunming City and the wholesale of gas in other cities in
Yunnan Province. Yunnan Zhongmin’s business enjoyed excellent
market prospects.
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The Guizhou Project

In January 2007, the Group set up Guizhou Zhongmin Gas Company
Limited (“Guizhou Zhongmin”), a wholly-owned company with a
registered capital of RMB 18,000,000 (approximately
HK$18,169,000) in Guiyang City of Guizhou Province. Guizhou
Zhongmin is principally engaged in the storage and transportation,
wholesale and retail of LPG in Guizhou Province. Guizhou Zhong Min
owned large-scale LPG cylinders with a volume of 5,000 cubic meters
and its business scope included the LPG retail business in Guiyang
City and the wholesale of gas in other cities in Guizhou Province.
Guizhou Zhong Min was still in the pre-operation stage during this

financial year and no operation has been commenced.

FINANCIAL REVIEW

Gross Profit Margin

In 2007, the overall gross profit margin from continuing operations of
the Group was 33.0%, representing a decrease of 23.3% as compared
with the corresponding period last year. The decrease of gross profit
margin was mainly attributable to the change in income structure of
the Group. Since the Group was committed to enhance the gas
utilization rate, the income from sales of gas has increased
substantially from 39.5% of last year to 65.9% and the connection
fees has decreased substantially from 59.7% of last year to 34.0%.
The income from sales of piped gas and the connection fees have
increased as compared with last year. However, the profit margin of
connection fees was higher than that of sales of piped gas, and the
resultant change in income structure of the Group has led to a decline
in gross profit margin before the income structure has become
relatively stable. It also reflected the further optimisation of the Group’s
income structure from shifting the reliance on one-off connection
fees to the sales of gas which would generate long-term and stable

income.
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Liquidity and Capital Resources

As at 31 March 2007, the Group had total assets of HK$1,436,863,000
and current liabilities, long term liabilities, shareholders’ equity and
minority interests of HK$357,988,000, HK$509,321,000,
HK$503,521,000 and HK$66,033,000 respectively.

As at 31 March 2007, the Group’s cash in hand and total borrowings
were approximately HK$184,031,000 (2006: approximately
HK$132,986,000) and approximately HK$643,374,000 (2006:
approximately HK$164,859,000) respectively. The debt-to-
capitalization ratio, representing the ratio of total borrowings to equity
(excluding minority interests) was 56.1% (2006: 37.7%).

On 7 September 2005, the Company entered into an agreement
whereby the Company issued US$20,000,000 (equivalent to
approximately HK$156,000,000) 2 per cent convertible notes due in
2008 to Equator View Capital, an independent third party and is
indirectly owned as to 49% by Oasis Management Holdings LLC, an
international investment fund. For the year ended 31 March 2007,
convertible notes with an amount of HK$116,700,000 have been
converted into 357,968,998 ordinary shares of the Company.
Subsequent to the balance sheet date, convertible notes with an
amount of HK$19,450,000 have been further converted into
56,655,985 ordinary shares of the Company while convertible notes
with an amount of HK$19,450,000 remained outstanding. If the
outstanding convertible notes were fully converted into shares,
approximately 56,000,000 ordinary shares of the Company will be
issued, representing 1.55% of the issued share capital of the Company
as at 31 March 2007.
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Liquidity and Capital Resources (Continued)

On 30 May 2006, the Company has entered into a subscription
agreement (the “Subscription Agreement”) with Indopark Holdings
Limited, an indirectly wholly owned subsidiary of Merrill Lynch with
respect to the issue of US$40,000,000 (equivalent to approximately
HK$310,000,000) 2% convertible bonds due in 2009. Pursuant to
the terms of the Subscription Agreement, the convertible notes can
be convertible into Shares at a conversion price of HK$0.60 per share
(subject to adjustment). Unless previously redeemed, converted or
purchased and cancelled, the convertible notes shall be redeemed
by the Company at 106% of their principal amount at the third
anniversary of the issue date. The convertible notes carried interest
from the issue date at the rate of 2% per annum of the principal
amount of the convertible notes. The convertible notes were issued
on 15 June 2006, providing the Group more funds for new project
development and further broadening its strategic investor base. The
issue also manifested the full recognition from international prestigious
investment banks of the Group’s results after the business
transformation and their confidence in the Group’s future
development. For the year ended 31 March 2007, Indopark Holdings
Limited has not converted any convertible notes into the ordinary
shares of the Company. However, subsequent to the balance sheet
date, convertible notes with an amount of HK$77,500,000 have been
converted into 129,166,666 ordinary shares of the Company and
convertible notes with an amount of HK$232,500,000 remained
outstanding. If the outstanding convertible notes were fully converted
into shares, approximately 387,000,000 ordinary shares of the
Company will be issued, representing 10.69% of the issued share
capital of the Company as at 31 March 2007.

Borrowings Structure

As at 31 March 2007, the total borrowings of the Group was
HK$643,374,000 (2006: approximately HK$164,859,000), which
included interest-bearing convertible notes with a fair value of
HK$410,974,000 and domestic bank loans denominated in Renminbi
of the project companies. Other than the convertible notes with fixed
interest, other loans, which were used as normal working capital and
operation expenses, carried interest at a fixed rate or an interest rate
issued by the PBOC. Apart from the loans equivalent to approximately
HK$122,377,000 were pledged with certain assets with carrying value
of approximately HK$77,488,000, other loans were unsecured. Short-
term loans were approximately HK$106,238,000 while others were
long-term loans due after 1 year. For the details of capital
commitments and pledge of assets, please refer to notes 38 and 39
to the financial statements.
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Capital Structure

The Group’s long-term capital mainly comprises shareholders’ equity
which is confirmed by the sound gearing ratio as discussed in the

section “Liquidity and capital resources” above.
Exposure of Foreign Exchange

With all of the Group’s operations located in the PRC and substantially
all of its income and expenses were denominated in RMB, the Group
has no significant exposure to the fluctuation of foreign exchange
rate. The Group will closely monitor the market interest rates and

make appropriate adjustments when necessary.
Capital Commitments

As at 31 March 2007, the Group’s capital commitment amounted to
approximately HK$323,609,000, mainly attributable to the major
engineering works for the Fujian LNG terminals project as discussed
above.

Contingent Liabilities

As at 31 March 2007, the Group had no material contingent liabilities.

POST BALANCE SHEET DATE EVENTS

Subsequent to the balance sheet date, the Group has not had any
substantial event. For the details, please refer to note 40 to the
consolidated financial statements.

EMPLOYEES

As at 31 March 2007, the Group had 906 employees, of which 4
were based in Hong Kong and the remaining were based in Mainland
China. The remuneration policy and package of the Group’s employees
are reviewed and approved by the directors after consulting the
Remuneration Committee. Apart from pension funds, individual
employees may be granted discretionary bonus and share options as

rds for their outstanding performance. The Group may provide
tmﬁg for our employees when necessary.
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PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company’s listed securities during the period

under review.
PROSPECTS

Gas Supply Business

It is expected that the economy of the PRC will sustain continuous,
rapid and healthy development during the “11th-Five Year Plan”
period. As the city gas is monopolistic in nature, its market is relatively
stable in the long run. The rapid growth in economy will continue to
promote long-term and strong growth in energy consumption,
particularly clean energy. With the constant rise in the level of
industrialisation and urbanisation in the PRC, the prospects of the
city piped gas business will be encouraging. Following the increase
in the number of new projects undertaken by the Group and the
continuous increase in the level of industrialisation and urbanisation
in the regions in which the Group operates, the connection and sales

of piped gas will continue to grow.

As natural gas resources are relatively sconced in Yunnan, Guizhou
and the western region of Hunan, bottled LPG will become a long-
term option available for household customers for a certain period.
As a result, the number of users of bottled LPG will be stable and the
market prospect is promising. The development of LPG will be
benefited with the Group’s edges in storage, delivery, wholesaling and
retailing services of LPG in the afore mentioned regions of the PRC
and the Group’s solid relationship with upstream gas suppliers.
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Lottery Business

Since the official launch of lottery in 1987 in the PRC, the sales of
lottery has been increased by more than 1,000 times over the past
20 years and the sales volume of which has climbed to the leading
level in the world. In 2006, the sales volume of the lottery market in
the PRC amounted to RMB&1.8 billion, representing an increase of
14% as compared with the sales volume in 2005. The sales of lottery
in the PRC has scaled a new height, of which the sales of welfare
lottery in aggregate accounted for RMB49.56 billion, representing
61% of the lottery market in the PRC and a growth of over 20%. As
the continuous economic development in the PRC has stimulated
the growth in per capital income and the consumption power of the
domestic residents, the directors are of the view that the lottery market
in the PRC will sustain its continual and rapid development. Upon
the launch of supply of video lottery system and equipment after the
approval has be acquired, the business will bring promising return
and sufficient cash flow to the Group.

Looking ahead, the Group will expand into industries with relatively
higher entry requirements as well as abundant revenue and cash
return, such as the lottery industry, after sustaining stable development
in our gas business in order to strive for better profit and return for
our shareholders and to develop the Group into a conglomerate. In
line with the Group’s development strategy, a special resolution will
be proposed by the board of directors at the forthcoming annual
general meeting to change the Company’s name to “Chinese People
Holdings Company Limited”.

Dr. Mo Shikang
Managing and Executive Director

Beijing, 27 July 2007
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