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Financial Highlights
MBRE

Profit for the period Revenue Natural Gas Sales Revenue'

AR E RARRHEEBRA

145% 136%

1H18 504-3 %ITI%(:%%KD 1H18 4'9692:%(3%;:KD 1H18 4,260 %%?%%KD

million HKD million HKD million HKD
TH17 3487 BEETL TH17 3,657 BEETL TH17 3,173 BEETL
Revenue Natural Gas Sales Volume
B AAREEE
HK$ Million Million Cubic Meters
BEBIT 4969 BEMLAK
5,000 d 2,000 1,855
1,602
4,000 1500 1392
3,000
1,000
2,000
1,000 >00
0
1H2016 1H2017 1H2018 1H2016 1H2017 1H2018
For the period (in HK$ million) 1H2018 1H2017 Changes
HR(E&5T) e
Revenue ] 4,969 3,657 +36%
Gross Profit EF 847 633 +34%
Profit for the period A& 504 349 +45%
Profit attributable to owners NEEE AL BRE T
of the Company 216 170 +27%
Earnings per Share (HK cents) SRAEF B 4.339 3.286 +32%

' Natural Gas Sales Revenue includes revenue from the sales and distribution of natural gas and other related products

RAARHERABEHE MR RAR L EMBREER WA
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Enterprise Culture
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Vision

enterprise by

clean energy

fE

BRBZEREE
REABRFERR

Missions

Develop business of
clean energy
Contribute
sustainability to society

O RER
HMIELE KERBE

Core Values
Integrity

Innovation
Teamwork

Hip
Bis 208
BE 9%
Spirits
Passionate Ambitious
Practical Diligent

RERENNERERAR

Establish the Group as an
internationally influential

environment-friendly

EFEL RIXAI BBAE

Group interest as priority
Customer orientation

I3
All3
H%?%L@ﬁ

Objectives

Create value for our
customers
Create future for our
employees
Create rewards for our
shareholders

THFE

HEYE ATAE
B BERE
THEE HEBX

Working environment

Respect Righteous
Disciplined Precise
Initiative Positive
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Main trunk pipelines T E#4E &4

Natural Gas Distribution Business in China

PR RAR D HER

Company operating assets / data A R EZEER HiE

m— \Nest-to-East line 1 === Branch pipeline
ARRE R NRAIBAAXREE
- \Nest-to-EFast line 2 [ J City gas project with concession right
ARRE & NEHRARIER
m— West-to-East line 3 A NG processing plant
TREH =45 RNAEBRIERAR IR
== Se-Ning-Lan line | CNG/LNG/L-CNG station
RERR REIRARINE I
mmm== Shaan-Jing line 4
BRI 4R
| Province with natural gas sales volume between 100mn m? and 500mn m?* in IH2018
NEIHAE1.0-5.08 KGN (ZF—N\F L45F)
mm Cang-ZiLine | Province with natural gas sales volume < 100mn m?in
BISER NRIHEAE V0BT KA TED
== 7hong-Wu Line
AR
—— Myanmar-China Line
LR

Heilongjiang & 8E/T

Horgas
(gas from Central Asia)

RS
(238 OX A7)

Liaoning &%=

Lun-nan

oil & gas
field

Lok

Xinjiang 758

Inner Mongolia A5

Sebei

oil & gas Xining F3%8
field Qinghai &1

AL

) Gonghe

M Spingran hosu TR
Taizhou Z= /|

Tibet FE7E

gas field

Sichuan i &
mi

Shag
=
YunnanEES GuangxiEF  H3

Gas from . Chaozhou
Burma il

@

ARE

Note: For illustrative purpose only, actual scale and location might differ slightly
i kB AREE - IR E R AR ERIS A HA
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Oil and Gas Production Business in Canada

MEXMREERT

Proved (Producing) 1I\5I)BO(;1E1 QTAL:
PO R () R ax
MMBOE
. a1 BERHES
Proved (Non-producing) MBOE
RARECREE) THRhES

Proved (Undeveloped) 1!\%82073
FRRE R e oy
12,223

Probable % #l/f# = - DFA%O/HEH

=
==:=)

0 10,000 20,000 30,000
\ Reserves (MBOE) it E (THAEE)
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Corporate Information
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Interim Results
FRERES

The board (the “Board”) of directors (the “Directors”) of China Oil And
Gas Group Limited (the “Company”) announces the unaudited condensed
consolidated interim results of the Company and its subsidiaries (collectively
the “Group”) for the six months ended 30 June 2018 (the “Period”).

THRREBERAR(TARADNEZ(EEDB
(TEFRDEMRAREMBAR (B £E])
BE_Z- \FRA=TREXEAATHAZ
REEZEREAPIESE -

The unaudited condensed consolidated financial information for the Period
has not been audited but has been reviewed by the Company’s audit
committee (the “Audit Committee”).

HAZ REEXERAERA M BENREEZ 2
RuarREZZER ([EREZEg])EM -

Condensed Consolidated Statement of ERSsEETERER
Comprehensive Income
For the six months ended 30 June 2018 HEe T \FXA=1THILEA

Six months ended 30 June
BEXA=+HILAEA

2018 2017
—E-N\F —E—tF
Notes HK$'000 HK$'000
B EE FHET FAET
(unaudited) (unaudited)
(REF*) (CREEEZ)
Revenue = 4 4,968,927 3,656,957
Cost of sales FHERAR (4,121,811) (3,024,054)
Gross profit EH 847,116 632,903
Other income B 5 15,691 24,099
Other gains, net Hblhas - F88 6 5,895 7,110
Selling and distribution costs HERDIHER (22,637) (20,956)
Administrative expenses TR SZ (185,765) (143,848)
Reversal of impairment losses on oil Y - BE REETBR
and gas properties under B ERE R R
property, plant and equipment 20,237 -
Operating profit BRI 680,537 499,308
Finance income B 7 66,169 53,953
Finance costs B E R 7 (106,186) (104,003)
Share of (losses)/profits of investments AMEEAEREARZIRE
accounted for using the equity method (B18), /&5 (3,840) 893
Profit before taxation BREEAT = A 636,680 450,151
Taxation i 8 (132,350) (101,416)
Profit for the period HA R A 504,330 348,735
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Condensed Consolidated Statement of
Comprehensive Income (Continued)

For the six months ended 30 June 2018

Interim Results

SEGE S

BERGREZERER (F)

BE_Z-\FRA=1THIXEA

Six months ended 30 June
BEA<A=1+H1E<MEA

2018 2017
—=E-N\F —E—tF
Notes HK$°000 HK$'000
MsE F#ET FAT
(unaudited) (unaudited)
(REEEX) (CREEEZ)
Other comprehensive income: HthZEIA :
Item that will not be reclassified to TR EFH A EE B 2 HE -
profit or loss:
Changes in fair value of equity BATE J)\ﬁﬁﬂiﬁ”ﬂl iz
instruments at fair value through other o T ANFEZE
comprehensive income 27,939 -
Items that may be subsequently reclassified — FIE#H 721822 HH -
to profit or loss:
Currency translation differences BEmEES 110,620 206,817
Changes in fair value of available-for-sale AL ESREEATEES
financial assets - 14,674
Changes in fair value of debt instruments RAFESAREMEARED
at fair value through other EEIAATEEZE
comprehensive income (36,993) -
Total comprehensive income for the period ~ HiR 2 E U A 42%E 605,896 570,226
Profit for the period attributable to: BT A BB F
Owners of the Company NEEBA 216,160 170,251
Non-controlling interests FEEAR 288,170 178,484
504,330 348,735
Total comprehensive income UTATEEZEBALLE:
attributable to:
Owners of the Company NREE A 304,091 328,341
Non-controlling interests SEIE RS 301,805 241,885
605,896 570,226
HK cents HK cents
AL AL
Earnings per share BREF 9
— Basic — &K 4.339 3.286
- Diluted —#8 4.310 3.272
PHRREEERAT 2018 HEE 9



Interim Results

SEGE S

Condensed Consolidated Statement of Financial

Position
As at 30 June 2018

RS B BRI &

RZE-NFRA=1H
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Interim Report 2018

30.6.2018 31.12.2017
—E-N\fF T+
ARA=t+H +=A=+—H
Notes HK$'000 HK$'000
FEE FET FAT
(unaudited) (audited)
(REEER) (&%)
Assets EE
Non-current assets FREEE
Property, plant and equipment M - WEKREE 11 7,951,551 7,725,219
Exploration and evaluation assets MR EEEE 211,450 215,189
Land use rights T AR 447,025 456,458
Intangible assets mREE 1,043,495 1,035,324
Investments accounted for using FREREARZERE
the equity method 318,399 321,167
Available-for-sale financial assets AL ESmEE - 596,360
Financial assets at fair value through BATFER AR MEE
other comprehensive income WamH R EE 566,443 -
Other non-current assets HMIEmeiEE 1,169,506 956,763
Deferred tax assets RIERIBE E 4,888 4,796
11,712,757 11,311,276
Current assets REEE
Inventories 78 263,116 244,438
Deposits, trade and other receivables e B5MEMEWRIE 12 1,677,733 1,596,734
Financial assets at fair value through BRATESERARZ
profit or loss SREE = 48,842
Current tax recoverable & HT e Fi IR 6,189 6,333
Time deposits with maturity over BB =EA
three months TEHITE R - 48,531
Cash and cash equivalents HeMReEEER 2,711,933 2,290,447
4,658,971 4,235,325
Total assets BEE 16,371,728 15,546,601




Interim Results
FRERES

Condensed Consolidated Statement of Financial AR S MR R ()
Position (Continued)
As at 30 June 2018 RZE-NFRA=TH
30.6.2018 31.12.2017
—E-N\F —T—+F
~NA=1H +=ZA=+—H
Notes HK$'000 HK$'000
B EE FET FAT
(unaudited) (audited)
(REBEX) (&&= Z)
Liabilities 8f&
Current liabilities REAE
Trade and other payables B 5 MHMFERFRIA 13 1,403,717 1,431,733
Receipt in advance TEWGRIA - 1,584,003
Contract liabilities aHEaE 1,443,469 -
Short-term borrowings mEEE 1,382,899 689,258
Current tax payable o HE IR 202,496 215,042
4,432,581 3,920,036
Non-current liabilities kRBEE
Senior notes BEERE 4,978,520 4,970,240
Long-term borrowings REEE 77,055 60,000
Deferred tax liabilities RIEIE A E 274,612 260,359
Assets retirement obligation BRI 135,635 130,311
5,465,822 5,420,910
Total liabilities BEHEE 9,898,403 9,340,946
Equity =
Equity attributable to owners AREEAELER
of the Company
Share capital &N 14 58,257 58,257
Reserves E 3,327,392 3,286,289
3,385,649 3,344,546
Non-controlling interests IR A 3,087,676 2,861,109
Total equity fEREE 6,473,325 6,205,655
Total equity and liabilities BRERAEEHE 16,371,728 15,546,601

FMRREEARAT 2018hBkE 11



Interim Results

b GE S

Condensed Consolidated Statement of Changes In (GRS - S
Equity
For the six months ended 30 June 2018 HEZT-N\FAA=+HIE EAR

At January 2018 W=8-NE-5-R
Profit forthe period B
Other comprehensive income; Af2EHA:

Bichange difeences on ranslatng oregn operations ~ EE £ 2B EE
Changes nfair value of equitynstuments at fairvalue. ~— FATEHFAER

through other comprehensive ncome SEHEHERTENTERY

Changes infair value of debtinstuments a far BATEALh 2 ERE
value through other compreensiveincome ERIEATERY

Total comprehensive income for the period Bn2ERALE

Equiysetted share-based payments EREENRNBEEI T

Sheres purchased for hare anard scheme BRARREBERD

Value of employee sevces [EERBRE

Captta injection by non-controling ineress HinERE

Diidend pad to norcontollng nerets XHRETHERER

Finldidend for he yearended 31 December 2017~ EZ=F-+F+=A=F-R

ItEEZRERE

Change in the ownership interets i sbsidaries TERAEEETRLT
that do notreslt i aloss of contol EEEY

Transerof qan on disposal of equitynvestments st~ RERATEFAZR2EIA
PVOCI to retained eamings HRERE 2 NaE R

At30 June 2018 HZB-NFRAZTH
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Interim Results
AR S

Condensed Consolidated Statement of Changes In ARG E R EE R ()
Equity (Continued)
For the six months ended 30 June 2018 HE-Z—)\FXA=1+HILA~HEA

Attributable to owners of the Company

DAEBARE
Shares
eld for Buchange  Share-based Non-
Share Share share award Other  fluctuation  compensation ~ Retained controling Total
apitdl  premium stheme TESENES resenve resenve profits Total Interests equity
Alf A
ERE EiRE B

BE BbER  AERG  RuER e @ R BE MBER  EeE
HCPOOD  HKSOO0  HKSO0D KGO0 HKSOOD  HKSODD  HKSOOD  HKBOMD  HKOOO  HKOOD
AL TEL TAr TEL TEr TAR TEL A TR TARL

At1 January 2017 WoE-tF-5-8 58,257 UST8 (305708 1,536,561 (604,730) 340 218030 2830431 242053 52509%4
Profit for the period B - - - - - N 13N A 1SV 33
Other comprehensive income; Eh2ENA:
Bichange diferences on ranslatng foreign operations BN ER 2B 2E - - - - 13416 - - 146 G401 206817
Changesin value of avallbleforale fiencia assets T HESRERERES - - - e - - - e - e
Release oftranslaion esenve upon dsposal of asubsiclary - FAHE-FIHEL B

SRR - - - - - -
Total comprehensive income for the period EnANAEE - - - 14674 143,416 - 170,251 308,341 241,885 570226
Fauitysetied share-based payments EREENRNAEE AT - - 91 - - - 91 - 91
Shares purchasd for share award scheme S OERE S - - (148 - - - - (18 - (18
Value of employee senies [EERHEE - - - - - 1877 - 1877 - 1877
Captta injection by non-controling ineress FalERTR - - - - - - - - 8,208 8,208
Dividend paid o non-contrling nteests RS THRER - - - - - - - N AP/ I R 2]
Finldidend for he yearended 31 December 2016~ #E-F-7Et-A=F-R

IFEEZRERE - - - - - -y - B
Change inthe ownership interets i subsidiaries I -Everai=iliEg

that do notrestin alossof cortro HEERY - - - (11 - - - Ry w63

Disposal of asubsidiay HE—EHELE - - - - - - - - - -
At30June 2017 H-B-tERA=TH 58,257 U578 (319539 15199% (4p1314) 5318 2288281 315577 2601280 5722857

FHMREEARAT 2018 HHE 13



Interim Results

SiEGE S

Condensed Consolidated Statement of Cash Flows

For the six months ended 30 June 2018

FRFEREMER

HE_ZT—-N\FRA=THIEXRMEA

Unaudited Unaudited
(6 months) (6 months)
RICERZ RICEIZ
(NER) (FRMEA)
1.1-30.6.2018 1.1-30.6.2017
—ZE-N\F ZE—tF
—A—BZE —H—RA=E
ANB=t+H ~NAZ=Z1+8
HK$000 HK$'000
T FET
Net cash generated from operating activities #&&/EBELZIREFHE 403,692 432,411
Net cash used in investing activities WEEEMACRSFE (473,811) (402,531)
Net cash used in financing activities MEEDFTA RS T 469,812 (133,177)
Net decrease in cash and cash equivalents Re MR EBEBEE R FRE 399,693 (103,297)
Cash and cash equivalents at beginning HRe kRS EEE
of the period 2,290,447 1,833,483
Effect of foreign exchange rate changes [ERFahT e 21,793 40,747
Cash and cash equivalents at end R kRS EIEAE
of the period 2,711,933 1,770,933

14 CHINA OIL AND GAS GROUP LIMITED  Interim Report 2018




Notes to Condensed Consolidated Financial
Statements
For the six months ended 30 June 2018

(1)

(2)

General information

China Oil And Gas Group Limited (the “Company”) was incorporated
in Bermuda as an exempted company with limited liability and its
shares are listed on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”). The address of its registered office is at Clarendon
House, 2 Church Street, Hamilton HM 11, Bermuda. The address of
its principal place of business in Hong Kong is Suite 2805, 28th Floor,
Sino Plaza, 255-257 Gloucester Road, Causeway Bay, Hong Kong.
The Company is an investment holding company. Its subsidiaries are
principally engaging in investment in energy related business in various
regions in the People’s Republic of China (“PRC”) and West Central
Alberta, Canada, including but not limited to 1) piped city gas business,
pipeline design and construction; 2) transportation, distribution and
sales of compressed natural gas (“CNG”) and liquefied natural gas
(“LNG"); and 3) development, production and sale of oil and gas and
other upstream energy resources. The Company and its subsidiaries are
collectively referred to the (“Group”).

Basis of preparation

The unaudited condensed consolidated interim financial statements
of the Group have been prepared in accordance with Hong Kong
Accounting Standards (“HKAS”) 34 “Interim Financial Reporting”
issued by the Hong Kong Institute of Certified Public Accountants
("HKICPA") and Appendix 16 to the Rules Governing the Listing of
Securities on the Stock Exchange. These interim financial statements
should be read in conjunction with the Group’s audited financial
statements for the year ended 31 December 2017.

Interim Results
FRERES
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House, 2 Church Street, Hamilton HM 11,
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BB HRIEE LITE255-257 RIEMES
28122805 F o N A/ —MIREER AR
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Bl ]) R hng KB B35 & o 7 30 % (i
BEUEEREEER CIRE  BEETR
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0 )BERARCNG]) RBIERAR
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HE - RRILEMBARSAEAERE([£
) o
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Interim Results
FRERES

(3) Significant accounting policies

In the current interim period, the Group has applied, for the first time,
the following new standards, interpretation and amendments to
standards which are effective for accounting period beginning on or
after 1 January 2018.

HKFRS 9 Financial Instruments
HKFRS 15 Revenue from Contracts with
Customers

HK(IFRIC)-Int 22 Foreign Currency Transactions and

Advance Consideration
Amendments to HKAS 28 As part of the Annual Improvements
to HKFRSs 2014-2016 Cycle

Amendments to HKAS 40 Transfers of Investment Property

Classification and Measurement of
Share-based Payment Transactions

Applying HKFRS 9 Financial
Instruments with HKFRS 4
Insurance Contracts

Amendments to HKFRS 2

Amendments to HKFRS 4

Amendments to HKFRS 15 Clarifications to HKFRS 15 Revenue
from contracts with customers

Other than the impact of adoption of HKFRS 9 “Financial Instruments”
and HKFRS 15 “Revenue from Contracts with Customers” as disclosed
below, the adoption of above interpretation and amendments to
standards did not have material impacts on the preparation of the
condensed consolidated financial statements.

HKFRS 15 Revenue from Contract with Customers

HKFRS 15 supersedes HKAS 11 Construction Contracts, HKAS 18
Revenue and related interpretations and it applies to all revenue
arising from contracts with customers, unless those contracts are in
the scope of other standards. The new standard establishes a five-step
model to account for revenue arising from contracts with customers.
Under HKFRS 15, revenue is recognised at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for
transferring goods or services to a customer.

10 CHINA OIL AND GAS GROUP LIMITED Interim Report 2018
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(3) Significant accounting policies (Continued)

HKFRS 15 Revenue from Contract with Customers (Continued)

The standard requires entities to exercise judgement, taking into
consideration all of the relevant facts and circumstances when applying
each step of the model to contracts with their customers. The standard
also specifies the accounting for the incremental costs of obtaining a
contract and the costs directly related to fulfilling a contract.

The Group adopted HKFRS 15 using the modified retrospective
method of adoption. Any difference at the date of initial application
is recognised in the opening retained earnings and comparative
information has not been restated. Furthermore, the Group elected
to apply the practical expedient for completed contracts and did
not restate the contracts completed before 1 January 2018, thus
certain comparative figures may not be comparable as comparative
information was prepared under HKAS 18 “Revenue” and HKAS 11
“Construction Contracts” and the related interpretations.

The Group recognises revenue from the following major sources:

o Sales and distribution of natural gas and other related products
o Gas pipeline construction and connection

o Exploitation and production of crude oil and natural gas

The effects of the adoption of HKFRS 15 are further explained as
follows:

(@) Accounting for sales and distribution of natural gas and other
related products, and exploitation and production of crude oil and
natural gas

The Group's contracts with customers for the sales and
distribution of natural gas and other related products, and
exploitation and production of crude oil and natural gas generally
include one performance obligation. The Group has concluded
that revenue from the above activities should be recognised at
the point in time when control of the asset is transferred to the
customer, generally on delivery of the goods. Therefore, the
adoption of HKFRS15 did not have a material impact on the
timing of revenue recognition.
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(3) Significant accounting policies (Continued)

HKFRS 15 Revenue from Contract with Customers (Continued)

(b)

Accounting for gas pipeline construction and connection

In prior reporting periods, the Group accounted for gas
pipeline construction and connection when the outcome of the
construction contract for connection can be estimated reliably
and the stage of completion at the end of reporting period can
be measured reliably. Revenue from and expenses on construction
contracts for gas pipeline connection are recognised using the
percentage of completion method, measured by reference to the
costs incurred during the year relative to the estimated total costs
of the contract. When the outcome of a construction contract
for gas pipeline connection cannot be estimated reliably, revenue
is recognised only to the extent of contract cost incurred that is
probable to be recoverable.

Under HKFRS 15, properties that have no alternative use to the
Group due to contractual reasons and when the Group has an
enforceable right to payment from the customers for performance
completed to date, the Group recognises revenue as the
performance obligation is satisfied over time in accordance with
the input method for measuring progress.

The excess of cumulative revenue recognised in profit or loss over
the cumulative billings to purchasers of properties is recognised
as contract assets. The contract assets will be reclassified as
receivables when the progress billings are issued or properties
are delivered as this is the point in time that the consideration is
unconditional because only the passage of time is required before
the payment is due.

The excess of cumulative billings to purchasers of properties over
the cumulative revenue recognised in profit or loss is recognised
as contract liabilities.

For the six months ended 30 June, 2018, the Group has
concluded that the adoption of HKFRS 15 did not have a material
impact on the timing of revenue recognition.
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(3) Significant accounting policies (Continued)

HKFRS 15 Revenue from Contract with Customers (Continued)

(0)

Presentation and disclosure requirements

The Group's contract liabilities include receipts in advance under
HKFRS 15.

The condensed consolidated statement of financial position as
at 1 January 2018 was adjusted, resulting in reclassification of
receipt in advance of HK$1,584,003,000 to contract liabilities of
HK$1,584,003,000.

Apart from the above, the application of HKFRS 15 in the current
interim period has had no material impact on the amounts and/
or disclosures reported on these condensed consolidated financial
statements.

HKFRS 9 Financial Instruments

HKFRS 9 Financial Instruments replaces HKAS 39 Financial Instruments:
Recognition and Measurement for annual periods beginning on or after
1 January, 2018, bringing together all three aspects of the accounting
for financial instruments: classification and measurement; impairment;
and hedge accounting.

(a)

Classification and measurement

Except for certain trade receivables, under HKFRS 9, the Group
initially measures a financial asset at its fair value plus, in the
case of a financial asset not at fair value through profit or loss,
transaction costs.

Under HKFRS 9, debt financial instruments are subsequently
measured at fair value through profit or loss (“FVPL"), amortised
cost, or fair value through other comprehensive income
("FVOCI"). The classification is based on two criteria: the Group's
business model for managing the assets; and whether the
instruments’ contractual cash flows represent ‘solely payments of
principal and interest’ on the principal amount outstanding (the
"“SPPI criterion™).
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(3) EXEFHE(#E)

(3) Significant accounting policies (Continued)

HKFRS 9 Financial Instruments (Continued) ERVKRREEAFIRIESMIE |(F)

(a) Classification and measurement (Continued)

The new classification and measurement of the Group’s financial SESREENTOBREWT

assets are as follows:

The Group elected to present in other comprehensive
income for the fair value changes of all debt investments
previously classified as available-for-sales financial assets
and financial assets at fair value through profit or loss
under HKAS 39, as management considered that all debt
investments are held within a business model with the
objective by both collecting contractual cash flows that
meet the SPPI criterion and selling financial assets. At the
date of initial application of HKFRS 9, HK$48,842,000 and
HK$459,627,000 were reclassified from financial assets
at fair value through profit or loss and available-for-sales
financial assets to debt instruments at FVOCI respectively;
HK$4,790,400, represented the accumulated fair value gains
of debt investments previously classified as financial assets
at fair value through profit or loss under HKAS 39, was
reclassified from retained earnings to reserves.

Equity instruments at FVOCI, with no recycling of gains
or losses to profit or loss on derecognition. The Group
intends to hold them for the foreseeable future and which
the Group has irrevocably elected to so classify upon initial
recognition or transition. The Group classified its quoted
equity instruments as equity instruments at FVOCI. Equity
instruments at FVOCI are not subject to an impairment
assessment under HKFRS 9. At the date of initial application
of HKFRS 9, equity instruments previously classified as
available-for-sales financial assets under HKAS 39 amounted
to HK$136,733,000 were reclassified to equity instruments
at FvOCl.
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(3) Significant accounting policies (Continued)

HKFRS 9 Financial Instruments (Continued)

(a)

(b)

Classification and measurement (Continued)

The assessment of the Group’s business model was made
as of initial application, i.e. 1 January, 2018, and then
applied retrospectively to those financial assets that were not
derecognised as at 1 January, 2018. The assessment of whether
contractual cash flows on debt instruments are solely comprised
of principal and interest was made based on the facts and
circumstances as at the initial recognition of the assets.

The accounting for the Group's financial liabilities remains largely
the same as it was under HKAS 39. Similar to the requirements
of HKAS 39, HKFRS 9 requires contingent consideration liabilities
to be treated as financial instruments measured at fair value, with
the changes in fair value recognised in the statement of profit or
loss.

Under HKFRS 9, embedded derivatives are no longer separated
from a host financial asset. Instead, financial assets are classified
based on their contractual terms and the Group's business model.
The accounting for derivatives embedded in financial liabilities and
in non-financial host contracts has not been changed from that
required by HKAS 39.

Impairment

The adoption of HKFRS 9 has fundamentally changed the Group'’s
accounting for impairment losses for financial assets by replacing
HKAS 39's incurred loss approach with a forward-looking
expected credit loss “ECL" approach.

The Group records an allowance for ECLs on financial assets
which are subject to impairment under HKFRS 9, including all
loans and other debt financial assets and contract assets.

For contract assets and trade receivables, the Group has applied
the standard’s simplified approach and has calculated ECLs based
on lifetime expected credit losses. The Group has established a
provision matrix that is based on the Group’s historical credit loss
experience, adjusted for forward-looking factors specific to the
debtors and the economic environment.
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SEGE S

(3) Significant accounting policies (Continued)

HKFRS 9 Financial Instruments (Continued)
(b)  Impairment (Continued)

For all other assets that are subject to impairment under HKFRS
9, the Group assessed for their impairment based on 12-month
expected credit losses: 12-month ECLs are the portion of lifetime
ECLs that result from default events that are possible within
the 12 months after the reporting date (or a shorter period if
the expected life of the asset is less than 12 months). However,
when there has been a significant increase in credit risk since
origination, the allowance will be based on the lifetime ECL.

The Group considers a financial asset in default when contractual
payment are 90 days past due. However, in certain cases, the
Group may also consider a financial asset to be in default when
internal or external information indicates that the Group is unlikely
to receive the outstanding contractual amounts in full before taking
into account any credit enhancements held by the Group.

Based on the assessments undertaken, the Group concluded that
the adoption of new expected credit loss model did not have a
material impact on loss allowances for its financial assets.

As a result of the adoption of HKFRS 9, certain comparative
information in these condensed consolidated financial statements
may not be comparable as it was prepared in accordance with
HKAS 39.

(4) Revenue and segment information

The Group identifies operating segments and prepares segment
information based on the regular internal financial information reported
to the executive directors for the purposes of resource allocation and
assessment of performance focuses more specifically on sales of natural
gas, gas pipeline construction and connection; and exploitation and
production of crude oil and natural gas.

The Group has presented the following three reportable segments for
the six months ended 30 June 2018:

—  sales and distribution of natural gas and other related products
- gas pipeline construction and connection
—  exploitation and production of crude oil and natural gas

Information regarding the Group’s reportable segments as provided
to the executive directors for the purpose of resources allocation and
assessment of segment performance for the six months ended 30 June
2018 and 2017 is set out below:
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(4) Revenue and segment information (Continued)

Business Segments

For the six months ended 30 June 2018:
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(4) Revenue and segment information (Continued) (4) EX£BERDHER ()
Business Segments (Continued) XD (E)
For the six months ended 30 June 2017: BE-_Z—+tFAXA=t+HLXEA:
Sales and
distribution
of natural Gas pipeline  Exploitation and
gas and construction production of
other related and crude oil and
products connection natural gas Group
BHE R 254
RARREAM MREE HERH
HEER SRR RRAFR £
HK$'000 HK$'000 HK$'000 HK$'000
FET FHET FET FET

Segment revenue and results D IPEEEREE

Sales to external customers IR PIHERE 3,173,001 315,619 168,337 3,656,957
Segment results DEREE 360,269 151,448 34,785 546,502
Finance income R ON 53,953
Other gains, net Hillzs - F58 7,110
Finance costs BB R (104,003)
Share of losses of investments DMEEAEREAR

accounted for using ZREEE

the equity method 893
Unallocated corporate expenses ROBEEERT (54,304)
Profit before taxation BRBLAT R F 450,151
Taxation I8 (101,416)

Profit for the period HA 935 ) 348,735
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(4) Revenue and segment information (Continued) (4) EXRERDEBER ()

SERwEMIZE N 2 EEZ D TEI LN

Analysis of the Group’s assets by geographical market is set out below:

T~

Assets EE
At 30.6.2018 At 31.12.2017
R-Z—N\&F RZZT—tF
~A=+H +=—A=+—H
Total assets Total assets
mEE BEE
HK$'000 HK$'000
FET FHET
Hong Kong aE 165,272 137,351
Mainland China HR A, 12,862,160 12,018,750
Canada mEX 2,454,566 2,419,335
Total CEil 15,481,998 14,575,436
Unallocated Foval
Investments accounted for FRAEREARZIRE
using the equity method 318,399 321,167
Deferred tax assets RIERIBE E 4,888 4,796
Available-for-sale financial assets AL ESREE - 596,360
Financial assets at fair value through BAFELES AR SRERE
profit and loss - 48,842
Financial assets at fair value through BRATEF AR MEERENE/mEE
other comprehensive income 566,443 -
Total assets HEE 16,371,728 15,546,601
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(5)

(6)
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Other income

(5) EAA

Unaudited Unaudited
(6 months) (6 months)
RASEX RISEIZ
(@A) (FREA)
1.1-30.6.2018 1.1-30.6.2017
—E-N\fF —E—tF
—A—BZE —H—HB=%
~NA=1H NAZ1H
HK$’000 HK$'000
FTHERT FAT
Dividend income from listed securities TR &R BUA 725 249
Government subsidies ARG 2,573 13,942
Rental income MU A 3,996 4,021
Service income ARFSUIA 4,691 4,675
Others Eith 3,705 1,212
15,690 24,099
Other gains/(losses), net (6) Hfttrz ~(E518) » F58
Unaudited Unaudited
(6 months) (6 months)
RASEX RICEIZ
(@A) (FRMEA)
1.1-30.6.2018 1.1-30.6.2017
—ZE-N\fF —E—+tF
—A—BZE —HA—HB=%
~NA=1+H ANAZ=Z+8
HK$000 HK$'000
T FAET
Gain on disposal of fixed assets o B B & B B E 4,589 -
Fair value gains/(losses) on financial BRATESERARZ
assets at fair value through eRMEEZATE
profit or loss Wz, (E518) - 1,582
Gain on disposal of an associate & — RS A E) 2 s - 3,697
Gain on disposal of HETHEEEE 2 B
available-for-sales assets - 1,831
Gain on disposal of financial assets HERATE
at fair value through other STAHMEE
comprehensive income WaEr e mEE 2 W 1,306 -
5,895 7,110
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(7) Finance income and costs (7) BHEWAREH
Unaudited Unaudited
(6 months) (6 months)
RISEX RIS Z
(EAR) (NMER)
1.1-30.6.2018 1.1-30.6.2017
ZB-N\F —E—+F
—A—HB=Z —HA—BA=z%
ANA=+H NA=Z1H
HK$’000 HK$'000
FHET FHET
Finance income from: ISR A -
Interest income on bank deposits BRITERZFEMA 40,496 31,169
Loan to an associate ERTHE QT 25,181 22,220
Loan to a third parties BERTE=H 492 564
66,169 53,953
Finance costs from: MBERKE
Bank borrowings RITIER (37,227) (23,301)
Other borrowings HAbIER (68,958) (80,702)
106,185 (104,003)
Finance costs, net MBER - F8 (40,016) (50,050)
(8) Taxation (8) Hi1E
No provision for Hong Kong profits tax has been made as the Group MR EE Y BT BEBRRNSNETEFE
did not have any assessable profits subject to Hong Kong profits tax for M ERBGEMN MW EREENERE
the Period (2017: Nil). HEE(ZE—+F |-
In accordance with the relevant PRC corporate income tax laws, RIEREPRCEMGSH LR ROILE
regulations and implementation guidance note, subsidiaries in WA R B A T AR E 25%
Mainland China are subject to the PRC corporate income tax rate at (ZE—EF:25%) BMPBEDCEMSE
25% (2017: 25%). Certain subsidiaries are entitled to tax concessions - ETHBARZAHRKEEERE R -
and tax relief whereby the profits of those subsidiaries are taxed at a Bt ZEMBRARZEMABEEH
preferential income tax rate of 15% (2017: 15%). REN5% (ZF—CF : 15%) MFi -
Taxation on overseas (other than Hong Kong and PRC) profits has BINBRBE LR BN &EF T A S BELE
been calculated on the estimated assessable profit for the year at the AR BERRITH RIRFERNGE
applicable rates of taxation prevailing in the jurisdictions in which the RAREMETERE -

Group operates.
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(8) Taxation (Continued)

(8) BiMH (&

Unaudited Unaudited

(6 months) (6 months)

REBEZL RECEIZ

(EA) (XMEA)

1.1-30.6.2018 1.1-30.6.2017

—ZE-N\F T+

—A—BZE —H—H=ZE

~NA=1+H SNA=TH

HK$’000 HK$'000

FET FET

Current tax: AEARAIA

PRC corporate income tax RIS R 113,236 104,238
Overseas taxation BINRIA = -
Under provision in prior years MEFERETR - 122
113,236 104,360
Deferred tax IRAETRIE 19,114 (2,944)
Taxation s 132,350 101,416

(9) Earnings per share

(@)

(b)

The calculation of basic earnings per share is based on the
Group's profit attributable to owners of the Company of
approximately HK$216,160,000 (six months ended 30 June 2017:
HK$170,251,000) and weighted average number of ordinary
shares in issue less shares held under share award scheme during
the Period of approximately 4,982,096,273 shares (six months
ended 30 June 2017: 5,181,050,000 shares).

Diluted earnings per share is calculated based on the profit
attributable to owners of the Company of approximately
HK$216,160,000 (six months ended 30 June 2017:
HK$170,251,000), and the weighted average number of ordinary
shares of approximately 5,014,815,085 shares (six months ended
30 June 2017: 5,203,916,000 shares) which is the weighted
average number of ordinary shares in issue less shares held under
share award scheme during the Period plus the weighted average
number of dilutive potential ordinary shares in respect of share
options of approximately 31,377,142 shares (six month ended
30 June 2017: 21,749,000 shares) deemed to be issued at no
consideration if all outstanding share options granted had been
exercised and the effect of awarded shares of approximately
1,341,670 shares (six months ended 30 June 2017: 1,117,000).
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(10)Dividend

The Board resolved not to declare any interim dividend for the six
months ended 30 June 2018 (2017: Nil). Subsequent to the end of the
reporting period, a distribution of HK cent 0.35 (2017: HK cent 0.5)
per share out of the contributed surplus, amounting to approximately
HK$20,390,000 (2017: HK$29,128,000), shall be paid to the
shareholders as the final dividend for 2017.

(11)Property, plant and equipment

During the six months ended 30 June 2018, the Group acquired
property, plant and equipment amounting to HK$504,009,000 (six
months ended 30 June 2017: HK$281,913,000) and disposed of
property, plant and equipment with net book value of HK$530,000 (six
months ended 30 June 2017: HK$17,558,000).

(12) Deposits, trade and other receivables
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—+t4 :29,128,00087L) - fEA-T—+t
FREBRS -

(NIxE - BERKE

HE-_Z—- )/ \FXA=+HIEXEA &
B W B % - BB & %15 504,009,000 7
T(EBE_ZT—tFA=THIEAEA :
281,913,000 L) ML EWE - BiFE ki
#ERE F(E A 530,0008 L (HE_T—+
FARA=Z+HLILE/NEA 17,558,000
TT) °

(12)7&% - BEFRHEMEBWFIR

Unaudited Audited
RBEZ LERIZ
At 30.6.2018 At 31.12.2017
R=ZT—N\&F N_T—+tF
ABA=t+H +=A=+—H
HK$°000 HK$'000
FET FAT
Trade receivables E SRR 803,245 784,363
Other receivables, deposits EAbEMGRIE ~ R RIBNFIE
and prepayments 874,488 812,371
1,677,733 1,596,734
The ageing analysis of trade RIBEEZEHBNE 5 EIEER
receivables based on invoice ZHRER DA ¢
date is as follows:
Up to 3 months =EANUR 722,920 730,625
3 to 6 months —@EAZENEA 48,195 30,363
Over 6 months NEA LA E 32,130 23,375
Total &t 803,245 784,363

FHMREEARAT 2018 HEE 29



Interim Results
FREREES

(13)Trade and other payables

(13 EZ K AEMENFRIER

Unaudited Audited
RBER KEERIZ
At 30.6.2018 At 31.12.2017
R=-ZT—N\F R-ZE—+tF
ANA=+H +=-—A=+—H
HK$’000 HK$'000
FET FET
Trade payables B S EMNER 353,361 447,956
Other payables and accruals HAb R RE R ERT & 1,050,356 983,777
1,403,717 1,431,733
The ageing analysis of trade payables ~ RIEEHZHENE FEMNERERZ
based on invoice date is as follows: BRER DT -
Up to 3 months =EANR 290,052 358,365
3 to 6 months =EAZEXEA 42,347 40,316
Over 6 months NEAME 20,962 49,275
353,361 447,956
(14)Share capital (14) Bz A
Number
of shares Amount
BRHEE x|
‘000 HK$'000
T FEL
Authorised: ETE ¢
Ordinary shares of HK$0.01 each R=ZF—+F~A=1+AH"
at 30 June 2017, 31 December 2017 —E—+F+-A=1+—HK
and 30 June 2018 ZE-\FRA=THER
E{E0.01 Brrz LRk 125,000,000 1,250,000
Issued and fully paid: BEEITRER
Ordinary shares of HK$0.01 each RZE—tFA=1H"
at 30 June 2017, 31 December 2017 “E—+F+-A=1+—HK
and 30 June 2018 ZZ-)\FRA=ZTHER
EE0.01 BTz L@k 5,825,684 58,257

30 CHINA OIL AND GAS GROUP LIMITED  Interim Report 2018



(15)Pledge Of Assets

No material assets of the Group have been pledged as at 30 June 2018
(2017: Nil).

(16) Contingent liability

As at 30 June 2018, the Group has no material contingent liability
(2017: Nil).

(17) Approval of the interim financial statements

The condensed consolidated interim financial statements were
approved and authorised for issue by the Board on 28 August 2018.

Interim Results
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(16)HARER
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW

Since the beginning of 2018, driven by the Chinese government’s
environmental policies, the demand for clean natural gas energy has
continued to grow in the society. Leveraging its strong sales network and
gas source advantages, the Group has seized those favorable opportunities
to achieve rapid business growth. The Group recorded total revenue of
HK$4,969 million for the first half of 2018, representing a remarkable
increase of 36% as compared to HK$3,657 million for the corresponding
period of last year. The income from sales and distribution of natural gas and
other related products was HK$4,260 million, representing a year-on-year
growth of 34% and accounting for 86% of the total revenue. Thanks to the
continuous enhancement in the operation and management, sound sales
strategy and effective cost control measures, the Group recorded a profit for
the Period of HK$504 million with a year-on-year increase of 45%. The profit
attributable to the owners of the Company was HK$216 million with a year-
on-year increase of 27%.

Profit for the period
HA A0 7
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CITY PIPELINE NATURAL GAS BUSINESS

Sales and distribution of natural gas

For the first six months of 2018, the Group’s natural gas sales volume
reached 1,855 million cubic meters (2017: 1,602 million cubic meters),
representing an increase of 16% as compared with the same period last
year; pipeline gas transmission volume reached 348 million cubic meters,
which was flat with the same period last year.

The significant increase in gas sales volume was mainly attributable to that
gas consumption of industrial and commercial users recorded 1,175 million
cubic meters, representing a substantial growth of 19% as compared with 991
million cubic meters for the same period last year and accounting for 63% of
the Group's total gas sales volume; gas consumption of gas stations increased
by 18% to 186 million cubic meters, accounting for 10% of the total gas sales
volume; and gas sales volume of residential users increased by 9% to 494
million cubic meters, accounting for 27% of the total gas sales volume.

Report of the Board
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Industrial and Commercial Users — Sales Volume Breakdown — By Users Group
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Development of new users

For the first six months of 2018, the Group connected 59,019 new
residential users, and the accumulated connections of residential users were
1,294,516, including 27,607 users of coal-to-gas village connection; and
connected 438 new industrial and commercial users, and the accumulated
connections of industrial and commercial users were 10,864. With the
increasing number of users, the Group will continue to expand the sales of
natural gas and provide services to more natural gas end-users, which will lay
a solid foundation for the sales of natural gas of the Group in the future.

HMAFME

ZE-NFHEAEA EEFEERAF
59,0197 Rt EBMERAFES] 1,294,516
FrHAeEaRENNBRF27,6077
BIHEAF438F Rt BB IHERF
B10,864F - [EZERFPHEMIL I - FE K%
BRARAREE BEZRARKIKBEPRMH
fRTS - AEERRMNRARBELET TBRENHE
{fﬁm* °

Total Connected Users as of 30 June
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Gas Sales Volume Breakdown — By Province
AARIHEEN T —RED

Province =N 1H2018 1H2017
Qinghai 58 44.6% 46.9%
Shandong R 9.0% 8.2%
Hunan il 82% 9.4%
Jiangsu TTER 12.4% 12.7%
Guangdong BE®R 4.4% 4.0%
Jiangxi PN} 5.6% 5.1%
Hubei hiisld 3.1% 2.9%
Shanxi [1iis) 8.1% 6.8%
Guizhou EM 2.8% 2.7%
Others EA 1.8% 1.3%

New project expansion

In 2018, the Group acquired two natural gas integrated utilization projects
in Shandong Province, signed a natural gas distributed energy framework
cooperation agreement in Jiangsu Province and entered into a strategic
cooperation agreement with China Huadian Corporation. By virtue of the
above cooperation, the Group has expanded its gas supply coverage by
making full use of its pipeline network to achieve interconnection and
secured certain overseas LNG sources for peak-shaving in winter. Until
now, the Group has established a total of 144 project companies in 15
provinces and autonomous regions with 76 concession rights in the PRC.
The total length of the natural gas pipelines constructed by the Group has
reached 11,734km, which effectively promoted the development of projects
downstream.

HEERR

EER - N\FHRRILEEAESE TRERA
REAFAEE  WIHEEZETXARH»MHR
BERERESIEHZEREATHESEBAREEH
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BEHRE - BZEEBa SEERPRHISELE R
EARmAATE R AR 144K - B 76 BRI
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B AR T THEB MR -

Concession Rights as of 30 June
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EXPLOITATION AND PRODUCTION OF CRUDE OIL
AND NATURAL GAS

Since the beginning of this year, the Group continued the business of
exploitation and production of light oil and natural gas in Canada. According
to the reserve report prepared by GLJ Petroleum Consultants for the year
ended 31 December 2017, the proved plus probable reserves of the Group
were approximately 35.0 million barrels of oil equivalent. For the first six
months of 2018, the upstream oil and gas exploitation business of the Group
achieved an average daily production of 5,368 barrels of oil equivalent
(2017: 4,695 barrels of oil equivalent) with a growth of 14%. Benefiting
from the effective operating cost control measures and the rebound of
international oil prices, the Group achieved the average operating netback
of CAD29.52 per barrel of oil equivalent, representing an increase of 26%
as compared with CAD23.39 per barrel of oil equivalent for the same
period last year. Net cash generated from operating activities amounted
to CAD16.04 million, representing an increase of 44% as compared with
CAD11.12 million for the same period last year.

Operating Netback

PR £ EF MR KR RRER

REFUAR  SEEMEXRFEETEEDR
MR ARTNARREEER - BRIEAGL
Petroleum ConsultantsEENEHE —T—+F
FTZA=FT—BILEFEZHEERS - SEFEHMN
THRENA3S00BMBEEZE - RZZE—N\F
BAEA EELNHEHRESNEEER
14% Mg & - FHES A5 368 MEE X
(ZZ—+F 4695 BAEEX) - BaERE
B AR AN S b M E M E N B - £ E
BN ELFOE2952 0T,/ MEEE &
EFERBW23.39 ML HHE EE R 26% * &
BEHEAZRSFEA1,6048MT  REF
EHEIR 1,112 BINTiE R 44% ©

increased to 29.52 CAD/BOE by

The Group's upstream business operating netback

26%

SEEBREBNEEFRELAE

2052t REE  iEE 26%

EEFOE
T
ol
29.5207c/
23.391n7t/ WhEE
WHEE
23.39 29.52
CAD/BOE CAD/BOE
D D
1H2017 1H2018

Proved Reserve (MMBOE)
KHRFE (BA8WHAEE)

25 22.9 22.8 35
20.5 30
20 18.2
16.2 25
15 20
10 15
10
5
5
0 0
2013 2014 2015 2016 2017

36 CHINA OIL AND GAS GROUP LIMITED Interim Report 2018

22.0

2013

Proved Plus Probable Reserve (MMBOE)
FREIEHFE (BERREE)

35.0
33.1
30.1
255 I

2014 2015 2016 2017



BUSINESS PROSPECT

The Chinese government strongly supports the development of the natural
gas industry. In the first half of 2018, the National Development and Reform
Commission issued policies such as the Circular on Rationalizing the Gas
Station Price of Natural Gas Used for Residential Purpose (B IEIEE R
FFIULBARAYEAD) and the Circular on Overall Planning, Construction and
Operation of Gas Storage Facilities (BARFE R BT R RS MEE BT
A %N), which clarified that natural gas prices will be increasingly market-
driven and prepared for the mismatch between supply and demand of
natural gas at the end of last year. The Group will continue to make strategic
plans based on the industrial and market-based reform, develop existing
market in an orderly manner, actively expand incremental market and
further improve the distribution and sales volume of natural gas through the
opportunities arising from the competitive advantage of natural gas price.
Meanwhile, the Group strives to explore opportunities for the development
of outstanding projects such as distributed energy and natural gas integrated
utilization, so as to deliver ever better returns to shareholders.

FINANCIAL REVIEW

For the six months ended 30 June 2018, the Group recorded the revenue of
HK$4,969 million, representing a growth of 36% from HK$3,657 million for
the six months ended 30 June 2017.

The total revenue combined by three segments, namely (1) sales and
distribution of natural gas and other related products, (2) gas pipeline
construction and connection and (3) exploitation and production of crude
oil and natural gas, amounted to HK$4,260 million, HK$472 million and
HK$237 million respectively (2017: HK$3,173 million, HK$316 million and
HK$168 million respectively).

The Group's overall gross profit amounted to HK$847 million (2017:
HK$633 million), its gross profit margin was 17% and was flat with the last
corresponding period; Profit for the Period was HK$504 million; Profit for
the Period attributable to the owners of the Company was HK$216 million,
represented a substantial growth of 27%.

Throughout all these years, the Group placed great emphasis on the
effectiveness and appropriateness of sales strategies and successfully
controlled all of its expenses. Administrative expenses were HK$186 million
(2017: HK$144 million), the proportion of administrative expenses to
revenue was further decreased to 3.7% (2017: 3.9%); and the proportion of
selling and distribution costs to revenue was 0.5% (2017: 0.6%).
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Finance costs (net of capitalization) increased slightly from the last
corresponding period’s HK$104 million to HK$106 million. The Group's
weighted average cost of all indebtedness (including bank borrowings, other
borrowings and senior notes) as at 30 June 2018 was 5.17% (2017: 5.24%).

LIQUIDITY, FINANCIAL AND CAPITAL 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 expansion and acquisition. As at 30 June 2018, the Group's total
indebtedness (including bank borrowings, other borrowings and senior
notes) amounted to HK$6,438 million (31 December 2017: HK$5,719
million).

As at 30 June 2018, the Group had cash and cash equivalents of HK$2,712
million (31 December 2017: HK$2,339 million). Total assets were HK$16,372
million (31 December 2017: HK$15,547 million), in which current assets
were HK$4,659 million (31 December 2017: HK$4,235 million). Total
liabilities of the Group were HK$9,898 million (31 December 2017:
HK$9,341 million), in which current liabilities were HK$4,433 million (31
December 2017: HK$3,920 million). The Group’s debt-to-assets ratio,
measured on the basis of total indebtedness divided by total assets was
39% (31 December 2017: 37%). The current ratio (current assets divided
by current liabilities) of the Group was 1.05 times (31 December 2017: 1.08
times). The Group's financial and liquidity remain stable, and well prepared
for the development in the next half of 2018.

EMPLOYEES AND REMUNERATION POLICY

As at 30 June 2018, the Group employed a total of 3,542 (31 December
2017: 3,600) full-time employees, most of them were stationed in the PRC.
Total staff cost for the Period amounted to HK$203 million (2017: HK$148
million), including amortization of share options of approximately HK$27
million (2017: HK$5 million). The Group remunerates its employees based
on their performance, working experience and the prevailing market wage
level. The total remuneration of the employees consisted of basic salary, cash
bonus and share-based incentives.

PLEDGE OF ASSETS

As at 30 June 2018, no assets of the Group has been pledged.
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CONTINGENT LIABILITIES

The Group has no material contingent liability as at 30 June 2018.

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.

The Group conducts its business primarily in Renminbi. The Group's certain
bank deposits are denominated in Hong Kong dollars, Renminbi and United
States dollars, and the Group’s offshore bank loans and senior notes are
denominated in Renminbi and United States dollars.

Other than those disclosed, the Group does not have any material exposures
to foreign exchange fluctuations. The Group does not have a foreign
currency hedging policy. However, the Group monitors its foreign currency
exposure closely and may, depending on the circumstances and trend of
foreign currencies, consider adopting a significant foreign currency hedging
policy in the future.

LITIGATION

As at 30 June 2018, the Group has no litigation.

CAPITAL STRUCTURE

As at 30 June 2018, the issued share capital of the Company was
HK$58,256,838 divided into 5,825,683,834 Shares with a nominal value of
HK$0.01 each.

INTERIM DIVIDEND

The Board resolved not to declare any interim dividend for the six months
ended 30 June 2018 (30 June 2017: Nil).
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DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS IN
SHARES, UNDERLYING SHARES AND DEBENTURES

At 30 June 2018, the interests or short positions of the Directors and chief
executives of the Company in the shares, underlying shares and debentures
of the Company or any associated corporation (within the meaning of
Part XV of the Securities and Futures Ordinance (Chapter 571, Laws of
Hong Kong) (“SFO™)), which were notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests or short positions which they are taken or deemed to have under
such provision of the SFO), or which were required, pursuant to section 352
of the SFO, to be entered in the register referred to therein, or which were
required to notify to the Company and the Stock Exchange, pursuant to the
Model Code for Securities Transactions by Directors of Listed Issuers (the
“Model Code"), are set out below:

Interests in shares, underlying shares and debentures of the Company

EERFETHRAERRKRND - 1HE
BRI RESF kR

RZZE—NFRA=1TH BEZ=RAFZEET
BABR QB SAEMEEEE (EERLEEED
BT B HFRERO([FH RIS ])E
XVER) ZBfn ~ MBS RESS - EERIER
HFLRHEGIEXVEE7TRESDAMAMNE
NR NPT 7 i m Sk R (BRRIRIEE & L
B G2 BREGX MR E FSARE R 2
KB RIRBE S B EAI5E 352 (R/AR
RZAGBI Pt 2 B msoR B - SR -
METAZERETEFRXHNRETA ([FLEST
8 ) MZAME AR RE R 2 R SOR B &I
™

RATRE - HERDRES S

Approximate
percentage of
the Company's
issued share
Number capital Amount of
Long position/ of ordinary NG debentures
Name of Director ~ Capacity short position Notes shares held BRITRE held
BEEpg 5t #e/ KR Wit FEEBERYE BREAL FiES S8
Xu Tie-liang Interest in controlled corporations Long position 1.2 1,429,554,130 24.54% US$2,000,000
FHER RIEHIEE 2 s e
Guan Yijun Interest of spouse Long position 1 1,429,554,130 24.54% -
BEE BaBEEA e
Interest of controlled corporation Long position 2 - - US$2,000,000
RIEHIEE 2 s e
Liu Chunsun Beneficial owner Long position 3 2,200,000 0.04% -
35S BaBEEA R
Notes: Btat -

1. 353,120,130 ordinary shares and 1,076,434,000 ordinary shares of the
Company (“Shares”) are held through Sino Advance Holdings Limited
(“Sino Advance”) and Sino Vantage Management Limited (“Sino Vantage”)
respectively, both of which were incorporated in the British Virgin Islands with
limited liability and are wholly-owned by Sino Best International Group Limited
(“Sino Best”) (a company incorporated in the British Virgin Islands with limited
liability) which in turn is wholly and beneficially owned by Mr. Xu Tie-liang (“Mr.
Xu"). Therefore, Mr. Xu is deemed to be interested in the 1,429,554,130 Shares
pursuant to the SFO.
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2. An amount of US$2,000,000 of the US$350,000,000 4.625% senior notes of
the Company due 2022 held through Moral High Limited which is owned by
Mr. Xu and Ms. Guan 50% each.

3. These interest are derived from the interest in the 2,200,000 share options
granted under the share option scheme adopted by the Company on 23
November 2011, which carrying right to subscribe for 2,200,000 shares of the
Company at the exercise price of HK$0.46 per share.

Save as disclosed above, none of the Directors or chief executives of the
Company had any interests or short positions in the shares, underlying shares
or debentures of the Company which were recorded on the register required
to be kept under section 352 of the SFO or notified to the Company and the
Stock Exchange pursuant to the Model Code as at 30 June 2018.

SUBSTANTIAL SHAREHOLDERS

At 30 June 2018, the register of substantial shareholders maintained by the
Company pursuant to section 336 of the SFO showed that other than the
interests disclosed above in respect of certain Directors and chief executives,
the following shareholders had notified the Company of relevant interests in
the issued share capital of the Company:
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3. ZERBZDREARBEARR-Z——F+—
A=+ =8 HMa i RET 85 1489 2,200,000
DEREE R AR - Mz EERENTS
R T2 B0 0.46 8702 1T1# &2 2,200,000
B A RIAAD o

B EXCPRIEENN  R-T—N\FRA=TH"
EEARAZEIBETRABBRENRRRND -
B D S E S A RN R IR E 5 R B R
FEI2FMERATHEZELM - IRBERET
AIAE R B R R A 2 (R AR TR -

FERR

RZB-N\FRA=TH  REEHFRPE KM
E336HFMNAFEZIEZRRELAMET -
BREXIRBEETEEREIZTBRABZ#R
S ATIREREBAARERARD EITRAS
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Interest in the shares and underlying shares of the Company RATRE RABBERGD 2R

Approximate

percentage of

Long position/ Number of the Company's

Name of shareholder Capacity short position Shares held issued share capital

RREH L) BE/ KA BERDYE RAEZBHE D

Sino Advance Beneficial owner Long position 353,120,130 6.06%
BaEAA A

Sino Vantage Beneficial owner Long position 1,076,434,000 18.48%
BakEAA 55}

Sino Best Interest in controlled corporations  Long position 1,429,554,130 24.54%
 ZRER REGEE 2 e

Note: Sino Advance and Sino Vantage are wholly-owned by Sino Best which in turn
is wholly and beneficially owned by Mr. Xu Tie-liang. Hence, Mr. Xu is deemed
to be interested in the 353,120,130 Shares and 1,076,434,000 Shares held
through Sino Advance and Sino Vantage respectively.

Save as disclosed above, no other parties were recorded in the register of
the Company required to be kept under section 336 of the SFO as having
interests or short positions in the shares or underlying shares of the Company
as at 30 June 2018.

HtiF : Sino Advance K. Sino Vantage AR ZEEE 2
EHE MPLREBREFSRLEZERER
WA Al FEERBKRARSIno Advance
K. Sino Vantage 73 pll#%4A 2 353,120,130 i 2
1,076,434,000 IR0 Hh B #Eas ©

B EXFEBEEN R-T-N\FRA=1TH"
B R A A T IMRIEE 75 K 1B 1501 5 336 1547
ERAFEZ ARELCMPLEAR AR RN K
HEAR D h AR IOXR -
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SHARE OPTION SCHEME

The Company adopted a new share option scheme (the “New Share
Option Scheme”) at the special general meeting of the Company held on
23 November 2011. Pursuant to the New Share Option Scheme, the Board
may at its discretion offer options to any eligible participant including,
but not limited to any person being an employee, executive directors or
non-executive directors of the Group or any invested entity (including
independent non-executive directors of the Group or any invested entity)
and any suppliers, consultants or advisers who will provide or have provided
services to the Group or any invested entity.

Details of movements in the share options granted under the New Share
Option Scheme are as follows:

BRrEstE

NER_E——F+—A-+=ZABRTHRERE
RIRE RN IEARAE ST B ([ FhAE AR RT A ) -
RIBFERENE EFRTNIEIRERET
AREEKR2EE  BERTRAEESEAE
EEBRVEE - PTESHIIFRTES(BESE
BRI EEE 2 BYIFNITES)  URT
AR AEENTARETERERG
HpER - A SRR -

REBEFTEIRE A 2R L 2 AR B 5 H 5
B

Outstanding as at
30 June 2018
Name or category Granted during Exercised during Lapsed during RZE-N\§
of participants Exercise price Date of grant Exercisable period the period the period the period AB=1A
VL] 18 RHAH i b G BEN BRI
(HKS)
(#7)
Employees EE 0.46 2210172016 2210172018 10 21/01/2026 - - 100,000,000
Total £t - - 100,000,000
Note: et -

These share options are exerciseable in the following manner:

(i) 30% of the share options shall become exercisable on 22 January 2018;
(i) 30% of the share options shall become exercisable on 22 January 2019; and

(i) 40% of the share options shall become exercisable on 22 January 2020.

These share options were granted on 22 January 2016, the closing price of
the shares on 21 January 2016, being the date immediately before the date
of grant, was HK$0.43.

PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

Neither the Company nor any of its subsidiaries purchased, redeemed or
sold any of the Company’s listed securities during the six months ended 30
June 2018, other than those purchased by its trustee for the Restricted Share
Award Scheme adopted by the Board on 4 November 2011.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers as set out in Appendix 10 to the Rules Governing
the Listing of Securities on the Stock Exchange (the “Listing Rules”) as the
code of conduct regarding securities transactions by the Directors. Having
made specific enquiries of all Directors, the Company confirmed that all
Directors have complied with the required standards set out in the Model
Code throughout the Period.

CORPORATE GOVERNANCE PRACTICES

The Company has all along committed to fulfilling its responsibilities to
its shareholders by ensuring that the proper processes for supervision and
management of the Group’s businesses are duly operated and reviewed and
that good corporate governance practices and procedures are established
throughout the six months ended 30 June 2018. The Company has adopted
the code provisions set out in the Corporate Governance Code (the “CG
Code”) as set out in Appendix 14 to the Listing Rules as its own code of
corporate governance.

During the six months ended 30 June 2018, the Company was in compliance
with the relevant code provisions set out in the CG Code except for the
deviations as explained below.

Code provision A.2.1 of the CG Code provides that the responsibilities
between chairman and chief executive officer should be divided. Mr. Xu Tie-
liang is the Chairman and the Chief Executive Officer of the Company. The
Board believes that vesting the roles of both Chairman and Chief Executive
Officer in the same person has the benefit of ensuring consistent leadership
within the Group and enables more effective and efficient overall strategic
planning for the Group. The Board believes that the balance of power and
authority for the present arrangement will not be impaired and is adequately
ensured by current Board which comprises experienced and high caliber
individuals with sufficient number thereof being independent nonexecutive
Directors.

Code provision A.4.1 of the CG Code provides that non-executive directors
should be appointed for a specific term and subject to re-election. The
independent non-executive Directors are not appointed for a specific term,
but they are subject to retirement from office by rotation at least once every
three years in accordance with the Bye-Laws of the Company (the “Bye-
Laws").
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Code provision D.1.4 of the CG Code requires that the Company should
have formal letters of appointment for directors setting out the key terms
and conditions of their appointment. The Company did not have formal
letters of appointment for Directors (except for Mr. Xu Tie-liang). However,
the Directors shall be subject to retirement by rotation in accordance with
the Bye-Laws. In addition, the Directors are required to refer to the guidelines
set out in “A Guide on Directors’ Duties” issued by the Companies Registry
and “Guidelines for Directors” and “Guide for Independent Non-executive
Directors” (if applicable) published by the Hong Kong Institute of Directors
in performing their duties and responsibilities as Directors. Besides, the
Directors are required to comply with the requirements under statute and
common law, the Listing Rules, legal and other regulatory requirements and
the Company’s business and governance policies.

Save as the aforesaid and in the opinion of the Directors, the Company has
met all code provisions as set out in the CG Code during the six months
ended 30 June 2018.

AUDIT COMMITTEE

The Company established the Audit Committee in 1998 with written terms
of reference in compliance with the CG Code, which is currently made
available on the Stock Exchange's website and the Company’s website.

The Audit Committee is mainly responsible for making recommendations to
the Board on the appointment, re-appointment and removal of the external
auditor; to approve the remuneration and terms of engagement of the
external auditor, to provide recommendations for any questions regarding
the resignation or dismissal of such auditor; to review the interim and annual
reports, and financial statements of the Group; to oversee the Company’s
financial reporting system including the adequacy of resources, qualifications
and experience of staff in charge of the Company’s financial reporting
function and their training arrangement and budget, and to review the risk
management and internal control system.

The Audit Committee comprises three independent non-executive Directors,
namely Mr. Li Yunlong (as chairman), Mr. Wang Guangtian and Mr. Yang
Jie. The Audit Committee has reviewed the unaudited interim financial
statements of the Group for the six months ended 30 June 2018.

By Order of the Board
China Oil And Gas Group Limited
Xu Tie-liang
Chairman

Hong Kong, 28 August 2018
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